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December 31, 1997

Blanca 5. Bayo, Director
Division of Records and Reporting

2540 Shumard Oak Blwvd. o

Florida Public Service Jommission :Jgéjf -
o i ‘

Tallahassee, Florida 32299-0870

Re: ALEC Application for Knology of Panawma City, Inc.

Dear Ma. Bayo:

Please find enclecsed the original and five copiles of the ALEC

application which we are filing on behalf of Knology of Panama
City, Inc. Additionally, we have enclosed a check in the amount ~f
$250.00 for the filing fee. You will note that the enclosed
package includes consolidated {inancial statements as of December

i1,

1994, 1995, and 1996 for CyberNet Holding, 1Inc. and

Subsidiaries (Succeasor Company) and Montgomery Cablavision §
Entertainment, Inc. (Predecessor Company). As of June 1, 1927
CyberNet Holding, In¢. changed its name to Knology Holding, Inc,
Knology of Panama City, Inc. is a wholly owned subsidiary of
Knology Holding, Inc.

If you have any gquestions, please do not hesitate to contact

my office. Thank you for your attention to this matter.

Very truly yours,

NS

Barbara [D. Auger

Enclosures: Application w/five copies and filing fee check

cc:

Felix Boccucci w/out enclosures
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APPLICATION FORM
1. This is an application for ¥ (check one):

( x) Original authority (new company)

( ) Approval of transfer (to another certificated company)
Example. a cerificated company purchases an existing
company and desires to retain the orginal cerificate

authority.

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

( ) Approval for transfer of control {to another certificated company)
Example, a compar.y purchases 51% of a cedificated
company. The Commission must approve the new controlling

entity.

2. Name of applicant:

Knology of Panama City, Inc.

3. Name under which the applicant will do business (d/b/a):

Knology

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

Fictitious name registration number: nut Agpiicahie

FORM PSCICHU § (11788) R . crp
Required by Chaptar 364.337 F8. 2 : .
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APPLICATION FORM

8. State whather any of the officers, directors, or any of the ten largest stockholders
have previously baen adjudged bankrupt, mentally incompetent, or found guilty
of any felony or of any crime, or whether such actions may result from pending
proceedings. If so, please explain.

—Nene of the officers, dirertars, or tea largest stockhelders
—have previously been adjudger hankrunted, meaially incompatent
—or found guilty of a felony or nf any crime.  Alzo there arc

currently no actions from which these situations could occur.

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

Corporate charter number:.___S80206

10. Please provide the name, title, addre .s, telephone number, Internet address, and
facsimile number for the person serving as ongoing liaison with the Commission,
and if different, the liaison responsible for this application.

Bruce Schoonover, Jr.- Director of Business Development,

503 West 8th Street, West Point, Georgia 218313

Teleghone: 706-645-2946 Facsimile 706-645-3921

E Mail Address: bHschoono¢kxnoloay.com

11.  Please list other states in which the applicant is currently providing or has applied
1o provide local exchange or alternative iocal exchange service.

Georgia and Alahama

FORM PAC/CHU 8 (11758)
Raquired by Chapter 364237 F .3, 4



APPLICATION FORM
1. This is an application for ¥ {check one):

{ x) Originai authority (new company)

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

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

( ) Approval for transfer of control (to another certificated company)
Example, a company purchases 51% of a cenificated
company. The Commission must approve the new controlling

entity.

2. Name of appiicant:

Knology of Panama City, Inc.

3 Name under which the applicant will do business (d/b/a}:

Enology

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

Ficlitious name registration number: ngt Apziiranie

FORM PBCICMU 0 (1198) { . g
Required by Crapier 384,337 F.8. 2 : Lol
i 5319 GEcsia
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APPLICATION FORM

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

P.0O. Box 5]0

West Point, Georgia 31833

706-645-3966

~

B. Florida mailing addreas including street name, number, post office
box, city, state, zip code, and phone number.

13200 Panama City Beach Parkway

Panama City Beach, Flordia 12407

B50-235-1112

6. Structure of organization: ¥ Check appropriate box(s}

( ) Individual { ¥ ) Corporation

( ) Foreign Corporation { ) Foreign Partnership

( ) General Partnership { ) Limited Partnership

( ) Joint Veniure ( ) Other, Please explain
7. if applicant is an individuai, partnership, or joint venture, please give name,

titte and address of each lagal entity.

NOt, AEE!IE:BDIg‘ agnlicln:o. at rur-t - if Y car 3 ion

FORM POCICMU 8 {1178)

Required by Chapter 364 337 F 8. 3



10.

1.

APPLICATION FORM

State whether any of the officers, directors, or any of the ten largest stockholders
have previously been adjudged bankrupt, mentally incompetent, or found guifty
of any felony or of any crime, or whether such actions may result from pending
proceedings. If so, please explain.

—None of the officers, directars, or ten largoest stockhelders
—have previgusly been adjndged hankrunted, mentally iacompatent
—2r found guilty of a felgony or af any crime. Algo there-are

currently no actions from which these gituations could occur.

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

Corporate charter number.___SB0206

Please provide the name, title, address, telephone number, Internct address, and
facsimile number for the person serving as ongo.ng liaison with the Commission,
and if different, the liaison responsible for this application.

Bruce Schoonover, Jr.- Director of Dusiness hevelopment

503 West Bth Street, West Point, Georgia 1833

Teleghone: 706-645-3966 Pacsimile 706-64%-39721

E Mail Address: %schoono®xnoloay.com

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

Georqgia and Alahama

FORM PSC/CHU 8 (1188)
Required by Chegier 384 23T P 8. 4
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13.

14.

15.

18.

APPLICATION FORM

Has the applicant been denied certification in any other state? If so, please list
the state and reason for deniat.

NO

Have penaities been imposed against the applicant in any other state? |If so,
pleass list the state and reason for penalty.

No

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

If needed, a customer can file s service complaint;

1. in person, at the address listed in response to item SH on

this application 2. on th tilephone at the ghone number listed

in response to Ltem 5B on this apnlication 2. or, in writing at

the address listed in response to itewm 5P on this applicdation
Please complete and file a price list in accordance with Commission Rule 25-
24 825.(Rule attached) see attschm nt one
Please provide all available documentation demonstrating that the applicant has
the following capabilities to provide alternative focal exchange service in Flonda.
A Financial capability.

Regarding the showing of findncial capability, the following applies:

The application ghoyld contain the applicant's financial statements
for the most recent 3 years, including:

FORM PAC/CIL) & (11795)
Rocuared by Chapter 334317 F.8. 5




APPLICATION FORM

1. the balance sheet
2. income statement
3. statement of retained earnings.

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

1. Please provide documentation that the applicant has sufficient
financia! capability to provide the requested service in the
geographic area proposed {0 be served.

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

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

tion_may_includ i limi
WMMMMWM
I r nd description f in
rgim' nships with financial institutions.
If available, the financial statements should be audited financial

stalaments.

if the applicant does not have audited financial staterments, it shall be so stated.
The unaudited financial statements should then be signed by the applicant's chief
executive officer and chief financial officer. The signatures_should attest that the financial
statements are true and corect,

b. Managerial capability.
C. Technical capability.

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

FORM PSC/CMU 8 (11/%8)
Raquired by Chapter 344,337 £ 8, 6



APPLICATION FORM

AFFIDAVIT

By my signature below, [, the undersigned officer, attest to the accuracy of the
information contained in this application and attached documents and that the applicant
has the technical expertise, managerial ability, and financial capability to provide
afternative local exchange service in the State of Fiorida. 1 have read the foregoing and
declare that to the best of my knowledge and belief, the information is true and correc!.
| attest that | have the authority to sign on behalf of my company and agree te comply,
now and in the future, with all applicable Commission rules and orders.

Further, | am aware that pursuant to Chapter 837.08, Florida Statutes,
"Whoever knowingly makes a false statement in writing with the intent to
mislead a public servant in the perfformance of his official duty shaill be
guilty of a misdemeanor of the second degree, punishable as provided in .
778.082 and 8. 775.083".

_ 12)23{<9
Date
Title: VYice President-Business (706 GAS5-B°67
Devrlormont Telephone Number

Address: 1239 0.G. Skxinncr Drive

West Point, Georci.. 21RAN

FORM PSC/ICMU § (1146)
Required by Chapter 384.33T F.8.
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25-24.825 Price List.

(1)  Prior to providing service, each company subject to these rules shall file
and maintain with the Commission a current price list which clearly sets forth the
following information for basic local telecommunications services, as defined in s.
364.02(2), F. S. If basic local telecommunications sarvice is offered on a package basis,
the following information must be provided for the package:

(a) current prices,

{b) customer conpection charges,

(c) Dbiling and payment arrangements, and

(d) levels of service quality which the company hoids itself out to provide for
each service.

(2) Atthe company's option, price list information in paragraph (1) above and
other information concerning the terms and conditions of service may be filed for
services other than basic local telecommunication services.

(3) A price list revision must be physically received by the Commission's
Division of Communications at least one day prior to its effective date.

(4) Price lists must be on 8 ¥ by 11 inch paper in loose-leaf form and must
utilize an ongoing page identification system which will ailiow for the identification of
inserted and removed pages. The color of paper on which price lists are filed must be
amenable to being clearty photocopied on standard photocopy equipment.

(5) Complete information concerning a company’s service offerings, rates and
charges, conditions of service, service quality, terms and conditions, service area, and
subscribership information identified by local exchange company exchange must be
made available to Commission staff upon request.

Specific Authority: 350.127(2)
Law Implernented: 364.04, 384.337(5), F.S.
History: New 12/26/85.



Attachment to ALEC Application
For KNOLOGY of Panama City, Inc.

Managerial Capability

William E. Morrow has been President. Chuet Faecunive Olbwer and Director of the
Company since February 1997, Prun o jomimyg the Company. ltoim Aogust 1996 to
February 1997, Mr. Morrow served as Setior Viee Presklent and General Manager of
Network Alliances for UtiliCom Networks Pyron 1o that tine, Mr. Morrow senved in
various capacities at Central and South West Corp trom March 1985 10 August 1996,
including Marketing, Area Management, Governmental/ Regulatory Lobhyist, Ventures/
Business Development and Founder and Managing Director of CSW Communicatuons
("CSW"} from December 1993 10 August 1996 Wikle at CSW Cammumications, Mr.
Morrow oversaw the company's energy management sersaces over it 750 Mz two-way
broadband network. the construction, mamtcimoe, operanon awd marheting ot long-haul
fiber capacity, and the design, constiuctuon, operation and matheting of competitive
access services,

James K. McCormick joined KNOLOGY Hollings, Ine oy Chaet Fancial Offcer
and Secretary in September 1997, Prior to joimming ~he Company. from November 1992 to
September 1997, Mr, McCormick was Ticasuier and Corporate Controdler of United
Dairy Farmers, Inc. ("UDF"). a retailer/ niulactiier operating i seven Midwestern
stales. While at UDF, Mr, McCormich mianaped the conployment practices, insenlory
management, cash management, capstal i'locainn sccounnng and Tirumendl reportang
functions. Mr. McCormick also served as Dircctor of Pinance at Amenican Sign and
Marketing Services, Inc. from June 1991 until November 19920 Prior to that time, Mr,
McCormick served in various capactlics at Andersen Warldwide  From February 1989
until January 1991, he served as consultusg nhinag o o the Shatlepe Scrviees Division of
Andersen Consulting’s Melbourne, Australia ofhee and from Cetober 1984 to January
1989, be served as Senior Auditor. Emerging Busimess Diviston it Arthur Andersen LILP.

Marcus R. Luke, Ph.D. has served as Chiet [echnology Gtlicer of the Company
singe August 1997, Prior thereto, he served is Vice President of Network Construction of
the Company. since November 1995, and Directon of EFogimeering of Cybernet Holding.
L.L.C., from May 1995 until November 1995 Pruo 1o joaming the Company, Dr Luke
served as Southeast Division Construction Munager led TCT trotn July 1993 1o May 1905
From Jaiy 1987 to fune 1993, he seeved as Arca Feclmeal Aanager tor TOTS southeast
area, which included Monlgomery. [ Loke sworked 1o Storer Connngnications loe
from 1985 1o 1987 us Vice President of Engincenny Prion to 3985, he spemt |2 years in
various engireering and management posithions wilk Storer Connamcations Ine

Felix L. Boccuceci, Jr. bas served as the Vice President of Business Deselupment ot
the Company since August 1997 and served ax Chietd Financial Othicer, Treasarer and
Secretary of the Company from November 1995 through August 1997, Friin (xtober




1594 until December 1995 A Bovencor senved as Viee President Prinance Broadband of
ITC Holding. Prior to such time, Mr. Bovonca worked 1or GEE Corporation (“GTE™), a
elecommunications company. which merged with Contel Corporation ("Contel™ an
March 1991, From May 1993 10 October 1994 he seved as a Sensor Financial Analyst
for GTE. From 199! to 1993, Mr Boccuca senved as Finanaiad Duecter tor GTES
Central Area Telephone Operations. From [Y87 to (991 lie was the controdler m charge
of Contel's Eastern Region Telephune Operations comprising 13 companies in twelve
states.

Bret T. McCants has been Vice Pressdent of Construction amd Manitenance Services
since May 1997. Prior to joining the Company M MoCants served as Darector ol
Operations for CSW from January 994 to Apul 1997 From Lanuary 1992 10 January
1994, he served as Corporate Commerciad Marhetng Manager at Central Power & Light,

Taylor E. Nipper joined the Company s Dicctor of Marheting m October 1995, and
was Vice President of Operations (ron October 1996 thiough Apal 1997 and has been
Vice President of Marketing since May 1997 Mo Napper has held o vanety ol niirketing
positions in the cable television industry since (983 From Chotober 1992 ynil Tuly 1995,
he served as Corporate ‘Marketing and Sales Manager tor Visson Cable Commmmications
("Yision Cable") and directlly munuged nuathetmy and sales for tooieen cable marheis
serving over 500,000 customers and dirccted the compans s lansch of Prgnest DBS
service, From October 1990 until October 19920 AL Napper senved as Manager ot Pay
Per View and New Business Development tor Vision €0 Te s 1 8EIRRE subsentber sy siem
in Pincllas, Florida. Mr. Nipper also was the Vice Presudent Sales tor Fiest Siathern
Cuble Group, an independent cable marketing company, from Apal 1988 to Oclober
1990.




Attachment to ALEC Application
For KNOLOGY of Panama City. Inc.

Technical Capability

The Company's Interactive Broadband Networks are insh capacity, two sy imetactive,
hybrid fiber-coaxial networks with & 750 MU spast cdesracd odlow upgrades to
1000 MHz). Eoch network ancludes huby siwes with a mseenum ot dout Gber paies
running from cach hub 1o nodes, each ol which scrves . averape of SO0 bomes Thas
design incorporates redundant fibers runmimg between bubs tor testoration and securny
purposes, forming a SONET ring. By compatison, imost tadinonal cable television
systems are 450 MHz 1o 550 MH: and do ni he - signihicast redumbaney protection,
The Company provides power to its system f1on the hub sites cach of which s equipped
with a generator and uninterruptible power source €UPS 3 o allow service 1o contimue m
case of power oulage. For each of the Broadband Services 1o be alfered, the Conipany
has added electronic equipment at various hub sites and cards 1 saeus elecirome
housings along the network.

Locai telephone service is offered over the Company '~ Interactive Broadband Networks
in much the same way local phone compumes proside service simee the netswork
structure includes a return path suitable 1ot voice ttansoms on Lo provide local
telephone service, the Company provides switching seisices and instulls a netw ork
interface box outside the customer’s home, and nuw. Jdepending on e locaton of
telephone and cable boxes or “jack™ inside the o, ada msde wining as well. The
Company can offer multiple lines of tetephone service nsmyg sts Interacnne Broadband
Networks. The Company's networks are iterconuected waib those ot other local phone
companics through a nine-state interconnection agrecmient waith BellSouth




Rute Sheel
Lowal Turedb Rate Shoeet
For Pattama Oy Elonda

The (ollowmg local rades ate iclbo Cas od NN D0

Taril
Jtem Hefereme

Coaneclion, New Scrvice, Residential
Connecon, New Service, Business
Connection, Additional Line, Hesrdeniyal
Connection, Addittenel Line, Business
Servicc Move or Change, Residenual
Service Move ur Change, Business
Premisc Wisit Charge
Returned Check harge
Service Restorauen, Residential
Service Restorstion, Business
1-Party Service, Residential
Residential §1.C
1-Party Service, Busincax
Business 31.C
Busy Line Verification
Emergency Lntermupt
Additional Alpha Listing, Reswlential
Additional Alpha Listing. Busineas
Forcign Directory Listng, Residential
Fore:gn Directory Listeg, Busincss
Non Listed telephone Number, Rermidential
Non-Listed tefephone Number, Business
MNon-Published Number, Resulential
Non-Published Number, Busincss
Rutary Service - Residential
Rotary Service - Businex
The following features are treatcd as & group

Anonymous Call Rejection

Auvtomalic Coll Back

Aulomstic Recal'

Call Faywarding

[histinclive Ringing

Kemoute Call Firrwanhing

Scle "uve Call Acceptance

Selective Cull Forwanling

Sclective Call Repection

Intelli-Ring

Speed Calling (K}

Three ' Way Calling
Price 1or (irt feature
Price cach for addiynal featurc
Maximum fur § or mure fealures
Calling Number Jdcntification
Calling Name & Numbez Identification
Call Waiting with Cance] Call Waiting
Vuice Mul
Smari Choice { All Features)

| awcal Directory Assistance Calls

Tostl Rentnc i

Statson W Stauon custencer diabed ool credat vand < ull
Stalion w station operawr assisted loval call

Pcrion t person vperstor assisted loca) call
Preassigned Telepbone Wumber ({for 90 day~)
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Rute Sheel
Lowal ‘Fardl Rate Shect
For Pabutma Oy, I-lornda

The tollowng local rates are i cloctas ob XXXX, W97
furill RN MY of
ltem Helorino I'unama City
Auniliary | 1nc Milcage lnntallaton Charge 'y - N4 per 10 Made
Radic Paging Line - Tone Only s T1A Mo Avaadable
Radio Paging Line - Tone & Voice " 2H Nor Avalabde
Radjo Paging Line - Tone & Iigital Desplay LR Nit Avalaide
Radio Paging Line - Group Alert w720 Mot Available
Radio Paging Line - Additivnal Line WTlL Nt Avaladide
Radio LCIJP « Permancnt Nl hd S A awlable
Radio Loop - Uccasional LT Nt A alabte
Radio Loop Installation - Permanent LIS T Nt Avalable
Redio | axp Installation - {hecssionad ARIB Mot Availshil
Calling Number Delivery Bhwckang - Per Call NN (PR lser
Cumomer Originaed Trace sl s 4 I%}
Public Telephone Access Line DAY S 22es
Channel Termination 2-Wire, Monthly 24 S )
Channel Terminauon 2-Wire, Installstion 11 S A0k
Channcl Termination 4-Wire, Monthly 121 LR
Channel Termination 4-Wire, [nstallstion 124 S HS
Channel Mileage Facility per Mile 2 $1 H8
Voice Bridging 2-Wire. Monthly 2 Stun
Voice Bridging 2-Wirc, [nstallation 131 S 00
Yoice Bridging 4-Wire. Monthly 11 $3 75
Voice Bridging 4-Wire, Installatwon 124 §29 00
Data Bridging per Port 4-Wire, Monthly 124 ShAA0
Daia Bridging per Port 4-Wire, Installation 124 S U0
Counditioning C Type. Monthly 1 S0
Conditivaing C Type, Lostallation 24 SE 0
improved Return Loss 2-Wire 121 Nt Avalal e
[mproved Return Loss 4-Wire i At Avalable
Signaling Capacity per Termination 121 Mot Availible
Selective Signal Arrangement 24 Not Avalable
Transfer Arangement 124 Nt Avalable
Channct Termination 56.0 kbps 24 St (N1
Chunnel Terminaticn 56.0 kbps, installation 124 S 420
Channcl Mileage Facility per Mile 124 5200
Bridging per Punt 124 Nt A ardable
Loop Transfa Ammangement 2 N A aglable
Special Hi-Capaci
Channe] Termination, Monthly 1351 124 ANLINLL
Channsl Terminatuzn, Installation DS 1 124 RN TYET
Channel Termination, Monthly D53 1>t A ELILT
Channel Terminatism, Installation 1353 11 NOUXIIK)
Multipleaing D83 10 DS E 121 S 40
Multiplexing DS§ b Vawe [P} Sh LK)
124 S 1845

Transfer Arrangement




ARTHUR ANDERSIN T

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders oof
CvberNet Holding, Inc.:

We have audited the accompanying consolidated balanvce sheets ot CYBERNET HOLDING,
INC. (a Delaware corporation) AND SUBSIDIARIES (SUCCESSOR COMPANY) AND
MONTGOMERY CABLEVISION & ENTERTAINMENT, INC. (an Alabama corporation)
(PREDECESSOR COMPANY) as of December 3, 1993 and [9496 and the related consolidated
statements of aperations, stockholders’ (deficit) equity, and cash flows tor the year ended
December 31, 1994, the four months ended Apnl ), 1945, the eipght moenths ended

December 31, 1995 and the year ended December 1. 1990, These fmancial statements are the
responsibility of the Company's managiement. Qur respansibility s to express an opanion on
these financial statements based on our audits

We conducted our audits in accordance with generatly accepted auditimg standards. Those
standards require that we plan and perform the audit to obtam reasonable assurance about
whether the financial statements are free of material nusstatement . Ao cudit includes
examining, on a test basis, evidence supporting the amounts and discksures in the financial
statements. An audit also includes assessing the accounting, ponciples used and sigruficant
estimates made by management, as well as evaluating the overall fianal statement
presentation. We believe that cur audits provide a reasonable basis 1os our opanon

In our opinion, the financial statements referred to above present tairly, i all matertal respuects,
the financial position of CyberNet Holding, Inc and subeidiaries (Successor Company) and
Montgomery Cablevision & Entertainment, Inc. (Predecessor Companyy as of December 3,
1995 and 1996 and the results of their operations and their cash Hows tar the vear ended
December 31, 1994, the four months ended Apnl 30, 1993, the erighit tronths ended

December 31, 1995 and the year ended December 1, 1996 m cantornuty with generally
accepted accounting princinles.

As discussed 1n Note 1 to the financial statements, effeclive Apral 258, 19935, vherNet rlolding,
Inc. acquired a majority ownership interest in Moeatgomery Cablevision & Entertainment, Inc.
in a business combination accounted for as a purchase A g result of this acquisition, the
financial information for the periods after the acquisition s presented on a different cost basis
than for the periods before the acquisition and, theretore s notcomparably

(bthun. Andiason, L P

Atlanta, Georgia
May 14, 1997
















CYBERNET 1O DING, INC.AND SUBSIDIARIES
{(SUCCESSOR COMPANY)
AND MONTGOMERY CABLEVISION & ENTERTAINMENT, INC.

(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 1994, 1995, AND 1996

1. ORGANIZATION AND NATURE OF BUSINLSS

CyberNet Holding, Inc. and its subsidsanes (the " Company’ or “Successor Company”)
provide integrated, interactive broadbamlcommunications services, including cable
television, to vanous arcas o the Sodtheast The Company was eutialby capitalized as TIC
Broadband Services, LLLC {subsequently <hanpesd 1o CyberNet Holding, 1.1.C) io March
1995, at which time 1t was vltimately wholly owned by ITC Holding, Conypany, Inc. ("ITC
Holding"}. Due to subsequent cquity transaclisns {Note 7}, the Company 1s no longer o
consolidated subsidiary ot I'TC Hisldin, |

CyberNet Holding, 1. 1.C was established for the purpose of the acquisition o
Montgomery Cablevision & Entertanment ( MO or "Predecessor Company™), a provider
of cable television services in Montpomery, Alabama  This acquisihon was consummated
on April 28, 1995 when the Company purchased the equity interests of InterRede, Ine
("InterRedec”) in MCE in exchange lor i note bearing interest at 9%, with principal and
wterest due in five years (Note 3. The ‘fransachion was accounted for as a purchase As ot
December 31, 1995, the Company vavind R07. oot the comimon stock and approsmaltel,
§7% of the preferred stock of MCT I fannay 19900 the Company exchanged 2060 shares
of its preferred stock for the 200 commeaen shares and 5 preferred shares of MCE held by the
minority shareholder and $14,000 in casiv - As o restlt of this exchange, MCE is now a
wholly owned subsid.ary of the Compan

In August 1995, CyberNet Holding, [T ¢ established Amertcan Cable, LLC. {95% owned
by CyberNet Holding, L.L.C. and 37 onaned by 110 Holding)., On September 29, 1995,
American Cable, L.L.C. purchased certain wssets of Amenican Cable Company Partnership
and American Cable Company {collecnvely, " Amernan’), a provader of cable television
services in Columbus, Georgnl, 1n exchange [or aale beanmy miterest at 9%, sth
principal and interest duv an five vears (Note 3 Hhe transaction was accounted for as a
purchase,




The following table summarizes the not assets parchased Py the Companyvan connection
with its acquisitions of MCE and Amuercan and the amount attnbutable tocost i eseess of

net assets acquired {in thousands):

MO Amvrican Total
Purchase price S ) IR ST
Assumption of note pavable (2.1 {1 {2.191)
Assumption of preferred stock
dividends payable (L1070 u (1.107)
Net {assets) liabilitics oo (1 T25) {2.080)
Cost in excess of net assvts acquired S.704 53,275 Sk, 974

The acquisitions of these assets have been accounted for as noncash transactions {or
purposes of the consolidated statements of cash 1lows

In November 1995, American Cable, Inc. { ACT) a Dvlaware corporation was established
In consideration for shares in ACI CvberNet Holding, I 1.C and FTC Holding conveved
their ownership interests in American Cable, 1L1.C 1o ACT

In November 1995, the Company (a Delaware corporation) was established. In December
1995, in exchange for shares of the Company's preterred stoch, TTC Holding, conveyved its
direct and indirect interests in CyberNet Holding, § 1 € and ACT to the Company

(Note 7).

CyberNet Holding L.L.C. and American Cable, 1.1 CL o were dissolved in February and
October 1996, respectively.

The Company has experienced operating losses as a resualt of chtorts to build out ts
broadband systems and expand into new markets The Company expoects to continue to
focus on increasing its customer basc and expand its broadband operations. Accordingly
the Company expects that its operating cxpenses and capital expendistures will continue to
increase significantly, all of which will have o nepative impact on short-term operating,
results. In addition, the Companv mav change its pricing policies to respond to a
changing competitive environment. In the apimion of management, the Company’s
projected cash flows from operations and existing credit position, i buding, the
agreements dis ussed in Note 4, will be suthceeat tonweet the capatal and operating, needs
of the Company through at least 1997. However, there can be no assurance that growth in
the Company's revenue or customer base will continue or that the company will b able to
achieve or sustain profitability and/ar positive cash How

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Presentaiion

As a result of the MCF acquisition discussed in Note 1, the capital structure of and the
basis of accounting for the Company ditiers trom thuse of MCE prior to the acquistoon.
Financial data of the Company with respect to atl repurting pertads subsequent to




April 28, 1995 {the ' Successor Penond ) aethect the acgusation under the purchase methed
of a counting. Theretore, tnanoal dota wath respeci o MCE poer to the acquisibion {the
"Predecessor Peniod 1 peneraliy sl not be comparable to that of the Company with

respect to the items describued bedow

As a result of the acquisttions o MCT and Amerwan discussed in Note 1, the statenwents of
operations for the Successor Meriod 1w hades amartization of costin eseess of fet assets
acquired and interest expense on debt mcarred mocomechion with the acgqusitions Also,
as a result of purchase accounting, the Lan vadues ot the property and equipment ot the
date of their acquisition becanme there ness cost bases wath respect to the Company
Accordingly, the depreviation of praperty and cquipment tor the Successor Perrod s based
on the newly establishod cost huses of these assets Other effects of purchase accountie 3 in

the Successor Period are not sipnihy ant

The statements of operations, stockholders (deticety equaty, and cash fows tor 1995 are
divided between the four maonths ended Aprsl W, (993, when InterRedec held the
controlling interest in the Predecessor Company, and the eaight months ended

December 31, 1995, when the Successor Company held the contralling interest followny:
the transfer of ownership discussed in Note 1 in addition, the financial statements as of
December 31, 1095 and for the eipht months then ended indlude the accounts of CyberNet
Holding, Inc., CyberNet Holding, § 1 ¢, ACL American Canle, [ L. C., and MCE. The
equity share of MCE nat owned by the Company is ceflected i the accompanying balance
sheets and statermnents of cperations as nunoniy interest . The fmancial statements as of
December 31, 1996 and for the sear the endand include the accounts of CvberNet Holding,
Inc. and MCE. Significant intercompany transactions have been ehnunated in
consolidation.

Certain prior year amounts have been reclassilied to contorm with the current vear
presentation.

Accounting Estimates

The preparation of financial statenuests i contarmuts with penerally aceepled ace ountiny,
principles requires management Lomake estinates and assumptions that atfect the
reported amount of assets and labihities and disclosare of contingent assets and habilities
at the date of the financial statements and the reported amounts of rovenues and expenses
during the reporting period  Actual results could ditler trom those estimatus.

Cash and Cash Equivalents

The Company considers all short-termy. highl hquid mvestments wath an onginal
maturity date of three months or Less to be Cashueguinalents Cashand cash equivatents
are stated at cost, which approsimates fanr s aslue

Pruperty and Equipment

Property and equipment are stated at vost. Depreoation and amortizaton are provided
for using the straight-hine method aver the estimated useiul lives of the assets,
commencing when the asset 1s nstalled or placed 1 service, Maintenance, repdirs, and
minor renewals are charged to expense as mcurred  Fhe cost and o umulated



depreciation of properis atnl e s deaposed ol ane rennn v Do the related
accounts, amd any g on loss s mncladed nvimcome Depreaation and amoertizatis ane

provided over the estinted uselul Lves e tallows

Seven e ten vears

Cable svstens and installation egepanen
Five to seven vears

Test and offwe equipment
Automobiles and trudcks
Leaschold improvements Frve years

Five yvoars

Inventories are valued at the lower of vost o market (determaned on o birst-m, frest-out
basis} and include converter boes and cable and electron cable hook-up equipment.
These items are transterted L cable svstemoand mstallation equipment wheninstalled.

Cost in Excess of Net Assets Acquired

This amount represents the excess of cost over the Lasr value of the net assets acgquared by
the Company in its 1995 purchases of MCE and Amwerrcan discussed i Note 1 These costs
are being amortized using the straght-line method over 40 vears

Organizational Costs

Organizational costs represent directeosts, primanly lepal and salary costs, incurred in
making the Company viable  Allmditect costs, such as travel and estertamment, and
other general and admirustrative cost Jusve been es pense das ineurred. The deferred costs
are being amortized using, the straght-line method over o hive-vear period from the date of

inception.
Long-Lived Assets

In 1995, the Company adopted Statement ot Bananoad A ounting Standards ("SFAS”)

No. 121, "Accounting {or the Impasrment ot Long-laved Assets and tor Long-Lived Assets
to Be Disposed Of." SEAS No 121 e tablishies avcounting standards for the impairment of
long-lived assets, certain idenlifabte intanyables, and cost i excess of net assets acquired
related to those assets to be held and used wiud tor fong-Iived assets and vertain identifiable
intangibles to be disposed of. The ettect ol adopting; SFAS Na. 121 was not matenal.

The Company pericdically reviews the vatucs assigned 1o fong-hived assets such as
inventory, property and equipment, and cost i excess of net assets acquired to determine
whether any impairments are other than temporary. Management belicves that the
long-lived assets in the accompany g bal nn e sheets are appropriately vatued.

Revenue Recognition

Subscriber revenues are recogmzed in the month ol service Subseriber fees billed 1n
advance are included in the accompanying balaiee sheets as uncearned reve nue and are
deferred until the month the service s providied



Barter Transactions

The Company engages 1 certam esclanges of services for adverteang, and promaotional
- 1 0
services, The Company records these s tins at the market value of the seevices

provided.
Advertising Costs

The Company expenses all advertising costs s tourned

Income Taxes

The Company utilizes the labshity method ot accoutiing for income Laxes, aé set forth i
SFAS No. 109, "Accounting tor lncome Taves  Uader the hability method, deterred tases
are determined bas.d on the ditterens e bets ecen the binanoal and tax base o assets and
liabilities using enacted tax rates iy elfect in the vears in which the differences are expecied
to reverse. Deferred tax benehit reprosents the change in the deferred tax asset and habality

balances (Note 6).

Net Loss Per Share

Net loss per share is computed using the woghted average number of shares of common
stock and dilutive common stock equis abent shares from convertible preferred stock (usng
the ifconverted method). As the Compans has nercommon stock outstanding, the
convertible preferred stock i assumed to bne converted for purposes of thas calculat.on.
The Predecessor Company's net losses ¢ shuare are not shown, as they are not comparable
with the Successor Company

Sources of Supplies

The Cumpany attempts 1o mamtin muitple vendaors for each required product

However, the C. mpany currently anly has one supplicr tor cable and three suppliers tor
converters and remaotes, which represent impartant components of its system. 1 the
suppliers are unable to meet the Company s needs asat builds out its network
infrastructure, then delays and mcreased costs sn the expansion of the Company's networa
infrastructure could resuil, which would adversely atlect operating results

Credit Risk

The Company's accounts recein able potentially subypect the Company to credit risk, as
collateral is generally not required  Hie Company s nisk at Joss 1s iimisted due to advanes:
billings to customers tar services and the abihity to terminate access on delinguent
accounts. The concentration of credit sk s nungated by the large number of customers,
comprising the customer base  The carrving amount ot the Company's receivables
approximates thewr far vabues



3. LONG-TERM DEBT

Long-term debt at [ «cember 310 199 and v cansists of the tolkowing,

19494

1945
InterRedec, beanng interestat - pasabh on
March 31, 2000, plus interest, nises ared 1y SIRLEINLE Y
Francine, Inc., bearing interest al @ o pasvable on
September 29, 20(K), plus mterest, unse uredd (1 SOSLIRHEL KN
Sterling Bank, bearing interest ot prime plus 17
payable in monthly installments at 3190, plus
interest, through Septembuer V4o unisecared (0 12,605
Sterling Bank, bearing interest at prime plus 107
payable in monthly installments vt 51,425 plus
interest, through May 1999, uisecured 10 5,320
Compass Bank, bearing interest at K70 pavable in
monthly installments of SL673 throuph September
1998, secured K451
SunTrust Bank, beanng mterest at 8 25 - pavablein
monthly installments of S828 through September 1907,
secured 15,144
Former stockholders of MCE, bearig imterest at pramae,
plus 2%, payable on May 16, 1996, unsccured (o) 75, 0H)
First National Bank of West P aunt Line o credin,
bearing interest at prime, maturin,, NMarch 1997,
unsecured 0
Compass Bank, bearing interest at 9 257 pavablen
monthly installments of $5.426 throuyle Noyemilwn
1999, secured (I
First National Bark of Wust Pomnt, note lwaring
interest at 8,5%, payable in maonthlv installaents ol
$945 through March 1999, secured U

S 6,000, IXH)

5 5,000,(X))

0,316

31,659

6,428

O

900,000

170,000

23,200




4‘

1445 1996
Troup capitalized lease obligation, alw rate of 10
payable in quarterly installments of st 44 through
December 2006, secured ~ 0 151,166
11,221 831 12,319,169
b, 1% 1,027,873

Less current maturitics

511,075 648 £11,291,296

(a) ITC Holding is & co-obhgor under s note
(b} ITC Holding 15 a gudrantor ut thus note
(c) The prime rate was B3 and 8 257 at December 31, 1995 and 199, respechively

Following are maturities of long-tere deDdt tor cachv ol the next hve years as of
December 31, 1996:

1997 S LU27 R
1998 124,500
1999 a91.2%
2000 25,214
2001 11,025,204
Thereafter 23,214

Total S12.314, 1609

The fair values of long-term debt exclusive of attihated debt, including current maturities,
at December 31, 1995 and 1996 .urer estimated to e approvmately SH,RE,(H0 and
$9,397,000, respectively, based on a valuation teciunique that consaders cash flows
discounted at current rates

OPERATING LEASES

The Company leases office space, utthtn poles, and other assets tor varving periods,
Leases that expire are generally cypercted 1o be renewed or replaced by other feases.

Future minimum rental pavments required under the operating leases that have tnitial or
remaining noncancelable leass ferms i excess ot one vear as of Dec rebor 3, 19960 are as
follows:

1997 SI124,144
1998 . 122,929
1909 124,694
2000 ' uid.
2001 73,115

Total minimum lease pay ments S343,243

Total rental Ceapente [o1 all Dprecatimg feasecw e aprporesimately SUTARK, SO Boe Y,
and $70,00¢ for the year ended December 38 ' the four months ended Aprit 30, 1995,




the eight months ended December 31, 1995, aned the v cnded Drecemiber 31 1990,
respectively.

COMMITMENTS AND CONTINGENCILS

Purchase Commitments

Effective January 199, the Company joied the Natienal Cable Television Cooperative
("NCTC"), which coordinates progranutung lor mvmber cable companies. [naddition, the
Company has entered into contracts with varous catitis s nol i NCTC o provade
programming to be aired by the Company - Ascompensation tor the proyramming, the
Company pays a monthly fee to NCTC or the mdicidual supplhier The tee s penerelly
based on the number of average subscribers to the propram, although sones tees are
adjusted hased on the total number of subscribers o the system and, or the system
penetration percentage. Certain contracts have mymimum monthly fees The Company
has budgeted approximately $3.9 million in fulure nunimum pavments required in 1997,

Build-Out Requirements

Under a franchise agreement with the oty of Montgomery, Alabama, MCE s subject to the
terms and conditions specified by City Ordinan e Number te-9) One uch condition
contains a build-out clause which requires MCE toramplete 2000miles of service per vear
over the five-year period commencing, March o, 1990, with certan grace penods spealiod
in the agreement. Failure to meet the build-out re uireiments would subpect MCE to a
penalty for each time period during which MCE jmled th mecet the buiid-out requirements
and would permit the city of Montgomery to rovoke g« [randhise Inconnection wiath the
proposed sale of InterRedec's interest in MCOE disc ussed v Note 1, ity Resolution
Number 58-95 was approved by the Montgomery Catv ¢ aunal on Aprid 4, 1993, Thas
resolution extended MCE's ime frame to meet the current period requirements until
August 4, 1996. In management's opinion, MCE s curientty i compliance with this
ordinance.

Legal Proceedings

In the normal course of business, the Company s subject 1o various litigation; however, in
management's opinion, there are no legal procecdivs pending, agamst the € empany
which would have a material adverse effect on the finan i posttion, results of operations,
or liquidity of the Company.

INCOME TAXES

Deferred income taxes reflect the net tax etfect of temporary ditterences botween the
carrying amount of assets and liabilitics tor tinancial reporting, purposes and the amounts
used for income tax purposes. The significant components of deterred tax assets and
liabilitivs as of December 31, 1995 and 1996 are as fallonas (1 thousatuds)



Deferred tan assets:

12}

Net operating [oss canvionaards
’l

Other
Valuation allowan. v

Total deterred tax assets
Deferred tax liabilities--depreciation and

amortization
Net deferred tax hiabilities
Portion included i curtent asnets
Net delerred tanes

paus 1996
1,067 $3,875
1K 52
C(L35TY(2475)
334 1,492
_W) (1492)
{1R5) [\
b 0
S(379) $§ 0

The Company has available, 4t Decembuer 31, 1990, uniused operating, loss carryforwards ol
approxamately $3,675,000 expiring, in vanows vears trom 2005 to 2011, unless utihized.
Management has recorded a valuation allowance of approamately $1,357,000 and
$2,475,000 in 1995 and 1996, respectivels. on these operating loss carryforwards, the
majority of which contain limitations on utihzatum

A reconciliation of the incame tax provision camputed at statutory tax rates to the income
tax provision for the year ended December V1L 1994, the Jour muonths ended April 30, 1995,
the eight months ended Decembar 31, 1945, and the vear ended December 3, 1996 45 as

follows:
I’.edecessor Company | Successor Company
lour Months | Eight Months
Frded Ended
Aprl W, L lecember 31,
[ua} 1945 1995 1996
Income tax benefit at statutory rate (. (M. {4 (34)%0
State income taxes, net of federal
benefit P () {2) @)
Tax benefits recorded by TC
« Holding 0 0 14 0
Prior year actualizabon t { ) (6)
Goodwill i i iy (t)
Deferred tax valuation allowance W in { 3z
(. U“n {22 l!ll i'.l'l)"/u

A limited liability company is treated as o partnership tar mwome tas purposes, Theretore,
through November 1995, the income tax benetits generated be CyberNet Holding, 11O
and American Cable, LL.C. were recorded by ITC Holdimg as tiwe corporate owner of these
entities. Following the formation of ACTand CyvberNet Holding, Inc and the subsequent
transfer uf ownership interests in CvberNet Holding. 11 ¢ and ACTHrom FTC Hotdimgg an
December 1995 (Notes 1 and 8B), the Company recopmizsed the ancome tax benehits
gencrated by its subsidiaries in the accompanving, statements of operations for the
Successor Period. Effechive December 1995, the Company and it subaidiaries beygan filing




i

a consolidatd tederal income v return Daclventite hies separae stabe s ome Ly

returns.

For the peniad followny; the acgusition ot MOE Dy CvberNet Bloldimg, L1 Cthrough the
formation of the Company, MCE tiled separate awome tax returns Subsequent to the
formation of the Company, MCE 1w mluded i thee Company s consolidated federal

income tax return,

EQUITY INTERESTS

Predecessor Company Stock Transactions

On June 16, 1993, MCE cticcted a revapialization whereby InterRedec forgave 54,038,000
in debt in exchange for an merease s equaly ewnership, 3,104 shares of common stock
were repurchased for total proxeeds of %255,200 from varwous sharcholders, and the
remaining outstanding common and preterred shares were adjusted such that InterRedie
owned 80% of the outstanding, $ 01 par value camman stock and approxtmately 97% of the
outstanding 51 par value preterred stock The repurchased shares are retlected as treasuny
stock in the accompanying, statements at stockholders” (detiot) equity at cost

The cost associated with the cumulative nonvotng, preferted stock folloveing the
recapitalization is $31,000 per share  [he shares of cumulabive nonvoting preferred stock
may be called for redemption by the Company at any time and upon such call, the
Company shall pay 532,750 per share ancash plus an amount »qual to all dividends
accrued and unpaid thereon to the date ot such redemiption. The Company is acereting the
difference between the redempion price and the tace vatue of the shares over a live-year
period as a charge to retained carmungs and o correspording, an rease to additional pard-in
capital. The holders of the cumulabive nonvoting pretersd stock shall bye entitled to
receive, out of the umeserved and unresiricted suepius or net protits of the corporation,
cash dividends as declared by the board of dincctors No such dividends have been
declared as of December 31, 199, but the Company s aceruing dividends at a rate of
prime plus 2%. The preferred stk has neconversion privilegaes. For the eight months
ended December 31, 1995 and the vear ended Devember 31, 1990, these proterred stock
accretion and dividend amounts were climimated m consohdation

Successor Company Capital Transactions

The Successor Company has authorized 1l shares ot 5 01 par value common stock and
50,00 shares of $.01 par value convertible proterred stock. In December 1995, the
Company offered 7,780 sharcs of proterred sionk tor subscnption ot $1LIKK per share. At
December 31, 1995, suhscripl:um had Iween accepted tor 7520 shares and consideration of
51,600 per share had been received  As additonal consideration for 3,000 shares, ITC
Holding conveyed its direct and indirect ownershy mterests i CeberNet Holding, LEC,
and ACI to the Company. In January 199, the remamng subscriptions tor 260 shares
were accepted. Included in this amountare 200 shazes swhich were exchanged for the
runority interest of MCE (Note 1) In Apnl 199 e Company attered acd aceepted 9,312
shares of preferred shares for subscriphon at 51,200 per share. The amount of the
consideration paid in excess of the par value, net of expenses incurred 1in connection wath



the issuance. 15 cluded o addin s pand mcapatal oo the acoompanving balance shiets
Each share ot convertible proteried stock s autonuticallv convertible into comnuon ston b
on a one-for-one basis at e eaehier of vethoer the el v e dale of |m|-|n offering o
comman stock by U Company co o v crmlba o 2 i the event of hquads tion of the
Company, whether voluntary or mvoluntan the holders of convertible preterred stock are
entitled to receive preterential distoibunons ot ST 000 08 51200 per share wdepending, on
when issued) before any distributions tocomman stockholders The hulders of the
preferred stock are not entitled toany other preterences, induding dividends

Successor Company Stockholders” Agreement

The Company entered into a stow kholders apreement (the "Stochholders” Agreement”),
dated as of December B, 1995 and amendied as ol January 23, 14990, with all of the
stockholders of the Company - Nanw o the parties to the Stockholders Agreement may
transfer any class or series ot capital steck af the Company or any nght or option to
acquire any share of capital stick of the Company held by such party to third parties
{subject to limited exceptions) without having offered riphts ot first refusal to purchase
such securities to the Company  The Sten Kholders Apreement wall irrevocably terminate
upon the consummation of an imital public ottering,

Successor Company Stock Option I’lan

Under the Company’s 1995 st x k cption plan tthe Stow kO hon lan’), as adopled in
December 1995, 844 shares of common st b oare reserved and authorized for issuance
upcn the exercise of the options. All emyplovers of the Cimpaay anre elipible o receve
options under the Stock Option I'tan. The Stock Option PMlan is administered by the
compensation and stock option commuttoe of the board of directors. Options granted
under the Stock Option Plan are intended e qualify as "mcentive stock options” under
Section 422 of the Internal Revenuae Code at 1986, s amended.

The Company granted 502.95 uptions for shares of common stock to all emplovees at
$1,200 per share during 1996. At Decomber 31 B ghene sere 15T 9R options
outstanding with option prices of St P0G WUl optns ssene granted wfan exercise price
vequal to the estimated Liir value of the convon stock at the dates of prant as determined
by the board of directors based on equity trnsactions and other analyses. The options
expire ten years from the date of grant

Options for 110.11 shares pranted to ane caes ntive oftscer become exercisable as to 40% on
januar r 1, 1997 and as to an additional 207 annually thereatter through January 1, 2000
Options for 72.7 shares granted to one other cxecutive itticer and another employee
become exercisable as to 40% on January I 1R and s 10 an additonal 20% annually
thereafter through January 1, 2001 On Ot e 29 1940 an additional 13 shares were
issucd to this employee, exercisable an the same vesting schedule The remaining options
become exercisable as to 40% twa vears trom the dote ot ssuance and as to an additional
20% annually for the three followwing vears




Statement of Financial Accounting Standards No. 123

Durning 1995, the Financial Avocunting Standards Board issued SEAS Noo L2 " Accountng,
for Stock-Based Compensanon, wluch delines o fnr value-based moethod of accounting tor
an emplovee stock option o sinvdat eqguity instrunent aod encourages all entities o aduopt
that method of accounting tor all ot their mplosec stk compensation plans . Hlowever, it
also allows an entity to continue o neeasure compeisabion cost Jor those plats usany the
method of dt:cuuntl"ng prescnbed by Sacountiny Ponoples Board ( APBF Opiien Ne 25,
"Accounting for Stock Issucd to Lmplovees  Fntities vlecuny to rematn with the
accounting methodology required by AI'B Opunon No. 25 must make pro forma
disclosures of net income and, il prosented, canungs per share as 1t the fair value-based
method of accounting defined in SEFAS Noo 121 had been apphed

The Company has elected to account far s stovk based compensation plans under APB
Opinion No. 25, under which no compensation cost has been recognized by the Company.
However, the Campany has camputed, for pro forma disclosure purpases, the value of all
options for shares of the Company's comemuon stosk o emplovees ot the Company using,
the minimum value ophion priving, model and the tollowing wesghted average
assumptions in 199¢6:

[+

Risk-free mnterest rate ol
Expected dividend vield 0
Expected lives Seven vears
Expected forfeitun, rate 7

The weighted average fair value of aptions pranted was $1.200Hor 1990, The total value of
options for the Company's stock prantcd o emplovees of the Company duning 19 was
computed as approximately SI154,000, whi h would be amortized on a pro forma basis
over the five-year vesting period of the aphions [t the Company had accounted for these
plans in accordance with SFAS Na 12U e € ompana s net foss tor the vear ended
December 31,1990 would have i reasod as fodlows

As
Reporied Pro Forma
Net loss for tbe year ended $ecember AL
1996 SLI25A428)  S(N.155,917)



A summary of the status ot the Compats s <tock option plan at December 31 199 1y
presented in the follow iy, table
Weighted
Average
Price PPer
Shares Share

Outstanding at Decomber 3 s Q.40 S
Granted 205 1,204}
Forfeited LA .20kt

Qutstanding at Doecember 3 [Uun ERIN 1.2

No options were exercisable at December 3, 1

8. RELATED-PARTY TRANSACTIONS

Following the recapitalization of MO E (Note 73 IntesRedes aod MO entered into a
revolving credit agreement and note up to S2000 00 Tns laded ininterest
expense-—-affiliate for the vear eided Divember 31 1990 e mterest costs of approximately
5166,0K) incurred by MCE related to this note Inconnection with the Company's
purchase of InterRedec’s interest in AMCE (Note 1 the Company assumed this note
payable to InterRedec. For the lour months vodind Aprl 30, 1997 interest on the note
payable was forgiven as part at the sale Duning; the Successor Periad, the note and the
related interest expense were chimmated lor consohidation purposes,

The current portion of fong-term de bt at December 31 199 g ludes notes due to tormer
stockholders of MCE. These notes were repand, witl anlerest. in 1996,

ITC Holding occasionally provides certain adnunsstrative services, such as legal and tax
planning services, for the Company. The costs of Lhwse services are charped 1o the
Company based primarily on the salaries and related expenses tor certan of the TR
Holding executives and an estimate ot their time spent oo proges s spediic bo the
Company. ITC Holding also leases office ~prace o the t ompany m West Point, Georga,
For the period fromanception (March 10, 1995) throuyh December 31, 1995 and the vear
ended December 31, 1996, the Company recarded 51000 and S2400001n0 selling, operabions,
and administradve expenses related to these services I the opimion of management, the
methodology used to calculate the amounts charped to the Company s reasonable,

Certain of ITC Holding's other wholly owned or majority -owned subsidianies provide the
Company with various services and/or recerve services provided by the £ ompany These
entities include Interstate Telephone Company and Vaileyv Te! sphone Company, shich
provide local and long-distance telephone services Dreltat om, b which provides
long-distance and related services; InterCalll Inv b b provides conterence calling
services; and [nterState FiberiNet, which leases capacity oncertamm at ats fibwer roues 11C
Holding also holds equity investments in the followimy entities w hu hdo busiess wath
the Company: InterCel, Inc., which provides celinlar seevices, and MindSpring,
Enterprises, Inc. {"MindSpring”), which 1~ a repional provider at Internet access In




management’s opinion, the Company s tenvactions wath thesr attlnited entilies are
gencrall}' representative of arm s-length transa hons

For the period from inception (March 10 1995 through December 3119495 and the vear
ended December 31, 1996, the Comipany recens ed services irom these aftihated entities 1n
the amounts of $14,000 and $48,000, respectin el which e aellected m selling, aperations,
and administration eapenses in the Compam s statements ol operations Inaddition, in
1996, the Company received services trom these attihat o enibies i the amount ot S1LO00,
which is reflected in fivld and techmic ol expenses i the Companv's statement o
operations. At December 31, 1995 and 1998, simuunts pasable tor these services ot
$158,000 and 57,000, respuectively, are recorded in the Coampany's balance sheets as
accounts payable—affiliate.

In December 1996, the Company tns ested 53,000 1 an i plane cosonened by T1C Holding,
and several of its subsidiaries and other attthated entities

Amounts reflected as advances to athlate ot Decemlwer 311995 and whach were
outstanding for the majority of 149n represent eacess tunds Fom the isuance ot the
Company's convertible preferred stock swhich waere Joamad to 11O Holding at an annual
interest rate of 7%. The Company recorded interestincome of appravumately $12,000 and
$274,000 for the period from incepton (March 10, 1995 through Diecember 31, 1995 and for
the year ended December 31, 1996, respecin ely, on these advancds, of which
approximately $12,000 and $1,0(0 15 retlected as interest receovable--afhliate i the
accompanying balance sheets as of December 31, 1995 and 1990, respectively. The
advances were repaid in December [9vn

An affiliate of the Company processid puvnwents tor the Company during 1995, Amounts
wicluded in accounts payable—attiliate rellect amounts owed to the affiliate for
reimbursement of these payments as of Dicembier 31,1965 These amounts were repaid in
1996, and the affihate is no longer processing, pas ments

Relatives of the stockholders of ITC Holdin,, are stockholders and employvees of the
Company's insurance provider. The coste s haryged to the Campany for insurance services
were approximately $86,000 and $36,000 tor the s car erded December 31, 1996 and for the
period from inception (March 10, 1'% throug e aecembaee VL BRG espectively

In 1995, ar. affiliate constructed fiber routes an behalt of the € ompany in Auburn,
Alabama. The Company intends to develop the Auburn, Alabama, area 3 the tuture,
however, since the exact plans and tnung, tor deselepment aee uncertam, the € tmpany
revorded the $62.830 costs of construc ing: these toastes s fiekd and tvhnieal expense tor
the eight months ended Decembeer 31, 1995 Thes athhate afso pronrded cortam
engineering and construction-related manapement seev wes to the Company in 1995 The
Company was not billed for these services, s huch ane estinuated 0 have oy alue ot
approximately $50,000.

The chief executive officer of an atfiltate served since July 15, 1996 a5 president and chief
executive officer and as a dirextor of the Company The sesved i his capacity as chiel
executive officer and president of the Campany at the reguest of the Company amd 110
Holding and secerved no compensation trom the Compans tor the vear ended
December 31, 1996, He resigned as duet execabis e allwer and preside nt of the Company:



|

effective February 20, 1997 [he vabue o lis senvioes provided through February 20, (997
is estimated to total approximately S20.00

SUBSEQUENT EVENTS

Stock Option Plan

On January 21, 1997, the compensation copumuttee of he boand of disectars pranted
options for 20 shares uf the Company s preterted steck uader the terms of the Stock Option

Plan at an exercise price of 51,200 per share

Private Equity Offering

In February 1997, the Company ottered and accepted subscriptions tor 8,900 shares of
preferred stock at $1,200 per share The proscceds, net ot tssuaice expenses o 540,548,
were $10,705,402.

Financing Arrangements

On May 7, 1997, the Company signed o letter o intent with SCANA Corporation
{"SCANA") whereby SCANA will provide the Campany wiath a revolving credit taahity ot
up to $40,000,000 (the "SCANA Credit Fanilitv ) to Jund construction for completion of ats
broadband network in Montgonmery, Alabama, and Columbus, Georgia, as well as up to
$5,000,000 for expansion into other cities, and tar working capstal. The SCANA Credit
Facility, which is sublect to reaching o defimtive agrecment wathun 90 days and receiving
certain authorizations and approvals, will dlow monthly drawdowns of between $300,000
and 55,000,000. Interest will accrue trom the date of cach drawdown on all outstanding
principal, plus any accrued but unpand interest ot [2% per annum. On December 31, 1998,
all ouistanding amounts including unpad interest wall automatically convert to a term
loan, payable in quarterly installments to by repaid over no more than five years. There is
no penalty for early repayment. SCANA sl also recenve warrants o purchase preferred
stock in an amount equal to 107 of vach drawdown plus any incremental accrued interest.
The price of the warrants has vet to be deternuned. The Campany 1s responsible for legal
and filing fees incurred in connection with the SCANA Credit Facility up to a masimum of
$40,000.

On May 13, 1997, the Company obtained a 53,000,000 bridje loan facility from First
INational Barnk of West Point (the “Bridge Facihity™) to provade additional quidity until the
SCANA Credit Facility is fully executed. Interest will accrue at the prime rate (as
announced by SunTrust Bank, Atlanta) plus .3 .. per annum on all outstanding, principal
amounis, plus accrued but unpaid interest. The Bridyge Faahity s pavable on demand with
a final maturity date of July 15, 1997.






