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Director, Division of Public Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 D\Oq<eO- T;x. 

Re: I-Link Communications, Inc. Application for Authority to Provide 
Alternative Local Exchange Service in the State of Florida - Expedited 
Treatment Requested 

Dear Ms. Bayo: 

Enclosed for filing on behalf of I-Link Communications, Inc. ("I-Link" or "Applicant"), 
please find an original and six (6) copies of I-Link's application for authority to provide 
alternative local exchange telecommunications services within the State of Florida. Also 
enclosed is a check in the amount of $250.00 to cover the filing fee. 

I-Link respectfully requests expedited treatment of this Application so that it may begin 
providing service in Florida immediately. Please note that I-Link currently holds a Certificate of 
Public Convenience and Necessity to provide interexchange telecommunications service, 
Certificate No.4778, and requests that all information from that docket be associated with the 
instant Application as necessary.l Pursuant to Commission Rule No. 25-24.825, I-Link will file 
a Price List with the Commission prior to provide service. 

The Commission granted interexchange authority to Family Telecommunications Incorporated ("FTI") in 
Docket No. 961168-TI, Order No. PSC-96-1528-FOF-TI on December 16, 1996. The certificate was later amended 
to reflect the naR£t~m~w Inc. 
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July 11, 2001 

Please date-stamp the enclosed extra copy of this filing and return it in the self-addressed, 
stamped envelope provided. Should you have any questions concerning this filing, please do not 
hesitate to contact Jennifer Schneider at (202) 424-7742. 

Respectfully submitted, 
i 

Wilvam B.. Wilhelm 
Jennifer Schneider 

Counsel for I-Link Communications, Lnc. 

Enclosures 

cc: Mr. Tom Williams (PSC) 
Mr. Jeffrie Hollingworth (I-Link) 
Mr. Brian Jones (I-Link) 



** FLORIDA PUBLIC SERVICE COMMISSION ** 

DIVISION OF REGULATORY OVERSIGHT 
CERTIFICATION SECTION 

APPLICATION FORM 
for 

AUTHORITY TO PROVIDE 
ALTERNATIVE LOCAL EXCHANGE SERVICE 

WITHIN THE STATE OF FLORIDA 

Instructions 

This form is used as an application for an original certificate and for approval of 
the assignment or transfer of an existing certificate. In the case of an assignment 
or transfer, the information provided shall be for the assignee or transferee (See 
Page 12). 

Print or type all responses to each item requested in the application and 
appendices. If an item is not applicable, please explain why. 

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

Once completed, submit the original and six (6) copies of this form along with a 
non-refundable application fee of $250.00 to: 

Florida Public Service Commission 
Division of Records and Reporting 
2540 Shumard Oak Blvd. 
Ta I I a hassee, FI o ri d a 32 399 -0850 
(850) 41 3-6770 

If you have questions about completing the form, contact: 

Florida Public Service Commission 
Division of Regulatory Oversight 
Certification Section 
2540 Shumard Oak Blvd. 
Tabhassee, Florida 32399-0850 
(850) 41 3-6480 

FORM PSC/CMU 8 (I 1/95) 
Required by Commission Rule Nos. 2524.805, 
25-24.81 0, and 25-24.81 5 



I. 

2. 

3. 

4. 

APPLI CAT1 ON 

This is an application for J (check one): 

Original certificate (new company). 

Approval of transfer of existing certificate: Example, a non-certificated 
company purchases an existing company and desires to retain the original 
certificate of authority. 

Approval of assignment of existing certificate: Example, a certificated 
company purchases an existing company and desires to retain the certificate 
of authority of that company. 

Approval of transfer of control: Example, a company purchases 51% of a 
certificated company. The Commission must approve the new controlling 
entity. 

Name of company: 

I-Link Communications, Inc. (“I-Link” or “Applicant”) 

Name under which the applicant will do business (fictitious name, etc.): 

Official mailing address (including street name & number, post office box, city, 
state, zip code): 

I3751 S. Wadsworth Park Drive, Draper, Utah 84020 
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5. Florida address (including street name & number, post office box, city, state, 
zip code): 

I-Link does not currently have an office in Florida. If I-Link does establish a Florida 
office in the future, I-Link will provide this information to the Commission, if the 
Commission so requests. 

6. Structure of organization: 

( ) Individual 
( ) Foreign Corporation 
( ) General Partnership 
( )Other 

( J )  Corporation 
( ) Foreign Partnership 
( ) Limited Partnership 

7. If individual, provide: 

Name: Not applicable. 

C i t ylS t a t elZi p : 

Telephone No.: Fax No.: 

Internet E-Mail Address: 

Internet Website Address: 

8. If incorporated in Florida, provide proof of authority to operate in Florida: 

(a) The Florida Secretary of State corporate registration number: 

Not applicable. 

3 FORM PSC/CMU 8 (1 1/95) 
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9. If foreiqn corporation, provide proof of authority to operate in Florida: 

(a) The Florida Secretary of State corporate registration number: 

F96000004702 

I O .  If usinq fictitious name-d/b/a, provide proof of compliance with fictitious name 
statute (Chapter 865.09, FS) to operate in Florida: 

(a) The Florida Secretary of State fictitious name registration number: 

Not a p PI i ca bl e. 

11. If a limited liability partnership, provide proof of registration to operate in 
Florida: 

(a) The Florida Secretary of State registration number: 

Not a pol ica ble. 

12. If a partnership, provide name, title and address of all partners and a copy of 
the partnership agreement. 

Name: Not applicable. 

Title: 

Address: 

C it y/S t a t e/Z i p : 

Telephone No.: Fax No.: 

Internet E-Mail Address: 

Internet Website Address: 

13. If a foreign limited partnership, provide proof of compliance with the foreign 
limited partnership statute (Chapter 620.1 69, FS), if applicable. 

(a) The Florida registration number: Not applicable. 

FORM PSC/CMU 8 ( I  1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 
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14. Provide F.E.I. Number(if applicable): 86-08221 41 

15. Indicate if any of the officers, directors, or any of the ten largest stockholders 
have previously been: 

(a) adjudged bankrupt, mentally incompetent, or found guilty of any felony or of any 
crime, or whether such actions may result from pending proceedings. Provide 
ex pI a nation . 

None of I-Link’s officers, directors, or ten lamest stockholders of I-Link have 
previously been adiudqed bankrupt, mentally incompetent or found quiltv of 
any felony or of any crime, nor will any such actions result from pending 
proceed in CJ s . 

(b) an officer, director, partner or stockholder in any other Florida certificated 
telephone company. If yes, give name of company and relationship. If no longer 
associated with company, give reason why not. 

I-Link is currently authorized to provide interexchanae telecommunications 
services in the State of Florida under Certificate No. 4778 pursuant to 
Commission Order in Docket No. 961 168-TI issued on December 16, 1996. No 
officer or director of t-Link has been an officer or director of any other Florida 
certificated telephone co m panv. 

16. Who will serve as liaison to the Commission with regard to the following? 

(a) The application: 

Name: William Wilhelm/Jennifer Schneider - Swidler Berlin Shereff Friedman, LLP 
Title: Counsel to I-Link Communications, Inc. 
Address: 3000 K Street NW, Suite 300 
City/State/Zip: Washington, DC 200360 
Telephone No.: (202) 424-7500 Fax No.: (202) 424-7645 
Internet E-Mail Address: wbwilhelm@swidlaw.com iaschneider@swidlaw.com 
Internet Website Address: www.swidlaw.com 

FORM PSClCMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 
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(b) Official point of contact for the onqoina operations of the company: 

Name: Jeffrie L. Hollinnworth 
Title: Assistant Secretary of I-Link Communications, Inc. 
Address: 13751 S. Wadsworth Park Drive 
City/State/Zip: Draper, Utah 84020 
Telephone No.: (801) 238-0861 Fax No.: (801) 576-5083 
Internet E-Mail Address: ieffhal-link.net 
I n te rn et Webs i te Add ress : h tt p ://www. i -I i n k . n et 

(c) Complaints/lnquiries from customers: 

Name: Jeffrie L. Hollingworth 
Title: Assistant Secretary of I-Link Communications, Inc. 
Address: 13751 S. Wadsworth Park Drive 
CitylStatelZip: Draper, Utah 84020 
Telephone No.: (801 ) 238-0861 Fax No.: (801) 576-5083 
Internet E-Mail Address: ief fho I-lin k. net 
1 ntern et We bsite Address : htt p ://www. i-l i n k. net 

17. List the states in which the applicant: 

(a) has operated as an alternative local exchange company. 

(b) has applications pending to be certificated as an alternative local exchange 
company. 

I-Link is in the process of applying for authority to provide facilities-based and 
resold local exchanqe telecommunications services in Arizona, California, Georqia, 
Illinois, New York, Texas, Utah, and Washinqton. 

(c) is certificated to operate as an alternative local exchange company. 

(d) has been denied authority to operate as an alternative local exchange 
company and the circumstances involved. 

I-Link has not been denied authoritv to offer service in any state. 

FORM PSC/CMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.81 5 
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(e) has had regulatory penalties imposed for violations of telecommunications 
statutes and the circumstances involved. 

No requlatory aaency has imposed any penalties on I-Link for any violations of 
telecommunications statutes. 

(f) has been involved in civil court proceedings with an interexchange carrier, 
local exchange company or other telecommunications entity, and the 
circumstances involved. 

I-Link has not been involved in civil court proceedinq with an IXC, LEC, or other 
telecommunications entitv. 

18. Submit the following: 

A. 

B. 

Managerial capability: give resumes of employees/officers of the 
company that would indicate sufficient managerial experiences of each. 

Please see Exhibit A. 

Technical capability: give resumes of employees/officers of the company 
that would indicate sufficient technical experiences or indicate what 
company has been contracted to conduct technical maintenance. 

Please see Exhibit A. 
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C. Financial capability. 

The application should contain the applicant's audited financial statements for the 
most recent 3 years. If the applicant does not have audited financial statements, it 
shall so be stated. 

The unaudited financial statements should be signed by the applicant's chief 
executive officer and chief financial officer affirminq that the financial statements 
are true and correct and should include: 

I. the balance sheet: 

2. income statement: and 

3. statement of retained earnings. 

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

Further, the following (which includes supporting documentation) should be provided: 

I. written explanation that the applicant has sufficient financial Capability to 
provide the requested service in the geographic area proposed to be served. 

2. written explanation that the applicant has sufficient financial capability to 
maintain the requested service. 

3. written explanation that the applicant has sufficient financial capability to meet 
its lease or ownership obligations. 

Please see Exhibit 5. 
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THIS PAGE MUST BE COMPLETED AND SIGNED 

I. 

2. 

3. 

4. 

APPLICANT ACKNOWLEDGMENT STATEMENT 

REGULATORY ASSESSMENT FEE: I understand that all telephone companies must 
pay a regulatory assessment fee in the amount of . I 5  of one percent of gross 
operating revenue derived from intrastate business. Regardless of the gross 
operating revenue of a company, a minimum annual assessment fee of $50 is 
required. 

GROSS RECEIPTS TAX: I understand that all telephone companies must pay a 
gross receipts tax of two and one-half Dercent on all intra and interstate business. 

SALES TAX: I understand that a seven percent sales tax must be paid on intra and 
interstate revenues. 

APPLICATION FEE: I understand that a non-refundable application fee of $250.00 
must be submitted with the application. 

UTILITY OFFICIAL: 

Telephone No. 

*\Dl 
Date 

Fax No. ' 

I '  

(-1) S% -50- 

Address: 13751 S. Wadsworth Park Drive 

Draper. Utah 84020 

1 FORM PSClCMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
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THIS PAGE MUST BE COMPLETED AND SIGNED 

AFFIDAVIT 

By my signature below, I ,  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 alternative local exchange company service in the State of Florida. I have 
read the foregoing and declare that, to the best of my knowledge and belief, the 
information is true and correct. I attest that I have the authority to sign on behalf of 
my company and agree to comply, now and in the future, with all applicable 
Commission rules and orders. 

Further, I am aware that, pursuant to Chapter 837.06, Florida 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 
of a misdemeanor of the second degree, punishable as provided in s. 775.082 
and s. 775.083." 

UT I L I TY 0 F F I C I AL : 

Address: 13751 S. Wadsworth Park Drive 

Draper. Utah 84020 



INTRASTATE NETVIJORK (if available) 

Chapter 25-24.825 (5), Florida Administrative Code, requires the company to make available 
to staff the alternative local exchange sewice areas only upon request. 

I. POP: Addresses where located, and indicate if owned or leased. 

I )Information not vet available. 

3) 4) 

2. SWITCHES: Address where located, by type of switch, and indicate if 
owned or leased. 

1) Information not yet available. 2) 

3. TRANSMISSION FACILITIES: POP-to-POP facilities by type of facilities 
(microwave, fiber, copper, satellite, etc.) and indicate if owned or leased. 

POP-to-POP OWNERSHIP 

I) Information not vet available. 

FORM PSC/CMU 8 (1 1/95} I1 
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EXHIBITS 

EXHIBIT I 

EXHIBIT 2 

EXHIBIT 3 

Financial Qualifications 

Managerial and Technical Qualifications 

Certificate of Authority to Transact Business 



EXHIBIT A 

Managerial and Technical Qualifications of 
Key Personnel for I-Link Communications, Inc. 



Managerial and Technical Qualifications of 
Key Personnel for I-Link Communications, Inc. 

Gary J. Wasserson, President and CEO 
In addition to his duties at I-Link, Mr. Wasserson serves as President and CEO of Counsel 
Communications LLC. Mr. Wasserson also served as President and CEO of Call 
SciencesTMNirtelTM, of Edison, New Jersey and Slough, England, a major provider of 
enhanced telecommunications services deliverable over global intelligent networks. He is 
one of the founders of the Pre-Paid Calling Card Industry, having served as CEO of Global 
LinklGTS, a company instrumental in creating the calling card industry trade association and 
its regulatory initiatives within the industry. Mr. Wasserson has served on the board of the 
Kaiserman Jewish Community Center. Mr. Wasserson received his SS in Accounting and 
Finance from Babson College, Wellesley, Massachusetts. 

David E. Hardy, Senior Vice President, Secretary and General Counsel. 
Mr. Hardy has served as General Counsel since October 1996 and was appointed Secretary 
in December 1996. In November 1996, Mr. Hardy became an employee of I-Link and in 
January 2000 was named Senior Vice President. He is a founding partner of the law firm of 
Hardy & Allen, in Salt Lake City. From February 1993 to April 1995, Mr. Hardy served as 
Senior Vice President and General Counsel of Megahertz Corporation, a publicly held 
manufacturer of data communication products. Mr. Hardy holds a Bachelor of Arts degree 
from the University of Utah and Juris Doctor degree from the University of Utah School of 
Law. 

James A. Giauque 111, CPA, Vice President and Chief Accounting Officer 
Mr. Giauque joined I-Link as Controller in January of 1997 and in May 2001 , was appointed 
Chief Accounting Officer. During 1996, Mr. Giauque was controller for an oil and gas 
exploration company. For five years prior to 1996, h e  had his own accounting practice which 
he began after thirteen years with Coopers & Lybrand. He is a graduate of the University of 
Utah with a Bachelors Degree in Accounting and a Masters Degree in Business 
Administration. 

Alex Radulovic, Chief Technology Officer 
Alex Radulovic has considerable Internet and telecommunications development experience. 
Previously, he was a consultant to IBM for a wide range of AIX Communications projects and 
was also a development engineer for Novell's NetWare 386 network operating system. 
Radulovic is a co-developer of I-Link's patent-pending technology. 

Frank Williams, Senior Vice President Operations 
Mr. Williams is responsible for delivery operations of I-Link's products and services. He also 
oversees the development of relationships between I-Link and its customers. When he 
joined I-Link in 2000 as VP Network Operations, responsible for Network Operations, 
Network Engineering, Partner Operations, NOC and Field Services, Frank brought with him 
1 9 years telecommunications and information systems management experience. Prior to 
joining I-Link, Frank was Chief Information Officer of Tellepsen Corporation, a Houston- 
based diversified construction services company. He worked at Splitrock Services, Inc. as 
VP Network Operations, Williams Communications Solutions as Executive Director of the 
National Technical Resource Center, and Centel Communications as Midwest Regional 



Operations Manager and General Manager - Telecommunications Service Bureau. He holds 
a bachelor of business administration degree from Trinity University in San Antonio, Texas. 

Frank is a past Trustee of GCCUS, Inc., charter member of Nortel's Meridian Distributor 
Advisory Council, a charter member of the Bay Networks Executive Service Forum, a 
member of NEC Partners in Excellence, and a member of the Customer Support 
Consortium. 



EXHIBIT B 

Financial Capability of I-Link Communications, Inc. 

I-Link Communications, Inc. (“I-Link”) is financially qualified to provide and maintain its 
telecommunications services throughout the State of Florida. In particular, Applicant has 
adequate access to financing and capital necessary to conduct its telecommunications 
operations as specified in this Application. I-Link will rely upon the financial resources of its 
parent company, I-Link, Inc., to provide capital investment and to fund any operating costs. 
I-Link, Inc. is a corporation organized under the laws of the State of Florida. I-Link, Inc. is 
publicly traded on Nasdaq under the symbol “ILNK.” I-Link, Inc. will finance I-Link’s initial 
operations and will continue to provide financial support to I-Link so long as I-Link requires 
additional capital and resources to complete its network and construct facilities. 

In support of t-Link’s application, I-Link attaches the SEC Form IO-Ks of its parent, I-Link, 
Inc., for the years 1998, 1999 and 2000. The exhibit is offered to demonstrate Applicant’s 
financial ability to provide the proposed services. With the resources of I-Link, Inc., I-Link 
possesses the sound financial resources necessary to effectively procure, install, and 
operate the facilities and services requested in this Application. 



SECZTRITIHES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM 10-K 
[XI ANNUAL REPORT UNDER SECTION 13 

OR IS(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
FOR THE FISCAL YEAR ENDED DECEMBER 31,2000 

Commission File No. 0-17973 

I-LINK INCORPORATED 
(Name of registrant as specified in its charter) 

FLORIDA 52-229 1344 
(State o r  other jurisdiction (I.R.S. Employer 

of incorporation o r  organization) Identification Number) 

13751 S. WADSWORTX PARK DRIVE, SUITE 200, DRAPER, UT 84020 (801/576-5000) 
(Address and teiephone number of principal executive offices) 

Securities registered pursuant to Section 12(b) of the Exchange Act: None. 

Securities registered pursuant to Section 12(g) of the Exchange Act: Common 
Stock, SO07 par  value. 

Check whether the issuer: (1) filed all reports required to be filed by Section 
13 or  15(d) of the Exchange Act during the past twelve months (or for such 

period that the Registrant was required to file such reports); and (2) has been 
subject to such filing requirements for the past 90 days. Yes [X) No [ ] 

Check if there is no disclosure of delinquent filers in response to Item 405 of 
Regulation S-K contained in this form, and no disclosure will be contained, to 

the best of Registrant's knowledge, in definitive proxy or  information 
statements incorporated by reference in Part  III of this Form 10-K or  any 

amendment to this Form 10-K. [X] 

The aggregate market value of Common Stock held by non-affiliates based upon the 
closing bid price on March 14,2001, as reported by The Nasdaq Stock Market, was 

approximately %17,566,000. 

As of March 14,2001, there were 95,111,785 shares of Common Stock, S.007 par 
value, outstanding. 



PART I 

ITEM 1. DESCFUPTION OF BUSXNTZSS. 

OVERVIEW 

We are an integrated voice and data communications company focused on 
simplifying the delivery of "Unified Communication." Unified Communication is 
the integration of traditional telecommunications with new data IF (Internet 
Protocol) communications systems with the effect of simplifying communications, 
increasing communication capabilities and lowering overall communication costs. 
Unified Communication platforms integrate telecommunication, mobile 
communication, paging, voice-over-IP (VoIP) and Internet technologies. Through 
our wholly owned subsidiaries, I-Link Communications, Inc. and I-Link Systems, 
Inc., we provide enhanced telecommunications services on d wholesale and retail 
basis. Through our  wholly-owned subsidiaries, MiBridge, Inc., and ViaNet 
Technologies Ltd., we undertake the research and development of new 
telecommunications services, products and technologies, and the licensing of 
certain of these products and technologies to other telecommunications 
companies. We are a leader in the delivery of unified communications as a result 
of five core technology offerings: I-Link's Intranet, Softswitch Plus(TM1, 
GateLink(TM1, (TMIand Indavo(TM1. 

CORE TECHNOLOGIES 

I-Link's Intranet 

Our real-time IP communications network ("RTIP Network") consists of a 
nationwide, dedicated network of equipment and leased telecommunications lines 
augmented by our developed IP software. The RTIP Network is an IP-based network 
like the Internet; however, it is dedicated for use only by us and our customers 
- an INTRANET. The RTIP Network provides the platform f o r  the enhanced service 
applications,developed by us and other third-party applications developers who 
partner with us. The RTIP Network is composed of an IP backbone that ties 
together local loop dial-up and broadband connections via malor hubs 
strategically located in major metropolitan areas throughout the United States. 
Through proxies, the RTIP Network is able to integrate SS7, Wireless, Public 
Switch Telephone Networks ( P S T N ) ,  the Internet, and next generation network 
protocols such as SIP, MGCP, and H323 into one interoperable platform. The 
architecture and technological approach used by the RTIP Network has resulted in 
cost and capability breakthroughs unattainable through traditional circuit 
switch telecommunications networks, while maintaining the high voice-quality and 
reliability associated with traditional circuit switch networks. A more detailed 
description of the RTIP Network is included below. 

Softswitch Plus(TM) 

Softswitch Plus(TM) is the operating system that ties together all of our 
core services that are available both to end users and third-party applications 
developers. Much like a PC's operating system integrates hardware elements such 
as disk drives, monitors, network interface cards, memory, and other computer 
elements, Softswitch Plus(TM) integrates communication elements such as 
connection Services, voice recognition, interactive voice response ( I V R )  
services, rext-to-speech services, unified messaging, conference c a l l  ser-.-iccs, 
operation s u p p o r t  systems (OSS) and other application servers and communication 
elements created by us and/or other third-party applications developers. These 
software components are called "media servers" and the software layer that ties 
these together is called a "softswitch." Our Softswitch Plus(TM1 greatly 
simplifies new application development as well as reduces infrastructure c o s t s .  

GateLink (TM) 

GateLink(TM1 is a powerful s e t  of developer tools that serves as the 
mechanism €or creating new applications, user services and solutions t k a t  can be 
hosted within our  RTIP Network. Companies determined to build real time 
communication services are faced with many challenges, such as developing the 
solution, building the network in which the solution will operate, defining the 
OSS system to properly provision and bill for the new services. GateLinbTM) 
greatly simplifies this process by confining it to 
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cteveloping the application. Once the application is developed it can be 
certified by us and then deployed within the RTIP Network. 

GateLink(TM1 is our mechanism to create new value and stimulate growth from 
other communications services providers. GateLink(TM) allows third-party 
developers to create applications that reside on our RTIP Network that deliver 
monthly reoccurring charge (MRC) revenues as well as rmnute-traffic revenues to 
us. With GateLink(TM1, we are able to facilitate the creation of new 
corrununlcatlons applications that open new business opportunitles, market 
segments, and distribution channels. Communications applications currently in 
development with GateLink(TM1 partners include: 

- ACD (automated c a l l  distribution) - an application in demand by the ca l l  
center market; 

- Auto Attendant - an application which functions as an electronic assistant 
allowing small businesses, home offices, and remote enterprise sites to 
coordinate in-comng communication; 

- IP PBX which is an IP (internet protocol) PBX system developed with our 
Indavo(TM)and related software products; 

- IP Centrix - Centrix is an industry standard application suite that puts 
the intelligence o f  communication coordination within the network. IP 
Centrix simply implements these features using an IF network and IF 
protocols as w e l l  as VoIP capabilities; and 

- Web Conferencing whlch manages conferencing calls v i a  a web interface. 

V-Link (TM) 

V-Link(TM), one of the applications hosted within our RTIP Network, is a 
powerful suite of basic and enhanced telecommunications services created by us 
to meet the communication needs of the residential, SOH0 (small office/home 
office) and SME (small-to-medlum enterprise) consumer. V-Link(TM) services 
include : 

- ENHANCED LOCAL OR LONG DISTANCE SERVICE. Long distance calls can be 
made at significantly lower costs. 

- SINGLE NUMBER SERVICE. Set up to ring a subscriber's office phone, 
home office phone, cellular phone (o r  any phone number the subscriber 
specifies) and pager simultaneously so that he may be reached wherever 
he is, and without the caller having to t r y  multiple numbers or know 
his party's current location. 

- CALL SCREENING/CALL WHISPER. The subscriber can hear the name of the 
person calling before deciding to accept the call or send it to voice 
mail. If the subscriber receives a new call while already engaged in a 
call, the name of the new caller is "whispered" to the subscriber in a 
manner that is inaudible to the other call participant. 

- CALLER HOLD. The subscriber can put a caller on hold, with music on 
hold. 

- CONFERENCE CALLING. Provides the ability to conference in up to 9 
people at one time. 

- PORTABLE FAX. The subscriber receives a fax to his Single Number 
Service, he is notified that there is a fax in his mailbox, and he can 
choose to route the fax to any fax machine, or to his e-mail through a 
fax-to-e-mail gateway. 

- VOICE MAIL. Enables callers to l e a v e  recorded messages that can be 
retrieved, saved, forwarded, etc. 

Subscribers access their V-LinkITM) service through an assigned local 
and/or toll-free (800) number (that also can become a single, convenient 
telephone number through which others call and fax the subscriber). Once inside 
the V-Link(TM) enhanced communications environment, all of the subscriber's 
communications functions are handled over our RTIP Network, wlth Its associated 
benefits and capabilities - regardless of the call origination point. For 
example, long distance calls are routed primarily through the RTIP Network, and 
secondarily through the traditional public switched telephone network where 
needed to 
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2nsure full geographic coverage. In addition to long distance calling 
capability, entering the V-Link(TM) comunications environment affords the user 
a multitude of enhanced capabilities without the need for any special equipment. 
Once the communications session is established by logging-in to V-Link(TM) from 
a n y  telephone, a subscriber has the ability to perform multiple operations 
within the session (multiple long distance calls, call Screening, voice mail, 
fax, conference calling, etc.). 

Indavo(TM) Line Capacity Expansion Device 

We have developed Indavo(TM). From a single standard telephone line the 
Indavo(TM1 device can simultaneously (1) create the capacity of multiple lines 
carrying simultaneous calls while performing other communications functions 
~"multiplexing"), ( 2 )  provlde the inter-office/home functionality of a PBX, and 
( 3 )  maintain a persistent Internet connection. In other words, through a single 
standard telephone wire and line, the customer and his or her family members or 
business associates can, from multiple phones, fax machines, and computers 
within the customer's home or business premises, simultaneously carry on 
multiple independent or conference telephone calls, receive or send faxes as if 
on one or more dedicated fax lines, and maintain a persistent Internet 
connection, without sacrificing quality or functionality. Indavo(TM1 provides 
the capacity of up to 2 4  lines using the existing telephone wires connected to 
the customer's home 01: office. With the Indavo(TM) device connected to a single 
s t a n d a r d  telephone line within the customer's home or business office, the 
customer obtains the following benefits: 

MULTIPLEXING. Multiple independent telephone calls and fax send/receive 
calls can be simultaneously carried on from multiple phones and fax machines 
within the customer's home or business office, with no degradation of quality. 

VIRTUAL PBX FUNCTIONALITY. The functionality of a PBX system, normally 
obtainable through the acquisition of a costly equipment and software system, i s  
achieved over the existing telephones within the customer's home or office. 
These include inter-home/office call conferencing, call forwarding, etc. 

PERSISTENT V-LINK(TM) CONNECTION. Through Indavo(TM1, the Customer is 
always connected to the V-Link(TM) enhanced services environment and can fully 
utilize all of the services provided by V-Link(TM) (and additional enhancements) 
without the need to dial into the V-Link(TM) service. 

PERSISTENT INTERNET CONNECTION. Through Indavo(TM1, the customer is able to 
maintain a persistent connection to the Internet, usually obtainable only 
through the purchase by the customer and on-site installation of specialized 
equipment (a router). 

Indavo(TM) obviates the need for the customer to purchase multiple 
telephone lines, a PBX system, and routing equipment, as well as provides both 
substantial cost savings and increased functionality to the customer. We 
anticipated that a larger capacity version of the Indavo(TM) device will be 
marketed to traditional telecommunications carriers to provide a low-cost and 
more functional alternative to the costly and functionally-lirmted switches now 
required within their infrastructure. 

I-LINK'S RTIP NETWORK 

Our communications services, as well as applications and services developed 
by certified third-party developers, are carried over our RTIP Network. The RTIP 
Network is a packet-based network established by us and composed of an I P  
backbone that integrates local loop dial-up and broadband connections via 
multiple routing facilities or "Hubs" strategically established in large 
metropolitan areas nationwide. Each of these Hubs i s  comprised of off-the-shelf 
hardware elements and our proprietary software. Figure 1 shows an architectural 
view of a RTIP Hub. 
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Our technology enables the user to employ its existing telephone, fax 
machine, pager or modem to achieve high-quality communications with other 
conventional communications equipment, while exploitmg the capabilities of IP 
technology. The RTIP Network is comprised of leased and dedicated lines carrying 
telecommunications transnussions converted into a data format (TCP/IP). Network 
access points ("gateways") comprised of sophisticated communications equipment 
and proprietary software, which we call Communication Engines(TM), are used to 
integrate our Intranet with the traditional telecommunicatlons network. The 
Communication Engine, including the software and firmware, represents our 
patent-pending technology. Through the Communication Engines, the R T I P  Network 
receives traffic from the public switched telephone network as a TDM stream 
(time division multiplexing) and converts it to IP data packets. The data is 
converted from the PCM (pulse code modulation) format standard, which is the 
traditional telephony standard, to our proprietary coding. Our proprietary 
coding can distinguish among and handle voice, fax and modem communications 
differently. Voice is compressed using a voice coder or codec, fax and modem 
traffic are demodulated/modulated. The data can then be stored (such as 
recording a message), altered (as  in changing a fax call from 14400 BPS to 9600 
B P S )  or redistributed to multiple recipients (as in the case of conferencing). 
Our gateways are flexible such that the RTIP  Network can readily integrate with 
other carriers' protocols and infrastructure. Accordingly, we are also capable 
of leveraging the access infrastructure of other carriers, resellers, and 
Internet service providers (XSPs) and wholesaling our enhanced services to these 
providers and their customers while avoiding the need to build additional access 
infrastructure. 

Unlike the traditional telecommunication network, the RTIP Network uses 
TCP/IP as its communication protocol. This is the same protocol used by the 
Internet for computer-to-computer communication. We utilize TCP/IP because of 
the potential for interoperability between diverse technologies. This protocol 
provides the potential for the RTIP Network to integrate fax, voice, e-mail, 
websites, video conferencing, speech recognition servers, intelligent call 
processing servers, Internet Information servers, and o t h e r  technologies in an 
efficient way. Not all of these technologies are currently implemented within 
the RTIP Network. However, because communication is being carried over a TCP/IP 
protocol these solutions can be integrated into our offerings at a fraction of 
the cost of traditional telecommunication implementations. The advantage of 
communication via the TCP/IP protocol is that it allows €or efficient 
integration of many enhanced information services as noted above. We do not need 
to build all of the services that are presented to the user; it can easily 
integrate additional services because the communication protocol offers 
interoperability between all types of conventional communication equipment. The 
other advantage to TCP/IP is that the cost of integration is substantially less 
as a result of network design. New services, enhancements and updates can be 
enabled at a central location and linked automatically to a subscriber's packet 
of services, thus eliminating the costs and time restrictions of installing the 
enhancement at each physical facility. The result of these benefits is lower 
cost with greater capabilities. 

Cost Advantaqes 

The cost advantages realized from the creation and deployment of enhanced 
services over  t h e  RTIP  Network are two-fold: (a) lower transnussion costs, and 
( b )  lower cap:tal infrastructure costs. Lower transrmssion costs result from the 
inherent maximization of capacity in an IP-based "packet-switch" architecture 
(like the Internet and I-Link's RTIP Network) as opposed to traditional 
"circuit-switch" telecommunication architecture. A packet-switch network 
converts the information being carried (such as d voice c a l l )  into a series of 
data packets and is able to fill the entire capacity of the network with these 
d a t a  packets simultaneously during transmission, while a traditional 
circuit-switch network processes a single call at a time. Simply put, a n  
IP-based pack?t-switch network makes more efficient use o f  i t s  fixed-cost 
capacity t h . a n  does a traditional circuit-switch network. The benefit to capital 
infrastructure costs can be seen by recognizing that a traditional enhanced 
service plat€orm (a "platform" is the equipment and software required to provide 
a particuiar service to customers) - such as a conference calling platform €or 
example - mus: be purchased and installed by the communications provider t C )  work 
alongside a rraditronal telecommunications switch ( a  "switch" is a large, 
sophisticated p i e c e  of telecommunications equipment through which calls a r e  
routed, a n d  t h a t  has a given capacity of calls that can simultaneously be 
handled). T h e  traditional switch, which is unable to process anything but 
low-level signals, must pass an incorrung call for conferencing (in our example) 
to a s p e c i a l  conference call switch for processing. These types of 
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special swltches are highly expensive, costing providers hundreds of thousands 
of dollars each. Pecause the transmission within the RTIP Network has been 
converted to an IP signal, the glven enhanced service (conference calling in our 
example) occurs within a software-defined network handled through standard 
personal computers, rather than a hardware - or equipment - defined network 
requiring special and redundant, costly telecommunications switches for each 
enhanced service offered, We are able to provide users these services at a 
fraction of the cost of a traditional communication services provider, because 
users are able to avoid the capital expense of acquiring, installing and 
servicing an  array of special switches. Lower costs in both the cost of 
transmission and the capital infrastructure to provide the services, results in 
lower costs to the customer. 

Flexible Integration 

In addition to the conference calling service discussed above, consider a 
provider that offers many combined services. In a traditional telecommunications 
network, each service - voicemail, fax mail, conference calling, single number, 
etc. - must be processed through one or more separate, non-integrated switches, 
with the customer being assigned a separate number for each service: "call t h i s  
number to send me a fax, - , . call this number €or my voice mail, . . . call 
this number for my conference call," etc. Again, because our services are 
provided in an IP environment and a software-defined network, all of these 
services can be easily integrated through one switch and function utilizing one 
customer number. Our I F  environment a l s o  provides for the easy integration of 
additional new services as they a re  developed and introduced. 

Because of the expanded capabilities and capacity of the RTIP Network, our 
goal is to "resale" our core technologies as many times as possible to other 
telecommunications service providers and application developers on a wholesale 
basis as well as  to the residential/SOHO/SME market. 

DISTRIBUTION CHANNELS 

Wholesale 

Wholesale distribution channels leverage our established network and 
services to distribute to their customer base. Such wholesale channels use (01 
lease from us) their own sales, billing, customer care and collection. The 
wholesale channel consists of two types of partners: third-party application 
developers and their customers, and telecommunications service providers. 

Third-party Application Developers 

We provide application-hosting services to other  third-party applications 
developers and their respective customers on a wholesale basis. Third-party 
developers who create new applications and solutions with GateLink(TM1 are able 
to host these services within our RTIP Network. These hosted services are then 
made available to the third-party developers' channels of distribution and 
customers. We a l s o  offer these third-party applications to our other sales 
channels. U s i n g  our R T I P  Network to host new applications greatly simplifies and 
expedites getting new services t o  market. 

Telecommunications Service Providers 

We sell c)ur enhanced services products on a wholesale basis to Big Planet, 
Inc., (a subsidiary of Nu S k i n  Enterprises, Inc.), a telecommunications Service 
provider. Big Planet, in tu rn ,  s e l l s  these enhanced Services to its  retail 
customers. Big Planet has non-exclusive worldwide rights to market and sell our 
products and services through the network marketing (sometimes referred to as 
"multl-level"} sales channel to residential and small business users. We also 
sell to other wholesale customers. 

We intend to sell our enhanced services on a wholesale basis to other 
service providers, such  as CLECs (Competitive Local Exchange Carriers), I L E C s  
(Independent Local Exchange Carriers), ISPs (Internet Service Providers), a n d  
other alternate service providers. These telecommunications service 

7 



providers can bundle V-link(TM) and other third-party developed services by 
connecting to the RTIP Network through one of our major hubs located 
strategically throughout the United States. 

R e t a i l  

We market our enhanced communications services directly to retail customers 
primarily through two methods, "Enterprise" marketing and direct acquisition of 
retail customer bases. 

Enterprise Marketing 

We are currently marketing our enhanced communications services to 
businesses and associations ("Enterprises") for personal use by their 
employee/member base. The Enterprise provides the communications hook-up between 
its existing telecommunications system and our RTXP Network (typically through a 
T - 1  or other similar telecommunications line connection), thereby enabling its 
employees or members to have direct, two-digit ("00") access to V-Link(TM) 
services and other third-party comunlcatlons applications available on our RTIP 
Network  via their existing telecommunications system and telephone numbers. It 
a l s o  provides direct four-digit extension inter-office communications 
capabilities between multiple locations worldwide. Enterprise marketing is 
currently being beta-tested with initial Enterprise customers. 

Acquisitions of Existing Customer Bases 

We intend to accelerate the expansion of our customer base through the 
strategic acquisition of other existing customer bases and/or the acquisition of 
service providers controlling existing customer bases. However, there can be no 
assurance that we will be successful in the acquisition of other customer bases 
or acquisition of other service providers. 

HISTORY 

We began our research and development activities in 1995. In 1997, we began 
providing telecommunications products and services over the traditional public 
switched telephone network and created the RTIP  Network through the deployment 
of our IP technology. Also in 1997, we launched a direct-sales marketing 
company, I-Link Worldwide, LLC, to market products and services to the 
residential and small business markets. 

In August 1997, we acquired MiBridge, Inc. ("MiBridge"), a New Jersey-based 
communications technology company engaged in the design, development, 
integration and marketing of a range of software telecommunication products that 
support multimedia communications over the public switched telephone network 
IPSTN), local area networks (LAN) and the Internet. Historically, MiBridge 
concentrated our  development efforts on compression systems such as voice and 
fax over IF. MiBridge developed patent-pending technologies that combine 
sophisticated compression capabilities with IP telephony technology. The 
acquisition of MiBridge permitted us to accelerate the development and 
deployment of this IP technology and add strength and depth to our research and 
development team. It also provided us with the opportunity to generate income 
and develop industry alliances through the strategic licensing of these 
technologies to other industry leaders, such as Lucent Technologies, Nortel, 
IDP, Brooktrout, Analogic and others. In late 1997, we formed ViaNet 
Technologies, Ltd., headquartered in Tel Aviv, Israel, to undertake advanced 
research and development of the Indavo(TM) line capacity expansion device. 

In February 2000, we transitioned our direct-sales marketing program to Big 
Planet, whereupon Big Planet became one of our wholesale customers. While 
maintaining our other existing traditional channels for retail sales of products 
and services, the transition of the network marketing sales channel to Big 
Planet has allowed us to focus our efforts on the expansion of the R T I P  Network 
and the development and deployment of new enhanced services and products. 
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COMPETITION 

The market f o r  business communications services is extremely competitive. 
We believe that our ability to compete in this market successfully will depend 
upon a number of factors, including the pricing policies of competitors and 
suppliers; the capacity, reliability, availability and security of the RTIP 
Network infrastructure; market presence and channel development; the timing of 
introductions of new products and services into the marketplace; ease of access 
to and navigation of the Internet or other such IP networks; our ability in the 
future to support existing and emerging industry standards; our ability to 
balance network demand with the fixed expenses associated with network capacity; 
and industry and general economic trends. 

While we believe there is currently no competitor in the North American 
market providing the Same capabilities in the same manner afforded by the R T I P  
Network, there are many companies that offer communications services, and 
therefore compete with  us at some level. These range from large 
telecommunications companies and carriers such as ATCT, MCI Worldcom, Sprint, 
Excel, Level3 and Qwest, to other VoIP carriers such as iBasis, ITXC, small, 
regional resellers of telephone line access, to companies providing Internet 
telephony. These companies, as well as others, including manufacturers of 
hardware and software used in the business communications industry, have 
announced plans to develop future products and services that are likely to 
compete with our products on a more direct basis. These entities may be better 
capitalized and may control significant market shares i n  their respective 
industry segments. In addition, there may be other businesses that are 
attempting to introduce products similar to ours for the transmission of 
business information over the Internet. There is no assurance that we will be 
able to successfully compete with these market participants. 

GOVERNMENT ReGULATION 

GENERAL. Traditionally, the Federal Communications Commission (the "FCC") 
has sought to encourage the development of  enhanced services as well as 
Internet-based services by keeping such activities free of unnecessary 
regulation and government influence. Specifically in the area o f  
telecommunications policy and the use of the Internet, the FCC has refused to 
regulate most on-line information services under the rules that apply to 
telephone companies. This approach is consistent with the passage of the 
Telecommunications Act of 1996 ("1996 Act"), which expresses a Congressional 
intent "to preserve the vibrant and competitive free market that presently 
exists fo r  the Internet and other interactive computer services, unfettered by 
Federal or State regulation. " 

FEDERAL. Since 1980, the FCC has refrained from regulating value-added 
networks ("VANS"), software or computer equipment that o f f e r  customers the 
ability to transport data over telecommunications facilities. By definition, VAN 
operators purchase transnussion facilities from "facilities-based" carriers and 
resel l  them packaged with packet transmission and protocol conversion services. 
Under current rules, such operators are excluded from regulation that applies to 
"telecommunications carriers" under Title I1 of the Communications A c t .  

In the wake of the 1996  Act, however, the FCC is revisiting many of its 
past decisions. The FCC could impose c o m a n  carrier regulation on some of the 
transport and resale telecommunications facilities used to provide 
telecommunications services as a part of an enhanced or information service 
package. The FCC also may conclude that our protocol conversions, computer 
processing and interaction with customer-supplied information are insufficient 
to afford us the benefits of the "enhanced service*' classification, and thereby 
may seek to regulate some of OUK operations a s  common carrier/telecomunications 
services. The FCC could conclude that such decisions are within its statutory 
discretion, especially with respect to wice services. In December 1999, f o r  
example, the FCC found that it had regulatory authority over ILEC advanced 
services. In addition, the FCC is considering whether IP telephony services and 
networks should be made available to persons with disabilities and whether 
providers of these services and networks must comply with the FCC rules f o r  
persons with disabilities. 

We are in the process of moving o u r  zustomers o f f  the facilities of 
existing long distance carriers. We have  a l s o  increased our reliance on d 
proprietary Internet protocol network involving the provision of 
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information services, which we believe, qualifies as an exemption from common 
carrier regulation under current FCC rules. Historically, the FCC has not 
regulated companies that provide the software and hardware for Internet 
telephony or other Internet data functions as common carriers or 
telecommunications service providers. Moreover, in May 1997 the FCC determined 
that information and enhanced service providers a re  not required to contribute 
to federal universal service funding mechanisms. This decision was later 
reaffirmed in April of 1998 in an FCC report to Congress. 

Notwithstanding the current state of the rules, the F C C ' s  potential 
jurisdiction over the Internet is broad because the Internet relies on wire and 
radio communications facilities and services over which the FCC has 
long-standing authority. The F C C ' s  framework for "enhanced services" confirms 
that the FCC has authority to regulate computer-enriched services, but provides 
that carrier-type regulation would not serve the public interest. Only recently 
has this general deregulatory approach been questioned within the industry. 

An early example of deregulatory pressure is in the March 1996 initiative 
of America's Carriers Telecommunications Association ("ACTA") , a trade 
association primarily comprised of small and medium-size interexchange carriers. 
ACTA filed a petition with the FCC requesting the FCC to regulate the Internet 
and IP telephony. ACTA argued that providers of software that enables real-time 
voice communications over the Internet should be treated as common carriers and 
subject to the regulatory requirements of Title I1 of the Communications Act. 
The FCC sought comment on the request and has not ye t  issued its decision. 

On April 10, 1998, the FCC submitted a report to Congress describing the 
effect of its classification of information and telecommunications services on 
contributions to universal service charge funds. In this report, the FCC 
reiterated i ts  conclusions that information services, and Internet access 
services, in particular, are not s u b j e c t  to telecommunications service 
regulation or universal service contribution requirements. The FCC did, however, 
indicate its belief that certain gateway-based IP telephony services may be the 
functional equivalent of a telecommunications service. The FCC deferred a 
definitive resolution of this issue until it could examine a specific case of 
phone-to-phone IP telephony. Senators from several states with large rural areas 
expressed concern that nugration of voice services to the Internet could erode 
the contribution base for universal service subsidies. Continuing pressure from 
those Senators to reclassify Internet telephony as a telecommunications service, 
rather than an information service is likely. If reclassification occurs, 
Internet telephony will be sublected to a regulatory assessment for universal 
service contributions. 

On April 5, 1999, Quest (formerly US West) filed a "Petition for Expedited 
Declaratory Ruling" with the FCC in which Quest seeks a declaration that 
interexchange carriers ("IXCs") that provide phone-to-phone IP telephony are 
telecommunications service providers whose services are subject to access 
charges. The crux of the Petition claims that because there is no net protocol 
conversion in messages s e n t  and received by IXCs and as IXCs claim to provide 
voice telephony, IF telephony does not qualify as an enhanced service under FCC 
rules. Quest did not press the matter and, to date, the FCC has not issued a 
public notice requesting comment on the petition. We cannot predict with 
certainty what the Commission will rule or when. If Quest pursues the petition 
and is successful, the FCC could rule that IP telephony service providers are 
obligated to pay interstate access charges to local telephone companies for 
originating and termnating interstate calls. 

Any FCC ruling that Internet-based service providers should be subject to 
some level of Title I1 regulation could affect the manner in which we operate, 
to the extent it uses the Internet to provide facsirrule or voice capabilities. 
Any FCC ruling would also result in additional costs to achieve compliance with 
federal common carrier requirements. With the passage of the 1996 Act, the 
precise dividing line or overlap between "telecommunications" and "information" 
services as applied to Internet-based service providers is uncertain. 
Consequently, our activities may be sublect to evolving rules as the FCC 
address2s novel questions presented by the increased use of the Internet to 
o f f e r  services that appear functionally similar to traditionally-regulated 
telecommunications services. At this time, it is impossible to determine what 
effect, if any,  such regulations may have on the our future operations. 
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STATE. While states have generally declined to regulate enhanced services, 
their ability to regulate the provision of intrastate enhanced services remains 
an uncertain possibility. For instance, Qwest petitioned Colorado and Nebraska 
f o r  a ruling that I P  telephony providers must pay access charges for  intrastate 
calls. The proceeding was dismissed in Colorado and a decision was never reached 
in Nebraska. In two recent interconnection decisions, Colorado and Nebraska 
declined to classify IP telephony as switched access traffic subject to access 
charges. But a recent Florida interconnection arbitration decision r u l e d  
differently. If state regulators or legislators regulate the provision o f  
intrastate enhanced services it may negatively impact our ability to provide 
enhanced services in any state that assesses access or universal service charges 
against us. 

DELIVERY OF SERVICES OVER EXISTING SWITCHED TELEC-ICATIONS NETWORKS 

A portion of our communications services are delivered over existing 
switched telecommunications networks through our subsidiary, I-Link 
Communications, Inc., a long distance telecommunications carrier that provides 
long distance service to all 50 states of the United States. Access to the 
switched telephone network is a necessary component of the R T I P  Network to 
ensure f u l l  geographic coverage of the RTIP  Network in lesser-populated 
geographic areas that are not serviced by one of the R T I P  Network's Hubs. We 
maintain traditional switch facilities in Dallas, Los Angeles, Phoenix, and Salt 
Lake City. 

ITEM 2. DESCRIPTION OF PROPERTY. 

We lease approximately 41,897 square feet of space for office and o t h e r  
facilities in Draper, Utah pursuant to commercial leases with original terms of 
five to seven years. These leases expire between 2001 and 2004 subject to our 
right to extend for an additional five years. The current aggregate base rent is 
approximately $39,000 per month. I-Link also leases several o t h e r  co-location 
facilities throughout the United States to house its Communication Engines. Such 
spaces vary in size and length of term. 

We currently lease and occupy approximately 4,100 square feet of office 
space in Phoenix, Arizona, pursuant to a commercial lease dated June 1, 2000. 
The lease term is f o r  five years commencing June 2000 beginning with a current 
base rent of approximately $6,600 per month. 

On October 6, 2000, we purchased an o f f i c e  building located in Salt Lake 
City, Utah consisting of approximately 14,250 square feet. We occupy the first 
f l o o r  of the building and lease the second floor pursuant to a commercial lease, 
dated June 1997. The lessee's lease term is for five years commencing June 1997 
with a base rent of $7, 411. The building is subject to a promissory note in the 
amount of S840,OOO which is secured by a trust deed against the building and a 
certificate of deposit in the amount of $200,000. 

MiBridge rents approximately 3,600 square feet of office space in 
Eatontown, New Jersey under a five-year commercial lease effective December 1, 
1997 at a cost of approximately $5,200 per month. 

Vianet Technologies leases approximately 1,400 square feet of office space 
i n  Tel A v i v ,  Israel at a cost of approximately $2,200 per month. The lease 
expires i n  February 2002. 

ITEM 3. LEGAL PROC-INGS. 

I-LINK INC3PPORATED V.  RED CUBE INTERNATIONAL AG, AND RED CUBE, INC., Case No. 
2:01CVO04513, United States District Court, District of Utah, Central Division. 

We filed suit against Red Cube, International AG and Red Cube, Inc. !"Red 
C u b e " )  on January 18, 2001, seeking damages against Red Cube f o r  an alleged 
d e f a u l t  on an  agreement to provide approximately $60,000,000 in equity 
f u n d i r , q  to I-Link, and instituting a scheme to drive us out of business and 
obtain control of our proprietary technology, telecommunications network, 
ke 'y' 
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employees and customers. While we obtained an initial temporary restraining 
order against Red Cube preventing Red Cube from interfering with our  
employees, vendors and customers, Red Cube subsequently filed a motlon to 
disnuss the action and compel arbitration based upon d mandatory 
arbitration provision in the May 2000 Cooperation and Framework Agreement 
by and between I-Lmk and Red Cube. The court found that our claims were 
"related to" the Cooperation and Framework Agreement and granted Red Cube's 
motion to dismiss the action for lack of subject matter jurisdiction. 

IN THE ARBITRATION MATTER OF RED CUBE INTERNATIONAL AG, V. I-LINK INCORPORATED, 
before the American Arbitration Association, New York, New York, AAA # 50 T 117 
0002B 01. 

On or about January 24, 2001 Red Cube International, AG delivered to us a 
written demand for arbitration under the May 2000 Cooperation and Framework 
Agreement between the parties. Red Cube's demand constituted written notice 
of an alleged breach of the Cooperation and Framework Agreement stemming 
from I-Link's (i) threatening a shut-down of our IP telecommunications 
network, (ii) the reslgnation of Dror Nahumi as our employee, which Red 
Cube claims will cause us to breach our undertaking to provide the 
consulting services of John Edwards, Dror Nahunu and Alex Radulovic in the 
event we are unable to perform under the Agreement and Red Cube is required 
to assume primary operation and maintenance of it's own IP 
telecommunications network based upon o u r  technology, and ( 1 ~ )  our alleged 
failure to update the escrowed copy o f  its source code to the current 
version of the source code employed to maintain the IP telecommunications 
network. We denied these allegations, filed a counterclaim agalnst Red Cube 
International, AG and filed a third-party claim against Red Cube, Inc, 
seeking (compensatory and/or punitive) damages for Red Cube's default under 
a subsequent agreement to provide approximately $60,000,000 in equlty 
funding to us, engaging in a scheme to drive us out of business and obtain 
control of o u r  proprietary technology, telecommunications network, key 
employees and customers. The arbitration proceeding is in its initial 
stage, and no hearings have occurred. 

STEVEN J. LITTLE, DBA, EREEXH ENTERPRISES v. I-Lrmc WOFUWIDE, L.L.c., 
MEDCROSS, INC., I-LINK INCORPORATED, JOHN DOES I-X, Civil No. 990908018, in The 
Judicial District Court of the Third Judicial Court in and For Salt Lake County, 

WORLDWIDE, L.L.C., MEDCROSS, INC., I-LINK INCORPORATED, before the American 
Arbitration Association, Case No. 81 181 00118 00 VSS. 

State Of Utah and STEVEN J. LITTLE, DBA, FREEDOM ENTERPRISES V. I-LINK 

Steven J. Little is a former independent representative of I-Link 
Worldwide, L.L.C. whose contractual relationship consisted of I-Link's 
standard independent representative agreement and two written agreements 
between himself, I-Link and 1-Link Worldwide, LLC. M r .  Little filed the 
above action alleging that I-Link Incorporated and 1-Link Worldwide, LLC 
wrongfully terminated his written agreements. Mr. Little's claims for 
damages range from $7,000,000 t o  $10,000,000 constituting the alleged 
aggregate value of the residual terms of these agreements. I-Link 
Incorporated and I-Link Worldwide, LLC maintain that Mr. Little's written 
agreements were properly termnated pursuant to the written terms and 
conditions of those agreements and therefore Mr. Little has suffered no 
damages. Binding arbitration is tentatively scheduled to start Apri; 2 3 ,  
2001. 

On March 1 0 ,  2000, the Company and JNC Opportunity Fund, Ltd. ( " J N C " )  entered 
Into a settlement and release agreement relating to certain litigation 
concerning shares of Series F Preferred stock held by JNC. The shares of Series 
F Preferred stock held by JNC were convertible into 1,104,972 shares of common 
stock under the original agreement with JNC. On March 10, 2000, the Company 
issued 531,968 shares of common stock to J N C  pursuant to the settlement 
agreement in cancellation of the Series F shares held by JNC. The balance of the 
shares required to be issued pursuant to the settlement agreement required 
approva l  at a special meeting of the shareholders held on May 23, 2000, at which 
time approval  of the shareholders was received. Due to the delay in issuance of 
the s h a r e s  required to be issued pursuant to the settlement agreement until 
shareholder approval was received and the related common shares were registered, 
the Company issued 20,458 "Additional Shares" of common stock in accordance with 
the ayreement. 
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We are involved in litigation relating to claims arising out Of our  
operations in the normal course of business, none of which 1s expected, 
individually or in the aggregate, to have a material adverse affect on us. 

ITEM 4 .  SUBMISSION OF MATTERS TO A VOTE OF SECURITY EOLDERS. 

Our annual meeting of shareholders was held on October 2 ,  2000 at which 
five proposals were considered and passed by the stockholders as follows: 

1. 

2 .  

3 .  

4 .  

5. 

ITEM 5 .  

Messrs. Henry Y. L. Toh and Hal B. Heaton were re-elected as Class 2 
Directors of I-Link. Mr. John W. Edwards, Mr. Thomas A. Keenan and Mr. 
David R. Bradford continued as Directors. 

PricewaterhouseCoopers LLP was appointed as o u r  independent public 
accountants. The vote was 39,258,011 for ,  166,888 against and 107,939 
abstained. 

The 1997 Recruitment Stock Option P l a n  was amended to increase the 
amount of shares of common stock eligible for issuance under that Plan 
from 4,400,000 to 7,400,000.  The vote was 17,519,669 for, 1,821,885 
against and 1,652,094 abstained. 

The g r a n t  of non-qualified options to purchase I-Link's common stock 
t o  certain executive officers was approved. The vote was 17,288,274 
for, 2,052,425 against and 1,652,949 abstained. 

The establishment of the 2000 Employee Stock Purchase Plan was 
approved. The vote was 18,149,256 for, 1,203,608 against and 1,640,784 
abstained. 

PART Ir 

MARKET FOR I-LINK INCORPORATED'S C M N  STOCK AND RELATED STOCKHOLDER 
MATTERS. 

PRICE RANGE OF C M N  STOCK 

O u r  common stock 1 s  traded on The Nasdaq Small-Cap Market ("Nasdaq") tier 
of The Nasdaq Stock Market, Inc. under the symbol ''IZNK." Although the Common 
Stock 1s currently listed on Nasdaq, there can be no assurance given that we 
will be able to continue to satisfy the listing requirements f o r  maintaining 
such securities on Nasdaq o r  that such listing w i l l  otherwise continue. We have 
no current plans to apply for listing of any preferred shares, warrants or any 
of our other securities on Nasdaq. 

On February 14, 2001, we were notified by the Nasdaq Listing 
Qualifications Department (the "Nasdaq Staff") that o u r  securities would be 
de-listed from The Nasdaq SmallCap Market due to our inability to mainrain 
our market capitalization above the minimum $35,000,000 required for  
continued listing on The Nasdaq SmallCap Market in accordance with the 
National Association of Securities Dealers, Inc. rules. Pursuant to the NASD 
Rules, we have requested an oral hearing before the Nasdaq Listing 
Qualifications Panel (the "Panel") to appeal the Nasdaq Staff's decision to 
de-list our securities. The hearing is scheduled for  late April 2001. 
Pursuant to the same NASD Rule 4 8 2 0 ( a ) ,  a request f o r  a hearing has stayed 
the scheduled de-listing of our securities pending issuance of the Panel's 
decision. Should our securities cease to be listed on the Nasdaq SmallCap 
Market, I-Link's securities may be listed on the Over-the-Counter Bulletin 
Board market. 
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The following table sets forth the high and low bid prices for our common 
stock f o r  the period as quoted on Nasdaq based on interdealer bid quotations, 
without retail markup, markdown, commissions or adjustments and may not 
represent actual transactions: 

March 31, 1999 
J u n e  30, 1999 
September 30, 1999 
December 31, 1999 

March 31, 2000 
June 30, 2000 
September 3 0 ,  Z O O 0  
December 31, 2000 

S 4.13 5 2.19 
5 . 5 0  2 . 4 4  
4 . 8 8  2 - 5 0  
4.38 2.25' 

520.00 $ 2.75 
11 .88  2.00 

5 . 9 1  2 .00  
3.53 0 . 7 5  

On March 14, 2001, the closing price for a share of our commcn stock was 
S.625. 

HOLDERS 

A S  of March 14, 2001, we had approximately 650 stockholders of common stock 
of record and approximately 17,000 beneficial owners 

DIVIDEND POLICY 

We must be current on dividends accrued on our Series C and Series M 
preferred stock before paying any dividends to common stock holders .  Preferred 
stock dividends in the amount of $196,333 and $351,868 were paid in 2000 and 
1999, respectively, in common stock (non-cash) on the converted shares of Series 
F redeemable preferred stock. As of December 31, 2000, dividends in arrears 
(undeclared) on Series C and Series M preferred stock were $602,702 and 
54,543,187 respectively. On February 22, 2000, our Board of Directors set a 
record date for payment of accrued dividends on Class (Series) C preferred stock 
of $563,781 to stockholders of record on February 22, 2000, to be paid in shares 
(approximately 125,400)  of our common stock (the "Dividend Shares") within ten 
business days of the date the Dividend Shares become subject to an effective 
registration statement (anticipated in second or third quarter of 2001) under 
the Securities A c t  of 1933, as amended. To date, we have not paid and do not 
anticipate that we will pay dividends on our common stock in the foreseeable 
future. 

ITEM 6 .  SELECTED FINANCIAL DATA. 

The following selected consolidated financial information was derived from 
the audited consolidated financial statements and notes thereto. The information 
set forth below is not necessarily indicative of the results of future 
operations and should be read in conjunction with "Item 7 - Management's 
Discussion and Analysis of Financial Condition and Results of Operations" and 
the Consolidated Financial Statements and Notes thereto included elsewhere in 
this Form 10-K. 
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STATEMENT OF OPERATIONS DATA: 

R e T J e n u e s :  
Telecommunications services 
Marketing services 
Technology licensing and 

d e v e l o p m e n t  
Or. t L e  r 

S 1 8 , 3 0 0 , 5 4 8  
4 6 3 , 7 4 0  

$ 2 6 , 4 4 0 , 0 1 7  
3 , 6 7 2 , 3 8 3  

$ 1 9 , 6 3 4 , 6 8 1  
4 , 5 4 8 , 4 2 1  

S 1 1 , 0 8 1 , 0 0 7  
2 , 6 3 7 , 3 3 1  

1 , 4 6 6 , 3 1 5  
_-  

--I---------- 

2 5 ,  649,417 ___----______ Net sales 

Oper3tinq expenses: 
Telecommunications 

+la r ke t 1 r g s e r Y i c e s cos t s 
S e l l i n g ,  general, 

network expenses 

? i z h i n i s t r a t i v e  and other 

2 4 , 9 5 8 , 3 2 0  
456.354 

2 9 , 3 7 3 , 2 0 3  
5,4013,149 

1 9 , 0 9 9 , 1 9 4  
5 , 8 5 0 , 0 7 3  

1 4 , 6 3 4 , 3 9 9  
4 , :  94,O 1 4  

1 , 1 2 0 , 7 7 9  -_ 

T o t a l  operating expenses 

k s s  from continuing o p e r a t i o n s  

L-rs f t m  drscontinued 
operations 

:<et l o s s  

Loss from continuing operations 
applicable to common stock 

Net loss p e r  common share - basic and diluted: 

Loss frgm continuing o p e r a t i o n s  
Loss from discontinued operations 

Net ioss per common share 

BALANCE SKEET DATA: 

S 1 4 , 0 7 3 , 9 1 4 )  
7 , 2 6 2 , 7 8 1  

4 1 7 , 3 7 1  
2 3 , 9 5 5 , 3 6 3  

8 , 7 8 5 , 9 3 3  
1 1 6 , 9 5 3 , 3 6 3 )  

$ i 3 0 , 0 6 0 , 7 6 6 1  
1 0 , 9 8 3 , 2 7 3  

Working ~ a p i t a l  
P r s p e r t y  and equipment, net 
Net 3 s s e t s  '1Labilities) of 

di s -on t L nued operat ions 
Total 3sse'Ic 
Long-term :b,iqations 
Stockholders' equity (deficit) 

5 ( 1 , 3 1 8 , 6 4 0 )  
7 , 0 1 9 , 3 6 1  

$ ( 2 , 9 5 5 , 1 8 0 1  
3 , 5 5 1 , 9 1 7  

$ 1 ,305 ,814  
1 , 5 7 5 . 7  69 

1, 6 6 8 , 2 2 3  
3 , 4 6 4 , 6 9 6  

2 3 6 , 7 0 5  
6 ,  239, 617 

( 8 2 , 6 2 9 1  
7 1 , 6 s a ,  1 9 9  

9 , 6 5 8 , 5 2 5  
( 1 1 , 0 4 9 , 8 9 7 )  

595 ,377  
2 4 , 2 5 2 , 8 7 6  

1 , 9 2 1 , 5 0 0  
8 1 4 , 3 7 6  

_ _  
2 1 , 6 5 7 , 4 9 2  

2 ,  e o i ,  592 
i?a ,e .39 ,061)  

I n  J a n u a r y  1997, we acquired I-Link Communications, an FCC-licensed Long 
distance carrier. With the acquisition, we kegan our telecommunications services 
operations. Effective December 31, 1997, we made the decision to discontinue the 
operations of our Medical Imaging Division. Our Board of Directors approved the 
p l a n  of disposal on March 23, 1998. The net operating activities and net assets 
from the Medical Imaging Division are presented separately as discontinued 
operations in the above table. Through our  wholly-owned subsidiaries MiBridge, 
I n c . ,  and  ViaNet Technologies Ltd., we pursue research and development of new 
telecommunications products and technologies, and the licensing of certain of 
these products and technologies to other telecommunications companies. MiBridge 
was acqu i r ed  during the th ird  quarter of 1997 and ViaNet Technologies Ltd. was 
formed in t h e  first quarter of 1998. 

During 1997, I-Link formed a wholly owned subsidiary, I-Link Worldwide, 
L.L.C., through which we launched a network marketing channel to market its 
telecommunications services and products. On February 15,  2000, we signed a 
strateqic marketing and channel agreement with Big P l a n e t ,  a wholly owned 
subsidiary of Nu Skin Enterprises, Inc. Under the terms of the agreement, our  
independent n e t w o r k  



marketing sales force (the I R s )  transitioned to Big Planet, and Big Planet was 
granted the worldwide rights to market and sell our products and services 
through the network marketing (sometimes referred to as "Multi-Level") sales 
channel to residential and small business users. Our other sales channels into 
t h e  residential, small business, and other markets are unaffected by the 
agreement with Big Planet. The impact on the results of operations included a 
termination of marketing service revenues and marketing service costs effective 
February 15, 2000. Additionally, telecommunication service revenues decreased as 
we sold our services to the same subscribers through Big Planet at wholesale 
prices. The reduction in telecommunications service revenues was partially 
offset by a reduction in comrmssions paid to I R s  related to telecommunication 
services revenues. 

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 
OF OPERATIONS. 

FORWARD-LOOKING INFORMATION 

THIS REPORT CONTAINS CERTAIN "FORWARD-LOOKING STATEMENTS" WITHIN THE 
MEANING OF SECTION 27-A OF THE SECURITIES ACT OF '1933, AS AMENDED, SECTION 21-E 
OF THE SECURITIES EXCHANGE ACT OF 1934, As AMENDED, AND INFORMATION RELATING TO 
I-LINK THAT ARE BASED ON MANAGEMENT'S EXERCISE OF BUSINESS JUDGEMENT AS WELL AS 
ASSUMPTIONS MADE BY AND INFORMATION CURRENTLY AVAILABLE TO MANAGEMENT. WHEN USED 
IN THIS DOCUMENT, THE WORDS "ANTICIPATE," "BELIEVE," "ESTIMATE," "EXPECT," AND 
"INTEND" AND WORDS OF SIMILAR IMPORT, ARE INTENDED TO IDENTIFY ANY 
FORWARD-LOOKING STATEMENTS. YOU SHOULD NOT PLACE UNDUE RELIANCE ON THESE 
FORWARD-LOOKING STATEMENTS. THESE STATEMENTS REFLECT OUR CURRENT VIEW OF F[TTuRE 
EVENTS AND ARE SUBJECT TO CERTAIN RISKS AND UNCERTAINTIES AS NOTED BELOW. SHOULD 
ONE OR MORE OF THESE RISKS OR UNCERTAINTIES MATERIAtIZE, OR SHOULD UNDERLYING 
ASSUMPTIONS PROVE INCORRECT, OUR ACTUAL RESULTS COULD DIFFER MATERIALLY ERM 
THOSE ANTICIPATED IN THESE FORWARD-LOOKING STATEpfENTS. 

Although we believe that our expectations are based on reasonable 
assumptions, we can give no assurance that our expectations will materialize. 
Many factors could cause actual results to differ materially from our forward 
looking statements. Several of these factors include, without limitation: our 
ability to finance and manage expected rapid growth; the impact of competitive 
services and pricing; our ongoing relationship w i t h  our long distance carriers 
and vendors; dependence upon key personnel; subscriber attrition; the adoption 
of new, or changes in, accounting principles; legal proceedings; federal and 
state governmental regulation of the long distance telecommunications and 
internet industries; our ability to maintain, operate and upgrade our 
information systems network; our success in deploying our Communication Engine 
network in internet telephony; the existence of demand for and acceptance of our 
products and services (including but not limited to V-Link(TM) and IndavotTM)); 
the migrating of subscribers from a retail billing basis to a wholesale billing 
basis; the continued increasing revenues from GateLink(TM) and other wholesale 
clients as well as other risks referenced from time to time in our filings with 
the S E C .  

We undertake no obligation and do not intend to update, revise or OtheKWlSe 
publicly release any revisions to these forward-looking statements to reflect 
events or circdmstances after the date hereof or to reflect the occurrence of 
any unanticipated events. 

RESULTS OF OPERATIONS 

When reviewing the operating results for 2000 compared to 1999 and 1998, it 
is important to note the significant changes in our operations that occurred in 
2000. P r i o r  to February 15, 2000, our telecommunication and marketing service 
revenues were primarily dependent upon the sales efforts of independent 
representatives ( I R s )  functioning within a network marketing channel of 
distribution which targeted residential users and small businesses in the Ilnited 
States. These revenue sources depended directly upon the efforts of X R s .  IPS 
personally soilcited potential residential and business customers via one-to-one 
sales p r e s e n t a t i o n s .  A t  the conclusion of the sales presentations, customers 
would s i g n  srcier forms for our telecommunicatlon products and services 
(telecommunication service revenues). IRs received commissions based upon sales 
of o u r  products and services to customers who became our subscribers. 
Additionally revenues from the network marketing channel prior to February 15, 
2000 were recorded at retail whereas after that date the same sales to r h e  
end-users were recorded on a wholesale rate. 

16 



On February 15, 2000, the nature of our telecommunication services revenues 
and marketing service revenues relating to the network marketing channel were 
significantly changed. On that date we signed a strategic marketing and channel 
agreement with Big Planet, a wholly-owned subsidiary of Nu Skin Enterprises, 
I n c .  Under terms of the agreement, I-Link's IR's transitioned to Big Planet, and 
Big Planet was granted rights to market and sell our products and services 
through the network marketing (sometimes referred to as "Multi-Level") sales 
channel to residential and small business users. Our other sales channels into 
the residential, small business, and other markets were unaffected by the 
agreement with Big Planet. This agreement had two significant impacts on our 
gross revenues. 

- telecommunication service revenues decreased as we sold our services 
to the same subscribers through Big Planet at wholesale prices. Even 
though our billed minutes increased in 2000 as compared to 1999, 
revenues decreased due to the transition to wholesale. The reduction 
in telecommunications service revenues was partially offset by a 
cessation of comssions paid to IRs related to telecommunication 
services revenues, and 

- marketing service revenues and marketmg sexvice costs ceased 
effective February 15, 2000. 

As a result of this agreement with Big Planet, we ended our involvement in 
the network marketing channel and Big Planet became o u r  single largest customer. 

YEAR ENDED DECEMBER 31, 2000 COMPARED TO THE YEAR ENDED DECEMBER 31, 1999 

Net operating revenue in 2000 and 1999 included three primary sources of 
revenue which.were: (1) telecommunications service; ( 2 )  marketing services which 
began in June 1997 (and termnated in February 2000 - see "Results of 
Operations" above) and includes revenues from the network marketing channel, 
including revenues from independent representatives f o r  promotional and 
presentation materials and national conference registration fees; and (3) 
technology licensing and development revenues related to communications software 
that supports multimedia communications over PBX, LAN's and the Internet. In 
2000, we also had revenues from other sources includmg customer services such 
as billing, accounts receivable processing, customer care and special consulting 
services which were primarily associated with the transition of the network 
marketing channel to Big Planet in the first quarter of 2000. 

Telecommunication service revenues decreased $8,139,469 to $18,300,548 in 
2000 as compared to $26,440,017 in 1999. The decrease is a direct result o f  the 
agreement with Big Planet effective February 15, 2000. Before February 15, 2000, 
our telecommunication services revenues were primarily dependent upon the sales 
efforts of IRs functioning within a network marketing channel of distribution. 
These revenue sources were recorded at retail. Under terms of the agreement, o u r  
independent network marketing sales force transitioned to Big Planet. This 
resulted in a substantial decrease in telecommunication services revenues for 
the year 2000 as revenues €rom subscribers migrating from retail sales to the 
sale of services to the same subscribers through Big Planet at wholesale p r l c e s .  
While a significant portion of the revenues converted to wholesale, we retained 
a portion of Big Planet's subscriber base on a retail-billing basis, fo r  which 
the Big Planet is paid a commission. Should Big Planet convert this portion of 
its business to a wholesale relationship, our reported revenues would decline 
and commissions paid on this retail business would decline correspondingly. 
Revenues billed t o  customers of Big Planet have decreased due to the decline in 
rate p e r  minute bllled of approximately 32% due to the transition from retail to 
wholesale, combined with a decrease in subscriber base and lower than expected 
new subscriber acquisitions. Big Planet accounted for 46% of our 
telecommunication services revenue in the fourth quarter of 2000.  Due to 
perceived risks relative to our financial condition (prior to the Counsel 
Corporation transaction in March ZOOl), Big Planer signed an agreement to 
transition its business to another service provider in the third or fourth 
quarter of 2001, contingent upon the new service provider meeting certain 
milestones of product and service development. Hence, we cannot predict what 
future telecommunication services revenue from Big Planet may be. Part of the 
decrease in telecommunications services revenues billed through B i g  Planet, o c t  
largest wholesale customer, was offset by $3,230,000 in revenues generated f r m  
GatelinklTM) partners 
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primarily in the last half of 2000. We expect revenues from Gatellnk(TM1 and 
other wholesale clients to continue to increase in 2001 and beyond. The 
percentage of telecommunication services revenue from our second largest 
customer during the fourth quarter was 32%. Telecommunication servxes revenue 
from this customer in the first quarter of 2001 is expected to decrease compared 
to the fourth quarter of 2000 by approximately 50% as the customer transferred 
some of their traffic to other carriers due to concerns relative to our 
financial condition in early 2001 (prior to the Counsel Corporation 
transaction). We cannot predict what future telecommunication Services revenue 
from this customer may be. 

Marketing services revenue, which included revenue from independent 
representatives for promotional and presentation materials, Webcentre, and 
ongoing administrative support decreased $3,209,248 to $463,740 in 2000 as 
compared to $3,672,988 in 1999. The decrease was the result of the transition of 
this network-marketing channel to Big Planet in February 2000. With this 
transition, marketing service revenues ceased. 

Technology licensing and development revenue increased $6,466,127 to 
$8,972,828 in 2000 as compared to $2,506,701 in 1999. Revenue from this source 
will vary from quarter to quarter based on t-ming of technology licensing and 
development projects and royalties from products previously licensed. During 
2000, our increase in these revenues stemmed primarily from the following 
sources : 

- we entered into two licensing agreements that resulted in revenues of 
nearly $4,000,000, and 

- on May 9, 2000, we entered into an agreement with Red Cube under which 
Red Cube paid us an aggregate sum of $10,000,000 comprised of a 
$7,500,000 licensing fee and $2,500,000 for consulting services. The 
total of  $10,000,000 1 s  being recorded as income ratably over a 
two-year period. Accordingly, $3,333,333 was recorded as technology 
licensing revenue in 2000 while the balance of $6,666,667 was recorded 
as unearned revenue as of December 31, 2000. 

Other revenues in 2000 of $2,667,039 includes $2,203,693 relating to 
customer care, billing and accounts receivable services performed for wholesale 
customers. Revenues from these services in 2001 are expected to approximate the 
2000 revenues. During 2000, other revenues also included royalties of $400,000 
from the sale of Indavo(TM1 units through a distributor to a company that will 
not use the Indavo(TM) units over our network. 

OPERATING COSTS AND EXPENSES 

Telecommunications network expenses increased $4,585,111 to $24,958,320 in 
2000 as compared to $20,373,209 in 1999. The increase is related to the costs of 
continuing development and deployment of our communication network and expenses 
related to the telecommunication service revenue. While variable costs per 
minute have remained comparable to 1999 variable costs, fixed costs have 
increased as w e  continue to build our RTIP  network. While network costs 
associated with telecommunications services revenues increased, the transition 
from retail to wholesale-based revenues resulted in decreased per minute 
revenue. However, we continue to incur the same network costs. We do not expect 
fix costs associated with our network to increase as we are devoting our efforts 
to increasing minute traffic and enhanced services over the existing network 
before we undertake additional expansion. 

Marketing services costs decreased $4,943,795 to $456,354 in 2000 as 
compared to $5,400,149 in 1999. These costs directly relate to our marketing 
services revenue that began late in the second quarter of 1997 and include 
commissions and the costs of providing promotional and presentation materials 
and ongoing administrative support of the network marketing channel. As we 
transferred this network marketing channel to Big P l a n e t  in February 2000, 
marketing service costs ceased. 

S e l l i n g ,  general  and administrative expenses increased $5,924,775 to 
$18,353,731 in 2000 as compared to S 1 2 , 4 2 8 , 9 5 6  in 1999. In 2000, we added 
significant infrastructure in the form oE employees and facilities in 
anticipation of fulfilling obligations to various business partners including 
Red Cube. The increase in 2000 expenses is partly a result of the cost of this 
added infrastructure. In 2000, we also sntered into various transactions t h a t  
contributed to this increase in the form of increased outside services. In 
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January 2001, we had a strategic work force reduction in order to reduce 
overhead and streamline operations. 

The provision €or doubtful accounts decreased 53,589,908 to $113,168 in 
2000 as compared to $3,703,076 in 1999. The decrease is directly related to two 
items : 

(1)  the transitioning of the network marketing channel subscribers to Big 
Planet in February 2000. With the transition, Big Planet assumed the 
risk of collections from individual subscribers, thus resulting in a 
reduced provision f o r  the remainder of 2000 as compared to the same 
period of 1999. 

( 2 )  during the third quarter of 2000  we settled a lawsuit wherein we sued 
d former wholesale customer for non-payment of its bills. Prior to 
2000, we had written off the receivable from this customer. Upon 
settling the lawsuit, we received $300,000 for past billings, which 
amount reduced our provision for doubtful accounts iri 2000. 

Depreciation and amortization increased $916,679 to $6,399,318 Ln 2000 as 
tcompared to $5,482,639 in 1999. The increase is primarily associated with 
increased expenditures related to continued expansion of our R T I P  Network. 

In 1999 we recorded a write-down of capitalized software costs of 
$1,847,288 which did not recur in 2000. 

Research and development costs increased $1,583,592 to $4,220,333 in 2000 
as  compared to $2,636,741 in 1999. The increase is associated with our 
commitment to continuing telecommunication network research and development 
e f f o r t s  and development of new products and technologies. We anticipate research 
and development expenditures in 2001 will be less than 2000 as we plan to use 
our resources to sell our developed and in-process technologies and enhance 
current products. If none of these new products and technologies are  
successfully developed, t h e  sales and profitability of I-Link may be adversely 
affected in future periods. 

OTHER INCOME (EXPENSE) 

Interest expense decreased $3,583,465 to $1,502,676 in 2000 a5 compared to 
$5,086,141 in 1999. Interest expense in 1999 was significantly greater than in 
2000 due to the accretion of debt discount (non-cash expense of $3,125,000 in 
1999) related to certain warrants granted in connection with $8,000,000 in loans 
from Winter Harbor. In 1999, there was also $627,000 of interest expense on 
other debt instruments that were converted to equity in 1999. 

Interest and other income increased $307,927 to $487,132 in 2000 as 
compared to $179,205 in 1999. The increase was primarily due to interest earned 
in 2000 on higher average cash balances on hand during 2000 as compared to 1999. 

A settlement expense of $639,565 was recorded in 2000. This expense is the 
r e s u l t  of an obligation to issue 129,519 shares  of common stock in exchange for 
trading restrictions imposed on J N C  Opportunity Fund Ltd. (''JNC") in relation to 
the common stock to be issued to JNC pursuant to a settlement and release 
3qreement entered into in February 2000. The settlement and release agreement 
settled litigation between JNC and us over unconverted Series F preferred stock 
held by J N C .  The amount of this expense was based upon the market price of o u r  
common stock on May 2 4 ,  2000 when the common stock was issued. There was no 
comparable expense in 1999. 

YEAR ENDED DECEMBER 3 1 ,  1999 COMPARED TO THE YEAR ENDED DECEMBER 31, 1998 

REVENUES 

Net operating revenue in 1999 and 1998 lncluded three primary sources of 
revenue which were:  
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11) telecommunications service; ( 2 1  marketing services (terminated in February 
2000 - see "Results of Operations" above) which included revenues from the 
network marketing channel, including revenues from independent representatives 
for promotional and presentation materials and natLonal conference registration 
fees;  and ( 3 )  technology licensing and development revenues related to 
communications software that supports multimedia communications over P3X, LANs 
and the Internet. 

Telecommunication service revenues increased $ 6 , 8 0 5 , 3 3 6  to $26,440,017 in 
1999 as compared to $19,634,681 in 1998. The increase was primarily due to an 
increase of $9,192,135 from growth in telecommunication sales by the network 
marketing channel. This increase was partially offset by a decrease of 
$2,386,799 in revenues from other channels of distribution as we focused our 
resources on those channels of distribution of products that had higher p r o f i t  
margins. The increase in revenues was prlmarily due a 38% increase in usage, 
which was offset by an 11% decrease in revenue per minute. 

Marketing service revenues decreased $ 8 7 5 , 4 3 3  to $3,672,988 in 1999 as 
compared t o  $4,548,421 in 1998. The decrease was primarily due to a reduction of 
new IR sign ups resulting in a decrease of $1,937,634 in revenues from 
promotional and presentational materials and national conventions. This decrease 
was offset by increased revenues from product sales of $1,062,201 primarily from 
WebCentre sales, which began in 1999, 

Technology licensing and development revenues increased $1,040,386 to 
$2,506,701 as compared to $1,466,315 in 1 9 9 8 .  The increase was primarily due to 
increasing acceptance of o u r  core technologies in the market place. 

OPERATING COSTS AND EXPENSES 

Telecommunications network expenses increased $1,274,015 to $ 2 0 , 3 7 3 , 2 0 9  in 
1999 as compared to $19,099,194 in 1998. The increase is related to the c o s t s  o f  
continuing development and deployment of our communication network and expenses 
related to the telecommunication service revenue. Moreover, the deployment of 
our Communication Engines in 1999 and better pricing from underlying carriers 
allowed telecommunications revenues to grow at a significantly higher rate than 
the related telecommunication network expenses. 

Marketing services costs decreased $450,724 to $5,400,149 in 1999 as 
compared to $ 5 , 8 5 0 , 8 7 3  in 1998. These costs directly relate to our marketing 
services revenue that began late in the second quarter of 1997 and include 
commissions, the costs of providing promotional and presentation materials and 
ongoing administrative support of t h e  network marketing channel. 

Selling, general and administrative expenses increased $1,865,574 td 
$12,428,956 in 1999  as compared to $10,563,382 in 1998 .  The increase was 
primarily due to (1) increased payroll related to an increased number of 
employees and ( 2 )  increased rent and travel costs related to the increased 
number oE employees. 

The provision for doubtful accounts increased $542 ,455  to $3,703,076 in 
1999 as compared to $3,160,621 in 1998. The increase is related directly to the 
growth i n  telecommunication service revenues, and increased bad debts from 
receivables in the channels which we decided to termnate in order to refocus 
our  resources on those channels of distribution of our products that had higher 
profit margins. 

Depreciation and amortization increased $1,290,465 to $5,482,639 in 1999 as 
compared to $4,192,174 in 1998. The increase was primarily associated wlth 
increasing expenditures related to continued and increasing expansion of our 
R T I P  Network. 

In the first quartet of 1999, we recorded a write-down of capitalized 
s o f t w a r e  costs of $1,847,288. In early 1998 we contracted with an outside 
consulting company to develop a billing and operations information system. We 
continually evaluated the functionality and progress of the in-process system 
deVelGpment, and together with our Board of Directors concluded that the new 
system would not significantly enhance our existing billing and information 
systems G K  meet  our ultimate needs. Accordingly, we could not Justify paying 
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additional contracted expenses of approximately $1,000,000 and effective March 
31, 1999, we recorded a write-down on the in-process system development of 
$1,847,288. 

Research and development increased $207,625 to $2,636,741 in 1999 as 
compared to $2,429,116 in 1998. The increase was associated with our  increased 
commitment to continuing telecommunication network research and development 
efforts, primarily at our Israeli subsidiary, ViaNet Technologies. 

OTHER INCOME (EXPENSE) 

Interest expense decreased $3,318,277 to $5,086,141 in 1999 as compared to 
$8,404,418 in 1998. The decrease is primarily due to a decrease of $4,013,095 
from the accretion of debt discounts (non-cash) related to certain warrants 
granted in connection with $7,768,000 in loans during 1998 as compared to 
warrants granted in connection with $8,000,000 in loans in 1999. An increase in 
interest expense in 1999 of approximately $694,818 on loans outstanding and an 
increase in capital leases offset this decrease. 

Interest and other income decreased $91,083 to $179,205 in 1999 as compared 
to 5270,288 in 1998. The decrease was primarily due to interest earned in 1998 
on deposits with our primary provider of long-distance telecommunications 
capacity, which did not recur in 1999 as the deposits were refunded. 

LIQUIDITY AND CAPITAL RESOURCES 

Cash and cash equivalents as of December 31, 2000 were $2,155,628, 
short-term certificates of deposit were $53,500 and the working capital deficit 
was $30,060,766 (which includes deferred revenue o f  $14,885,592). Cash provided 
by operating activities during 2000 was $1,869,355 as compared to cash used of 
$10,381,925 in 1999 and $16,825,719 in 1998. The increase in cash from 
operations in 2000 as compared to 1999 was primarily due to $20,000,000 received 
from Red Cube for licensing and prepayment for future services, of which 
$16,552,259 remains as deferred revenues at December 31, 2000. The decrease in 
cash used by operating activities in 1999 compared to 1998 was primarily due to 
a decrease in our net l o s s  and tirmng of accounts receivable collections and 
accounts payable payments. 

Net cash used by investing activities in 2000 was $6,881,466 as compared to 
$1,585,299 in 1999 and $1,602,974 in 1998. The net increase in cash used by 
investing activities in 2000 as compared to 1999 was due to an increase in 
purchases of furniture, fixtures equipment and software of $4,863,055 and a 
decrease of $412,649 in cash flows from maturing restricted certificates of 
deposit and $20,463 from discontinued operations. The decrease in cash used by 
investing activities in 1999 as compared to 1998 was primarily attributable to 
(1) a decrease in purchases of furniture, fixtures and equipment of $1,210,241 
which was offset by a decrease in cash received in connection with maturing of 
restricted certificates of deposits of $932,566 and (2) a decrease in investing 
activities of discontinued operations of $260,000. 

Financing activities in 2000 provided net cash of $4,171,735 as compared to 
$13,594,301 in 1999 and $18,069,765 in 1998. Cash provided in 2000 included 
$4,341,659 f c m  exercise of options and warrants and employee purchases under  
the employee stock purchase plan. During 2000, we repaid $145,720 in long-term 
debt and capital lease obligations and used $24,204 in our discontinued 
operations. Cash provided in 1999 included $8,200,000 from long-term debt, 
$7,116,408 n e t  proceeds from the sale of preferred stock and $5,000 from the 
exercise of s t o c k  options and warrants. During 1999, we repard $1,727,107 of 
long-term deb t  and capital lease obligations. Cash provided in 1998 included 
$9,430,582 from issuance of preferred stock ( n e t  of offering costs), $11,009,712 
in proceeds from loans to us, and $684,943 from exercise of stock options and 
warrants. Lonq term-debt and capital lease payments of $2,885,007 offset these 
sources o €  cash. 

We incurred a net loss from continuing operations of $25,752,178 for the 
year ended December 31, 2000, and as of December 31, 2000 had an accumulated 
deficit of  $135,902,482. We anticipate that revenues generated from 3 u r  
continuing operations will not be sufficient during 2001 to fund o n g o i n g  
operatisns, the continued expansion of our private telecommunlcations network 
facilities, produc t  development and 
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manufacturing, and anticipated growth in subscriber base. As described below, 
several events have occurred in 2001 that affect our ability to obtain the 
additional necessary funds and reduce liabilities requiring funds f o r  our 
continuing operations in 2001. 

CURRENT POSITION/PUTURZ REQUI-S 

During 2001, we plan to use available cash to fund the development and 
marketing o f  I-Link products and services. We anticipate that revenues from all 
sources of continuing operations will grow in 2001 and will increasingly 
contribute to meeting our  cash requirements. Our business plan of continued 
market penetration and deployment of I-Link products and services will require 
financial resources at increasingly h l g h e r  levels than those experienced in 
2000. In order to provide for and/or reduce capital expenditure and working 
capital needs, we entered into the following agreements in 2001: 

- On March 1, 2001, Winter Harbor elected to convert a note payable from 
I-Link for $7,768,000 plus accrued interest of $2,537,072 ($2,376,448 
as of December 31, 2000) lnto 4,122 shares of Series M convertible 
preferred stock of I-Link pursuant to the original loan agreement. 
Upon conversion, current liabilities as of December 31, 2000 in the 
amount of $10,144,498 were satisfied without requiring cash. 

On March 1, 2001, we entered into a Senior Convertible Loan and 
Security Agreement with Counsel Communications, LLC, ("Counsel LLC"). 
Pursuant to the Loan Agreement, Counsel LLC agreed to make periodic 
loans to us in t h e  aggregate principal amount not to exceed 
$10,000,000, of which $3,000,000 was available to us immediately upon 
the execution of the L o a n  Agreement. The $ 1 0 , 0 0 0 , 0 0 0  IS structured as 
d 3-year note convertible with interest at a rate of 9% per annum, 
compounded quarterly. 

In January 2001, we undertook a strategic work force reduction to 
reduce overhead and streamline operations. 

In March 2001, Counsel LLC purchased Winter Harbor's security holdings in 
I-Link and became our single largest shareholder. In addition to the above 
transactions, Counsel Corporation and its subsidiary Counsel LLC have committed 
to fund, through long-term inter-company advances or equity contribution, all 
capital investment, working capital or other operational cash requirements of 
I-Link through April 15, 2002. 

While we believe that the aforementioned sources of funds will be 
sufficient to fund operations into 2002, w e  anticipate that additional funds 
will be necessary from public or private financing markets to successfully 
integrate and finance the planned expansion of o u r  business communications 
services, product development and manufacturing, and to discharge our financial 
obligations. The availability of these capital sources will depend on prevailing 
market conditions, interest rates, and our financial position and results of 
operations. There can be no assurance that such financing will be available, 
that we will receive any additional proceeds from the exercise of outstanding 
options and warrants or that we will not be required to arrange for additionaL 
debt, equity o r  other financing. 

OTHER ITEMS 

We have reviewed all recently issued, but not yet adopted, accounting 
standards in order to deterrune their effects, if any, on the results of o u r  
operations or financial position. 0ased on that review, we believe that none of 
these pronouncements will have a significant effect on current financial 
condition or results of operations. 

ITEM 8 .  FINANCIAL STATEMENTS. 

See Consolidated Financial Statements beginning on page F-1. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS W I T H  ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE. 

None 

PART 111 

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, PR-RS, AND CONTROL PERSONS; 
COMPLIANCE WITH SECTION 16(a) OF THE EXCHANGE ACT. 

As of March 14, 2001, the Board of Directors had five members including one 
vacancy due to the resignation of Mr. Keenan in February 2001. Our Articles of 
Incorporation provide that the Board of Directors 1s divided into three classes 
and that each director shall serve a term of three years. Mr. Keenan's term of 
office as the sole Class I Director, would have expired at the annual meeting of 
shareholders in 2002 if Mr. Keenan had not resigned. The term of office of ME. 
Toh and Mr. Heaton, both Class  11 Directors, will expire at the 2003 annual 
meeting of shareholders, and t h e  term of office of Mr. Edwards and Mr. Bradford, 
the Class I11 Directors, will expire at the annual meeting of shareholders in 
2001. In March 2001, Counsel LLC acquired all I-Link securities and their 
associated rights previously held by Winter Harbor. The result o f  this transfer 
of beneficial ownership interests is that Counsel LLC has the right to designate 
t w o  member of the Board of Directors pursuant to our  f i n a n c i n g  arrangements 
previously with Winter Harbor. In addition, Counsel obtained a right to appoint 
three additional members (bringing the number of Board members to nine) to our 
Board of Directors under a convertible loan agreement effective March 1, 2001. 
As of December 31, 2000, no Winter Harbor designees were members of the Board 
and as of March 14, 2001 Counsel had not: designated any members to the Board. 

Biographical information with respect to the present executive officers, 
directors, and key employees are set forth below. There are no family 
relationships between any present executive officers and directors except that 
John W. Edwards and Robert w. Edwards, vice President of Network Operations, are 
brothers - 

Name ---- 

John W. Edwards . . . . . . . . . .  
Dror Nahumi ( 2 )  . . . . . . . . . .  
David E. Hardy ........... 
John M. Ames . . . . . . . . . . . . .  
A l e x  Radulovlc . . . . . . . . . . .  
Henry Y.L .  Toh ........... 

Thomas A. Keenan ( 3 )  ..... 

David R. Bradford ........ 
Ha1 B. Heaton . . . . . . . . . . . .  

Age (1) ------- 

46  

38 

48  

41 

31 

4 3  

36 

50 

50 

(1) As of December 31, 2000 

Title 
----I 

Chairman o f  the Board, P r e s i d e n t ,  Ch 

Pres iden t 

Senior  Vice President, Secretary and 

ef Executive Off icer  

General Counsel 

Senior Vice President, Chief Operating Officer and Chief Financial Officer 

Vice Presicleqt of Technology 

Director 

Director 

Director 

Director 

( 2 )  Dror Nahumi subrmtted his resignation as President effective January 8, 
2001. 

( 3 )  Thomas A. Keenan submitted his resignation as a Director effective February 
21, 2001. 
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JOHN W. EDWARDS, Chairman of the Board, President and Chief Executive 
Officer. Mr. Edwards was selected to fill a vacancy on the Board of Directors as 
a Class I11 director in June 1996. He was elected Chairman of the Board in 
August 1998- M r .  Edwards serves as our Chief Executive Officer and, from 
September 30, 1996 through December 1999, served as our President and Chief 
Executive Officer. Mr. Edwards began to serve as President in January 2001. Mr. 
Edwards served as President and a director of Coresoft, Inc., a software company 
developing object-oriented computer solutions for small businesses from 
September 1995 to April 1996. During the period August 1988 through J u l y  1995, 
Mr. Edwards served in a number of executive positions with Novell, Inc., a 
software company providing networking software, including Executive Vice 
President of Strategic Marketing, Executive Vice President of the Appware and 
Desktop Systems Groups and Vice President of Marketing of the NetWare Systems 
Group. Mr. Edwards was involved in the development of the NetWare 386 product 
line. Until May 1996, he was a visiting faculty member at the Marriott School of 
Management at Brigham Young University. Mr. Edwards received a B.S. degree in 
Computer Science from Brigham Young University. M r .  Edwards was re-elected to 
the Board of Directors as a Class I11 Director at the 1997 Annual Meeting. 

DROR NAHUMI, President. Mr. Nahum1 resigned as President in January 2001 
after serving thirteen months as President. Mr. Nahumi was President of MiBridge 
Inc., a Communications software company, when we acquired MiBridge in June 1997. 
Mr. Nahumi served as Senior VP of Engineering from June 1997 until his 
appointment as President. Prior to founding MiBridge, Mr. Nahumi was working for 
AT&T Bell Labs, where he represented ATCT in voice, data and cellular standards 
competitions. The speech-coding algorithm Mr. Nahum1 designed for the cellular 
standard was chosen for deployment in the COMA cellular network in North 
America. M r .  Nahurm was also a senior telecommunications engineer for ECI 
Telecom and other telecom R6D centers in Israel. 

DAVID E. HARDY, Senior Vice President, Secretary and General Counsel. Mr. 
Hardy has served as General Counsel since October 1996, and was appointed 
Secretary in December 1996. In November 1999, Mr. Hardy became an employee of 
I-Link and in January 2000 was named Senior Vice President. He is a founding 
partner of the law firm of Hardy & Allen, in Salt Lake City. From February 1993 
to April 1995, Mr. Hardy served as Senior Vice President and General Counsel of 
Megahertz Corporation, a publicly held manufacturer of data communication 
products. Mr. Hardy holds a Bachelor of Arts degree from the University of Utah 
and a Juris Doctor degree from the University of Utah School of Law. 

JOHN M. AMES, CPA, Senior Vice President, Chief Operating Officer and Chief 
Financial Officer. Mr. Ames joined us as Vice President of Operations in 
September of 1998 and in August 1999, was promoted to Senior Vice President, 
Chief Operating Officer and acting Chief Financial Officer. Between April 1997 
and August 1998, Mr. Ames organized, developed and sold Time Key L.C., a company 
specializing in Time and Labor Management software and consulting. From June 
1996 until April 1997, he was the Vice President and Chief Financial Officer of 
Neurex (now Elan Pharmaceutical), a Menlo P a r k ,  California based public biotech 
company. From August 1993 until June 1996, Mr. Ames managed various information 
services, finance and cost accounting, strategic partnering, international tax, 
risk management and human resource functions as the Director o f  Corporate 
Services at TheraTech (now Watson Pharmaceutical), a public Callfornia bay area 
based pharmaceutical company. From April 1992 through August 1993, he was 
responsible for overseeing U . S .  sites information services activities as the 
Corporate Director of Information Services with Otsuka Pharmaceutical, a large 
privately owned Japanese conglomerate. Prior to joining Otsuka, Mr. Ames spent 
over eight years with KPMG Peat Marwick as an auditor and consultant in the High 
Technology practice. He i s  a graduate from Brigham Young University with both a 
Bachelors and Masters (MAcc) degree in Accounting with emphasis in accounting 
information systems and management consulting. 

ALEX RADULOVIC, Vice President of Technology. Mr. Radulovic has 
considerable Internet and telecommunications development experience. Previously, 
he was a consultant to IBM for a wide range of AIX Communications projects and 
was also a development engineer for Novell's NetWare 386-network operating 
system. Mr. Radulovic is a co-developer of our patent-pending technology. 

HENRY Y.L. TOH, Director. The board of directors elected Mr. Toh as a Class 
I1 Director and as Vice Chairman of the Board of Directors in March 1992. Mr. 
Toh was elected President of our Company 
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in May 1993, Acting Chief Financial Officer in September 1995 and Chairman of 
the Board in May 1996, and served as such through September 1996. He was 
appointed Assistant Secretary in May 1997. He is a graduate of Rice University. 

THOMAS A .  KEENAN, Director. Mr. Keenan was appointed to serve as a Class I 
Director on September 1, 1998. Mr. Keenan was elected as a Director Designee of 
Winter Harbor pursuant to the Stockholder Agreement dated September 30, 1997 
between Winter Harbor and I-Link. Mr. Keenan is the principal of Wolfeboro 
Holdings, an investment fund based in Wellesley, Massachusetts. Mr. Keenan 
received a Juris Doctor degree from the University of Michigan Law School. From 
September 1994 to August 1996 he was employed by McKinsey & Company, an 
international management-consulting firm. Mr. Keenan resigned as a Director of 
I-Link effective February 21, 2001. 

DAVID R. BRADFORD, Director. The board of directors elected Mr. Bradford as 
a Class 111 Director in January 1999. Currently Mr. Bradford is actively 
involved in the venture capital business in the inter-mountain west. Mr. 
Bradford h a s  served as Senior Vice-president and General Counsel for Novell, 
Inc. from 1985 to 2000. Mr. Bradford is past chairman of the board of the 
Business Software Alliance, the leading business software trade association 
representing Microsoft, Novell, Adobe and Autodesk, among others. Mr. Bradford 
also serves on the board of directors of Pervasive Software, Altius Heath, Found 
Inc., OneWorldOnLine.com, NextStep Broadband and Utah Valley State College. Mr. 
Bradford received his Juris Doctorate from Brigham Young University and a 
Master's degree in Business Adnunistration from Pepperdine University. 

HAL 8. HEATON, Director. Dr. Heaton was appointed to serve as a C l a s s  11 
DirectOK on June 14, 2000 to fill a board vacancy. From 1982  to p r e s e n t ,  Dr. 
Heaton has been a professor of Finance at Brigham Young University. Dr. 
Heaton holds a Bachelor's degree in Computer Science/Mathematics and a 
Master's in Business Adrmnistration from Brigham Young University, a Master's 
degree in Economics and a Ph.D. in Finance from Stanford University. 

Each of f i ce r  is chosen by the board of directors and holds his or her 
office until his or her successor shall have been duly chosen and qualified or 
until his or her death or until he o r  she shall resign or be removed as provided 
by the By-laws. 

Mr. Bradford, Mr. Keenan and Mr. Heaton were non-employee independent 
directors as of December 31, 2000. 

There are no material proceedings to which any director, o f f i c e r  or 
affiliate of our Company, any owner of record or beneficial owner of more than 
five percent of any class of voting securities, or any associate of any such 
director, officer, affiliate or security holder i s  a party adverse to us o r  any 
of our subsidiaries or has a material interest adverse to us or any of our 
subsidiaries. 

COMMITTEES OF THE BOARD OF DIRECTORS 

The Committees of the Board of Directors are as follow: 

AUDIT COMMITTEE. The audit committee (the "Audit C o m t t e e " )  is responsible 
f o r  making recommendations to the Board of Directors concerning the selection 
and engagement of independent certified public accountants and for  reviewing the 
scope of t h e  annual audit, audit fees, and results of the audit. The Audit 
Committee also reviews and discusses with management and the Board of Directors 
such matters as accounting policies, internal accounting controls, and 
procedures f o r  preparation of financial statements. Its membership is currently 
comprised of Messrs. Heaton (chairman), Bradford and Keenan. The Audit Committee 
held three meetings during the last fiscal year. 

COMPENSATION COMMITTEE. The compensation committee (the "Compensation 
Comittee"~ approves the compensation for executive employees. Its membership L S  
currently comprised of Messrs. Bradford (chairman), Heaton and Keenan. The 
Compensation Committee held five meetings during the last fiscal year. 



FINANCE COMMITTEE. The finance committee (the "Finance Committee") is 
responsible f o r  reviewing and evaluating financing, strategic business 
development and acquisition opportunities. I ts  membership is currently comprised 
of Messrs. Keenan (chairman), Heaton and Edwards. The Finance Committee held 
twelve meetings during the last fiscal year. 

SPECIAL COMMITTEE. A special comttee was formed in January 2001 to advise 
the board of directors on matters relating to raising funds and capitalization 
i s s u e s .  Mr. Bradford was Chairman of t h e  special committee and Messrs. Toh and 
Heaton were members. The spec ia l  comttee was disbanded in March 2001 after 
completion of the Winter Harbor and Counsel Communications transactions (See 
"Current Position/Future Requirements"). See "Certain Relationshlps and Related 
Transactions. " 

We do not have a normnating committee o r  any committee serving a similar 
function. 

SECTION 1 6 ( a )  BENEFICIAL OWNERSHIP REPORTING COMPLIANCE 

Section 16(a) of the Securities Exchange Act of 1934, as amended (the 
"Exchange Act") requires our officers and directors, and persons who own more 
than ten percent of a registered class of our equity securities, to file reports 
of ownership and changes in ownership of equity securities of I-Link with the 
Securities and Exchange Commission ( " S E C " )  . Officers, directors, and greater 
than ten percent shareholders are required by the SEC regulation to f u r n i s h  us 
with copies of all Section 16(a) forms that they file. 

Based solely upon a review of Forms 3 and Forms 4 furnished to us pursuant 
to Rule 16a-3 under the Exchange A c t  during our most recent fiscal year and 
Forms 5 with respect to our most recent fiscal year, we believe that all such 
forms required to be filed pursuant to Section 16(a l  of the Exchange Act were 
timely filed, as necessary, by the officers, directors, and security holders 
required to f i l e  the same during the f i sca l  year ended December 31, 2000, 

ITEM 11. EXECUTIVE COMPENSATION 

The following table sets forth the aggregate cash compensation paid f o r  
services rendered during the last three years by each person serving as our 
Chief Executive Officer during the last year and our five most highly 
compensated executive officers serving as such at the end of the year ended 
December 31, 2000, whose compensation was in excess of $100,000. 

N a m e  and 
Pr inc ipa l  Posi t ion 
_____--_______I-__ 

John W. Edwards 
CEO 

Dror Nahum1 
President  

David  E .  Hardy 
Secre ta ry  and 
Generai Counse;!? 

John M. Ames 
COO and CFO 

2300 225,000 (11 -- _- 
1599 201,115 (1) -- +* 

1998 133,333(1) -- -- 
-- 'OD0 zoo, 000 ( 2 )  -- 

I 399 142 ,972  ( 2 )  -- -- 
: 998 98,887(2) -- -- 

200,000(5) -- _ _  '000 
i 399 146,332(5) -- -- 
1998 132,000(51 -- -- 
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A l e x  Radulovic 2000 - 2 0 0 , 0 0 0 ( 5 )  -- -- 
VP of Technology 1 9 9 9  164 ,734  ( 5 )  -- -- 

Mr. Edwards began his employment in April 1996 and was appointed President 
and CEO as of September 30, 1996 and resigned as President in December 
1999. He resumed his office as President upon Mr. Nahumi's resignation in 
January 2001. Mr. Edwards' annual salary was $96,000 In 1997 until August, 
when it was increased to an annual salary of $150,000. In November 1997 Mr. 
Edwards voluntarily reduced his annual s a l a r y  to $35,000, for the balance 
of 1997 and until our financial restraints were reduced. See "Employment 
Agreements." Mr. Edwards was paid at an annual rate of $125,000 commencing 
January 1, 1998 even though Mr. Edward's salary was increased to $200,000 
effective May 1997, however the salary increase accrued but was not paid 
from May 1997 to April 1999 when we began to pay his salary at the rate of 
$225,000. The deferred salary in the amount of $141,875 was paid during 
2000. In 2000 we contributed $1,700 as a match to Mr. Edwards' 401K 
contribution and paid $1,025 on a life insurance policy. 

Mr. Nahum began his employment with us in June 1997 when we acquired 
MiBridge of which Mr. Nahumi was President. Mr. Nahum1 was appointed our 
president in December 1999. Mr. Nahumi's annual salary during 1998 was 
$100,000; 1999 was $110,000 which salary was then increased to $200,000 per 
year when Mr. Nahum1 was appointed President in January 2000. In 2000 we 
contributed $1,700 as d match to Mr. Nahumi's 401K contribution. Mr. Nahum1 
resigned a s  president in January 2 0 0 1  resulting in forfeiture of 1,270,835 
options - 

Mr. Hardy became our employee on November 1, 1999. From October 1996 to 
present, Mr. Hardy served as Secretary and General Counsel. Mr. Hardy's 
annual consulting fee during the first four months of 1997 was $125,000. 
Mr. Hardy's consulting fee was increased to $175,000 per year effective May 
1997, however the salary increase was deferred until September 1999, when 
we began to pay his s a l a r y  at the rate of $175,000. The deferred salary was 
paid in the amount of $23,685 in 1999 and $80,757 in 2000. In January 2000, 
Mr. Hardy's salary was increased to $200,000 per year. 

Mr. Ames began his employment in September 1998; his annual salary during 
1998 was $120,000. In September 1999, Mr. Ames salary was increased to 
$165,000 per year. In 2000, other compensation includes $1,700 contributed 
as a match to Mr. Ames' 401K contribution and $7,536 paid for vacation time 
not taken, 

Mr. Radulovic began his employment in February 1996; his annual salary 
during 1997 was $30,000, Mr. Radulovic's salary was increased to 5150,000 
effective November 1998 and to $200,000 in October 1999. In 2000 we paid 
$615 on a life insurance policy for Mr. Radulovic. 

OPTION/SAR GRANTS IN LAST FISCAL YEAR ( 2 0 0 0 )  

The following table sets forth certain information with respect to the 
options granted d u r i n g  the year ended December 31, 2000, for the persons named 
in the Summary Compensation Table (the "Named Executive Officers"): 
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Name 
---- 

John W. Edi ra r3s  

Dror Nahuni , l! 

25,000 

1,750,000 30.9% 

j 2 . 7 8  $ 36,900 l / l / l 3  

5 1 . 7 5  52,670,959 1 / 3 / 1 0  

David E. H3rd.j 100,000 1.8% s 2.75 s 147,478 1 / 3 / 113 

300,000 

400,000 

5.3% 

7.1% 

5 2 . 7 5  S 442.435 1/31 19 

1 / 3 /  10 s 2 . 7 5  $ 589,913 

* Indicates less than 1% 

(1) Determined using the Black Schales option-pricing model. 

( 2 )  M r .  Nahumi's employment with I-Link terminated in January 2002. 

AGGREGATED OPTION/SAR EXERCISES IN LAST FISCAL YEAR AND FISCAL YEAR-END 
OPTION/SAR VALUES 

The following table sets forth certain information with respect to options 
exercised during 2000 by the Named Executive Officers and with respect to 
unexercised options held by such persons at the end of 2000. 

Name 
---- 

S h a r e s  Number o f  S e c u r i t i e s  Value of Unexercised the 
Acquired on Va 1 ue Underlyinq Unexerc ised Money Options/SARs at 
Exercise ( # )  Realized ( 5 )  Optrons/SARs at FY-End ( # I  FY-End ( $ 1  (11 ------------ ------------ --------------------------------- --------------------------- 

Exorcisable Unexercisable Exercisable Unexercisable 

J o h n  W. Edwards 

David E. Hardy 

John M. Funes 

\ l e x  Radulovic 

12,000 s 43,897 1,709,670 

625,000 

a41 ,667  

441,667 

711,670 

333,330 -- 
1,375,000 -- 

58,333 -- 

208,333 -- 
688,330 -- 

(1) The calculations of the value of unexercised options are based on the 
difference between the closing bid price on Nasdaq of the common stock on 
December 31, 2000, and the e x e r c i s e  price of earn option, multiplied by the 
number of shares covered by the option. Value ascribed to unexercised 
options a t  December 31, 2000 was minimal as the exercise price exceeded the 
closing bid price at December 31, 2000. 

( 2 )  M r .  Nahunu's employment with I-Link ternunated in January 2001. 

DIRECTOR COMPENSATION 

-- 

On t h e  first business day in January each year, each Director then serving 
will receive an option to purchase 20,000 shares of common stock and f o r  each 
committee on which the Director serves an option to purchase 5,000 shares o f  
common stock. The exercise price of such options shall be equal to the fair 
market value of the common stock on the date of g r a n t .  The Directors are a l so  
eligible to receive options under our stock option p l a n s  at the d i s c r e t i o n  of 
the board of directors. 
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EMPLOYMENT CONTRACTS AND TERMINATION OF EMPLOYMENT AND CHANGES-IN-CONTROL 
ARWLNGEMENTS 

On September 9, 1999, we entered into a three-year employment agreement 
with John W. Edwards, Chief Executive Officer and Director. Pursuant to the 
terms of the employment agreement, Mr. Edwards is employed as the Chief 
Executive Officer and a Director, and is required to devote substantially all of 
his working time to the business and our affairs. Mr. Edwards is entitled under 
his employment agreement to receive compensation a t  the rate of 5225,000 per 
year and is entitled to a profitability bonus at the discretion of the Board of 
Directors and to participate Ln fringe benefits as are generally provided to 
executive officers. In addition, Mr. Edwards was granted an option to purchase 
200,000 shares of common stock at an exercise pr ice  of $3.56 per share based on 
the market price at the date of grant. Of such options, 33,340 vested 
immediately and 16,666 vest and become exercisable on the first calendar day of 
each quarter beginning October 1, 1999. In the event of temnation by 1-Link or 
in the event of a violation of a material provision of the agreement by I-Link 
which is unremedied f o r  thirty (30) days and after written notice, Mr. 
Edwards is entitled to receive, as liquidated damages or severance pay, an 
amount equal to the Monthly Compensation (as defined in the agreement) for 
the remaining term of the agreement or two years whichever is shorter and all 
options shall thereupon be fully vested and immediately exercisable. The 
agreement contains non-competition and confidentiality provisions. 

On January 3, 2000, we entered into a three-year agreement with Dror 
Nahumi, President. Mr. Nahum was required to devote substantially all of his 
working time to o u r  business and affairs. Mr. Nahunu was entitled under his 
employment agreement to receive compensation at the rate of $200,000 per year 
and was entitled to a profitability bonus at the discretion of the I-Link 
Directors and to participate in fringe benefits as are generally provided to 
executive officers. In addition, Mr. Nahumi was granted an option to purchase 
1,000,000 shares of common stock at an exercise price of $ 2 . 7 5  per share based 
on the m a r k e t  price at the date of grant. Of such options, 8 3 , 3 3 3  vested 
immediately and 8 3 , 3 3 3  vest and become exercisable on the first calendar day of 
each quarter beginning October 1, 1999. Mr. Nahumi was a l s o  granted an option to 
purchase 750,000 shares of common stock as performance-vested options. Vesting 
of 125,000 of the performance options are to occur when the daily closing stock 
price attains or exceeds each of the following levels for more than 20 
consecutive trading days: $10, $12, $ 1 4 ,  $16, S18, $20.  I n  the event of a 
"change in control" (as defined i n  the agreement), accelerated vesting of the 
options will not take place except in the event of a change of control pursuant 
to which our stock is exchanged for the stock of another entity and the options 
are not rolled-over or otherwise exchanged for similar options of such entity 
(with like terms and conditions). The agreement contains non-competition and 
confidentiality provisions. Mr. Nahumi resigned as president in January 2001 
resulting in forfeiture of 1,270,035 options. 

On January 3 ,  2000, we entered into three-year employment agreements with 
John M. Ames as Senior Vice President, Chief Operating Officer and Acting Chief 
Financial Officer, David E. Hardy as Senior Vice President and General Counsel, 
and Alex Radulovic as Vice President Technology. Pursuant to the terms of the 
employment agreements, each of the three individuals is required to devote 
substantially all of his working time to our business and affairs. Mr. Ames, 
Hardy and Radulovic are each entitled under their respective employment 
agreements to receive compensation at the rate of $165,000, $200,000 and 
$200,000 per year, respectively, and are entitled to a profitability bonus at 
the discretion of the Board of Directors and to participate in fringe benefits 
as  are generally provided to executive officers. In addition, Mr. Ames, Hardy 
and Radulovic were each granted options to purchase 300,000, 100,000 and 
400,000, respectively, shares of common stock at an exercise price of $2.75 per 
share based on the market price a t  the date o f  grant. Of such options, 25,000, 
8,333 and 3 3 , 3 3 3 ,  respectively, vested immediately and the same amounts vest and 
become exercisable on the first calendar day of each quarter beginning October 
1, 1999. In the event of termnation by I-Link or in the event of a violation of 
a material provision o f  the agreement by I-Link which is unremedied for thirty 
(30) days and after written notice, each of these individuals is entitled to 
receive, as liquidated damages o r  severance pay, an amount equal to the 
Monthly Compensation (as defined in the correspondlng agreement) for twelve 
months and all options shall thereupon be fully vested and immediately 
exercisable. The agreements contain non-competition and confidentlality 
provisions. 
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COMPENSATION C M T T E E  -KS AND INSIDER PARTICIPATION 

John Edwards is Chairman of the Board and an executive officer of I-Link. 
Mr. Edwards resigned his seat on the Compensation Committee effective April 29, 
2000. Messrs. Heaton, Bradford and Kennan are non-employee directors of I-Link. 

DIRECTOR STOCK OPTION PWIN 

Our Director Stock Option Plan (the "DSOP") authorlzes the grant of stock 
options to our directors. Options granted under the DSOP are non-qualified stock 
options exercisable at a price equal to the fair market value per share of 
common stock on the date of any such grant. Options g r a n t e d  under the DSOF are 
exercisable not less than six (6) months or more than ten (10) years after the 
date of grant. 

As of December 31, 2000, options f o r  t h e  purchase of 8,169 shares of common 
stock at prices ranging from 5 . 8 7 5  to $ 3 . 8 7 5  per share were outstanding. As of 
December 31, 2000, options to purchase an aggregate of 15,228 shares of common 
stock were exercised. In connection with adoption of the 1995 Director Plans (as 
hereinafter defined) the Board of Directors authorized the termnation of future 
grants of options under the DSOP; however, outstanding options granted under the 
DSOP will continue to be governed by the terms of the DSOP until the options are 
exercised or expire. 

1995 DIRECTOR STOCK OPTION PLAN 

In October 1995, our stockholders approved adoption of our 1995 Director 
Stock Option and Appreciation Rights Plan, which plan provides for the issuance 
of incentive options, non-qualified options and stock appreciation rights (the 
"1995 Director Plan"). 

The 1995 Director Plan provides for autorcatic and discretionary grants of 
stock options which qualify as incentive stock options (the "Incentive Options") 
under Section 422  of the Internal Revenue Code of 1986, as amended (the "Code"), 
as well as options which do not so  qualify (the "Non-Qualified Options") to be 
issued to directors. In addition, stock appreciation rights (the " S A R s " )  may be 
granted in con]unction with the grant of Incentive Options and Non-Qualified 
Options. NO SARs have been granted to date. 

The 1995 Director Plan provides for the grant of Incentive Options, 
Non-Qualified Options and SARs to purchase up to 250,000 shares of common stock 
(sublect to adlustment in the event of stock dividends, stock splits and other 
similar events). To the extent that an Incentive Option or Non-Qualified Option 
is not exercised within the period of exercisability specified in the 1995 
Director Plan, i t  w i l l  expire as to the then-unexercised portion. If any 
Incentive Option, Non-Qualified Option or SAR terminates p r i o r  to exercise and 
during the duration of the 1995 Director Plan, the shares  of common stock as to 
which such option o r  right was not exercised will become available under the 
1995 Director Plan f o r  the grant of additional options or rights to any eligible 
employees. The shares of common stock subject to the 1995 Director Plan may be 
made available from either authorized but unissued shares, treasury shares, o r  
both. 

The 1995 Director Plan also provides for the grant of Non-Qualified Options 
on a non-discretionary basis pursuant to the following formula: each member of 
the Board of Directors then serving shall receive a Non-Qualified Option to 
purchase 10,000 shares of common stock at an exercise price equal to the fair 
market value per share of the common stock on that date. Pursuant to such  
formula, directors received options to purchase 10,000 shares of common stock as 
of October 17, 1995, options to purchase 10,000 shares of common stock on 
January 2, 1996, and will receive options to purchase 10,000 shares of common 
stock on the first business day of each January. The number of shares granted to 
each Board member was increased to 20,000 in 1998. In addition, the Board member 
will receive 5,000 sptions for each committee membership. Each option is 
immediately exercisable for a period of ten years  from the date of  grant. We 
have 190,000 shares of common stock reserved f o r  issuance under the 1995 
Director elan. As of December 31, 2000, options exercisable to purchase 170,000 
shares of common s t , z b  at prices ranging from $1.00 to $1.25 per share  are 
outstanding under L h e  1995 Director Plan.  A s  of December 31, 2000, OptiOnS to 
purchase 60,000 s h i r e s  have been exercised under the 1995 Director Plan. 
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1995 EMPLOYEE STOCK OPTION PLAN 

Stoc 
prov 

In October 1995, the stockholders approved adoption of our 1995 Employee 
k Option and Appreciation Rights Plan (the "1995 Employee Plan"), which plan 
,ides for the issuance of Incentive Options, Non-Qualified Options and SARs. 

Directors are not eligible to participate in the 1995 Employee P l a n .  The 
1995 Employee Plan provides for the grant of stock options which qualify as 
Incentive Stock Options under Section 422 of the Code, to be issued to officers 
who are employees and other employees, as well as Non-Qualified Options to be 
issued to officers, employees and consultants. In addition, SARs may be granted 
in conjunction with the grant of Incentive Options and Non-Qualified Options. No 
SARs have been granted to date. 

The 1995 Employee Plan provides fo r  the grant of Incentive Options, 
Non-Qualified Options and SARs of up to 400,000 shares of common stock (subject 
to adjustment in the event of stock dividends, stock splits and other similar 
events). To the extent that an Incentive Option or Non-Qualified Option is n o t  
exercised within the period of exercisability specified therein, it will expire 
as to the then-unexercised portion. If any Incentive Option, Non-Qualifled 
Option or SAR terminates prior to exercise thereof  and during the duration of 
the 1995 Employee Plan, the shares of common stock as to which such option or 
right was not exercised will become avallable under the 1995 Employee Plan f o r  
the grant of additional options or rights to any eligible employee. The shares 
of common stock subject to the 1995 Employee Plan may be made available from 
either authorized but unissued shares, treasury shares, or both. We have 400,000 
shares of common stock reserved for issuance under the 1995 Employee Plan. As of 
December 31, 2000, options to purchase 302,000 shares of common stock have been 
granted under the plan and 182,750 were outstanding with an exercise price o f  
$3.90 per share. As of December 31, 2000, 119,250 options have been exercised 
under the 1995 Employee Plan. 

1997 RECRUfTMENT STOCK OPTION PLAN 

In October 1997, our stockholders approved adoption o f  the 1997 Recruitment 
Stock Option and Appreciation Rights Plan, which plan provides fo r  the issuance 
of incentive options, non-qualified options and S A R ' s  (1997 Plan). 

The 1997 Plan provides for automatlc and discretionary grants o f  stock 
options, which qualify as incentive stock options (the "Incentive Options") 
under Section 422  of t h e  Code, as well as options which do not so q u a l i f y  (the 
"Non-Qualified Options") . In addition, stock appreciation rights (the "SARs") 
may be granted in conjunction with the grant of Incentive Options and 
Non-Qualified Options. No SARs have been granted to date. 

The 1997 Plan, as amended in 2000, provides for the grant of Incentive 
Options, Non-Qualified Options and SARs to purchase up to 7,400,000 shares of 
common stock (subject to adlustment in the event of stock dividends, stock 
splits and other similar events). The price at which shares of common stock 
covered by the option can be purchased is determined by our Board of Directors; 
however, in all instances the exercise price is never less than the fair market 
value of our common stock on the date the option is granted. To the extent that 
an Incentive Option or  Non-Qualified Option is not exercised within the period 
of exercisability speci€led therein, it w i l l  expire as to the then unexercised 
portion. If any Incentive Option, Non-Qualified Option or SAR terminates pr io r  
to exercise thereof and during the duration of the 1997 Plan, the shares of 
common stock as to which such optlon or right was not exercised will become 
available under the 1997 Plan for the grant of additional options or rights. The 
shares of common stock sublect to the 1997 Plan may be made available from 
either authorized but unissued shares, treasury shares, or both. As of December 
31, 2000, options to purchase 5,350,673 shares of common stock have been granted 
under the plan and 4,939,253 were outstanding with exercise prices of $1.19 to 
$13.88 per  share. As of December 31, 2000, 411,420 options have been exercised 
under the 1997 Plan. 
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2000 EMPLOYEE STOCK PURCHASE PLAN 

In October 2000, the stockholders of I-Link approved adoption of I-Link's 
2000 Employee Stock Purchase Plan which plan provides f o r  purchase and issuance 
of common stock. (the "Stock Purchase Plan"). 

The purpose of the Stock Purchase Plan is to induce a l l  eligible employees 
of I-Link (or any of its subsidiaries) who have been employees fo r  at least 
three months to encourage stock ownership of I-Link by acquiring or increasing 
their proprietary interest in I-Link. The Stock Purchase Plan is designed to 
encourage employees to remain in the employ of I-Link. It is the intention of 
I-Link to have the Stock Purchase Plan  qualify as an "employee stock purchase 
plan" within the meaning of Section 423 of the Internal Revenue Code of 1986, as 
amended (the "Code") . 

The Stock Purchase Plan provides for the purchase of common stock in the 
aggregate, up to 2,500,000 shares of common stock (which number is sublect to 
adlustment in the event of stock dividends, stock splits and other similar 
events). As of December 31, 2000, 23,494 shares of common stock had been 
purchased under the Stock Purchase Plan. 

CHANGES IN CONTROL 

On March 1, 2001, Counsel LLC entered lnro a separate Securities Purchase 
Agreement with Winter Harbor. Pursuant to the terms of the Securities Purchase 
Agreement, Counsel LLC purchased from Winter Harbor all of the debt and equity 
securities of I - L i n k  held  by Winter Harbor, including a l l  shares of Series M and 
Series N preferred stock held by Winter Harbor. Additionally, Counsel obtained 
the right to immediately name two Counsel designees to I-Link's board of 
directors, and seek to obtain I-Link shareholder approval to appoint an 
additional three Counsel director nonunees, resulting In a nine member board, 
f ive  members of which will be directors nominated or designated by Counsel LLC. 
As a result of  the above mentioned transactions pursuant to the terms of the 
Securities Purchase Agreement, a change in control may be deemed to have 
occurred. 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MA"T. 

The following table shows, as of March 14, 2001, all directors, executive 
officers, and, to the best of our knowledge, a l l  other parties we know to be 
beneficial owners of more than 5 %  of the common stock, or beneficial owners of a 
sufficient number of shares of Series C preferred stock, Series M convertible 
preferred stock or Series N preferred stock to be converted into at least 5% of 
the common stock. As of March 14, 2001, there were issued and outstanding the 
following: 95,111,785 shares of common stock, 9,249 shares of Series C preferred 
stock and 769 shares  of Series N preferred stock. 

J o h n  M. Ames Common Stock  526,000 (3) 

David  R .  Bradford Common Stock  115,000 ( 4 )  

John W. Edwards Common Stock 2,018,000 ( 4  I - .  1% 

David E .  Hardy Common Stock 1 , 0 6 9 , 2 1 9 ( 4 )  

Hal a.  Heaton 

A l e x  R a d u l o v i c  

Henry Y . L .  Toh 

C o u n s e l  C o m m u n i c a t i m s  L.',.:. 
280 P a r k  Avenue 
West Building, 2 8 t h  FLozt 
N e w  York, NY 10017 

Common S t o c k  53,958 

COIlWlOI7 S t O C K  897,103 

Common S t o c k  2 8 3 , 5 0 1  

Common St3c-.. 79,823,200 
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Number of Shares % of  Common Stock 
Name and Addrsss of Beneficial  Owner (1) Tltle of Class Beneficial 1 y Owned B e n e f i c l a l l y  Owned(2) _____-------------__--------_----------- _ _ _ _ _ _ _ - _ _ _ _ _ _  ______-__----I_--_ -____--____-------_-- 
Winter Harbor, L.L.C. 
c/o F i r s t  Medla, L . P .  
11400 Skipwith L a n e  
Potomac, M D  35854 

A l l  E x e c u t i 7 t e  O f f i c e r s  and Directors 
as  a G r o q  ! 7  peop le )  

Common S t o c k  5,000,000 ( 8 )  

Common Stock 4,962,781(9) 

Indicates less than one percent. 

Unless otherwise noted, all listed shares of common stock are owned of 
record by each person or entity named as beneficial owner and that 
person or entity has sole voting and dispositive power with respect to the 
shares of common stock owned by each o f  them. All addresses are c / o  I-Link 
Incorporated unless otherwise indicated. 

AS to each person or entity named as beneficial owners, that person's OK 
entity's percentage of ownership is determined based on the assumption that 
any options or convertible securities held by such person or entity which 
are exercisable or convertible within 60 days have been exercised or 
converted, as the case may be. 

Represents 1,000 shares of common stock and 525,000 shares of common stock 
issuable pursuant to options. 

Represents shares of common stock issuable pursuant to options and 
warrants. 

Represents 858,333 shares of common stock subject to options and 38 ,770  
shares of common stock owned. 

Represents shares of common stock issuable pursuant to options. Does not 
include shares held of record by Four M International, L t d . ,  of which Mr. 
Toh is a director. Mr. Toh disclaims any beneficial ownership of such 
shares. 

Includes 61,966,057 shares of common stock issued upon conversion of Series 
M and N redeemable preferred stock in March 2001 which were obtained from 
Winter Harbor L.L.C. in March 2001, (based on information to be included in 
an amended Schedule 13-D amending their Schedule 13-D filed with the SEC on 
March 13, 2001.) Also includes a maximum of 17,857,143 shares of common 
stock issuable upon conversion of up to $10,000,000 principal amount of a 
Senior Convertible Loan and Security Agreement which named stockholder will 
be entitled to receive should it convert its convertible note to common 
stock, subject to conversion price adlustments provisions set forth in the 
Senior Convertible Loan and Security Agreement dated March 1, 2001. 

Represents 5,000,000 shares of common stock issued to Winter Harbor in 
March 2001 in exchange for  33,540,000 warrants to purchase I-Link common 
stock which Winter Harbor held prior to the e x c h a n g e ,  based on information 
included in an amended Schedule 13-D f i l e d  with the SEC on March 21, 2001. 
Winter Harbor is owned by First Media, L . P . ,  a private media and 
communications company that is a private investment principally of Richard 
E. Marriott and his family. I-Link's general counsel, David E. Hardy, is a 
brother of Ralph W. Hardy, Jr. who is general counsel and a minority equity 
holder in Winter Harbor. David E. Hardy has no ownership in or association 
with Winter Harbor. 

Represents 39,770 shares of common stock issued and 4,923,011 shares of 
common stock t h a t  may be obtained pursuant to options and warrants 
exercisable within 60 days of the date hereof. 

ITEM 13. CERTAIN RXLATIONSHIPS AND RE-= TRANSACTIONS. 

TRANSACTIONS WITH MANAGEMENT AND OTHERS 

5.26% 

1.96% 

See Item 11 hereof for descriptions of the t e r m s  of employment and 
consulting agreements between us and certain officers, directors and other 
related parties. 
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TRANSACTIONS WITH WINTER HARBOR, LLC. 

Winter Harbor, L.L.C. ("Winter Harbor") is owned by First Media, L.P., a 
private media and communications company that is a private investment 
principally of Richard E. Marriott and his family. Our general counsel, David E. 
Hardy, is a brother of Ralph W. Hardy, Jr. who is general counsel and a minority 
equity holder in Winter Harbor. David E. Hardy has no ownership or association 
with Winter Harbor. As a result of this relationship, as well as personal 
relationships of David E. Hardy with the principals of Winter Harbor, 
discussions were initiated which led to Winter Harbor's investments in us, which 
are summarized below. 

On June 5, 1997, we entered into a term loan agreement and promissory note 
with Winter Harbor pursuant to which Winter Harbor agreed to loan to u s  the 
principal sum of 52,000,000 f o r  capital expenditures and working capital 
purposes. As further consideration for Winter Harbor's commitment to make this 
loan, we granted to Winter Harbor a warrant ("Loan Warrant") to purchase up to 
500,000 shares of common stock at an exercise price of $ 4 . 9 7  per share, sublect 
to adlustment, pursuant to the terms of a Warrant Agreement between the parties. 
The Loan Warrant expires on March 11, 2002, and contains demand and piggyback 
registration rights and customary anti-dilution terms. The maturity date of the 
Note was October 15, 1998; however, the Loan Agreement anticipated an equity 
investment in us by Winter Harbor (the "Investment"). Upon closing of the 
Investment, a l l  principal and accrued interest then due under the Note was 
credited toward payment of Winter Harbor's purchase price for the Investment and 
the Note was cancelled. The loan from Winter Harbor had an interest rate of 
prime plus 2 '5 .  In addition to the stated interest rate, we recognized the debt 
discount attributable to the warrants a5 interest expense over the life of the 
loan (maturity date was October 15, 1 9 9 8 ) .  We expended significant time and 
effort pursuing various financing alternatives and determined that Winter Harbor 
proposal was t h e  best alternative available to us. 

On August 18, 1997, Winter Harbor and we amended their Loan Agreement. 
Pursuant to the amended Loan Agreement, we borrowed an additional $3,000,000 
(bringing the total principal amount due under the Note to $5,000,000), and 
issued additional warrants to purchase an additional 300,000 shares at an 
exercise price of  $6.38 per warrant to Winter Harbor. 

Winter Harbor and I-Link subsequently executed a Sales Purchase Agreement, 
dated as of September 30, 1997, pursuant to which Winter Harbor invested 
$12,100,000 in a new series of convertible preferred stock (the "Series M 
convertible preferred stock"). Winter Harbor purchased approximately 2 , 5 4 5  
shares of 700,000 (convertible into 2,545,000 shares of common stock) f o r  
aggregate cash consideration of approximately $7,000,000 (equivalent to $ 2 . 7 5  
per share of common stock). The agreement with Winter Harbor provided for 
purchase of approximately 1,855 additional shares of Series M convertible 
preferred stock (convertible into 1,855,000 shares of common stock). Such 
additional shares of Series M convertible preferred stock were paid for by 
exchanging the $5,000,000 outstanding principal balance plus approximately 
$100,000 accrued interest due under the Note. As additional consideration for 
its equity financing commitments, Winter Harbor was issued additional warrants 
to acquire (a) 2,500,000 shares of common stock at an exercise price of 5 2 . 7 5  
per share (the "Series A Warrants"), (b) 2,500,000 shares of common stock at an 
exercise price of $4.00 per share (the "Series B Warrants") and (cl 5,000,000 
shares of common stock at an exercise price o f  $4.69 per share (the "Series C 
Warrants"). The respective exercise prices for the Series A Warrants, the Series 
B Warrants and the Series C Warrants (collectively, the "Investment Warrants"), 
were sublect to adlustment. The Series A Warrants were exercisable at any time 
f o r  thirty months from the date of issuance, and the Series B Warrants and 
Series C Warrants were exercisable at any time for sixty months from the date o€ 
issuance. All of the Investment Warrants (i) have demand registration rights and 
anti-dilution rights and (11) contain cashless exercise provisions. 

The Series M convertible preferred s t o c k  was entitled to receive cumulative 
dividends in the amount of 10% per annum before any other series of preferred or 
common stock received any dividends. Thereafter, the Series M convertible 
preferred s t o c k  participated with the common stock in the issuance of any 
dividends on a per share basis. Moreover, the Series M convertible preferred 
s tock  will had the right to veto the payment of dividends on any other class of 
stock, except for  cumulative dividends which accrued pursuant to the terms of 
the Series C preferred stock outstanding p r i o r  to the Winter Harbor investment. 
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The Series M convertible preferred stock was convertible at any time prior to 
the fifth anniversary of its issuance, at the sole option of Winter Harbor, into 
shares of common stock on a one thousand-for-one basis; provided, however, that 
the Series M convertible preferred stock would be automatlcally converted to 
common stock on the fifth anniversary of its issuance at no cost to Winter 
Harbor. The conversion price would be, in the case of discretionary conversion, 
$ 2 . 7 5  (subsequently reset to $2.033) per share of common stock,  or, in the case 
of automatic conversion, the lesser of $2.033 per share or 50% of the average 
closing bid price of the common stock for the ten trading days immediately 
preceding the fifth anniversary of issuance. The basis for discretionary 
conversion, or the conversion price for automatic conversion, would be adjusted 
upon the occurrence of certain events, including without limitation, issuance of 
stock dividends, recapitalization of I-Link, or the issuance of stock at less 
than the fair market value thereof. 

During 1998, we obtained an aggregate of  $7,768,000 in new interim debt 
financing from Winter Harbor, L.L+C. As consideration f o r  Winter Harbor's loan 
commitment, we agreed to issue 6,740,000 warrants to purchase common stock of at 
exercise prices ranging from $5.50 to $ 7 . 2 2  based upon 110% of the closing price 
of the common stock on the day loan funds were advanced. The warrants had 
exercise periods of 7.5 years from issuance. We a l s o  agreed to extend the 
exercise period on all warrants previously issued to Winter Harbor (10,800,000) 
to 7 . 5  years. Pursuant to the terms of the loan agreement with Winter Harbor, 
the initial borrowings of $5,768,000 were payable upon demand by Winter Harbor 
no earlier than May 15, 1998, and were collateralized by essentially all of the 
assets of our subsidiaries. As the loan was not repaid by May 15, 1998, the 
total loan, including additional borrowings of 52,000,000 obtained in the second 
quarter, contlnued on a demand basis with interest accruing at prime plus f o u r  
percent. On April 15, 1999, Winter Harbor agreed that it would n o t  demand 
payment under the notes prior to April 15, 2000 and in April 2000 agreed to 
extend the due date of the principal and accrued interest to April 15, 2001. 
Additionally, Winter Harbor had the right at any time prior to repayment to 
elect to exchange the unpaid balance of the loan into additional shares of our 
Series M convertible preferred stock and to receive an additional 5,000,000 
warrants to purchase common stock of at an exercise price of $ 2 . 0 3 3  per share. 

During 1998, we recorded $7,274,000 as a discount against the new 
$7,768,000 debt representing the relative fair value attributed to the new 
warrants, the revised exercise period on prior warrants and the equity 
instruments associated with the assumed conversion of the debt into equity. The 
debt discount was amortized over the original terms of the respective 
borrowings. 

The exercise prices of the above warrants issued or issuable to Winter 
Harbor varied at the time of their respective issuance, however, all were 
sublect to adjustment downward to equal the market price of common stock in the 
event the common stock market price was below the original exercise price at the 
time of exercise, subject to an exercise price lower limit of the lesser of the 
original exercise price or $2.75  per share. The exercise price of all Winter 
Harbor warrants was reset to $1.48 as of December 31, 2000 and continued to be 
sublect to downward ad]ustment per the Loan Agreement. 

On January 15, 1999, we formalized an agreement with Winter Harbor for 
additional financing. The financing arrangement consists of  an $8,000,000 bridge 
loan facility and a $3,OCG,OOO standby letter of credit to secure additional 
capital leases of equipment and telephone lines relative to the expansion of our 
telecommunications network. The bridge loan and accrued interest were exchanged 
f o r  Series N preferred stock in J u l y  1999. 

As additional consideration f o r  making the Bridge Loan, we granted warrants 
to purchase common stock to Winter Harbor. Initially, Winter Harbor received one 
warrant for every $10 borrowed from Winter Harbor including the standby letter 
of credit. The warrants had a 7.5 year exercise period with an exercise price of 
the lower of ( a )  $ 2 . 7 8  (reset to $1.48 as of December 31, 2 0 0 0 ) ,  (b) the average 
trading price for any 2 3  day period subsequent to the issuance of the warrants, 
(cl the price at which new shares  of common stock or common stock equivalents 
were issued, or (d) the exercise price of  any new options, warrants, preferred 
stock or other convertible security. The exercise price was subject to a $1.25 
f l o o r .  On April 14, 1995, the shareholders voted to approve a plan of financing 
which included issuing 10 warrants for each $10 borrowed under the Bridge Loan 
and standby letter of credit. As we did not repay the loan before April 26, 
1999, we granted Winter Harbor warrants to purchase 11,000,000 shares of common 
stock as provided in the 39reement. 
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During 1999 and 1998, we recorded 52,956,283 and $1,032,634, respectively, 
as a discount against the S B , O O O , O O O  Bridge Loan representlng the relative f a l r  
value attributed to the Bridge Loan warrants and line of credit. The debt 
discount was amortized over the term of the Bridge Loan, or leases as 
applicable. During 1999 and 1998, $3,360,771 and $128,059,  respectively, of debt 
discount was amortized. 

On April 15, 1999, we entered into a financing agreement with Winter 
Harbor. Winter Harbor loaned us approximately $4,000,000 under a note due 
September 30, 1999. In July 1999 this loan and accrued interest were exchanged 
for Series N preferred stock as discussed below. 

On July 23, 1999 we completed our offering of 20,000 shares of Series N 
preferred stock. The offering was fully subscribed through cash subscriptions 
and we exercised our right to exchange notes payable to Winter Harbor of 
$8,000,000 million and $4,000,000 plus accrued interest. In total we exchanged 
$12,718,914 in debt and accrued interest. Winter Harbor purchased 14,404 (in 
cash and exchange of debt and interest) of the 20,000 shares of Series N stock. 
The Series N conversion price was initially set at $2.78, but was adjustable to 
the lowest of: (1) 110% of the average trading price for any 20 day period 
following the date that Series N preferred stock 1 s  first issued; ( 2 )  the price 
at which any new common stock or common stock equivalent 1 s  Issued; ( 3 )  the 
price at which common stock is issued upon the exercise or conversion of any new 
options, warrants, preferred stock or other convertible security; ( 4 )  the 
conversion price of any Series F preferred stock converted after the date that 
Series N preferred stock was f i r s t  issued; and ( 5 )  a conversion price floor of 
$ 1 . 2 5 .  Series N conversion price was reset to $1.25 in January 2001. 

On April 13, 2000, Winter Harbor, LLC, agreed to provide us with a line of 
credit to meet our minimum financing needs of up to an aggregate amount of 
S15,000,000. This commitment was to expire on the earlier of April 12, 2 0 0 1  or 
the date we received net cash proceeds of not less than $15,000,000 pursuant to 
one or more additional financings o r  technology sales as well as licensing or 
consulting agreements outside the normal and historical course of business. 
Borrowings under this note were repaid in 2000 and the line of credit 
terminated. 

On March 1, 2001, Winter Harbor elected to convert a note payable from 
I-Link for $7,768,000 with accrued interest of $2,537,072 ($2,376,498 as of 
December 31, 2000) into 4,122 shares of our Series M convertible preferred stock 
as allowed under the original loan agreement. Upon conversion o f  the debt, we 
issued a warrant to purchase 5,000,000 shares of Common stock to Winter Harbor 
as required under the loan agreement. 

On March 1, 2001, we entered into a Warrant Exchange Agreement with Winter 
Harbor. Pursuant to the terms and provisions of this Agreement, Winter Harbor 
agreed to assign, transfer, convey and deliver to us warrants to acquire 
33,540,000 (including 5,000,000 warrants issued upon conversion of the 
convertible debt discussed above) shares of our common stock beneficially owned 
by Winter Harbor in exchange for our issuance to Winter Harbor of 5,000,000 
shares of our  common stock. 

TRANSACTIONS WITH COUNSEL CORPORATION; 

On March 1, 2001,  we entered into a Senior Convertible Loan and Security 
Agreement, (the "Loan Agreement") with Counsel Corporation and Communications, 
LLC, ("Counsel LLC") and a wholly-owned subsidiary of Counsel Corporation, 
(collectively, "Counsel") - Pursuant to the terms and provisions of the Loan 
Agreement, Counsel LLC agreed to make periodic loans to us in the aggregate 
principal amount not to exceed $10,000,000, of which $3,000,000 was available 
immediately upon the execution of the Loan Agreement. 

The $10,000,000 capital investment is stzuctured as a 3-year note 
convertible with interest at a rate of 9% per annum, compounded quarterly. 
Counsel LLC can convert the loan into shares of our common stock at a conversion 
price of $0.56 per common share. A t  any time after September 1, 2002, the 



outstanding debt including accrued interest shall automatically convert into 
common stock using the then conversion rate, on the first date that is the 
twentieth consecutive trading day that the common stock has closed at a price 
per share that is equal to or greater than $1.00 per share. The conversion price 
is subject to adlustment in accordance w i t h  the terms and provisions of the Loan 
Agreement. The Loan Agreement provides for traditional anti-dilution protection 
and is subject to certain events of default. Proceeds to I-Link will be 
$10,000,000 less debt issuance costs of approximately $700,000. 

By executing the above Loan Agreement, we granted Counsel LLC a first 
priority security interest in all of our assets owned at the time of the 
execution of the Loan Agreement or subsequently acquired, including but not 
limited to our accounts receivable, general intangibles, inventory, equipment, 
books and records, and negotiable instruments held by I-Link (collectively, the 
"Collateral"). The Loan Agreement also included demand registratLon rights for 
common stock issuable upon conversion of the Loan Agreement. 

In addition to the foregoing agreements, Counsel LLC and we executed a 
Securities Support Agreement, dated March 1, 2001 (the "Support Agreement") for 
the purpose of providing certain representations and commitments by us to 
Counsel LLC as an inducement to Counsel to enter into a separate agreement with 
Winter Harbor and First Media, L.P, (the "Securities Purchase Agreement"). We 
were not a party to the Securities Purchase Agreement. In accordance with the 
terms and provisions of the Securities Purchase Agreement, Counsel agreed to 
purchase from Winter Harbor all of our debt and equity securities owned by 
Winter Harbor, including shares of our  Series M and Series N preferred stock, 
beneficially owned by Winter Harbor for an aggregate consideration of 
$ 5 , 0 0 0 , 0 0 0 .  

Our commitments to Counsel LLC set forth in the Support Agreement included 
our agreement to appoint two designees of Counsel, reasonably acceptable to us, 
to our board of directors. We a l so  agreed that immediately following the initial 
funding (which was received in March 2001) of the Loan Note, we would solicit 
the proxies of our shareholders to elect three additional nominees designated by 
Counsel, thus, increasing the size of o u r  Board of Directors to nine members. 

Under t h e  Support Agreement, we also agreed to engage appropriate advisors 
and proceed to take all steps necessary to merge Nexbell Communications Inc. (a 
subsidiary of Counsel LLC) into I-Link. The merger has not yet taken place nor 
have the terms been determined under which the merger may take place. Nexbell is 
a designated Cisco Powered Network member in the VoIP category and operates a 
private, managed packet telephony network delivering packet  voice Services to 
over 400 metropolitan areas in the United States. 

On March 7, 2001, as part of the agreements discussed above, Counsel 
converted all of the Series M and N convertible preferred stock it obtained from 
Winter Harbor into 61,966,057 shares of our common stock. The Series N shares 
were converted at equivalent of $1.25 per common share and Series M at $.56 per 
common share. 

37 



PART Iv 

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K. 

(a) The following financial statements and those financial statement 
schedules required by Item 8 hereof are filed as part of this report: 

1. Financial Statements: 

Report of Independent Accountants 

Consolidated Balance Sheets as of December 31, 2000 and 1999 

Consolidated Statements of Operations for the years ended 
December 31, 2000, 1999 and 1998 

Consolidated Statement of Changes i n  Stockholders' Equity 
f o r  the years ended December 31, 2000, 1999 and 1998 

Consolidated Statements of Cash Flows for the years ended 
December 31, 2000, 1999 and 1998 

Notes to Consolidated Financial Statements 

2. Financial Statement Schedule: 

Report of Independent Accountants 

Schedule I1 - Valuation and Qualifying Accounts 

All other schedules are ormtted because of the absence of 
conditions under which they are required or because the required 
information is presented in the Financial Statements OK Notes 
t h e r e  to - 

(b) We did not file any reports on Form 8-K during the fourth quarter of 
2 0 0 0 .  

(c) The following exhibits are filed a s  part of this Registration 
Statement: 
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NUMBER TITLE OF EXkIBIT 
-----* ---------------- 

3.1 ( 1 2 )  Amended 3nd 2estated Articles of Incorporation, 3s further amended. 

3.2(13) Articles of Amendment to I-Link's Amended anti Restated Articles of 
Incorporation, establishing the terms of Series F Preferred Stock. 

1.1(4) Form of Hard] Group Warrant to purchase 175,300 shares of Common 
Stock. 

4 . 2 1 3 )  Securities Furchase Agreement by and between I-Link and Winter Harbor, 
daced as of September 30, 1 9 9 7 .  

4 . 3 ( 7 )  Amended and Restated Registration Rights Agreement dated as of January 
15, 1999 by and between I-Link and Winter Harbor, amending 
Registratlor. Rights Agreement dated October 10, 1997 

4 . 4 ( 3 )  Form of Shareholders Agreement by and among I-Llnk and Winter Harbor 
and cer:3L7t r 2 1 3 ? r s  3 €  I-Link's securities, which constitutes Exhibit 
D ts t h e  Fir?-.aso Agreement. 

4 . 5 ( 3 )  Form 3 f  v roz : i r i t  Aqrsement by and between Medcross, Inc. and Winter 
Harbcr, w h ~ c t  xr,stitctes Exhibit P to the Purchase Agreement. 

4 . 6 ( 2 )  Warrant .A;r?ornnt_ dared 3 s  of June 6 ,  1997, by and between I-Llnk and 
Winter n a r k : ;  2nd rylated Warrant Certificate. 

1 . 7 ( 8 1  Stock 0 ~ r ~ 2 - 1  Sqreement by and between I-Link and John Edwards. 

4 . 3 ( 1 1 )  S e n i a r  Cor1,'?r:ible Loan and Security Agreement dated March 1, 2001. b y  
and betweer Cxmsel Csmmunicatlons, LLC and I - L i n k  Incorporated. 

4.9(11) Loan Note, dated as of March I, 2001, by and between Counsel 
Communications LLC and I-Link Incorporated. 

3.10(11) Security Aqreement, dated as of March 1, 2001, by and between I-Link 
Communications, MiBridge Inc and Counsel Communlcatlons. LLC. 

10.111) 1997 Recruitment Stock Optson Plan. 

1 0 . 2 ( 5 )  Agreement dated April 14, 1998, by and between I-Link and Winter Harbor. 

10.3(51 Pledge Agreement dated April 14, 1998, by and between I-Link and Winter Harbor. 

10.4(5) Security Agreement dated A p r i l  1 4 ,  1998, by and among certain of 
I-Link's subsidiaries and Winter Harbor. 

1 0 . 5 ( 5 )  Form of Promissor] Notes issued to Winter Harbor. 

1 0 . 6 ( 6 )  Amended Form of Convercible Preferred Stock Purchase Agreement dated 
J u n e  30, 1998  by and between I-Link and JNC Opportunity Fund Ltd. 
( '"C" ) . 

10 .7151  Registration Rights Agreement dated June 30, 1998 by and between I-Link and JNC. 

; 3 . 8 ( 5 1  Warrant to purchase 250,000 shares of Common Stock of I-Link, dated 
June 30, 1398,  issued t 5  JNC. 

1 0 . 9 1 5 )  Exchanqe Agreement dated July 28, 1998 by and between I-L:-L: snd JNC. 

1 '2 .10 {5 )  Warrant to purchase 100,000 shares of Common Stock of I - L i r l K ,  dated 
J u l y  1 8 ,  1998, issued to JNC. 

. J . l ! : ' )  Loan Agreement dated as of January 15, 1999 by and becween :-Link and 
Winter Harbor. 

L l . 1 2 ; ' )  First Amendmenc c g  Loan Agreement dated March 4 ,  1999 by 3rIzi oetween 
I-Link and Winter Harbor. 

i - #  1 3  Promissory Note dated November 10, 1998, in principal m a ~ r l t  of 
$8,000,000 executed by I-Link in favor of Winter Harbor. 

. ?  i l j 7 )  S e r i a s  K Warrant 2.qreement dated as of January 15, i3S3 t/ 2 x 1  between 
I-Link and Winrer  d3 rba r  and form of Series K Warrant. 

. :587) Subsidiary S u a r d r l r y  3ared as of January 15, 1999 exec3>:?3 T fL*ie  sf 
I-Link's wholly Sdned s~bsidiaries in favor of Winter EgrSor 

. , . a ! ' )  Agreement daLea ~3 > f  u'andary 15, 1999 by and betweer, . -  L. r  ... ind Winter Harbor. 

1 ' , ' 1  First Amendmer,. L 2  5e:~r~ty Aqreement dated as of Jar tL5i , '  - 1 ,  1449,  by  
and among ;-LA;' , f:':? 2f its wholly-owned subsldidr~?s 2 - 2  .v.rccfr 
Harbor, amerd.' 1 :+~-irity Aqreement dated April 1 4 ,  . a d -  

, ' .  1 4 , 7 )  F i r s t  Amendnenr ::) ?.sJqe  Agreement dated as of Jar -5:- .5, ~ G a q ,  b y  
and among I - L . r -  3 - 1  h , n ' , o r  Harbor, amending Pledge Pl r?=r - . r l !  3,ted 
April 14, i ? 3 '  

.cl  ! i t 7 1  Series D, E, F, ;, -, I and J Warrant Agreement dated 3: , f  J a v ~ a r y  
15, 1 3 9 3  by an3 ?~;:n'&+r :-Link and Winter Harbor, ar.3 : = . ~ : + , 3  forms of 



uarranc ~ P C '  -fiia~es. 
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1 0 . 2 0  (8) 

1 0 . 2 1  ( 9 )  

10.22 ( 9 )  

10.23 ( 9 )  

1 0 . 2 4  (9) 

1 0 . 2 5 ( 9 )  

10 .26 (10 )  

10.27 (101 

io.za(io) 

3 1 ( 6 )  

39.1(11) 

c19 .2 (11 )  

Employment aqreoment with John Edwards dated September 9, 1999. 

Employment sqrnement with Dror Nahum1 dated January 3, 2’000. 

Employment aqreement with David E. Hardy dated J a n u a r y  3, 2000. 

Employment aqreement with John M Ames dated January 3, 2000. 

Employment agreement with Alex  Radulovic dated January 3 ,  2000 

Form of Wholesale Service Provider and Distribution Agreement between 
I-Link and Biq Planet, Inc. dated February 1, ,3000 

Form of Cooperation and Framework Agreement between I-Link 
Incorporated and C y b e r O f f i c e  International AG iiarced May 8, 3000 

Form of Revenue Sharing Agreement between I-Link Incorporated and Red 
Cube International AG ( fo rmer ly  known as CyberOffice International 
AG.) dated June 30, 2000. 

Form of Letter dated June 30, 2000, clarifying 3 Caoper3tion and 
Framework Agreement issue. 

Subsidiaries of t h e  Reqistrant. 

Warrant Exchanqe Agreement, dated as of March 1, ? G O ? ,  by and between 
Winter Harbor, LLC and I-Link Incorporated. 

Securities Support Aqreement, dated as of March 1, 2001, by and 
b e t w e e n  Counsel Communications, LLC and I-Link Ipt:orporated. 

Incorpora ted  by re ference  t o  our  Annual Report on Form 10-KSB f o r  the  year  
ended December 31,  1996, f i l e  number 0-17973. 

Incorpora ted  by re ference  t o  our Current  Report on Form 8 - K ,  dated June 5, 
1997, f i l e  number 0-17973.10 

Incorpora ted  by re ference  t o  our Current  Report  on Form 8-K, dated  
September 30, 1997, file number 0-17973. 

Incorpora ted  by re ference  t o  our Pre-Effec t ive  Amendment N o .  3 t o  
R e g i s t r a t i o n  Statement on Form SB-2, f i l e  number 333-17861. 

Incorpora ted  by re ference  t o  our  Q u a r t e r l y  Report  on Form 10-Q f o r  t h e  
per iod  ended June 30, 1998, f i l e  number 0-17973. 

Incorpora ted  by re ference  t o  our R e g i s t r a t i o n  Statement on Form S-1 f i l e d  
September 3, 1998, f i l e  number 333-62833. 

Incorpora ted  by r e f e r e n c e  to our Current  Report on Form 8-K f i l e d  on March 
23, 1999, f i l e  number 0-17973. 

Incorpora ted  by r e f e r e n c e  t o  ou r  Q u a r t e r l y  Report on Form 10-Q f o r  t h e  
per iod  ended September 30, 1999, f i l e  number 0-17973. 

Incorpora ted  by r e f e r e n c e  t o  our Q u a r t e r l y  Report on Form 10-Q f o r  t h e  
per iod  ended March 31, 2000,  file number 0-17973. 

Incorpora ted  by re ference  t o  our Q u a r t e r l y  Report on Form 10-Q f o r  t h e  
per iod  ended June 30, 2000,  f i l e  number 0-17973. 

Incorporated by r e f e r e n c e  t o  our  Current  Report on Form 8-K f i l e d  on March 
16, 2001,  f i l e  number 0-17973. 

Incorporated b y  re ference  t o  our Annual r e p o r t  on Form 10-K f o r  t h e  year 
ended December 3 1 ,  1998, f i l e  number 0-17973. 

Incorporated by re ference  t o  our Q u a r t e r l y  r e p o r t  on Form 10-Q f o r  t h e  
per iod  ended June 30,  1998,  file number 0-17973. 
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In accordance with Section 13 or 15(d) of t h e  Securities Exchange Act of 
1934, the Registrant has d u l y  caused this report to be signed on our  behalf by 
the undersigned, hereunto duly authorized. 

I-LXNK INCORPORATED 
[ Regi s t rant 

Dated: March 27, 2001 By: / s /  John W. Edwards ------------------------------ 
John W .  Edwards, Chairman of the Board, 
President and Chief Executive Officer 

In accordance w i t h  Section 13 of t h e  Securities Exchange Act of 1934, this 
report has been signed by the following per sons  on behalf of the registrant and 
in the capacities and on the dates indicated. 

Signature --------- Title Date ----- ---- 

/ s /  John W .  Edwards Chairman of t h e  Board, President March 2 7 ,  2 0 0 1  
______-_____--___----  and Chief Executive Officer 
John W. Edwards 

/s/ John M. Ames Chief Financial Officer and 

John M. Ames 
Chief Opera t ing  Officer --------------------- 

/s/ David E. Hardy 

David E. Hardy 
------_---_---------- Secretary 

Director 

Director 

Di rec to r 

March 2 7 ,  2 0 0 1  

March 27, 2001 

March 27, 2001 

March 27,  2001 

March 27, 2 0 0 1  

4 1  



FINANCIAL STATEMENTS 6 SUPPLEMENTAL SCFLEDULES 

TABLE OF CONTENTS 

TITLE OF DOCUMENT 

Report of Independent Accoun tan t s  

Consolidated Balance SP.rlets as of December 31, 2000 and 1999  

Consolidated Statements of  Operations f o r  t h e  years ended 
December 31. 2000, 1 3 4 4  and 1998 

Consolidated Statement of Changes in Stockholders’ Equity (Def l c l t )  
f o r  the years ended Dezember 31, 2000, 1999 and 1998 

Consolidated Statements 3 f  Cash Flows for the years ended 
December 31, 2000. 1959  and 1998 

N o t e s  to Consol idaced Finarlcial Statements 

Peport of IndeperdenK Aczountar , ts  on F i n a n c i a l  Statement ScheduLe 

Schedule  o f  Valuation 3 r d  Qualifying Accounts 

PAGE 

F- 1 

E-2 

F- 3 

E- 4 

F-7 

F-9 

5-1 

5-2 



REPORT OF INDEPENDENT ACCOUNTANTS 

To the Board of Directors and Stockholders of 
I-Link Incorporated and Subsidiaries: 

In our opinion, the accompanying consolidated balance sheets and the related 
consolidated Statements of operations, changes in stockholders' equity 
(deficit), and cash flows present fairly, in all materials respects, the 
financial position of I-Link Incorporated and its subsidiaries (the "Company") 
as of December 31, 2000 and 1999, and the results of their operations and their 
cash flows for each of the three years in the period ended December 31, 2000, in 
conformity with accounting principles generally accepted in the United States of 
America. These financial statements are the  responsibility of the Company's 
management; o u r  responsibility is to express an opinion on these financial 
statements based on our audits. We conducted our audits of these statements in 
accordance with auditing standards generally accepted in the United States of 
America, which require that we plan and perform t h e  audit to obtain reasonable 
assurance about whether the financial statements are free of material 
misstatement. An audit includes examning, on a test basis, evidence supporting 
t h e  amounts and disclosures in the financial statements, assessing t h e  
accounting principles u s e d  and significant estimates made by management, and 
evaluating the overall financial statement presentation. We believe that our 
audits provide a reasonable basis f o r  our opinion. 

PricewaterhouseCoopers LLP 
Salt Lake City, Utah 
March 19, 2001 



I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

AS OF DECEMBER 31, 2000 AND 1999 

ASSETS 
Current assets: 

Cash and cash equivalents 
Accounts receivable, ;PSS allowance f o r  doubtful accomts 3 f  S100,665 and 

Certificates of deposit - restricted 
O t h e r  current assets 

$1,789,000 as D C  Clecember 31, 2000 and 1999, respect-7Jeiy 

Total current ~ S S P ' I S  
Furniture, fixtures, equipment and software, net 
Or-he r  a s s e t s :  

Intangible assets, n e t  
Certificaces of deposir: - restricted 
Other assets 

LIF.9 '  SITIES .WD STOCKHOLDERS' D E F I C I T  
Current liabilities: 

F.ccounts payable 
Accrued liabilities 
Unearned revenue 
Current portion of . 3 - , q - ~ e r m  debt 
Notes payable to a related party 
Accrued interest on nates payable to a related party 
C u r r e n t  portion of obligations under capital leases 
Net liabilities of diszontinued operations 

Total current liabilities 
Notes payable 
Notes payable to a related party 
Accrued interest on long-term notes payaole 
Obligations under capital leases 
Unearned revenue 

Total liabilities 

Commitments and contingencies (notes 9, 12 and 1 6 )  
R;deemable preferred stock - Series M 
Redeemable preferred stock - Series F 

Stockholders' deficit: 
Preferred stock, S10 par v a l u e ,  authorized 10,000,000 shares,  issued and 

outsKanding 24,435 and 49,992 3s  of December 31, 2000 and 1999, 
respectively; liquidatix preference of $16,099,292 a t  December 31, 2000 

issued and outstanding 1 9 , ; 7 i , ' ( 3 6  and 24,150,829 a t  December 31, 2000 
and 1999, respectively 

Common stock, 5.007 pac v a l u e ,  ~~urt-..,?rized 150,000,000 shares, 

Additional paid-in capital 
De fer  red compe nsa t ion 
Accumulated deficit 

Total stockholders' defic:* 

3,357, r 5 6  
53,530 

33,, -791 

5,939,375 
10,983,273 

- - -__________ 

35,96O,14 1 
7 96,6b2 

244 ,350  

S 2,950,730 

4,344,406 
53.500 
308,691 

7, 657,327 
7,019,361 

__-__----____ 

S 4,131,675 
2,629,046 

751,660 
-- 
-_  

11,734,820 
2,338,784 

14,073,604 
_______------ 

499 ,920  

169,056 
98,734,475 

( 4 9 9 , 3 7 7 )  
,109,953,971) 

_I-__-_------ 

' i l ,  049,897) ------------- 
5 21,658,199 

The accompanying notes  are an integral part of these 
consolidated financial statements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 
YEARS ENDED DECEMBER 31, 2 0 0 0 ,  1999 AND 1998 POR THE 

Revenues: 
Telecommunication services 
Mar ketinq services 
Technoloqy licensing and development 
Other 

$ 19,634,681 
4,548,421 
1,466,315 -- 

------------ 
25,649,417 Tota l  revenues 

Operating costs and expenses: 
Telecommunication network expense 
Marketing services 
Se 1 1 I ng , gene ra 1 3 nd adm 1 r, L 5 t P a t 1 ve 
Provision €or doubtful axaunts 
Depreciation and amorri-ation 
Write-down of  capiLslize2 software costs 
Research and developmsnr 

T o t a l  operating casts and expenses 

19,099,194 
5,850,873 
10,563,382 
3,160,621 
3,192,174 

7,429,116 

45,795,360 

-- 

------------ 

aperating loss 

O t h e r  income (expense) : 
Interest expense 
Interest and other inc2Tp.e 
Settlement expense 

(8,404,418) 
270,288 

T o t a l  other expense 

Loss from continuing operations 

Discontinued operations: 
Loss during phase-out period of discontinued 

operations (less applicable income tax provision 
of $0 in 1999 and 1998) 

Loss from discontlnued operations 

Net loss 

Calculation of net loss per common share: 

Loss from continuing operations 
Cumulative preferred stock dividends not paid in current year 
Deemed (non-cash) preferred stock dividend on Series F 

and N convertible preferred stock 

S (25,752,178) 
(1,646,818) 

s (74,159,288) 
(1,948,557) 

Loss front continuing operations applicable to 
common stock 

B ? ~ s i c  and diluted weighted average s h a r e s  sutstanding 

N e -  Loss per common s h a r e  - basic and >:luted: 
Loss from continuing operac i 3 r  5 

L o s s  from discontinued operatL3ns 

Net loss per common sha re  

The accompanying notes are an integral part of these 
consolidated financial statements 
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I-LINK INCOREORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT) 

FOR THE YEARS ENDED DECEMBER 31, 2 0 0 0 ,  

Accumulated 
Deficit 

-------------- 

B W C E  AT DECEMBER 31, 1997  115,526 
Issuance of Series F 
redeemable preferred stock, 
net of issuance costs 
of $569,4 18 1,000 

Reclassification of Series F 
redeemable preferred stock 
to mezzanine ( L,OOO) 

Reclassification of Series F 
redeemable preferred s t a c k  
from mezzanine due to 
conversion to common stock 3 

Conversion o f  prefPcred  srock 
into common stock ( '1,4771 

Common Stock dividend paid  
to nolders of Series F 
redeemable preferred stock -- 

-- Stock options issued for s e r v i z e s  
.%TO r f I z a t 1 on of de f e r r ed 

compensation on stock optigns 
issued for services -- 
issued €or services -- 
with certain notes payable -- 

Forfeiture of stock options 

Warrants issued in connection 

Warrants issued i n  connection 
with certain convertible 
notes payable -- 

Exorcise of stock options 

Net loss 

EALPNCE AT DECEMBER 31, 1998  44 ,051  

-- and warrants -- 
----- ---- 
- - - - - - ___--- = 

S 1,155,260 16,036,085 $ (56,934,247) 

10,iJoo 9 ,420 ,582  -- 

( 1 0 , O O D )  (9 ,420 ,582)  

20 

(714,7701 

-- 4 8 7  
378,322 ( 3 5 6 , 3 2 2 )  

2 ,157 ,901  

(273 ,595)  273.595 

1,032,634 -- 

_ _  

_ -  7 ,274 ,000  

The accompanying n o t e s  are an i n t eg ra l  - -  
consolidated financial statements 

F-4 

p a r t  of these 



I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY ( D E F I C I T ) ,  CONTIHUED 

FOR THE YEARS ENDED D E C W E R  31, 2 0 0 0 ,  1999 AND 1998 

BALANCE AT DECEMBER 31, 1938 
Conversion of Series C, F 

and N preferred stock into 
common stock 

Reclassification of Series C 
redeemable preferred s t o c k  
from mezzanine due to 
conversion t o  common sLack 

ramon stock dividend p a i d  
to hclders of Series F 
redeemable preferred stxk 

preEerred stock, net of 
issuance casts of $406,673 

E/:ercise of stock options 
3nd warr3nts 

; J a r r a n t s  issued in connettior, 
vith c e r t a i n  notes payable 

Warrants issued in connecLion 
vith a standby letter of credit 

Stock options issued for services 
Amor t i za  t ion of de fer red 

compensation on stock options 
issued for services 

Issuance of Series N convertibie 

N e t  Loss 

B A M C E  AT DECEMBER 31, 1999 

4 4 , 0 5 1  S 440,510 18,762,596 $131,338 S 63,632,195 5(1,214,591) $ (84,942,815) 

-- (14,809) (148,090) 5,180,396 36,263 111,827 -- 

_ _  7 50 7,500 -- -- 7 ,065 ,435  -- 

i 3 5  1,868 -- -- 165,220 1,157 350,712 -- 

-- 19,313,321 20,000 200,000 -- -- 

The accompanying notes are an integral part of these 
consolidated financial statements 
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I-LINK INCORPORATED AND SUBSIDfARIES 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT), CONTXNUED 

FOR THE YEARS ENDED DECEMBER 31, 2 0 0 0 ,  1999 AND 1998 

3.4iANCE AT DECEMBER 31, 1999 
Conversion of preferred stock 

into common stock 
Reclassification of Series F 

redeemable preferred scock 
Prom mezzanine due to 
conversion to common stock 

Common scock dividend paid 
to h o l d e r s  of Series F 
redeeqable preferred s t o c k  

EAercise of stock options, 
warrants and issuances under 
stock purchase plan 

S t o c k  opcions issued f o r  servi;+._; 
Comm3n stock issued as pa;.ment 3 f  
accrued liabilities 

h o r r i z a t i o n  of deferred 
compensation on stock optior,s 
issued €or services 

N e t  Loss 

BALANCE AT DECEMBER 31, 2000 

Shares Amount Shares _ _ _ _ _ _ _ _  _______---- __f--l-_-- 

49,992 5 499,920 24 ,150 ,629  

(25 ,805)  (258,050)  1,158,313 

24 8 2,480 

Additional 

Capi t a 1 
Fa id- 1 n 

-----------__ 

-$ 9 8 , 7 3 4 , 4 1 5  

242.941 

2 ,336 ,305  

195,721 

4,330,530 
32 ,605  

739 ,537  

_ _  

@e f e rred 
Compensation -_-_-______-  

42 ,6051  

_ _  

$ (109 ,953 ,971)  

\ 196,3331 

The accompanying notes are an integral part of these 
consolidated financial statements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF C A S H  EZOWS 

FOR THE YEARS ENDED DECEMBER 3 1 ,  2000,  1999 AND 1998 

1998  ------------ 

Cash flows from operating activities: 
Net Loss 
Adjustments to reconcile net loss to net cash used i n  

operating activities: 
Depreciation and z”rtiz3tion 
Provision €or doubtful accounts 
Amortization of discount and debt issuance costs on notes 

payable and capital leases 
Amortization of deferred compensation on stock options 

issued for services 
Common stock issued as pa‘yrnent of settlement and 

interest expense 
Wrice-down of  capitallied software costs 
Loss on disposal of alesecs 

Increase (decrease1 from : F I ~ ? ~ P s  in operatinq assets and 
liabilities, net of effecrs of acquisitions: 
Accounts receivable 
Other assets 
Accounts payable, aczru-3 iiabilities and interest 
Unearned revenue 
Oiscontinsed o p e r a t i m s  - nonc3sh cherqes and working 

capital Zhanges 

Net cash p rov ided  by (used in) operating a c t i v i t i e s  

S ( 2 5 , 7 5 2 , 1 7 8 )  5 ( 2 7 , 9 5 8 , 0 7 9 )  

6,399,318 
i i 3 , i m  

5 , 4 8 2 , 0 3 9  
3,703,_7’6 

4 , 1 9 2 , 1 7 4  
3,160,621 

3 , 3 6 0 .  7 7 L  7 ,402 ,059  

541,982 1 ,0 ‘15 ,Z14 1 . 1 5 7 ,  901  

730 ,588  -- 

873 ,382  
( 4 2 9 , 2 6 0 )  

2 , 9 6 3 , 3 4 6  
16 ,552 ,259  

Cash flows from investing activities: 
Purchases of furniture, fixtures. equipment and software 
Proceeds from maturity of certificates of deposit - restricted 
Investing activities of discontinued operations 

Net cash used in investin9 activities 

(Continued) 

T h e  accompanying notes are an integral part of these 
consolidated financial statements 
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I-LINK INCOrtpORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF C A S H  FLOWS, CONTINUED 

FOR THE YEARS ENDED DECEMBER 31, 2 0 0 0 ,  1999 AND 199B 

Cash flows from financing activities: 
Proceeds from issuance of notes payable to a related party 
Payment of notes payable co related party 
Proceeds from advance under  strategic marketing agreement 
Payment of advance under strategic marketing agreement 
Payment of capital lease gbligations 
Proceeds from issuance of preferred stock, net of offering costs 
Payment of long-term debt 
Proceeds from exercise of stock options and warrants and 

Financing activities of discontinued operations 
issuances under stock purchase plan 

Net cash provided by financinq activities 

S 2,600,000 
(2,600,000) 
1,751,183 

(1 ,751 ,183)  
( 1 4 1 , 7 2 8 )  -- 

( 3 , 3 9 2 )  

S 11,009,712 
(2 ,700 ,904)  

-- 
(928, 3 3 5 1  

7,116,406 
_ _  

( 1 8 4 , 1 0 3 )  
9,430,502 -- 

,d ,L- ,ase  T ' C ' f i  (decrease) in cash and cash equivalents 

lash and cash equivalents at beginning of year 

Cash and cash equivalents at end of year:  
Csntinuing operations 
3iscontinued operations 

2 , 9 5 0 , 7 3 9  
4 5 . 2 7 4  

1 ,311 ,003  
57 ,324  

T o t a l  cash and cash equivalents at end of year 

SUPPLEMENTAL SCHEDULE OF NON-CASH INVESTING AND FINANCING 
ACTIVITIES: 
Reclassification of Series F redeemable preferred stock 

Warrants issued in connection with a standby letter of credit 
Building mortgaqe incurred 
Srock options issued f o r  services 
Accrued interest and debt exchanged €or Series N preferred stock 
Accrued debt issuance costs 
Equipment acquired under capital lease obligations 

from mezzanine s 7,072,335 
735 .720  

5 2 ,338 ,785  -- 
8 4 0 ,  000  

42,605 300,000 

322,000 
2,177,126 

12,718, 914 
378,322 

-- 
-- 

1 ,124 ,606  
-- 

SUPPLEMENTAL CASH FLOW INFORMATION: 
Interest paid - continuing operations 
Interest  paid - discontinued operations 

$ 244,054 
43,007 

$ 312,937 
10 ,011 

S 109 ,866  
158 ,392  

The accompanying notes are an integral p a r t  of these 
consolidated financial statements 
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f-LINK INCORPORATEO AND SUBSIDXARIES 
NOTES M CONSOLIDATED FINANCIAL STATEMENTS 

NOTE 1 - DESCRIPTION OF BUSINESS, PRINCIPLES OF CONSOLIDATION AND LIQUIDITY 

The consolidated financial statements include the accounts of I-Link 
Incorporated and its subsidiaries ("I-Link" OK the "Company") . The Company's 
principal operation is the development, sale and delivery of enhanced 
communications products and services utilizing its own private intranet and both 
owned and leased network switching and transrmssion facilities. The Company 
provides unique communications solutions through its use of proprietary 
technologies. Telecommunications services are marketed primarily through master 
agent and wholesale distributor arrangements with I-Link Communications, a 
wholly-owned subsidiary of the Company that is an FCC licensed long-distance 
carrier. 

Through its wholly owned subsidiaries, MiBridge, Inc. (MiBridge) and ViaNet 
Technologies, Ltd. (ViaNet), t h e  Company develops and licenses communications 
applications products and software that support multimedia communications 
(voice, fax and audio) over the public switched network, local area networks and 
the Internet. 

During 1997, the Company formed a wholly owned subsidiary, I-Link Worldwide, 
L.L.C., through which it launched a network marketing channel to market its 
telecommunications services and products. On February 15, 2000, the Company 
signed a strategic marketing and channel agreement with Big Planet Inc. ("Big 
Planet"), a wholly-owned subsidiary of Nu Skin Enterprises, Inc. Under terms of 
the agreement, I-Link's independent network marketing sales force (the " IRs") 
transitioned to Big Planet, and Big Planet was granted the worldwide rights to 
market and sei1 I-Link's products and services through the network marketing 
(sometimes referred to as "Multi-Level") sales channel to residential and small 
business u s e r s .  Other I-Link sales channels into the residential, small 
business, and other markets are unaffected by the agreement with Big Planet. 

All significant intercompany accounts and transactions have been eliminated in 
consolidation. 

The Company incurred a net loss from continuing operations of $25,752,178 for 
the year ended December 31, 2000, and as of December 31, 2000 had an  accumulated 
deficit of $135,902,482 and negative working capital of $30,060,766 (including 
$14 ,885 ,592  in unearned revenue). The Company anticipates that revenues 
generated from its continuing operations will not be sufficient during 2001 to 
fund ongoing operations, the continued expansion of its private 
telecommunications network facilities, product development and manufacturing, 
and anticipated growth in subscriber base. The Company entered into additional 
financing arrangements and issued a convertible loan in March 2001 3 s  described 
below (and more fully described in Note 1 6  - Subsequent Events) in order to 
obtain additionai funds and reduce liabilities to help fund for its continuing 
operations in 2001. 

- On March 1, 2001, Winter Harbor elected to convert d note payable from the 
Company for $7,768,000 plus accrued interest of $2,537,072 ( $ 2 , 3 7 6 , 4 9 8  as 
of December 31, 2000) into 4,122 shares of Series M convertible preferred 
stock of I-Link as provided under the original loan agreement. Upon 
conversion of the note, current liabilities as of December 31, 2000 in the 
dmount of $10,144,498 were satisfied without cash. 

- (3n March I, 2001 I-Link entered into a Senior Convertible Loan and Security 
Agreement ( "Loan Agreement") with Counsel Communications , LLC, ( "Counsel 
LLC"). Pursuant to the terms and provisions of the Loan Agreement, Counsel 
L L C  agreed to make periodic loans to I-Link in the aggregate principal 
mount not to exceed $10,000,000. Of that amount, $3,000,000 was available 
ta I-Link immediately upon the execution of the Loan Agreement. The 
;!5,000,000 capital investment i s  structured as a 3-year note zonvertible 
into the Company's common stock wlth interest at a rate of 9- per  annum, 
-ompounded quarterly. 

As 3 result of Counsel LLC's purchase of Winter Harbor's security 5 o l d i n g s  rn 
I-!>ink. ;See Note 16 - Subsequent Events) Counsel LLC became the sinale largest 
s n a r e h s l d e r  of the Company. In addition to the above transactions, Counsel 
:3rpcrarion and its subsidiary Counsel LLC committed to fund, thrcugh long-term 
intec-:ompany advances or equity contribution, all capital investment, working 
- - 3 p i t a 1  o r  other operational cash requirement of the Company t h r a u y h  April 15, 
2002. 
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I-LINK INCORPORATED AM) SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STA-S 

NOTE 2 - 
C A S H  AND 

SUMMARY OF SIGNIFICANT ACCOUNTXNG POLICIES 

CASH EQUIVALENTS 

The Company considers all highly liquid investments with an original maturity of 
three months or less to be cash equivalents. The Company maintains its cash and 
cash equivalents primarily with financial institutions in Utah, California, 
Arizona, New Jersey and Florida. These accounts may from time to time exceed 
federally insured limts. The Company has not experienced any losses on such 
accounts. 

ALLOWANCE E'OR DOUBTFUL ACCOUNTS 

The Company evaluates the collectlbllity of its receivables at least quarterly, 
based upon various factors including the financial condition and payment history 
of major customers, an overall review of collections experience on other 
accounts and economic factors or events expected to affect the Company's future 
collections experience. 

E"ITuRE,  FIXTURES, EQUIPMENT AND S0ETWAR.E 

Furniture, fixtures, equipment and software are stated at cost. Depreciation is 
calculated using the straight-line method over the following estimated useful 
lives : 

Telecommunications network equipment 
Furniture, f i x t u r e s  and office equipment 
Sof tware  

2-6 years 
3-6 years  
1-3 years 

Betterments and renewals that extend the life of the assets are capitalized. 
Other repairs and maintenance charges are expensed as incurred. The cost and 
related accumulated depreciation applicable to assets retired are removed from 
the accounts and the gain or loss on disposition is recognized in operations. 
The Company regularly evaluates whether events or circumstances have occurred 
that indicate the carrying value of its furniture, fixtures, equipment and 
software may n o t  be recoverable. When factors indicate the asset may not be 
recoverable, the Company compares the related undiscounted future net cash flows 
to the carrying value of the asset to determine if an impairment exists. If the 
expected future net cash flows are less than the carrying value, impairment is 
recognized based on the fair value of the asset. During 1999, the Company wrote 
off $1,847,288 in unrecoverable capitalized software costs (see Note 6 ) .  There 
were no such write-offs in 2000 or 1998. 

INTANGIBLE ASSETS 

The Company regularly evaluates whether events or circumstances have ocL3Jrred 
that indicate the carrying value of its intangible assets may not be 
recoverable. When factors indicate the a s s e t  may not be recoverable, t h e  Company 
compares the related undiscounted future net cash flows to the carrying value of 
the asset LO determine if impairment exists. If the expected future net ?ash 
flows a re  Less than carrying value, impairment is recognized based on the fair 
value of  t h e  asset. Amortization of  intangible assets is calculated using the 
straight-line method over the following periods: 

- - ~ - -  
2 L e a >  izq~isition cos t  over f a i r  value of net a s s e t s  acquired 5-1'3 , p i : ~  

-5: . r t r m q i b l e  a s s e t s  3 - 1 5  , J C = C S  

REVENUE RECOGNITION 

Long-distance and enhanced service revenue is recognized as service 1 s  provided 
to subscribers. 

Marketinq services revenues from the network marketing channel primarily 
included revenues recognized from IRs for  promotional and presencation m a t e r i a l s  
and n a t i o n a l  conference registration Eees. Revenue from the sale of promotional 
and presentation materials (included in Marketing services revenue) was 
recognized a t  t h e  time the materials were shipped. The portion of the sign-up 
fee ,  including a normal profit margin, relating to on-going administrati-Je 
s u p p o r t  was deferred and recognized over twelve months (the lnltlal term of the 
I R  agreement). Marketing services revenues are presented net of estlmated 



refunds on r e t u r n s  of network marketing materials. 
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I-LINK INCORPORATED AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 

During the second quarter o f  2000, the Company entered into an agreement with 
Red Cube International AG ("Red Cube"). The agreement with Red Cube consisted of 
a $7,500,000 licensing fee and $2,500,000 for consulting services. This 
$10,000,000 aggregate amount is nonrefundable and is being recorded as revenue 
ratably over a two-year period. Accordingly, $ 3 , 3 3 3 , 3 3 3  was recorded as 
technology licensing revenue In 2000. The balance of $6,666,667 has been 
recorded as unearned revenue as of December 31, 2000. In July 2000, the Company 
received an additional nonrefundable payment of $10,000,000. This payment is a 
service prepayment that will be credited against services performed for and/or 
provided to Red Cube. To the extent the service prepayment credit has not been 
f u l l y  utilized by Red Cube by June 30, 2001, any unused service prepayment shall 
be deemed fully earned and utilized as of t h a t  date contingent upon the 
Company's network meeting certain capacity requirements during t he  service 
period. During 2000, services rendered in the amount of $114,408 have been 
offset against the prepayment resulting in a prepaid balance of unearned revenue 
of $9,885,592 as of December 31, 2000. The balance ( $ 9 , 8 8 5 , 5 9 2 )  of the service 
prepayment has been recorded as unearned revenue as of December 31, 2000 and 
will be recognized as revenue when the related services are performed or the 
other criteria are met. 

Revenue from the sale of software llcenses is recognized when the product is 
shipped, a noncancellable agreement 1 s  in force, the license fee is fixed OK 
determinable, acceptance has occurred and collectibility is reasonably assured. 
Maintenance and support revenues are recognized ratably over the term of the 
related agreements, which in most cases is one year. Revenues on long-term 
development prolects are recognized under the percentage of completion method of 
accounting and are based upon costs incurred on the project, compared to 
estimated total costs related to the contract. 

COMPUTER SOFTWARE COSTS 

The Company capitalizes qualified costs associated with developing computer 
software for internal use. Purchased computer software for  internal use is 
capitalized and amortized over the expected u s e f u l  life, usually three years. 

CONCENTRATIONS OF CREDIT RISK 

The Company's retail telecommunications subscribers are primarily residential 
subscribers and are not concentrated in any specific geographic region of the 
United States. The Company's wholesale customers are primarily based in Utah and 
California. 

INCOME TAXES 

The Company records deferred taxes in accordance with Statement of Financial 
Accounting Standards (SFAS) 109, "Accounting for Income Taxes.'' The statement 
requires recognition of deferred tax assets and liabilities €or temporary 
differences between the tax bases of assets and liabilities and the amounts at 
which they are carried in the financial statements, based upon the enacted tax 
rates in effect for the year in which the differences are expected to reverse. A 
valuation allowance is established when necessary to reduce deferred tax assets 
to the amount expected to be realized. 

SEGMENT REPORTING 

The Company reports it segment information based upon the management approach 
which designates the internal organization that is used by management for  making 
operating decisions and assessing performance as the source of the Company's 
reportable segments. 

USE OF ESTIMATES 

The preparation of financial statements in conformity with accounting principles 
generally accepted in the United States of America requires management to make 
estimates and assumptions that affect the reported amounts of assets and 
liabilities; disclosure of contingent 3 s s e t s  and liabilities at the date of the 
financial statements: and the reported amounts of revenues and expenses during 
the reporting period. Actual results c o u l d  differ from those estimates. 
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I-LINK INCORPORATED AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE 3 - NET LOSS PER SHARE 

Basic earnings per share i s  computed based on the weighted average number of 
common shares outstanding during the period. Options, warrants, convertible 
preferred stock and convertible debt are included in the calculation of diluted 
earnings per share, except when their effect would be anti-dilutive. As the 
Company had a net loss from continuing operations for 2000, 1999 and 1998, basic 
and diluted loss per share are the same. 

During 2000, 1999 and 1998, holders of the Series F redeemable preferred stock 
converted 248, 7 5 0  and 2 of those preferred shares, respectively. Accordingly, 
they were paid s t o c k  dividends of 87,477, 165,220 and 240 shares, respectively, 
of common stock on the converted shares. 

As the conversion prices of the Series E, F, M and N preferred stock at issuance 
were less than the market price of the Company’s common stock, the Company 
recognized deemed preferred stock dividends at issuance in 1999  and 1998, which 
increased the loss attributable to common shareholders in the calculation of 
basic and diluted net loss per common share. The deemed dividends are implied 
only and do not represent future obligations to pay a dividend. 

The deemed preferred stock dividends on the Series N preferred stock were 
calculated as the difference between the conversion price per common share per 
the Series N agreement and the market price of the common stock on the date the 
proceeds from t h e  offering were received and/or the debt was exchanged. 

The deemed preferred stock dividends on Series E and Series F convertible 
cumulative redeemable preferred stock equal the sum of the difference between 
the conversion price per  common share per the agreements and the market price of 
the common stock as of the date the agreements were finalized and the difference 
between the fair value of the Series F redeemable preferred stock issued and the 
carrying value of the Series E stock at the date of redemption. 

T h e  deemed preferred stock dividend on Series M convertible cumulative 
redeemable preferred stock 1 s  calculated as the difference between the 
conversion price per common share per the agreement and the market price of the 
common s t o c k  as of the date the agreement was finalized, plus the fair value of 
the warrants issuable in connection with the preferred stock investment. 

Potential common shares that were not included in the computation of diluted EPS 
because they would have been anti-dilutive arc as follows as of December 3 1 :  

.~ssuinm : ? r ~ ? r s : m  of Series C preferred s tock  

.%scme.J :?-.’ ? -  i l o n  of Series F redeemable prePetr-d stock 
F.ssum?3 :3r.-.sion of Series M convertible prefer.4 s t o c k  
% s u m 3  xrn .i’ ..jion of Series N preferred stock 
,Isszmed c.2: ‘‘e: 5 i 3 n  of c o n v e r t i b l e  debt 
Assumed P =.-is? of warrants issued on conversim 

A s s u m e c l  - : : - s D  of options and warrants to purzhise 
- 8 ’  . Zrtible debt  

a r + r - s  2 f  cm”mn s t o c k  

3 7 1 , 9 5 9  

8 ,1 -5 ,  6 7 6  
10 ,?60 ,810  

7 , 5 3 9 , 8 3 0  

-- 

5,000,000 

3 0 8 , 2 4 8  
1,1125,169 
5,s1c1,705 
7 , 2 7 0 , 4 6 3  
4 ,931 ,226  

5 ,  3~10,000 

As of Decenber 31, 2000, Winter Harbor, the sole holder of Series M convertible 
preferria stock, held warrants, exercisable at any time, for the purchase of up 
to 28,540,1300 shares of common stock. I n  March 2001, Winter Harbor exchanged its 
$ 7 . 7 5 9  million (and accrued interest) in promissory notes into additional shares 
of Series M convertible preferred stock and by doing so received additional 
waLr3nt5 Eo purchase 5,000,000 shares of  common stock. The exercise prices of 
all ~f sgch warrants varied at the time of their respective issuance; however, 
all a r ?  sliblect to adlustment downward to equal the price at which new shares of 
common s y o c k  are issued or  to equal the m a r k e t  price of common s t o c k  i n  the 
evenr the common stock 

1,057,224 
4,909,001 
5,951,735 

3,820,954 
-- 

5,000,000 
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I - L m  INCORPORATES AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STA-S 

NOTE 3 - NET LOSS PER StlARE, CONT- 

market price is below the original exercise price at t h e  time of exercise. The 
exercise price of all Winter Harbor warrants was $1.48 at December 31, 2000 and 
$ 1 . 2 5  in January 2001. 

Subsequent to year end (see Note 16 - Subsequent Events) the following occurred: 

- the convertible debt and associated accrued interest were converted 
into Series M convertible preferred stock; 

- 5,000,000 warrants were issued upon conversion of the convertible 
debt; 

- all Series M and N redeemable preferred shares were converted into 
common stock; 

- 33,540,000 warrants (including the 5,000,000 discussed above) were 
retired in exchange f o r  5,000,000 shares of common stock. 

NOTE 4 - DISCONTINUED OPERATIONS 

On March 2 3 ,  1998, the Company's Board of Directors approved a plan to dispose 
of the Company's medical services businesses in order to focus i t s  efforts on 
the sale of telecommunication services and technology licensing. T h e  Company has 
sold essentially all of the fixed assets, with the proceeds being used to 
satisfy outstanding obligations of the medical services subsidiaries. During 
1998, the Company received $310,000 from the sale of assets from the medical 
services subsidiaries. In January 1999, the Company sold additional assets f o r  
$15,000 and a note receivable of $35,000. In March 2000, the Company sold the 
remaining assets and settled the outstanding liabilities of the China operations 
and received net proceeds of $150,000. As of December 31, 2000 and 1999, there 
are no revenue generating activities. 

The results of the medical services operations have been classified as 
discontinued operations for all periods presented in the Consolidated Statements 
of Operations. The assets and liabilities of the discontinued operations have 
been classified in the 1999 Consolidated Balance Sheet as "Net Liabilities - 
discontinued operations". Discontinued operations have a l so  been segregated for 
all periods presented in the Consolidated Statements of Cash Flows. 

Net assets (liabilities) of the Company's discontinued operations (excluding 
intercompany balances, which have been eliminated against the net equity of t h e  
discontinued operations) are as follows: 

Llabl A I -  . 
cur:+ - . >  - . . - , e s :  

2 _. C , , ~ C L ~  and accrued liabilities 
,I - _  * , >r.?, c u r r e n t  portion 

N e t  3s - - i: .::ies ! - discontinued operations 

-- 905,060 
-- 1 4 1 , 6 6 1  

-- 1 , 0 4 6 , 7 7 1  
-- 100.000 

-I 

Revenues ; i f  the discontinued operations were SO, $337,268 and $1,445,376 € O K  



2ClCO. 1999 and 1998, respectively- 
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I-LINK INCORPORATE0 AND SUBSIDIARIES 
NOTES TO CONSOLIDATED E’INANCm STATEMENTS 

NOTE 5 - CERTIFICATES OF DEPOSIT - RESTRICTED 
As of December 31, 2000, the Company has $276,136 in restricted certificates of 
deposit (CDs). The C D s  collateralize certain facilities lease agreements and a 
mortgage payable to a bank. All of the C D s  a re  held in escrow and bear interest, 
which is paid to the Company. During 2000, restricted CDs totaling 553,500 were 
released to the Company in accordance with the lease agreements. Of the 
remaining CDs held in escrow, $53,500 will be released to the Company during 
2001 and is classified as a current asset in the consolidated balance sheet. 

NOTE 6 - FURNITURE, FIXTURES, EQUIPMZNT AND SOFTHARE 

Continuing operations 

F u r n i t u r e ,  fixtures, equipment and software relating to continuing operations 
consisted of the following at December 31: 

Te1ecx”nications nerwork equipmenc S 13,209,784 5 7,749,939 

Build Lng 1,200,000 -- 
FurnitiJre, f i x t u r e s  and office equipment 3 , 8 9 6 , 7 3 3  3,439,911 

S o f t w a r e  and  information systems 1,259,343 715,104 

19,565,860 11,954,954 
------------ _ _ _ _ _ _ _ _ _ _ _ _  

Less accumulated depreciation and amortization (8 ,582 ,587)  (4,935,593) --____------ ------------ 
3 10 ,983 ,273  $ 7 ,019 ,361  
--_--- ______=====f ============ 

Included in telecommunications network equipment are $3,899,474 and $3,907,312 
in assets acquired under capital leases at December 31, 2000 and 1999, 
respectively. Accumulated amortization on these leased assets was $2,931,420 and 
$1,671,657 at December 31, 2000 and 1999, respectively. 

During 1998, the Company contracted with an outside consulting firm to develop a 
billing and operations information system and capitalized as a component of 
furniture, fixture, equipment and software 52,284,574 in costs (including 
amounts in accounts payable at December 31, 1998 of $437,286) associated with 
this in-process system development. The Company continually evaluated the 
functionality and progress of the in-process system development. In May 1999, 
the Company’s management and its Board of Directors concluded that the new 
system would not significantly enhance the Company‘s existing billing and 
information systems, would not meet its ultimate needs and had no alternative 
future use and accordingly did not justify paying additional billed and 
contracted expenses of approximately $1,000,000. Negotiations to discontinue 
work under  the contract were concluded in May 2999, with the consulting company 
forgoing any future payments on the project while retaining amounts paid  to dare 
o f  $1,847,288. Accordingly, the Company recorded, effective March 31, 1999, a 
write-down of capitalized software costs on the in-process system development of 
$1,847,288. 

DISCONTINUED OPERATIONS 

Furniture, fixtures and equipment relating to discontinued operations consisted 
of the following at December 31: 

Medical services rquipment 
Furniture, f i x t u r e s  3nd office equipment 

Less 3ccumulated depreciation 
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NOTE 7 - INTANGIBLE ASSETS 

Intangible assets consisted of the following at December 31: 

NOTE 8 - LONG-TERM DEBT 

CONTINUING OPERATIONS 

Long-tsrm debt relating to continuing operations, the carrying value of which 
approximates market, consists of the following at December 31: 

Not? pa j a l j l e  r_a a s e r v i c e  p rov ide r ,  i n t e r e s t  ay: 7 . 0 % ,  due on demand $ 7 4 6 , 6 2 5  5 7 1 6 . 6 1 5  

Nore  payable  t o  W i n t e r  Harbor, payab le  A p r i l  1 5 ,  3001,  i n t ? re s t  
3t prime plus fou r  p e r c e n t  (13.50% a t  December 31, 2 0 0 0 )  
( c o n v e r t e d  t o  common stock In March 2001)  

Building m o r t g a g e  p a y a b l e  to a bank, interest at 9.843, 
payab le  i n  monthly installments o f  $10,028 

O t h e r  

Less c u r r e n t  portion 

Lonq-term d e b t ,  less c u r r e n t  p o r t i o n  

7,768,000 7,768,000 

836,008 

Maturities of long-term obligations on the building mortgage during each of the 
y e a r s  2002 through 2005 are $43,894, $ 4 8 , 4 1 4 ,  $53,399 and $59,379 respectively. 

During 1998, the Company obtained an aggregate of $7,768,000 in interim debt 
financing from Winter Harbor, L.L.C. As consideration f o r  Winter Harbor's 
commitment to make the loan, the Company agreed to issue 6,740,000 warrants to 
purchase common stock of the Company at exercise pr ices  ranging from $5.50 t o  
$ 7 . 2 2  (subsequently reset to $1.25 in January 2001)  based upon 110% of the 
closing price of the common stock on the day loan funds were advanced. The 
warrants have exercise periods of 7.5 years from the da te  of issuance. The  
Company a l s o  agreed to extend the exercise period on all warrants previously 
issued to Winter Harbor (10,600,000) to 7.5 years. Pursuant t o  the tenns of the 
loan agreement with Winter Harbor, the initial borrowings of $5,768,000 were 
payable upon demand by Winter Harbor no earlier than May 15, 1998, and were 
collateralized by essentially all of the assets of the Company's subsidiaries. 
A s  the loan was not repaid by May 15, 1998, the total loan, including additional 
borrowings of $2,000,000 obtained in the second q u a r t e r ,  continued on a demand 
basis with interest accruing at prime plus 4 * .  Or. April 15, 1999, Winter Harbor 
agreed that it would not demand payment under t h e  notes prior to April 15, 2000 
and in April 2000 agreed to extend the due dace of the principal and accrued 
interest to A p r i l  15, 2001. On March 1, 2001, W i n t e r  Harbor converted the note 
( $ 7 , 7 6 8 , 0 0 0 )  and accrued interest ($2,S37,071 a: F e b r u a r y  2 8 ,  2001) into 4,122 
shares of Series M convertible prefer red  s t o c k  (See Note 16 - Subsequent 
Events). 
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NOTE e - LONG-TERM DEBT, CONTINUED 

During 1998, the Company recorded $7,274,000 as a discount against the 
$7,768,000 Winter Harbor debt representlng the relative fair market value 
attributed to the warrants, the change of the exercise period on prior warrants 
and the equity instruments associated with the assumed conversion of the debt 
into equity. The debt discount was amortized over the original terms of the 
respective borrowings. 

Accrued and unpaid interest of $2,376,498 on the $7,768,000 Winter Harbor debt 
is included in short-term liabilities as of December 31, 2000 while the note and 
accrued and unpaid interest of $1,345,801 were included in long-term liabilities 
on the consolidated balance sheet at December 31, 1999. 

On January 15, 1999, I-Link finalized an agreement negotiated in November 1998 
with Winter Harbor for additional financing. The financing arrangement consisted 
of an $8,000,000 bridge loan facility (Bridge Loan) and a $3,000,000 standby 
letter of credit to secure additional capltal leases of equipment and telephone 
lines relative to the expansion of the Company's telecommunications network. As 
of December 31, 1998, the amount borrowed under the Bridge Loan was $ 3 , 3 4 1 , 7 1 2 .  
During 1999, the Company made additional borrowings under the Bridge Loan 
totaling $4,158,288. Amounts outstanding under the Bridge Loan were originally 
due on October 31, 1999. In J u l y  1999, the Company exercised its right to 
exchange the 58,000,000 in outstanding notes payable along with accrued interest 
f o r  Series N preferred stock. 

As additional consideration for making the $8,000,000 Bridge Loan and $3,000,000 
standby letter of credit, the Company granted warrants to purchase common stock 
to Winter Harbor. Initially, Winter Harbor received one warrant f o r  every $10 
borrowed from Winter Harbor. On April 14, 1999, the shareholders voted to 
approve a plan of financing which included issuing 10 warrants for each $10 
borrowed under the Bridge Loan and standby letter of credit if the Company did 
not repay the bridge loan on April 26, 1999. As the loan was not repald by April 
26, 1999, the number of warrants increased in total to 1 0  warrants for every $10 
borrowed. As of December 31, 2000, the exercise price was $1.48 on these 
warrants. The exercise price was reset to its floor of $1.25 in January 2001. 

The Company recorded $3,253,196 as a discount against borrowings over  a two-year 
period (1999 and 1998) on the $8,000,000 Bridge Loan representing the relative 
fair market value attributed to the Bridge Loan warrants. The debt discount was 
amortized over the term of the Bridge Loan. As the 58,000,000 loan was exchanged 
for Series N preferred stock in 1999, the debt discount has been fully 
amortized. In addition, the Company recorded $735 ,720  as debt issuance costs 
related t o  obligations under certain capital leases guaranteed by the Winter 
Harbor letter of credit representing the fair value of the warrants associated 
w i t h  the letter of credit warrants. The debt issuance costs are being amortized 
over the term of the lease agreements. 

On April 15, 1999, rhe Company entered into a financing agreement with Winter 
Harbor. Winter Harbor agreed to loan to the Company up to $4,000,000 under a 
note originally due September 30, 1999. In July 1999, the Company exercised its 
right to exchange the loan for Series N preferred Stock. 

In March 2001 Winter Harbor surrendered all of the warrants held by Winter 
Harbor totaling 33,540,000 f o r  5,000,000 shares of common stock (See Note 16 - 
Subsequent Events) . 

NOTE 9 - COMMITMENTS UNDER LONG-TERM LEASES 
The Company leases a variety of equipment, fiber optics and facilities used in 
its operations. The majority of these lease agreements are with three creditors. 
During 1998, Winter Harbor obtained on behalf of the Company a letter of credit 
totaling 53,300,000 to guarantee payment on a new lease agreement providing for 
equipment purchases of up to $3,000,000. As of December 31, 2000 and 1999, the 
Company had 3cquired $3,000,000 in assets under this lease. 

In March 2 0 3 2 ,  the Company entered into a new lease facility providing for 
equipment pur:hdses of up to $5,000,000. The lease agreement requires monthly 
payments 0*,-3r the three-year term. As of December 31, 2000, the Company 
purchased j ; , 903 ,000  o f  equipment under the lease facility. 
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NOTE 9 - COMMITMENTS UNDER LONG-TERM LEASES, CONTINUED 

Agreements classified as operating leases have terms ranging from one to six 
years. The Company's rental expense for operating leases was approximately 
$6,946,000, $3,270,000 and $2,900,000 for 2000, 1999 and 1998, respectively. 
Future minimum rental payments required under non-cancelable capital and 
operating leases with initial or remaining terms in excess of one year consist 
of the following at December 31, 2000: 

'fear er.din; December 31 : 
2001 
7002 
1003 
2004 
2005 
T h e r e a f t e r  

Total mi: 'mum payments 

L;ss a m o u n t  r e p r e s e n t i n g  i n t e r e s t  

P r e s e n t  valde of n e t  minimum lease payments 
Less c u r r e r t  portion 

Long-term obliqarions m d e r  capital leases 

j 1 ,607 ,000  
1 9 7 , 0 0 0  
197,000 

16,000 
-- 
-- 

- -__-_---__ 
7,017,000 

(133,0001 

Opera t i n q  
Leases 

_ _ f _ _ _ _ _ _ t _  

5 3,192,000 
2,059,000 

696,000 
3 6 6 , 0 0 0  
116,009 

-- 
- _ _ _ - _ _ _ _ - -  
S 6,429,000 
______r___7 _ _ _ _ _ _  

The Company has an agreement with a national carrier to lease local access 
spans. The agreement includes minimum usage conututments of $2,160,000 per year 
€or  the two years beginning J u l y  2000. If the Company were to terminate the 
agreement early, it would be required to pay 25% of any remaining minimum usage 
requirements. 

NOTE 10 - INCOME TAXES 

The Company recognized no income tax benefit from its losses in 2000, 1999  and 
1998. 

The reported benefit from income taxes varies from the amount that would be 
provided by applying the statutory U.S. Federal income t a x  rate to the loss from 
continuing operations before taxes for  the following reasons: 

Ecpected f e d e r j i  :- = - - * z r j  cax  b e n e f i t  

I n c r e a s e  (redii~-: - - tdxes resulting from: 
S t a t e  incsw - A  -:s 
Foreiqn l c = >  : lib'e~t t o  domestic tax 
Non-deduc*-c.- - - 5 r e s t  on c e r t a i n  notes 
Exercise  'G? i -  P 'p::ons issued for services 
Chanqe in 1;'. ~ - . illowance 
Other 

-- 

s a ,  7 5 5 , 7 4 1 )  s ( a ,  3 8 4 , 1 5 8 !  

A t  December 3!, ? ? ( I O ,  the Company had net operating loss carryforwards for bcith 
federal and s c d c e  income tax purposes of approximately $73,000,000. The net 
operating l o s s  :irrvforwards will expire between 2006 and 2020 if not used to 
reduce future ra-able income. In 2 0 0 1  t h e  Company underwent a change o f  contr?l 
and dccordinq~' r h e  net operating loss carryforwards may be sublect to certain 
annual limit3cLbnS in the future under Section 338 of the Internal Revenue ,-:>de 

- 5 , 5 0 5 , 7 4 7 )  
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NOTE 10 - INCOME TAXES, CONTINUlZD 

The components of the deferred tax asset and liability as of December 3 1 ,  2000 
and 1999 are as follows: 

Deferred ta:? a s s e t s :  
Tau< n e t  3 p e r a t i n g  135s c a r r y f o r w a r d s  
k q d i r e d  rn -p rocess  r e s e a r c h  and development 

h o r c i : ; t i s n  of d e f e r r e d  compensation orl s t o c k  o p t i o n s  
2 e s e r T I e  Esr l o s s  on d i s p o s a l  oE d i s c o n t i r u e d  operations 
Fieser*:e i c r  accounts receivablp and i n v i r , r I r y  T i a l u a t i o n  
Ac;rged 3 f f i C z r s  hages 
F c z P tied 11 a ca t 1 on 
Unearned revenue 
Other 
i ia luat icn 3 1  ioiiance 

and - i t a n q i b l e  a s s e t s  

T 3 e 3 i  rizferred tax asse t  

Deferred t a x  l i a b i l i t y :  
Excess t a x  d e p r e c i a t i o n  and amortizatisn 

Total d e f e r r e d  t a x  liability 

Net deferred t a x  a s s e t  

S 2 7 , 3 1 9 , 3 5 0  S 2 1 , 8 5 1 , 9 5 2  

2 ,381 ,880  
1,730,901 

5 4 , 3 7 0  
623.537 
134, 910 

18,430 

37 ,187  
-- 

( 2 6 , 7 0 6 .  116) 
. - - - - - - - - - - - 

155 ,471  
-------- 

The valuation allowance at December 31, 2000 and 1999 has been provided to 
reduce the total deferred tax assets to the amount which is considered more 
likely than not to be realized, primarily because the Company has not generated 
taxable income from its business communications services. The change in the 
valuation allowance is due primarily to the increase in net operating loss 
carryforwards. It is at least reasonably possible that a change in the valuation 
allowance may occur in the near term. 

NOTE 11 - LEGAI, PROCEEDINGS 

On January 18, 2001, I-Link Incorporated ("I-Link"] filed action against Red 
Cube, International AG and Red Cube, Inc. ("Red Cube") in federa l  court in Utah 
seeking damages against Red Cube, for an alleged default on an agreement to 
provide apQrOX1mately $60,000,000 in equity funding to I-Link, and instituting a 
scheme to drive I-Link out of business and obtain control of I-Link's 
proprietary technology, telecommunications network, key employees and customers. 
I-Link obtained a temporary restraining order against Red Cube preventing Red 
Cube from interfering with I-Link's employees, vendors and customers. Red Cube 
subsequently filed d motion to disrmss the action and compel arbitration based 
upon a mandatory arbitration provision in the May 2000 Cooperation and Framework 
Agreement by and between Red Cube and I-Link. The court found that I-Lrnk's 
claims were "related to" the Cooperation and Framework Agreement and granted Red 
Cube's motion to dismiss for lack of subject matter lurisdiction. The disrmssal 
resulted in this issue being submitted for AAA arbitration pursuant to the 
Cooperation and Framework Agreement. 

On January 2 4 ,  2001, Red Cube delivered a written demand for  arbitration and 
commenced an arbitration proceeding in New York alleging that I-Link breached 
the Cooperation and Framework Agreement by (1) threatening a shut-down of 
I-Link's IP telecommunications network, (11) the resignation of Dror Nahumi as 
an employee of I-Link (which Red Cube claims will cause I-Link to breach its 
undertaking to provide the consulting services of John Edwards, Dror Nahurm and 
Alex Radulovic in the event I-Link is unable to perform under the Agreement and 
Red Cube is required to assume primary operation and maintenance of it's own IP 
telecommunications network based upon I-Link's technology), and (iii) I-L+nk's 
alleged failure to update the escrowed copy of its source code to the current 
version of the source code employed to maintain the IP telecommunications 
network. I-Link denied these allegations. I-Link filed a counterclaim against 
Red Cube and f i l e d  a third-party claim against Red Cube, seeking (compensatory 
and/or punitive) damages €or Red Cube's default u n d e r  a 
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NOTE 11 - LEGAL PROCEEDINGS, CONTINUED 

subsequent agreement to provide approximately $60,000,000 in equity funding to 
I-Link, and engaging in a scheme to drlve I-Link out of business and obtain 
control of I-Link's proprietary technology, telecommunications network, key 
employees and customers. The arbitration proceeding is in its initial stage, and 
no hearings have occurred. 

An action has been brought against I-Llnk Worldwide LLC by a former independent 
representative of I-Link Worldwide, L.L.C. whose contractual relationship 
consisted of I-Link's standard independent representative agreement and two 
written agreements between himself, I-Link and I-Link Worldwide, LLC. The action 
alleges that I-Link Incorporated and I-Link Worldwide LLC wrongfully terminated 
his agreements. The alleged damages range from $7,000,000 to $10,000,000 
constituting the aggregate value of the residual terms of these agreements. 
I-Link Incorporated and I-Link Worldwide, LLC maintain that the agreements were 
properly terminated pursuant to their respective terms and conditions and that 
no losses were suffered or damages incurred by the former independent 
representative. Binding arbitration is tentatively scheduled to start April 2 3 ,  
2001. 

On March 10, 2000, the Company and JNC Opportunity Fund, Ltd. { " J N C " )  entered 
into a settlement and release agreement relating to certain litigation 
concerning shares of Series F Preferred stock held by JNC. The shares of Series 
F Preferred s t o c k  held by JNC were convertible into 1,104,972 shares of common 
stock under the original agreement with JNC. On March 10, 2000, the Company 
issued 531,968 Shares of common stock to JNC pursuant to the settlement 
agreement in cancellation of the Series F shares held by JNC. The balance of the 
shares required to be issued pursuant to the settlement agreement required 
approval at a special meeting of the shareholders held on May 2 3 ,  2000, at which 
time approval of the shareholders was received. Due to t h e  delay in issuance of 
the shares required to be issued pursuant to the settlement agreement until 
shareholder approval was received and the related common shares were registered, 
the Company issued 20,458 "Additional Shares" of common stock in accordance with 
the agreement. 

The issuance of 87,477 shares representing dividends associated with the Series 
F stock has been recorded in the Company's financial statements as dividends 
paid, and 129,519 shares have been recorded as settlement expense. The Company 
has recorded interest expense of $111,021 representing the market value o f  the 
common stock issued as Additional Shares, Late Shares and Additional Late Shares 
(20,458) on May 24, 2000. The amount of settlement and interest expense was 
determined by reference to the market value of the Company's common stock on the 
date of issuance (May 2 4 ,  2000) multiplied by the common shares issued. 
Accordingly, the total settlement and interest expense was $639,565 and 
$111,021, respectively. 

The Company is involved in litigation relating to other claims arising out of 
its operations in the normal course of business. The litigation and arbitration 
referred to above is not expected, individually or in Khe aggregate, to have a 
material adverse affect on the Company. 

NOTE 12 - STOCKHOLDERS' EQUITY 

PREFERRED STOCK 

The Company's Articles of Incorporation provide f o r  up to 240,000 shares of 
preferred stock as Series C Convertible Cumulative preferred stock (the "Series 
C preferred stock"). The Series C preferred stock has d par  value of $10 per 
share and holders are entitled to receive cumulative preferential dividends 
equal to 8% per annum of the liquidation preference per share of $60.00. Unless 
previously redeemed, the Series C preferred stock was initially convertible into 
24  of the Company's common stock ("Conversion Shares") at the option of the 
holder (subject to certain anti-dilution ad]ustmentsl. The Series C stock 
exchange price did allow for downward resets based upon certain conditions 
subject to a floor of $1.25. Subsequent to year-end the exchange price has been 
reset to the f loor  of $1.25 or 48 shares of the Company's common stock. The 
Series C preferred stock is redeemable at any time a E t e r  September 6 ,  2000, at 
the option of the Company at a redemption price equal to S90 plus accrued and 
unpaid dividends, provided the Conversion Shares a r e  covered by an effective 
registration statement or the Conversion Shares are otherwise exempt from 
registration. During the years ending December 31, 2 3 0 0 ,  1999 and 1998, 24,428, 
10,374 and 70,908 shares, respectively, of Series C preferred stock were 
converted into common shares. At December 31, 2000.  there were 9,249 Series C 
preferred shares  outstanding. 
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NOTE 12 - STOCKHOLDERS' EQUITY, CONTINUED 

On October 10, 1997, the Company closed an agreement with Winter Harbor pursuant 
to which Winter Harbor invested $12,100,000 in a new series of the Company's 
convertible preferred stock (the "Series M convertible preferred stock") - Winter 
Harbor purchased approximately 2,545 shares of Series M convertible preferred 
stock, originally convertible into approximately 2,545,000 shares o f  common 
stock, for an aggregate cash consideration of approximately $7,000,000 
(equivalent to $ 2 . 7 5  per share of common stock). The agreement with Winter 
Harbor also provided for the purchase of approximately 1,855 additional shares 
of Series M convertible preferred stock, originally convertible into 
approximately 1,855,000 shares of common stock. Such additional shares of Series 
M convertible preferred stock were paid f o r  by Winter Harbor exchanging 
$5,000,000 in outstanding notes payable and accrued interest of approximately 
$100,000. As additional consideration for its equity investment in Series M 
convertible preferred stock, Winter Harbor was issued additional warrants by the 
Company to acquire 10,000,000 shares of common stock. The exercise price on each 
of the warrants has subsequently been reset to $1.48 as of December 31, 2000 and 
$1.25 i n  January 2 0 0 1  (see Note 3 ) .  All of the warrants have demand registration 
and anti-dilution rights and contain cashless exercise provisions. 

The Series M conTJertible preferred stock is entitled to receive cumulative 
dividends in t h i  amount of 103 per annum before any other Series of preferred 
(other than Series F) or common stock receives any dividends. Thereafter, the 
Series M convertible preferred stock participates with the common stock in the 
issuance of any dividends on a per share basis. The Series M convertible 
preferred stock will have the right to veto the payment of dividends on any 
other class of stock. 

The basis for conversion shall be adlusted upon the occurrence of certain 
events, including without limitation, issuance of stock dividends, 
recapitalization of the Company or the issuance of stock by the Company at less 
than the fair market value thereof. At December 31, 2000, the conversion price 
of the Series M convertible preferred stock was $1.48 (and $1.25 in January 
2001)  as a result of shares of Series N preferred stock being converted at that 
price. The Series M convertible preferred stock will vote with the common stock 
on an as-converted basis on all matters which are submitted to a vote of the 
stockholders, except as may otherwise be provided by law or by the Company's 
Articles of Incorporation or By-Laws; provided, however, that the Series M 
convertible preferred stockholders will have the right to appoint two members of 
the Company's board of directors. Furthermore, the Series M convertible 
preferred stockholders shall have the right to be redeemed at fair market value 
in the event o f  a change of control of the Company, shall have preemptive rights 
to purchase securities sold by the Company, and shall have the r i g h t  to preclude 
the Company from engaging in a varlety of business matters without the 
concurrence of Winter Harbor, including without limtation: mergers, 
acquisitions and disposition of corporate assets and businesses, hiring or 
discharging key employees and auditors, transactions with affiliates, 
commitments in excess of 5500,000, the adoption or settlement of employee 
benefit plans and filing for  protection from creditors. As of December 31, 2000, 
all 4,400 shares of the Company's Series M convertible preferred stock remain 
issued and outstanding. 

Because the above redemption provisions are not entirely within the control of 
the Company, the Series M convertible preferred stock is presented as d separate 
line item above stockholders' deficit. All of the Series M convertible preferred 
stock was converted i n r o  common shares of the Company in March 2001 (See Note 16 
- Subsequent Events). 

On July 9, 1998 the Company obtained a $10,000,000 equity investment, net of 
$530,000 in closing costs, from J N C  Opportunity Fund Ltd. ( " m C " ) .  Under the 
original terms of the e q u i t y  investment, JNC purchased 1,000 shares of the 
Company's newly created 5 .  Series E convertible preferred stock, which were 
convertible into the Company's common stock. In addition, JNC obtained a warrant 
to purchase 250,000 s h a r e s  of the Company's common stock at an exercise price of 
$5.873 (equal to 120% crf the market pr ice  of the Company's publicly traded 
common shares as of t n e  d a t e  O E  closing). 

On July 28, 1998, the Terms of the JNC equity investment were amended to provide 
a f l o o r  to the conversion price, and to effect the amendment the Company created 
a 5% Series F convertible preferred stock for which the Series E preferred 
shares originally issued to JNC were exchanged one f o r  one. Pursuant to the 
amendment, the Series F preferred shares were originally convertible into common 
shares at a conversion  rice of the Lesser of $4.00 per common share or 87% of 
the moving average marKet price of the Company's common shares at the time of 
conversion, sublect to 3 5 1 . 2 5  floor. JNC a l so  received an additional warrant to 



purchase l O O , ( l i ) O  shares of the Company's common stock at an exercise price sf 
$4.00 per common s h a r e .  See "Note I1 - Legal Proceeding" f o r  additional 
information r e l a t i n g  to the Series F preferred stock and settlement w i t h  JNC. 
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In certain instances, including a change in control of the Company in excess of 
3 3 %  ownership and if the Company's common stock is not listed on NASDAQ or a 
subsequent market o r  is suspended for more than three non-consecutive trading 
days, the holders of the Series F preferred stock may require that the Company 
redeem their Series F preferred stock. Because these redemption provisions were 
not entirely within the control of the Company, Series F preferred stock was 
presented as a separate line item above stockholders' deficit as of December 31, 
1999. 

In addition, the Company issued warrants to purchase 7 5 , 0 0 0  shares of the 
Company's common stock at a price of $4 .89  per share to two individuals as a 
brokerage fee in connection with the JNC equity investment. 

During 2000, 1999 and 1998, J X C  converted 248, 7 5 0  and 2 shares of Series F 
redeemable preferred stock into 1,104,972,  3 ,518 ,051  and 10,004 shares of common 
stock, respectively. In addltlon, during 2000, 1999  and 1998,  JNC was paid a 
stock dividend of 87 ,477 ,  165,220 and 240  shares of common stock, respectively, 
on the converted shares. As of December 3 1 ,  2000, all of the Series F redeemable 
preferred stock had been converted. 

On J u l y  23, 1999,  the Company completed its offering of 20,000 shares of Series 
N preferred stock. The offering was fully subscribed through cash subscriptions 
and the Company exercised its rights to exchange notes payable to Winter Harbor 
o f  $8,000,000 and $4,000,000, plus accrued interest. In total the Company 
received $7,281,086 in cash (before expenses of $486,679) and exchanged 
512,718,914 in debt and accrued interest. The Series N conversion price was 
initially set at $2.78. The conversion rate was adlusted to $ 1 . 4 8  as of December 
31, 2000 and $ 1 . 2 5  in January 2 0 0 1  based on 110% of the average trading price 
f o r  any 20 day period following the date that Series N preferred stock is first 
issued subject to a floor of $1.25.  The Series N preferred stock votes with the 
common stock on an as converted basis and is senior to all other preferred stock 
of the Company, except that the Series N preferred s t o c k  will in all rights be 
equal in seniority to the already outstanding Series F preferred stock. 
Dividends will be paid on an as converted basis equal to common stock dividends. 

During 2000 and 1999,  holders of the Series N preferred stock converted 1 ,129  
and 3,685 of those shares into 467,169 and 1,413,369 shares of common stock, 
respectively, at conversion prices ranging between $2.78 and $1.64 

As the conversion price of the Series N preferred stock at issuance was less 
than the market price, t h e  Company recognized a $6,978,417 deemed preferred 
stock dividend in the third quarter of 1999. A l l  shares of Series N preferred 
s tock  held by Winter Harbor were converted into common stock of the Company in 
March 2001 (see Note 16 - Subsequent Events). 

At December 31, 2000, of the 10,000,000 shares of preferred scock authorized, 
9,486,500 remain undesignated and unissued. Dividends in arr;?ars at December 31, 
2000 were $602,702 and $4,543,187 for Series C and M preferred stock, 
respectively. 

COMMON STOCK 

On April 14, 1999, the shareholders approved an amendment EO the Articles of 
Incorporation increasing the authorized common stock from 75,000,000 shares to 
150,000,000 shares. 

NOTE 13 - STOCK-BASED COMPENSATION PLANS 

At December 31, 2000, the Company has several stock-based compensation plaRS, 
d h i s h  are described below. The Company applies APB O p i n i x  No. 2 5  and related 
interpretations in accounting for its plans. Accordingly, r?, zompensation cost 
h a s  been recognized f o r  its fixed option plans 

Had compensation cost for the Company's stock-based compensation plans been 
determined based on the fair value at the grant dates f o r  awards under the plans 
dlnd based on the incremental fair value associated with r h e  repricing of options 
r-onsistent with the method outlined by SFAS 123, " A c s c u n t i r . g  f o r  Stock-Based 
~lompensation", the Company's net loss and l o s s  per s h a r e  would have been 
increased to the pro forma amounts indicated as follows: 
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The fair value of each option grant is estimated on the date of the grant using 
the Black-Scholes option pricing model with the following weighted average 
assumptions: expected volatility of 102%, 97% and 103% in 2000, 1999, and 1998, 
respectively, risk f r ee  rates ranging from 4 . 6 7 3  to 6.83'3, 4.35% t o  6.08% and 
4.26% to 5.67% in 2000, 1999, and 1998, respectively, expected lives of 3 years 
fo r  each year, and dividend yield of zero for  each year 

We i q h  ted 
Average 

and Exerclse 
Options 

Warrants Price 

Outstanding at beginning o €  year 
Granted 
Exercised 
E .( p 1 r ed 
For f p i  ted 

30,265,670 5 4.54 
12,138,246 2.18 

(74 ,280)  2.03 
(301 ,4621  3.59 
(83,083) 1.13 

20 ,998 ,872  S 4 . 6 8  
9,978,671 5 . 4 8  

(399 ,540)  1 . 7 1  
(145,834 ) 5 .32  
( 1 6 6 , 4 9 9 )  6.67 

- - - - - - - - -_ ------ 
30 ,265 ,670  $ 4.54 

--I--- - - - _ _ _  ----_===I= _-_- 
Outstanding at end of yea r  

Options and warrants exerc i sab le  
at year end 

Weighted-average fait v a l u e  of options 
m d  w a r r a n t s  granted during the year 

37 ,074 ,871  24,479,374 

The following table summarizes information about f i x e d  s tock  options and 
warrants outstanding at December 31, 2000. 

Options Weighted t ie 1 ;t c e d  Weighted 

Outstanding Rema I ni ng E =r: ise Exercisable Exercise 
Averaqe Numbpr and Warrants Average - IZi7P 

a t  1 7 / 3 1 / 0 0  Life (years) =:Lze at 12/31/00 Price ------------ -------------- - _ _ _ - _ - _ ----------- -------- 

23 ,788 ,741  
5,095,837 
6 , 7 1 3 , 6 3 8  
4,246,773 

5.08 
8 . 6 9  
6 . 1 8  
7.03 

1997 RECRUITMENT STOCK OPTION PLAN 

I n  October 2000, the shareholders of the Company approved an amendment of.the 
1997 Recruitment Stock Option Plan which provides for t h e  issuance of incentive 
stock options, non-qualified stock options and s tock  appreciation rights (SARs)  
u p  to an aggregate of 7,400,000 shares of common s t o c k  isublect to adjustment in 
the event of stock dividends, stock splits, and o t h e r  similar events). The price 
d t  which shares of common stock covered by the option c a n  be purchased is 
determined by the Company's Board of Directors; however, in all instances the 
exercise price is never l e s s  than the fair market value of t h e  Company's common 
stock on the date the option is granted. 
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As of December 31, 2000, there were incentive stock options to purchase 
2,951,045 shares of the Company's common stock and non-qualified stock options 
to purchase 1,038,208 shares of the Company's common stock outstanding. The 
outstanding options vest over three years at exercise prices of $1.19 to 513.88 
per share. Options issued under the plan must be exercised within ten years of 
grant and can only be exercised while the option holder i s  an employee of the 
Company. The Company has not awarded any SARs under the plan. During 2000, 1999 
and 1998, options to purchase 439,542, 126,042 and 228,500 shares of common 
stock, respectively, were forfeited or expired. During 2000 options to purchase 
411,420 shares of common stock were exercised. 

DIRECTOR STOCK OPTION PLAN 

The Company's Director Stock Option Plan authorizes the grant of stock options 
to directors of the Company. Options granted under the Plan are non-qualified 
stock options exercisable at a price equal to the fair market value per share of 
common stock on the date of any such grant. Options granted under the Plan are 
exercisable not less than six months or more than ten years after the date of 
g r a n t  - 

As of December 31, 2000, options for the purchase o f  7,669 shares of common 
stock at prices ranging from $0.875 to $3.875 per share were outstanding, all of 
which are exercisable. In connection with the adoption of the 1995 Director 
Plan, the Board of Directors authorized the termination of future grants of 
options under the plan; however, outstanding options granted under the plan will 
continue t o  be governed by the terms thereof until exercise or expiration of 
such options. In 2000, options to purchase 500 shares of common stock were 
exercised. 

1995 DIRECTOR STOCK OPTION AND APPRECIATION RIGHTS PLAN 

The 1995 Director Stock Option and Appreciation Rights Plan (the "1995 Director 
Plan") provides for the issuance of incentive options, non-qualified options and 
stock appreciation rights to directors of the Company. The 1995 Director Plan 
provides for the grant o f  incentive options, non-qualified options, and SARs to 
purchase up to 250,000 shares of common stock (subject to adjustment in the 
event of stock dividends, s tock  s p l i t s ,  and other simlar events). 

The 1995 Director Plan a l s o  provides for the grant of non-qualified options on a 
discretionary b a s i s  to each member of the Board of Directors then serving to 
purchase 10,000 shares of common stock at an exercise price equal to the fair 
market value per share of the common stock on that date. Each option is 
immediately exercisable for a period of ten years from the date of grant. The 
Company has 190,000 shares of common stock reserved for issuance under the 1995 
Director P l a n .  As of December 31, 2000, options to purchase 170,000 shares of 
common stock at prices r a n g i n g  from $1.00 to $1.25 per share are outstanding and 
exercisable. No options were ?ranted or exercised under this plan in 1998, 1999 
or  2000. 

1995 EMPLOYEE STOCK OPTION AND APPRECIATION RIGHTS PLAN 

The 1995 Employee Stock Option and Appreciation Rights Plan (the "1995 Employee 
Plan") provides for the issuance of incentive options, non-qualified options, 
and S A R s .  

Directors of the Company are not eligible to participate in the 1995 Employee 
Plan. The 1995 Employee Plan provides for the grant of stock options which 
qualify as incentive s t o c k  options under Section 422 of the Internal Revenue 
Code, to be issued to o f f i c e r s  who are employees and other employees, as well as 
non-qualified options to be issued to officers, employees and consultants. In 
addition, SARs may be grantea i n  conjunction with the grant of incentive options 
and non-qualified options. 

The 1995 Employee P l a n  p r o v i d e s  for  the grant of incentive options, 
non-qualified options and SARs of up to 400,000 shares of common stock (sublect 
to adjustment in the event of stock dividends, stock splits, and other similar 
e v e n t s ) .  To the extent that a n  incentive option or non-qualified option is not 
exercised within the per iod  of exercisability specified therein, it will expire 
as to the then unexercisabie partion. If any incentive option, non-qualified 
option or SAR terminates prior t o  exercise thereof and during the duration of 
the 1995 Employee Plan, t h e  shares of common stock as to which such option or 
right was not exercised will become available under the 1995 Employee Plan fo r  
the grant of additional options or rights to any eligible employee. The shares 
of common stock sublect to t he  1995 Employee Plan may be made available from 



either authorized buc unissued shares, 
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treasury shares or both. The Company has 400,000 shares of common stock reserved 
for issuance under the 1995  Employee Plan. As of December 31, 2000, options to 
purchase 182,750 shares of common stock with an exercise price of $ 3 . 9 0  are 
outstanding under the 1995  Employee Plan. During 2000, 1999  and 1998,  options to 
purchase 3,333, 45,834 and 23,833 shares, respectively, of common stock were 
forfeited or expired. Options to purchase 94,250 shares of common stock were 
exercised in 2000. 

OTHER WARRANTS AND OPTIONS 

Pursuant to the terms of a Financial Consulting Agreement dated as of November 
3 ,  1994 between the Company and JW Charles Financial Services, Inc., the Company 
issued a common stock purchase warrant (the "JWC Warrant") covering 250 ,000  
( 3 3 1 , 1 2 6  as adlusted) shares of common stock to JW Charles Financial Services as 
partial consideration for its rendering financial consulting services to the 
Company. The warrant is exercisable at a price of $ 1 . 5 1  per share and expires on 
November 3, 2001. During 1998, warrants to purchase 165,563 shares of common 
stock were exercised. 

In April 1996, the Company approved the issuance of 1,000,000 options to John 
Edwards as part of his employment agreement. The options vest over a three-year 
period and expire in 2006 and have an option price of $ 3 . 9 0 .  

On July 1, 1996, the Company approved the issuance of options to purchase 
1,500,000 and 500,000 shares of common stock to Clay Wilkes and Alex Radulovic 
respectively as part of their employment agreements. Each option has an exercise 
price of $7.00 per share, vesting in 25% increments in the event that the 
average closing bid pr ice  of a share of the Company's common stock for five 
consecutive trading days exceeds $10, $15, $20  and $25,  respectively. Each 
option becomes exercisable (to the extent vested) on June 30, 1997, vests in its 
entirety on June 30, 2001 and lapses on June 30, 2002. As of December 31, 2000, 
500,000 of the options had vested. 

In September 1996, the Company closed a private placement offering of Series C 
preferred s tock .  As a result of this transaction, the Company issued wafKant5 to 
purchase 750,000 shares of common s t o c k  at an exercise price of $2 .50  (reset to 
$ 1 . 4 8  as of December 31, 2 0 0 0 )  per share as compensation to the Placement Agent. 
These warrants expire on August 20, 2001 .  During 2000, 1999  and 1998, warrants 
to purchase 417,061, 73 ,050  and 46,477 shares of common stock were exercised, 
respectively. As of December 31, 2000 there were 177 ,259  Placement Agent 
warrants outstanding. 

John Edwards agreed to amend his employment contract on August 21, 1996, which 
reduced his salary. In consideration of the salary reduction, t h e  Company 
qranted him options, which vested immediately, to purchase 250,000 shares of 
-;man stock.  The options have a term of 10 years and an exercise price of 
$3.90. 

In October 1996  the Company agreed to issue options to purchase 250,000 shares 
? f  common stock each to William Flury and Karl Ryser Jr. pursuant to their 
a m p l o p e n t  agreements. The options vested quarterly over a three-year period and 
expire in 2006 and have an exercise price of $3.90. In 2000, 350,000 options 
wire exercised. 

nuring 1997, the Company issued options to purchase 1 ,210 ,000  shares of common 
s t o c k  (210,000 of which were issued under the 1997 recruitment stock option 
plan) to consultants at exercise prices ranging from $ 4 . 8 7 5  to 58.438 (repriced 
to $3.90 on December 13, 1 9 9 8 ) ,  which was based on the closing price of the 
stock at the grant date. The fair value of the options issued was recorded as 
deferred compensation of $4,757,134 to be amortized over the expected period the 
;?rvices were to be provided. As a result of the repricing, the Company recorded 
~ i d i t i o n a l  deferred compensation expense totaling $262,200 (of which $21,103, 
5 4 4 , 3 6 4  and $196,733 was expensed in 2000, 1999  and 1998, respectively), 
representing the incremental fair value of the repriced options over the 
?rigindl options. During 2000, 1999 and 1998, $279,150,  5 8 5 2 , 7 1 4  and $1,157,901, 
:nspectlvely, of the deferred compensation was amortized t o  e x p e n s e .  During 
IG03, 1999 and 1998, options to purchase 91,000, 16,669 and 60 ,000 ,  
r e s p e c t i v e l y ,  shares of common stock expired. During 2000, 169,000 options were 
?:.e~zised. The remaining options must be exercised within ten years of the grant 
I d t ? .  

5uring 1997, the Company issued non-qualified options to purchase 2,295,000 
> h a r e s  of common stock to certain executive employees. The o p t i o n s  must be 
?...ercised within ten years of the grant date and have an exercise price of 



$3.90. During  2000  and 1999, o p t i o n s  to purchase 0 and 66,670 shares of common 
stock, respectively, were forfeited. During 20051, options to purchase 78,000 
shares of common stock were exercised. 
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During 1998, the Company issued non-qualified options to purchase 935,000 shares 
of common stock to certain executive employees at exercise prices ranging from 
$2.563 to $3.125, which price was based on the closing price of the stock at the 
grant date. The options must be exercised within ten years of the grant date. 
During 2000 and 1999, options to purchase 4 3 , 3 3 2  and 5 8 , 3 3 3  shares of common 
stock, respectively, were forfeited. During 2000, Options to purchase 4,000 
shares of common stock were exercised. 

During 1999, the Company issued non-qualified options to purchase 655,000 shares 
of common stock to certain executive employees at exercise prices ranging from 
52.50  to $3.563, which price was based on the closing price of the stock at the 
grant date. The options must be exercised within ten years of the grant date. 
During 2000, options to purchase 230,000 shares of common stock were exercised. 

During 1999, the Company issued non-qualified options to purchase 200,000 shares 
of common stock to a consultant at an exercise price of 53.00, which was based 
on the closing price of the stock at the grant date. The fair value of the 
options issued was recorded as deferred compensation of $300,000 to be amortized 
over the expected period the services were to be provided. During 2000 and 1999 
deferred compensation of $137,500 and $162,500, respectively, was amortized to 
expense. 

During 2000, the Company issued non-qualified options to purchase 2,585,000 
shares of common stock to certain executive employees at exercise prices ranging 
from $2.75 to $6.375, which price was based on the closing price of the stock at 
the grant date. The options must be exercised within ten years of t h e  grant 
date. 

Subsequent to December 31, 2000 and prior to March 15, 2001 approximately 
1,900,000 employee options to purchase common stock were forfeited due to 
termnation of employment. 

During 2000 the Company obtained approval from its shareholders to establish the 
2000 Employee Stock Purchase Plan. This plan allows all eligible employees of 
the Company to have payroll withholding of 1 to 1 5  percent of  their wages. The 
amounts withheld during a calendar quarter are then used to purchase common 
stock at a 15 percent discount off the lower of the closing sale price of the 
Company's stock on the first or last day of each quarter. This plan was approved 
by the Board of Directors, subject to shareholder approval, and was effective 
beginning the third quarter of t h i s  year. The Company issued 23,494 shares to 
employees based upon payroll withholdings during 2000. 

NOTE 14 - SEQ+ENT OF BUSINESS REPORTING 

The Company's three reportable segments are as follows: 

- Telecommunications services - includes long-distance toll services and 
enhanced calling features such as V-Link(TM). The telecommunications 
services products are marketed primarily to residential and small business 
customers. 

- Marketing Services - includes training and promotional materlals to IRs in 
the network marketing sales channel and Webcentre set-up and monthly 
recurring fees. Additionally, revenues are generated from registration fees 
paid by I R s  to attend regional and national sales conferences. This revenue 
source was termnated in February 2000. 

- Technology licensing and development - provides research and development to 
enhance the Company's product and technology offerings. Products developed 
by this segment include V-Link(TM), Indavo(TM), and other proprietary 
technology. The Company licenses certain developed technology to third 
party users, such as L u c e n c ,  Brooktrout and others. 

With the Company's shift in focxs  from retail to wholesale sales in February 
2 0 0 0 .  revenues from Big Planet mounted to 61% of telecommunication services 
revenue from February 2000 through the end of the year. The percentage of 
telecommunication services revenue from Big Planet during the fourth quarter 
amounted to 46% of fourth quarter revenue due to the addition of a new large 
wholesale customer. As a result of financial uncertainty with 1-Link in January 
and February of 2001 resulting from Red Cube not funding the Company, and prior 
to the Counsel Corporation transaction in March 2001, Big Planet was uncertain 
as to the ability of I-Link to continue operations. Therefore, Big Planet signed 
317 
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agreement to transition their unified messaging (V-Lrnk(TM)} business to another 
zompany. They anticipate the possibility of moving the customers in the third or 
f o u r t h  quarter of 2001 if the new unified messaging vendor achieves certain 
nilestone of product features, billing capabilities and service development. 
Additionally, B i g  Planet i s  evaluating new I-Link products for release in the 
first half of 2001. The Company cannot predict what future telecommunication 
services revenue from this customer may be. The percentage of telecommunication 
services revenue from another large customer during the fourth quarter was 3 2 % .  
Telecommunication services revenue from this customer in the first quarter of 
1001 is expected to decrease compared to the fourth quarter of 2000 by 
3pproximately 50% as the customer transferred some of their traffic to other 
zarriers due to our financial condition in the early 2001 p r i o r  to the Counsel 
Jorporation agreement. T h e  Company cannot predict what future telecommunication 
services revenue from this customer may be. 

There are no intersegment revenues. The Company's business is conducted 
3rincipally in the U.S.; foreign operations are not material. The table below 
presents information about net l o s s  and segment assets used  by the Company as  of 
and for the year ended December 31: 

3eTienues €rom external customers 
: n c e r ? s t  revenue 
;rAterest e.<pense 
2epreciation and amortization eApense 
Segmenr income (loss) 

i r h s r  sijnificant non-cash items: 
Amortization of deferred 

Provision €or  doubtful accounts 
compensation on stock options 

-1 .perci i tgres  for segment assets 

- -  - 5  from external customers .---.- - -  , r e ~ e n u e  
. -> :  i i p e n s e  , -  

I::: ~ :-~on and amortization expense 
- .  - - . .>SS 
. -  r ;.~nificant non-cash items: 

Jmo t t I z a t ion of de fer red 

rr3vision f o r  doubtful accounts 
-ompensation on stock options 

L -  : , : , res  €or segment a s s e t s  
i - ' :  259nts  

$ 20,567,000 S 1 6 4 , 0 0 0  5 9,373,000 $ 30 ,404 ,300  

-- 1 6 ,  C O O  
-- -- -- -- 

16,000 -- 
2,409,000 15.000 98,000 2 ,5?2 ,000  

(10,599,000) (204.000) 3,219,000 ( 7 , 5 8 5 , 0 0 0 )  

-- 
113,000 

5,528,000 

14,832,000 

8,000 

201,000 

- -  
113,000 

5 , 5 3 6 ,  S O 0  

1 5 , 0 3 3 , 3 0 0  

163,000 
3,703,000 

3,191,000 
8,423,000 
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For the  Year Ending December 31, 1998 -----------------------------------------------------------__----------- 
Technology Total 

Licensinq and Rep0 r t a ble 
Services Services Development Seqmen t s 

Telecommunication Mar Ket ing 

__----------_____ ------__---- - - _ - _ _ _ _ _ _ _ _  -- - _ _ _ _ - - _ _ _ _ _  

S 25,643,000 
6 3 , 0 0 0  

-- 1?7,000 
0 9 2 , 0 0 0  

Revenues from external customers S 19,635,000 S 4 ,538 ,000  $ 1,466,0130 
Incerest expense 

Depreciation and amort 123:: =n  P-..FP?SP 827,000 30,000 35,009 
Seqment loss (5 ,256 ,0001  j 1 , 3 3 2 ,  aoo)  (1,823,0001 

-- -- 63,000 
127 ,000  -- 

1d.313,OOO) 

3ther significant non-cash ~ t i ~ s .  
"ortizarion sf d e f s r r p d  

cmpensation s n  s t x k  sptions -- 
Prmision far doubrf, ;  3:~2,unr_s 3,161,000 

E..pendirures f=lr segment 3 s s e : s  1.01-1.000 
Seqment assets 7,006,000 

706,000 -- 7 0 6 , 0 0 0  
-- -- 3,161,000 

46,1300 56 ,000  1 , 1 : : , 0 0 0  
115 ,000  583 ,000  8 ,004,000 

The following table reconciles reportable segment information to the  
consolidated financial statements of the Company: 

Total interest  revenue f o r  reportable segments 
Unailocated interest revenue from corporate accounts 

Total interest expense f o r  reportable segments 
Unalixated amortization of discount on notes payable 
U n 3 l i x a t e d  interest expense associated with issuance of 

Unallxated interesc expense from related party debt 
O t h e r  unallocated interest expense from corporate debt 

zznvertible debt  1,571,000 -- 

103,000 

-- 
851,000 

21,000 

Tardl jepreciation and amortization €or  reportable segments 
UnjL.::3ced amortization expense from intangible assets 
O t r j e ,  .-li;Locared depreciation from corporate assets 

Ta-5. 3rn;ent loss 
in=.. ? j e t [  non-cash amount in consolidated net loss: 

- ~ ~ 3 r r i z a t i o n  af d iscoun t  on notes payable 

L~:igation settlement expense 
.;sr;iirtitation of deferred compensation on stock opcions issued 

Zr3rcization of intangible assets 
i..qaAired in-process research and development 

- 5 s  on write-off and disposal of certain assets 

for services 

- r  . -  parare re expenses 

(3 ,361 ,000)  
( 1 , 8 4 7 , 0 0 0 )  

1 7 , 4 0 5 , 0 0 0 )  
-- 

t q n ,  000)  -- 
(296 ,0001  

(2 ,894 ,0001  
i 4 52,300) 

(2 ,994 ,000)  
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Total amortization of deferred compensation €or reportable segments 
Unallocated amortization of deferred compensation 

Expenditures f o r  segment long-lived a s s e t s  
Unallocated expenditures for develspment of  information systems 
Other unallocated expenditures f o r  corporate  assets 

Sqment asse ts  
Intangible aSSetS not allocated to segments 
Furniture, Eixtures and equipment n z t  allocated t D  seqments 
Software and  informarion systems r.3t allcrcated to segments 
Vet a s s e t s  o €  discontinued opPrati?ns 
Other assets not allocated to seqmencs 

NOTE 15 - Cm'PIENTS 
EMPLOYMENT AND CONSULTING AGREEMENTS 

The Company has entered into employment and consulting agreements with eight 
employees, primarily executive o f f i c e r s  and management personnel. These 
agreements generally continue over the entire term unless terminated by the 
employee or consultant of t h e  Company, and provide for salary continuation for a 
specified number of months. Certain of the agreements provide additional rights, 
including the vesting of unvested stock options in the event a change of control 
of the Company occurs or termination of the contract without cause. The 
agreements contain non-competition and confidentiality provisions. As of 
December 31, 2000, if the contracts were to be terminated by the Company, the 
Company's liability fo r  salary continuation would be approximately $1,165,000. 

NOTE 16 - SUBSEQUENT EVENTS 

TRANSACTIONS WITH WINTER HARBOR: 

On March 1, 2001, Winter Harbor elected to convert a note payable from I-Link 
for $7,768,000 plus accrued interest of $2,537,072 ($2,376,498 as of December 
31, 2000) into 4 ,122  shares of Series M convertible preferred stock of I-Link as 
allowed under the original loan agreement. Upon conversion of the debt, the 
company issued 5,000,000 warrants to Winter Harbor as required under t h e  loan 
agreement. 

On March 1, 2001 the Company entered into a Warrant Exchange Agreement with 
Winter Harbor. Pursuant to the terms and provisions of this Agreement, Winter 
Harbor agreed to assign, transfer, convey and deliver to I-Link warrants to 
acquire 33,540,000 (including 5,000,000 warrants issued upon conversion of t h e  
convertible debt discussed above) shares of common stock of I-Link beneficially 
owned by Winter Harbor in exchange for the issuance by I-Link to Winter Harbor 
of 5,000,000 shares of I-Link's common stock. 

TRANSACTIONS WITH COUNSEL: 

On March  1, 2001 I-Link entered into a Senior Convertible Loan and Security 
Agreement, (the "Loan Agreement") with Counsel Communications, LLC, I "Counsel 
LLC") and a wholly-owned subsidiary of Counsel Corporation, (collectrTJely, 
"Counsel"). Pursuant to the terms and provisions of the Loan Agreement, Counsel 
LLC agreed t o  make periodic l o a n s  t o  I- 
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Link in the aggregate principal amount not to exceed $10,000,000.  Of that 
amount, $3,000,000 was available to I-Link immediately upon the execution of the 
Loan Agreement. The $10,000,000 capital investment is structured as a 3-year 
note convertible with interest at 9% per annum, compounded quarterly, Counsel 
LLC can convert the l o a n  into shares of common stock of I-Link at a conversion 
price of S0.56 per Common share. At any time after September 1, 2002, the 
outstanding debt including accrued interest shall automatically convert into 
common stock using the then current conversion rate, on the first date that is 
the twentieth consecutive trading day that the common stock has closed at a 
price per share that is equal to or greater than $1.00 per share. The conversion 
price is sublect to adjustment in accordance with the terms and provisions of 
the Loan Agreement. The Loan Agreement provides €or traditional anti-dilution 
protection and is sublect to certain events of default. Proceeds to the Company 
will be $10,000,000 less debt issuance cos ts  of approximately 5700,000. 

By executing the above Loan Agreement, I-Link granted Counsel LLC a first 
priority security interest in all of I-Link's assets owned at the time of the 
execution of the Loan Agreement or subsequently acquired, including but not 
lrrmted to I-Link's accounts receivable, general intangibles, inventory, 
equipment, books and records, and negotiable instruments held by the Company 
(collectively, the  "Collateral"). The Loan Agreement also included demand 
registration rights for common stock issuable upon conversion of the Loan 
Agreement. 

In addition to the foregoing agreements, 1-Link and Counsel LLC executed a 
Securities Support Agreement, dated March 1, 2001 (the "Support Agreement") €or 
the purpose of providing certain representations and comtments by I-Link to 
Counsel LLC as an inducement to Counsel to enter into a separate agreement with 
Winter Harbor and First Media, L.P, a llmited partnership and the parent company 
of Winter Harbor (collectively, the "Winter Harbor Parties") (the "Securities 
Purchase Agreement"). I-Link was not a party to the Securities Purchase 
Agreement. In accordance with the terms and provisions of the Securities 
Purchase Agreement, Counsel agreed to purchase from the Winter Harbor Parties 
a l l  of the debt and equity securities in I-Link, including shares of Series M 
and Series N preferred stock of I-Link, beneficially owned by the Winter Harbor 
Parties for an aggregate consideration of $5,000,000. 

I-Link's commitments to Counsel LLC set forth in the Support Agreement included 
I-Link's agreement to appoint two designees of Counsel, reasonably acceptable to 
the Company, to the Board of Directors of I-Link. The Company also agreed that 
immediately following the initial funding (which was received in March 2001)  of 
the Loan Note, I-Link would solicit the proxies of I-Link's shareholders to 
elect three additional nominees designated by Counsel, thus, increasing the size 
of the Company's Board of Directors to nine members. 

Under the Support Agreement, I-Link also agreed to engage appropriate advisors 
and proceed to take a l l  steps necessary to merge Nexbell Communications Inc. ( a  
subsidiary of Counsel LLC) into I-Link. The merger has not yet taken place nor 
have the terms been determned under which the merger may take place. Nexbell 1 s  
a designated Cisco Powered Network member in the VoIP category and operates a 
private, managed packet telephony network delivering packet voice services to 
over 400 metropolitan areas in the United States. 

On March 7, 2001, as part of the agreements discussed above, Counsel converted 
a l l  of the Series M and N convertible preferred stock it obtained from Winter 
Harbor into 61,966,057 shares of I-Link's common stock. The Series N shares were 
converted at equivalent o f  $1.25 per common share and Series M at 5 . 5 6  per 
common share, in accordance with t h e i r  respective conversion features. 
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REPORT OF INDEPENDENT ACCOUNTANTS ON FINANCIAL STATEMENT SCHEDULE 

To the Board of Directors and Stockholders of 
I-Link Incorporated and Subsldlaries: 

In our  opinion, the accompanying financial statement schedule IS fairly stated 
in all material respects in relation to the basic financial statements, taken as 
a whole, of I - L i n k  Incorporated and subsidiaries for the years ended December 
31, 2000, 1999 and 1998, which are covered by our report dated March 19, 2001. 
Our audit was made for the purpose of forming an opinion on the basic financial 
statements taken as a whole. This information is presented for purposes of 
additional analysis and is not a required part of the basic financial 
statements. Such information has  been subjected to the auditing procedures 
applied in the audit of the basic financial statements. 

PricewaterhouseCoopers LLP 
Salt L a k e  City, Utah 
March 19, 2001 
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I-LINX INCORPORATED AND SUBSIDIARIES 
SCREDULE OF VALUATION AND QUALIFYING ACCOUNTS 

Allowance f o r  doubtful accounts: 
December 31, 1998 1,385, ooo 3 , 1 6 0 , 6 2 1  2 , 6 0 4 , 6 2 1  
December 31, 1999 1 , 9 4 1 , 0 0 0  3,703,077 3,855, c77 
December 31, 2000 1,789,000 113,168 1, a o i ,  5 0 3  

Balance a t  
End of 

e@ r m d  --------- 

I, 941,000 
I, 789,000 
100,665 

----------------- 
(a) For the allowance for d o u b t f u l  accounts represents amounts written o f f  as 
uncollectible and recoveries of previously reserved amounts. 

s-2 



SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM 10-K 
[X] ANNUAL REPORT UNDER SECTION 13 

OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
FOR THE FISCAL YEAR ENDED DECEMBER 31,1999 

[ 1 TRANSITION REPORT UNDER SECTION 13 
OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

Commission File No. 0-17973 

I-LINK INCORPORATED 
(Name of registrant as specified in its charter) 

FLORIDA 

of incorporation o r  organization) 
(State o r  other jurisdiction 

52-229 1344 
(I.R.S. Employer 

Identification Number) 

13751 S. WADSWORTH PARK DRIVE, SUITE 200, DRAPER, UT 84020 (801/576-5000) 
(Address and telephone number of principal executive offices) 

Securities registered pursuant to Section 12(b) of the Exchange Act: None. 

Securities registered pursuant to Section 12(g) of the Exchange Act: Common 
Stock, $.007 par value 

Check whether the issuer: (1) filed all reports required to be filed by Section 
13 o r  15(d) of the Exchange Act during the past twelve months (or for such 

period that the  Registrant was required to file such reports); and (2) has been 
subject to such filing requirements for the past 90 days. Yes [XI No [ ] 

Check if there is no disclosure of delinquent fders in response to Item 405 of 
Regulation S-K contained in this form, and no disclosure will be contained, to 

the best of Registrant's knowledge, in definitive proxy o r  information 
statements incorporated by reference in Part 111 of this Form 10-K or  any 

amendment to this Form 10-K. [ I 

The aggregate market value of Common Stock held by non-affiliates based upon the 
closing bid price on April 10,2000, as reported by The Nasdaq Stock Market, was 

approximately $223,000,000 

As of April 10,2000, there were 26,727,108 shares of Common Stock, $.007 par 
v a l u e ,  outstanding. 



ITEM 1. DESCRIPTION OF BUSINESS. 

OVERVIEW 

I-Link Incorporated (the "Company") is an integrated voice and data 
communications company focused on simplifying the delivery of "Unified 
Communication." Unified Communication is the integration of traditional 
telecommunications with new data IP (Internet Protocol) communications systems 
with the effect of simplifying communications, increasing communication 
capabilities and lowering overall communication costs. Unified Communication 
platforms integrate telecommunication, mobile communication, paging, 
voice-over-IP (VoIP) and Internet technologies. Through its wholly owned 
subsidiaries I -Link  Communications, Inc., and I-Link Systems, Inc. ,  the Company 
provides enhanced telecommunications services on a wholesale and retail basis. 
Through its wholly-owned subsidiaries MiBridge, Inc., and ViaNet Technologies 
Ltd., the Company undertakes the research and development of new 
telecommunications services, products, and technologies, and the licensing of 
certain of these products and technologies to other telecommunications 
companies. I-Link is a leader in the delivery of unified communications as a 
result of six core technology offerings: I-Link's Intranet, Softswitch Plus-TM-, 
GateLink-TM-, V-Link-TM-, Indavo-TM-, and I-Link TalkFree-TM-. 

CORE TECHNOLOGIES 

I-Link's Intranet 

I-Link's real-time IP communications network ("RTIP Network") consists of a 
nationwide, dedicated network of leased telecommunications lines and equipment 
augmented by IP software developed by I-Lrnk. The RTIP Network is an IF-based 
network l i k e  the Internet; however, it is dedicated f o r  use only by I-Link and 
its customers - an INTRANET. The RTIP Network provides the platform for the 
enhanced service applications developed by I-Link and other third-party 
applications developers who p a r t n e r  w i t h  I-Link. The R T I P  Network is composed of 
an IP backbone that ties together local loop dial-up and broadband connections 
v i a  major hubs strategically located in major metropolitan areas throughout the 
United States. Through proxies, the RTIP Network is able to integrate S S 7 ,  
Wireless, Public Switch Telephone Networks (PSTN), the Internet, and next 
generation network protocols such as SIP, MGCP, and H323 into one interoperable 
platform. The architecture and technological approach used by the RTIP Network 
has resulted in cost and capability breakthroughs unattainable through 
traditional circuit switch telecommunications networks, while maintaining the 
high voice-quality and reliability associated with traditional circuit switch 
networks. A more detailed description Qf the R T I P  Network is included below. 

Softswitch Plus-TM- is the operating system that ties together all of 
I-Link's core Services that are available both to end users and third-party 
applications developers. Much like a PC's operating system integrates hardware 
elements such as disk drives, monitors, network interface cards, memory, and 
other computer elements, Softswitch Plus-TM- integrates communication elements 
such as connection services, voice recognition, interactive voice response (IVR) 
services, text-to-speech services, unified messaging, conference call services, 
operation support sy't~ms (OSS) and other application servers and communication 
elements created by I-Link and/or other third-party applications developers. 
These software components are called "media servers" and the software layer that 
ties these together IS called a "softswitch." I-Link's Softswitch Plus-TM- 
greatly simplifies new application development as well as reduces infrastructure 
costs. 

GateLink-TM- 

GateLink-TM- 1 s  a powerful set of developer tools that serves as the 
mechanism for creating new applications, user services and solutions that can be 
hosted within the I-Link RTIP Network. Companies determned to build real time 
communication Services are faced with many challenges, such as developing t h e  
solution, building the network in which the solution will operate, defining the 
OSS system to properl!r provision and bill for the new services. GateLink-TM- 
greatly simplifies t r . 1 ~  process by confining it to developing the application. 
Once the application i s  developed it can be certified by I-Link and then 
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deployed within the RTIP Network. 

V-Link-TM- 

V-Link-TM-, one of the applicatLons hosted within the RTIP  Network, 1 s  a 
powerful suite of basic and enhanced telecommunications services created by 
I-Link to meet the communication needs of the residential, SOH0 (small 
office/home office) and SME (small-to-medium enterprise) consumer. V-Link-TM- 
services include: 

- ENHANCED LOCAL OR LONG DISTANCE SERVICE. Long distance calls can be 
made at significantly lower costs. 

- SINGLE NUMBER SERVICE. Set up to ring a subscriber's office phone, 
home office phone, cellular phone (of any phone number the subscriber 
specifies) and pager simultaneously so that he may be reached wherever 
he is, and without the caller having to try multiple numbers or know 
his party's current l o c a t i o n .  

- CALL SCFGENING/CALL WHISPER. The subscriber can hear the name of the 
person calling before deciding to accept the call or send it to voice 
mail. If the subscriber receives a new call while already engaged in a 
call, the name of the new c a l l e r  is "whispered" to the subscriber in a 
manner that is inaudible to the other call participant. 

- CALLER HOLD. The subscriber can p u t  a caller on hold, with music on 
hold - 

- CONFERENCE CALLING. Provides the ability to conference in up to 9 
people at one time. 

- PORTABLE FAX. The subscriber receives a fax to his Single Number 
Service, he 1s notified that there is a fax in his mailbox, and he can 
choose to route the fax to any fax machine, or to his e-mail through a 
fax-to-e-mail gateway. 

- VOICE MAIL. Enables callers to leave recorded messages that can be 
retrieved, saved, forwarded, etc. 

Subscribers access their V-Link-TM- service through an assigned local 
and/or toll-free (800) number (that also can become a single, convenient 
telephone number through which others call and fax the subscriber). Once inside 
the V-Link-TM- enhanced communications environment, all of the subscriber's 
communications functions are handled over the I-Link RTIP Network, with its 
associated benefits and capabilities -- irrespective of where the call is 
originated. For example, long distance calls are routed primarily through the 
RTIP Network, and secondarily through the traditional public switched telephone 
network where needed to ensure f u l l  geographic coverage. In addition to l o n g  
distance calling capability, entering the V-Link-TM- communications environment 
allows a multitude of enhanced capabilities to the user without the need of any 
special equipment by the user. Once the communications session is established by 
logging-in to V-Link-TM- from any telephone, a subscriber has the ability to 
perform any number of multiple operations within the session (multiple long 
distance calls, call screening, voice mail, fax, conference calling, etc.). 

The Indavo-TM- L i n e  Capacity Expansion Device 

Through its wholly-owned subsidiary ViaNet Technologies, Ltd., the Company 
has developed Indavo-TM- (referred to by the Company as "C-4" during its 
development stage), a revolutionary device that from a s i n g l e  standard telephone 
line t h a t  can simultaneously [ l )  create the capacity of multiple lines that can 
carry on simultaneous calls and other communications functions ("multiplexing"i, 
( 2 )  provide the inter-office/home functionality of a PBX, and ( 3 )  maintain a 
persistent Internet connection. In other words, through a single standard 
telephone wire and line, the customer and his or her family members or business 
associates can, from multiple phones, fax machines, and computers within the 
customer's home or business premises, simultaneously carry on multiple 
independent or conference telephone calls, receive or send 
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faxes as if on one or more dedicated fax fines, and maintain a persistent 
Internet connection, without any sacrifice of quality or functionality. 
Indavo-TM- provides the capacity of up t o  24 lines using the existing telephone 
wires connected to the customer's home or office. With the Indavo-TM- device 
connected to a single standard telephone line within the customer's home or 
business office, the customer obtains the following benefits: 

MULTIPLEXING. Multiple independent telephone calls and fax sendt'receive 
calls can be simultaneously carried on from multiple phones and fax machines 
within the customer's home or business office, with no degradation of quality. 

VIRTUAL PBX FUNCTIONALITY. The functionality of a PBX system, normally 
obtainable through the acquisition of a costly equipment and software system, is 
achieved over the existing telephones within t h e  customer's home or office. 
These include inter-home/office call conferencing, call forwarding, etc. 

PERSISTENT V-LINK-TM- CONNECTION. Through Indavo, the customer is always 
connected to the V-Link enhanced services environment and can f u l l y  utilize all 
of the services provided by V-Link (and additional enhancements) without the 
need to dial into the V-Link service. 

PERSISTENT INTERNET CONNECTION. Through Indavo, the customer 1s able to 
maintain a persistent connection to the Internet, usually obtainable only 
through the purchase by the customer and on-site installation of specialized 
equipment (a router) . 

Because it obviates the need for the customer to purchase multiple 
telephone lines, a PBX system, and routing equipment, Indavo-TM- provides both 
substantial cost savings and increased functionality to the customer. It 1s 
anticipated that a larger capacity version of the Indavo-TM- device will be 
marketed to traditional telecommunications carriers to provide a low-cost and 
more functional alternative to the costly and functionally-limited switches now 
required within their infrastructure. Indavo-TM- i s  now in full production and 
distribution. 

I-Link TalkFree-TM- 

In late 1999, I-Link developed and deployed I-Link TalkFree-TM-, a unique 
web-based service that powerfully promotes I-Link's products and services by 
utilizing spare network capacity to permit prospective customers to experience a 
long distance call over the I-Link Network at no cost. I-Link TalkFree-TM- works 
as follows: a visitor to t h e  I-Link or a partner web page clicks on the I - L i n k  
TalkFree-TM- icon and then enters his or her phone number and the long distance 
number they want to call. In a few seconds, the call i s  generated automatically 
via the caller's phone. In March 2000, approximately f o u r  weeks after I-Link 
TalkFree-TM- was introduced, I-Link announced that the number of I-Link 
TalkFree-TM- calls placed had exceeded one million. Not only has I-Link 
TalkFree-TM- quickly proven to be a powerful tool for promoting I-Link's 
products and services, it has generated substantial interest from other 
companies who want to use I-Link TalkFree-TM- as an advertising tool for their 
own products and services. The Company intends to continue to use I-Link 
TalkFree-TM- as a promotional tool €or its own products and services, and to 
aggressively market it to other companies both inside and outside the 
telecommunications industry as a promotional tool. 

I-LINK'S RTIP NETWORK 

I-Link's communications services, as well as applications and services 
developed by certified third-party developers, a r e  carried over t h e  RTIP 
Network. The RTIP Network is a packet-based network established by I-Link and 
composed of an IP backbone that integrates local loop dial-up and broadband 
connections via eleven multiple routing facilities or "Hubs" strategically 
established in large metropolitan areas nationwide. Each of these Hubs is 
comprised of off-the-shelf hardware elements and I-Link's proprietary software. 
Figure 1 shows an architectural view of a RTIP Hub. 
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I-Link's technology enables the u s e r  to employ i t s  existing telephone, fax 
machine, pager or 
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modem to achieve high-quality communications with other conventional 
communications equipment, while exploiting the capabilities of IP technology. 
The R T I P  Network is comprised of leased and dedicated lines carrying 
teLecomunications transmissions converted into a data format (TCP/IP). Network 
access points ("gateways") comprised of sophisticated communications equipment 
and proprietary software, which I-Link calls Communication Engines-TM-, are used 
to integrate I-Link's Intranet with the traditional telecommunications network. 
The Communication Engine, including the software and firmware, represents 
I-Link's patent-pending technology. Through the Communication Engines, the R T I P  
Network receives traffic from the public switched telephone network as a TDM 
stream (time division multiplexing) and converts it to IF (internet/intranet 
protocol) data packets. The data is converted from the PCM (pulse code 
modulation) format standard, which is the traditional telephony standard, to an 
I-Link proprietary coding. The I-Link proprietary coding can distinguish among 
and handle voice, fax and modem communications differently. Voice is compressed 
using a voice coder or codec, fax and modem traffic are demodulated/modulated. 
The data can then be stored (such as recording a message), altered (as in 
changing a fax call from 14400 BPS to 9600 BPS) or redistributed to multiple 
recipients (as in the case of conferencing). I-Link's gateways are flexible such 
that the R T I P  Network can readily integrate with other carriers' protocols and 
infrastructure. Accordingly, I-Link is also capable of leveraging the access 
infrastructure of other carriers, resellers, and Internet service providers 
(ISP's) and wholesaling its enhanced services to these providers and their 
customers while avoiding the need to build additional access infrastructure. 

Unlike the traditional telecommunication network, the RTIP Network uses 
TCP/IP a s  its communication protocol. This is the same protocol used by the 
Internet for computer-to-computer communication. I-Link utilizes TCP/IP because 
of the potential for interoperability between diverse technologies. This 
protocol  provides the potential for the RTIP Network to integrate fax, voice, 
e-mail, websites, video conferencing, speech recognition servers, intelligent 
call processing servers, Internet Information servers, and other technologies in 
an efficient way. Not all of these technologies are currently implemented within 
the RTIP Network. However, because communication is being carried over a TCP/IP 
protocol these solutions can be integrated into I-Link's offerings at a fraction 
of the cost of traditional telecommunication implementations. The advantage of 
communication via the TCP/IP protocol is that it allows f o r  efficient 
integration of many enhanced information services as noted above. I-Link doesn't 
need to build all of the services that are presented to the user; it can easily 
integrate additional services because the communication protocol offers 
interoperability between all types of conventional communication equipment. T h e  
other advantage to T C P / I P  is that the cost of integration is substantially less 
as a result of network design. New services, enhancements and updates can be 
enabled at a central location and linked automatically to a subscriber's packet 
of services, thus eliminating the costs and time restrictions of installing the 
enhancement at each physical facility. The result of these benefits is lower 
cost with greater capabilities. 

Cost  Advantages 

The cost advantages realized from the creation and deployment of enhanced 
services ovef the RTIP Network are two-fold: (a) lower transmission costs, and 
(b) lower capital infrastructure costs. Lower transmission costs result from the 
inherent maximization of capacity in an IP-based "packet-switch" architecture 
(like the Internet and I-Link's RTIP Network) as opposed to traditional 
"circuit-switch" telecommunication architecture. A packet-switch network 
converts the information being carried (such as a voice call) into a series of 
data packets and is able to fill the entire capacity of the network with these 
data packets simultaneously during transmission, while a traditional 
circuit-switch network processes a single call at a time. Simply put, an 
IP-based packet-switch network makes more efficient use of its fixed-cost 
capacity than does a traditional circuit-switch network. The benefit to capital 
infrastructure costs can be seen by recognizing that a traditional enhanced 
service platform (a "platform" is the equipment and software required to prov ide  
a particular service to customers)--a conference calling platform for example- 
must be purchased and installed by the communications provider to work alongside 
a traditional telecommunications switch (a "switch" is a large, sophisticated 
piece of telecommunications equipment through which calls are routed, and that 
has a given c a p a c i t y  of calls that can simultaneously be handled). The 
traditional Switch, unable to process anything but low-level signals, must pass 
an incoming ?a11 f o r  conferencing (in our example' to a special conference call 
switch for processing. These types of special 
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switches are highly expensive, costing providers several hundreds of thousands 
of dollars each. Because the transmission within the R T I P  Network has been 
converted to an I!? signal, the given enhanced service (conference calling in our 
example) occurs within a software-defined network handled through standard 
personal computers, rather than a hardware- or  equipment-defined network 
requiring special and redundant, costly telecommunications swltches for each 
enhanced service offered. Thus, I-Link IS able to provide the given service at a 
fraction of the cost of a traditional communication services provider, because 
it is able to avoid the capital expense of acquiring, installing and servicing 
an array of special switches. Lower costs in both the cost of transmission and 
the capital infrastructure to provide the services, results in lower c o s t s  to 
the customer. 

Flexible Integration 

In addition to the conference calling service discussed above, consider a 
provider that offers many combined services. In a traditional telecommunications 
network, each service - voicemail, fax mail, conference calling, single number, 
etc. - must be processed through one or more separate, non-integrated switches, 
with the customer being assigned a separate number for each service: "call this 
number to send me a fax, . , . call this number for my voice mail, . . . call 
this number €or my conference call," etc. Again, because I-Link's services are 
provided in an IP environment and a software-defined network, all of these 
services can be easily integrated through one switch and function utilizing one 
customer number. I-Link's IP environment also provides for the easy integration 
of additional new services a s  they are developed and Introduced. Because of the 
expanded capabilities and capacity o f  the RTIP Network, I-Link's goal is to 
"resell" Its core technologies as many times as possible. I-Link has developed a 
service model f o r  marketing these core technologies to other telecommunications 
service providers and application developers on a wholesale basis as well as to 
the residential/SOHO/SME market. 

DISTRIBUTION CHANNELS 

Wholesale 

The wholesale distribution channel intends to leverage I-Link established 
network and services to distribute to it's own customer base. Such wholesale 
channels use (or lease from I-Link) it's own sales, billing, customer care and 
collection. The wholesale channel consists of two types of p a r t n e r s :  Application 
developers and their customers and Service providers: 

Third-party Application Developers 

I-Link provides application-hosting services to other third-party 
applications developers and their respective customers on a wholesale 
basis. Third-party developers who create new applications and solutions 
with GateLink-TM- are able to host these services within I-Link's R T I P  
Network. These hosted services are then made available to the third-party 
developers' channels of distribution and customers. The Company will 
negotiate where possible to be able to of fe r  these third-party applications 
to I-link's service provider channel, and I-Link's Master Agent channel. 
Using I-Link and the RTIP Network to host new applications greatly 
simplifies ,nd expedites getting new services to market. 

Service Pro'Jiders 

I-Link intends to sell its enhanced services on a wholesale b a s i s  ti3 

other service providers, such as CLECs {Competitive Local Exchange 
Carriers), ILECs (Independent Local Exchange Carriers), I S P s  (Internet 
Service Providers), and other alternate service providers. These 
telecommunications service providers can bundle V-link-TM- and other 
third-party developed services by connecting to the RTIP Network throuqn 
one of I-Link's major hubs located strategically throughout the United 
States. 
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Master Agent Channel 

I-Link sells its enhanced services and other I-Link hosted services to 
residential/SOHO/SME users on a retail basis through independent master agents. 
Master Agents are paid on a comssion b a s i s ,  and are enabled with Internet 
e-commerce tools to simplify order entry, provisioning and fulfillment. I-Link's 
call center is responsible for customer support. 

Network Marketing Channel 

P r i o r  to February 15, 2000 and as of December 31, 1999 the Company's 
telecommunication and marketing service revenues were primarily dependen: upon 
the sales efforts of independent representatives ( I R s )  functioning within a 
Network Marketing channel of distribution which targets residential and small 
businesses in the United States. These revenue sources depended directly upon 
the efforts of IRs. I R s  personally solicited potential individual and business 
customers via one to one sales presentations wherein customers sign order forms 
for I-Link telecommunication products and services (telecommunication service 
revenues). Growth in revenue for both telecommunications and marketing Services 
required an increase in the productivity of IRs and/or growth in the total 
number of IRs. 

On February 15, 2000 the Company signed a strategic marketing and channel 
agreement with Big Planet, a wholly owned subsidiary of Nu Skin Enterprises, 
Inc. Under terms of the agreement, I-Link's independent network marketing sales 
force (the IRIS) transitioned to Big Planet, and Big Planet was granted the 
exclusive worldwide rights to market and sell I-Link's products and services 
through the Network Marketing (sometimes referred to as "Multi-Level") sales 
channel to residential and small business users. Other I-Link sales channels 
into the residential, small business, and other markets are unaffected by the 
agreement with Big Planet. The result of the agreement with Big Planet is that 
the Network Marketing channel became part of I-Link's wholesale client Big 
Planet.. 

HI STORY 

I-Link began its research and development activities in 1995. In 1997, the 
Company began providing telecommunications products and services over the 
traditional public switched telephone network and began the creation of the 
I-Link Network through the deployment of its IP technology. A l s o  in 1997, the 
Company launched it's direct-sales marketing company, I-Link Worldwide, LLC, to 
market its products and services to t h e  residential and small business markets. 

In August 1997, the Company acquired MiBridge, Inc. ("MiBridge"), a New 
Jersey-based communications technology company engaged in the design, 
development, integration and marketing of a range of software telecommunication 
products that support multimedia communications over the public switched 
telephone network ( P S T N ) ,  local area networks (LAN) and the Internet. 
Historically, MiBridge has concentrated its development efforts on compression 
systems such as voice and fax over IP. MiBridge has developed patent-pending 
technologies that combine sophisticated compression capabilities with IP 
telephony technology. The acquisition of MiBridge permitted I - L i n k  to accelerate 
the development and deployment of its own IP technology and add strength and 
depth to its research and development team, and provides I-Link with the 
opportunity to generate income and develop industry alliances through the 
strategic licensing of its technologies to other leading companies within the 
industry, such a s  Lucent Technologies, Nortel, IDP, Brooktrout, Analogic and 
others. In late 1997 the Company formed ViaNet Technologies, L t d . ,  headquartered 
in Tel Aviv, Israel, to undertake advanced research and development of the 
Indavo-TM- line capacity expansion device. 

In 2000 the Company transitioned its I-Link Worldwide multi-level marketing 
sales program to B i g  Planet, Inc. (a subsidiary of Nu Skin Enterprises, Inc.1. 
While maintaining its other existing traditional sales agent channels for retail 
sales of products and services, the transition of the multi-level marketing 
sales channel to Big Planet has allowed the Company to focus its efforts on t h e  
expansion of the RTIP Network and the development and deployment of new enhanced 
services and produrts. 



COMPETITION 

The market for business communications services is extremely competitive. 
I-Link believes that its ability to compete in this market successfully will 
depend upon a number of factors, including the pricing policies of competitors 
and suppliers; the capacity, reliability, availability and security of the R T I P  
Network infrastructure; market presence and channel development; the tirmng of 
introductions of new products and services into the marketplace; ease of access 
to and navigation of the Internet or other such IP networks; I-Link's ability in 
the future to support existing and emerging industry standards; I-Link's ability 
to balance network demand with the fixed expenses associated with network 
capacity; and industry and general econonuc trends. 

While I-Link believes there is currently no competitor in the North 
American market providing the same capabilities in the same manner as I-Link 
offers using the R T I P  Network, there are many companies that offer 
communications services, and therefore compete with I-Link at some level. These 
range from large telecommunications companies and carriers such as AT&T, MCI, 
Sprint, LDDS/WorldCom, Excel, Level3 and Qwest, to other VoIP carriers such as 
iBasis, ITXC, smaller, regional resellers of telephone line access, and to 
companies providing Internet telephony. These companies, as well as others, 
including manufacturers of hardware and software used in the business 
communications industry, have announced plans to develop future products and 
services that are likely to compete with those of I-Link on a more direct basis. 
These entities may be far better capitalized than I-Link and control significant 
market shares in their respective industry segments. In addition, there may be 
other businesses that are attempting to introduce products similar to I-Link's 
f o r  the transmission of business information over the Internet. There is no 
assurance that I-Link will be able to successfully compete with these market 
participants. 

G 0 V E R " T  REGULATION 

GENERAL. Traditionally, the Federal Communications Commission (the "FCC") 
has sought to encourage the development of enhanced services as well as 
Internet-based services by keeping such activities free of unnecessary 
regulation and government influence. Specifically in the area of 
telecommunications policy and the u s e  of the Internet, the FCC has refused to 
regulate most online information services under the rules that apply to 
telephone companies. This approach is consistent with the passage of the 
Telecommunications Act of 1996 ("1996 Act"), which expresses a Congressional 
intent "to preserve the vibrant and competitive free market that presently 
exists for t h e  Internet and other interactive computer services, unfettered by 
Federal or State regulation." 

FEDERAL. Since 1980, the FCC has refrained from regulating value-added 
networks ("VANS"), software or computer equipment that offer customers the 
ability to transport data over telecommunications facilities. By definition, VAN 
operators purchase transmission facilities from "facilities-based" carriers and 
resell them packaged with packet transmission and protocol conversion services. 
Under current rules, such operators are excluded from regulation that applies t o  
"telecommunications carriers" under Title I1 of the Communications Act. 

In the wake of the 1996 Act, however, the L X C  is revisiting many of its 
past decisions and could impose common carrier regulation on some of the 
transport and resold telecommunications facilities used to provide 
telecommunications services as a part of an enhanced or information service 
package. The F C C  also may conclude that I-Link's protocol conversions, computer 
processing and interaction with customer-supplied information are insufficient 
to afford the Company the benefits of the "enhanced service" classification, and 
thereby may seek to regulate some of the C o m p a n y ' s  operations as common 
c a r r i e r / t e l e c o m u n i c a t i o n s  services. The FCC could conclude that such decisions 
are within its statutory discretion, especially with respect to voice services. 
In December 1999, for  example, the FCC found that it had regulatory authority 
over incumbent local exchange carrier advanced services. In addition, there is a 
pending inquiry at the F C C  to determine whether the IP telephony services and 
networks should be made available to persons with disabilities and must comply 
with the FCC rules for persons with disabilities. 

I-Link has been moving its customers off the facilities of existing long 
distance carriers, and has increased its reliance on a proprietary Internet 
protocol network involving the provision of information 
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services, which the Company believes would be sufficient to exempt it from 
common carrier regulation under current rules. Historically, the FCC has not 
regulated companies that provide the software and hardware for Internet 
telephony, or other Internet data functions, as common carriers or 
telecommunications service providers. Moreover, in May 1997 the FCC concluded 
that information and enhanced service providers are not required to contribute 
to federal universal service funding mechanisms, a decision it reaffirmed in 
April of 1998 in a report to Congress. 

Notwithstanding the current state of the ru l e s ,  the FCC's potential 
jurisdiction over the Internet is broad because the Internet relies on wire and 
radio communications facilities and services over which the FCC has 
long-standing authority. The FCC's framework for "enhanced services" confirms 
that the FCC has authority to regulate computer-enriched services, but provides 
that carrier-type regulation would not serve the public interest. Only recently 
has this general deregulatory approach been questioned within the industry. 

In March 1996, for instance, America's Carriers Telecommunications 
Association ("ACTA"), a trade association primarily comprised of small and 
medium-size interexchange carriers, filed a petition with the FCC asking t h a t  
the FCC regulate Internet and Internet Protocol ("IP") telephony. ACTA argued 
that providers of software that enables real-time voice communications over the 
Internet should be treated as common carriers and sublect to the regulatory 
requirements of Title I1 of the Communications Act. The FCC sought comment on 
the request and has not yet issued its decision. 

Congress directed the FCC to submit a report by April 10, 1998, describing 
how its classification of information and telecommunications services is 
affecting contributions to universal service charge funds. In this report, the 
FCC reiterated its conclusions that information services, and Internet access 
services, in particular, are not subject to telecommunications service 
regulation or universal service contribution requirements. The FCC did, however, 
indicate its belief that certain gateway-based IP telephony services may be the 
functional equivalent to a telecommunications service. The FCC deferred a 
definitive resolution of this issue until it could examine a specific case of 
phone-to-phone IP telephony. U.S. Senators from several states with large r u r a l  
areas have expressed concern that migration of voice services to the Internet 
could erode the contribution base for universal service subsidies. There will 
likely be continuing pressure from those Senators to classify Internet telephony 
as a telecommunications service, rather than an information service, so that it 
can be sublected to a regulatory assessment for universal service contributions. 

On April 5, 1999, US West filed a "Petition for Expedited Declaratory 
Ruling" with the FCC in which US West seeks to have interexchange carriers 
("IXCs") that provide phone-to-phone IP telephony declared telecommunications 
service providers whose services are sub2ect to access charges. The Petition 
claims principally that because there is no net protocol conversion in the 
message as sent and received and I X C s  hold themselves out to provide voice 
telephony, IF telephony does not qualify as an enhanced service under FCC rules. 
The Commission is expected to issue a Public Notice to receive comments from 
interested persons prior to issuing a ruling. We cannot predict with certainty 
what the Commission will rule or when. If US West is successful in this 
petition, the FCC could rule that IP telephony service providers are  obligated 
to pay interstate access charges to local telephone companies for originating 
and terminating interstate calls. 

Any FCC determination that Internet-based service providers should be 
subject to some level of Title 11 regulation c o u l d  affect the manner in which 
I - L i n k  operates, to the extent it uses the Internet to provide facsimile or 
voice capabilities, as well as create costs o €  complying with federal common 
carrier requirements. With the passage of the 1996 Act, the precise dividing 
line or overlap between "telecommunications" and "lnf ormation" services as 
applied to Internet-based service providers is uncertain. Consequently, I-Link's 
activities may be sublect to evolving rules as the FCC addresses novel questions 
presented by the increased use of the Internet to offer services that appear 
functionally similar to traditionally-regulated telecommunications services. A t  
this time, it 1s impossible to determine what effect, if any, such regulations 
may have on the future operation of the Company.  

STATE. While states generally have declined to regulate enhanced services, 
their ability to regulate 
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the provision of intrastate enhanced services remains uncertain. The FCC 
originally intended to preempt state regulation of enhanced service providers, 
but intervening case law has cast doubt on the earlier decision. Moreover, some 
states have continued to regulate particular aspects of enhanced services in 
limited circumstances, e-g., to the extent they are provided by incumbent local 
exchange carriers. 

Whether the states within which I-Link makes its Intranet services 
capabilities available will seek t o  regulate I-Link's activities as a 
telecommunications carrier will depend largely on whether the states determine 
that there is a need for or other public benefits of such regulation. For 
example, the staff of the Nebraska Public Service Commission recently concluded 
that an Internet telephony gateway service operated by a Nebraska Internet 
Service Provider was required to obtain state authority to operate as a 
telecommunications carrier. The FCC has authority to preempt state regulation 
that impedes competition; it has not, however, had occasion to consider this or 
similar decisions. On February 25, 1999, the FCC issued an order and notice of 
proposed rulemaking holding that dial-up telephone t r a f f i c  directed to the 
Internet should be treated as interstate in nature f o r  purposes of determining 
regulatory jurisdiction. This order, however, was vacated and remanded by the 
United States Court of Appeals for the District of Columbia Circuit. According 
to the court, the FCC had failed to use reasoned decision-making in making its 
jurisdictional deterrmnation. It is unclear how the FCC will rule on remand, and 
thus what impact the subsequent decision will have on I-Link's Internet based 
services. The notice of proposed rulemaking is considering how l o c a l  
telecommunications carriers should compensate each other for jointly carrying 
calls to the Internet. The outcome of this proceeding could affect the charges 
I-Link pays to local carriers f o r  the carriage of traffic routed to I-Link. 

DELIVERY OF SERVICES OVER EXISTING SWITCHED TELECOMMCTNICATIONS NETWORKS 

A portion of I-Link's communications services are delivered over existing 
switched telecommunications networks through I-Link Communications, Inc., a l o n g  
distance telecommunications carrier that provides long distance Service to all 
states of the United States. Access to the switched telephone network 1 s  a 
necessary component of the R T I P  Network to e n s u r e  full geographic coverage of 
the R T I P  Network in lesser-populated geographic areas that are not serviced by 
one of the RTLP Network's Hubs. I-Link Communications, Inc. currently maintains 
traditional switch facilities in Dallas, Los Angeles, Phoenix, and Salt Lake 
city. 

ITEM 2. DESCRIPTION OF PROPERTY. 

The Company leases approximately 45,300 square feet of space f o r  its 
offices and other facilities in Draper, Utah pursuant to commercial leases with 
original terms of five to seven years. These leases expire between 2003 and 2005 
subject to the Company's right to extend for an additional five years. The  
initial base rent is approximately $44,000 per month. I-Link has delivered 
$107,000 in certificates of deposit to the landlord as a security deposit under 
the leases. I-Link also leases several other spaces to house its Communication 
Engines throughout the United States. Such spaces vary in size and are rented on 
a month-to-month basis. 

ILC currently leases and occupies approximately 3,600 square feet of office 
space in Phoenix, Arizona, pursuant to a commercial lease dated March 18, 1596. 
The lease term is four years and two months commencing March 18, 1996 beginning 
with a base rent of $3,598 per month and escalating to $4,498 per month at the 
end of the lease. ILC a l s o  currently leases and occupies approximately 5,100 
square feet of office space in Salt Lake City, Utah, pursuant to a commercial 
lease d a t e d  July 1, 1996. The lease term is five years commencing J u l y  1, 1996 
beginning w i t h  a base rent of $5,313 per month and escalating to $5,843 per 
month a t  the end o f  the lease. 

MiBridge rents 3,662 square feet of office space in Eatontown, New J e r s e y  
under a five-year lease effective December 1, 1997 at a cost of $5,187 per 
month. The ? ? a s e  may be cancelled at the end of the third year under certain 
conditions. L'iaNet Technologies leases approximately 1,400 square feet of office 
space i n  T+: A.:iv, Israel at a cost of $2,200 per  month. The lease expires in 
February L i l n I ]  - 
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thereto of the Company, certain of which are included herein. T h e  selected 
consolidated financial data should be read in conjunctlon with "Item 7 - 
Management's Discussion and Analysis of Financial Condition and Results of 
Operations" and the Consolidated Financial Statements and Notes thereto of the 
Company. 

STATEMENT OF OPERATIONS DATA: 

Revenues : 
Telecommunications servlces $26,440,017 $ 19,634,681 s ii,oai,oo7 s 

Market 1 ng se fvi ces 3,672,988 
Technology licensing and 
development 2,536,101 
Dther - 

Total revenues 32,619,706 
_____-- - - - - - -__ 

_____--------__ 

4,548,471 2,637,331 

Operating expenses: 
Telecommunications 

Marketing s e r v i c e s  c o s t s  5,3!2?,149 

Administrative and other 26 ,09b ,  700 

network expenses 20,373,209 

Selling, general, 

__-_-_I-I-_____ 

'19,099,194 
5, $ 5 0 ,  a73 

13,634,999 
4,294,014 

1,120,779 

20,345,293 30,997,262 18,536,090 

Total operating expenses 51,871,056 
_ _ _ - _ _ l - l _ _ _ _ _ _  

Operatinq loss ( 1 9 , 2 5 2 , 3 5 3 )  (19,645,943) (25 ,861 ,0621  (19 ,486,337)  

LOSS from continuing operations (24,159,289~ i 2 7 , 7 8 0 , 0 7 3 )  (28,667,6921 (22,163, 9 7 7 )  

Loss from discontinued 
operations : 500 ,0@3)  

- ___ -__ - -______  

Loss from continuing operations 
applicable to common stock $ ( 3 3 , 0 8 6 , 2 6 2 i  - _ - _ _ _ _ _ _ _ _ _ _ _ _  

---__II________ 

Net loss per common share-  

Loss from continuing operations S (1.55; 

Loss from discontinued 

basic and diluted: 

opera t 1 ons f . D 2 )  __-_------_____ 
Net l o s s  per common share $ ( 1 . 5 7 ~  

- _ _ _ _ _ _ - - - - - - _ _  - _ _ _ _ _ _ - - - - - - _ ~  

J (2.13) S (10.07) 5 (6.40) s 1 c I . i i - I  

BALANCE SHEET DATA: 

Working c a p i t a l  $11,318, f4C 

Property and equipment, net 7,019, 361 
Net a s s e t s  [liabilities) of 

Total assets 2 1 , 6 5 9 , ; ; *  

Stockholders' equity (deficit) (11,049,4'4- 

discontinued operations (82, 6 -  

Long-term obligations 9 , 6 5 ?  I E - 1 

S (4,073,914) $ (2,955,1801 

3,551, 917 

595, 377 
24,251,876 
I, 9 2 1 , 5 0 3  
814.376 

5 1,305,814 

7 , 2 6 2 , 7 8 1  1 , 5 7 5 , 7 6 9  

417,371 
23,855,363 
9,785,933 

116,953,363) 

1,66E1,223 
9,864,696 

2 3 6 , 7 0 5  
6,298,617 

In January 1997, the Company acquired i - L i n k .  Communications, a FCC-licensed 
long distance ca r r i e r .  With the acquisition, the Company began its 
telecommunications services operations. Effective December 31, 1997 the Company 
made the decision to discontinue the operations of its Medical Imaging Division. 
The Company's Board of Directors appro.zed t h e  p l a n  of disposal on March 2 3 ,  
1998. The n e t  operating activities a n 3  n5.t a s s e t s  from the Medical Imaging 
Division are presented separately as discontinued operations in the above table. 
Through its wholly owned subsidiaries M i E r i d g e ,  Inc., and ViaNet Technologies 
Ltd., the Company undertakes the researct- and development of new 
telecommunications products and technolzgies, and the licensing of  certain of 
these products and technologies to o t h e r  :?lecommunications companies. MiBridge 
w a s  acquired during the third quarter cf 



PART I1 

ITEM 5. MARKET FOR COM4ON EQUITY AND RELATED STOCKEIOLDER MATTERS 

PRICE RANGE OF COMMON STOCK 

The Company's common stock is traded on The Nasdaq Small-Cap Market 
("Nasdaq") tier of The Nasdaq Stock Market, Inc. under the symbol "ILNK." 
Although the Common Stock is currently listed for quotation on Nasdaq, there can 
be no assurance given that the Company will be able to continue to satisfy the 
requirements for maintaining quotation of such securities on Nasdaq or that such 
quotation will otherwise continue. The Company has no current plans to apply f o r  
listing of any preferred shares, warrants or any of its other securities for 
quotation on Nasdaq. 

The following table sets forth for the period indicated t h e  high and l o w  
bid prices for the Common stock as quoted on Nasdaq under t h e  symbol "ILNK" 
based on interdealer bid quotations, without retail markup, markdown, 
commissions or adlustments and may not represent actual transactions: 

On April 10, 2000, 

DIVIDEND POLICY 

March 31, i Q 3 8  
J u n e  3 0 ,  1 9 3 8  
September 30,  1 3 9 8  
December 3 1 ,  1 9 9 8  

March 31, 1 9 9 9  
June 3 0 ,  1999 
September 30, 1999 
December 3 1 ,  1999  

$8.81 
7 .50  
5 . 1 3  
3 . 2 2  

$4.13 
5 . 5 0  

4 . 3 8  
4 . a ~  

$ 4 . 7 5  
4 . 9 4  
-7.36 
2.00 

$ 1 . 1 9  
2 . 4 4  
7 . 5 0  
2 . 2 5  

the closing price for a share of common stock was $8.63. 

The Company must be current on dividends for it's Series C, F and M 
preferred stock in order to pay any dividends to common stock holders. Preferred 
stock dividends in the amount of $351,868 and $489 were paid in 1999 and 1998, 
respectively, i n  common stock (non-cash) on the converted shares of Series F 
redeemable preferred stock. Dividends on Series F redeemable preferred stock 
will continue to be paid in common stock as the holders convert their preferred 
stock i n t o  common stock. As of December 31, 1999, dividends in arrears 
(undeclared) on Series C, F, and M preferred stock were $543,408, $186,000 and 
$2,973,877, respectively. On February 22, 2000 the Company's Board of Director 
set a record date for  payment of accrued dividends on Class (Series) C preferred 
stock of $563,781 to stockholders of record on February 22, 2000, to be paid in 
s h a r e s  (approximately 125,400) o f  the Company's common stock (the "Dividend 
Shares") within ten business days of the date the Dividend Shares become subject 
to an effective registration statement (anticipated in mid 2 0 0 0 )  under t h e  
Securities Fct of 1933, as amended. The Company has not paid and does not 
anticipate t h a t  it will pay dividends on its common stock in the foreseeanie 
future. 

SHAREHOLDERS 

As of April 10, 2000, the Company had approximately 615 stockholders of 
common s t o c k  of record and approximately 18,070 beneficial owners. 

ITEM 6. SELECTED FINANCIAL DATA. 

T h e  following selected consolidated financial data of the Companv E O K  each 
of t h e  past five years including t h e  period ended December 31, 1999, are derl-ded 
from the audited financial statements and notes 
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thereto of the Company, certain of which are included herein. The selected 
consolidated financial data should be read in conjunction with "Item 7 
Management's Discussion and Analysis of Financial Condition and Results of 
Operations" and the Consolidated Financial Statements and Notes thereto of the 
Company. 

1999 1998 1997 1996 

STATEMENT OF OPERATIONS DATA: 

Revenues: 
'!:'elecommunications services $26,440,017 $ 19,634,681 $ 11,081,007 $ 

Marketing services 
Technology licensing and 
development 

Other 

3,672,988 

2,506,701 

4,548,421 

1,466,315 

2,637,331 

346,875 
170,532 

Total revenues 32,619,706 25,649,417 14,065,213 170,532 

Operating expenses: 
Telecommunications 

network expenses 
Marketing services costs 
Selling, general, 

Adr.1inistrative and other 

20,373,209 
5,400, 9 

26,098,700 

19,099,194 
5,850,873 

20,345,293 

14,634,999 
4,294,014 

20,997,262 

1,120,779 

18,536,090 

Total operating expenses 5>1, 872,058 45,295,360 39,926,275 19,656,869 

Operating loss (19,252,35>2) (19,645,943) (25,861,062) (19,486,337) 

Other income (expense) (4,906,936) (8,134,130) (2,806,630) (2,677,640) 

LosS from continuing operations (24,159,288) (27,780,073) (28,667,692 ) (22, }.63, 977) 

Loss from discontinued 
operations (500,OOO} (178,006) (1,191,009) (900,263) 

Net ~oss $(24,65>9,288) $ (27,958,079 $(29,858,70,) $(23,064,240) 

Loss from continuing operations 
applicable to common stock $(33,086,262) $137,621,215) $1118,360,731) $(43,387,606) 

Net loss per co~mon share
basic and diluted: 

Loss from continuing operations $ (1.55) $ (2.13) $ (10.07) $ (6.40 ) 

Loss from discontinued 
opera:.ions (.02; (0.01) (0.10) (0.13) 

Net loss per common share $ .57) $ (2.14) $ (10.17 ) $ (6. 

BALANCE SHEET DATA: 

Working capita~ $(1,318,640, (4,073,914) $ (2,955,180) $ 1,305,814 

Property and equipment, net 
Net assets (liabilities) of 

discontinued operations 
Total assets 
Lcng-term obligations 
Stockholders' equity (deficit) 

7,019,36: 

(82, 
21 ... 658, ~ 

9,658, 
(11,049,8 

7,262 , 781 

417,371 
23,855>,363 

8, "l85, 933 
(16,953,363) 

3,551,917 

595,377 
24,252,876 

1,921,5;)0 
814,376 

1,575, 

1,668,223 
9,864,696 

236,705 
6,298,617 

In January 1997, the Company acquired I-Link Communications, a FCC-licensed 
long distance carrier. With the acqUisition, the Company began its 
telecommunications services operations. Effective December 31, 1997 the Company 
made the decision to discontinue the operations of its Medical Imaging Division. 
The Company's Board of Directors approved the plan of disposal on March 23, 
1998. The net operating activities and net assets from the Medical Imaging 
Division are presented separately as dlscontlnued operations in the above table. 
Through its wholly owned subsidiaries MiBridge, Inc., and ViaNet Technologies 
Ltd., the Company undertakes the research and development of new 
telecommunications products and technologies, and the licensing of certain of 
these products and technologies to other telecommunications companies. MiBridge 
was acquired during the third quarter of 

$ 

(551,909) 

$(551,90}) 

$(128,6691 

$ (tL C?) 

(0.3:') 

$ (0. 

$ 

2,1:::'4 ! 

2,124, 
f-6~, J 

1,455/:66 

-~--.-......- •... ~~~~~~~~----~-------





1997 and ViaNet Technologies Ltd. was formed in the f i r s t  quarter of 1998. 

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 
OF OPERATIONS - 
FORWARD-LOOKING INFORMATION 

THIS REPORT CONTAINS CERTAIN FORWARD-LOOKING STATEMENTS AND INFORMATION 
RELATING TO THE COMPANY THAT ARE EASED ON THE BELIEFS OF MANAGEMENT AS WEU As 
ASSUMPTIONS MADE BY AND INFORMATION ClTRRENTLY AVAILABLE TO MANAGEMENT. WHEN USED 
IN THIS DOCUMENT, THE WORDS "ANTICIPATE , I' "BELIEVE , 'I "ESTIMATE , 'I "EXPECT , 'I AND 
"INTENDED" AND SIMILAR EXPRJBSIONS, AS THEY RELATE TO THE COMPANY OR ITS 
MANAGEMENT, ARE INTENDED TO IDENTIFY FORWARD-LOOKING STATEMENTS. SUCH STATEMENTS 
REFLECT THE CURRENT VIEW OF THE COMPANY RESPECTING FUTURE EVENTS AND ARE SUBJECT 
TO CERTAIN RISKS AND UNCERTAINTIES AS NOTED BELOW. SHOULD ONE OR MORE OF THESE 
RISKS OR UNCERTAINTIES MATERIALIZE, OR SHOULD UNDERLYING ASSUMPTIONS PROVE 
INCORRECT, ACTUAL RESULTS MAY VARY MATERIALLY FROM THOSE DESCRIBED HEREIN AS 
ANTICIPATED, BELIEVED, ESTIMATED, EXPECTED OR INTENDED. 

Although the Company believes that its expectations are based on reasonable 
assumptions, it can give no assurance that its expectations will be achieved. 
Among many factors that could cause actual results to differ materially from the 
forward looking statements herein include, without limitation, the following: 
the Company's ability to finance and manage expected rapid growth; the impact of 
competitive services and pricing; the Company's ongoing relationship with its 
long distance carriers and vendors; dependence upon key personnel; subscriber 
attrition; the adoption of new, or changes in, accounting policies; litigation; 
federal and state governmental regulation of the long distance 
telecommunications and internet industries; the Company's ability to maintain, 
operate and upgrade its information systems network; the Company's success in 
deploying its Communication Engine network in internet telephony; the existence 
o f  demand for and acceptance of the Company's products and services (including 
bu t  not limited to V-Link and Indavo); as well as other risks referenced from 
time to time in the Company's filings with the SEC. 

The Company undertakes no obligation and does not intend to update, revise 
or otherwise publicly release any revisions to these forward-looking statements 
to reflect events or circumstances after the date hereof or to reflect the 
occurrence of unanticipated events. 

RESULTS OF OPERATIONS 

Operating results for 1999, 1998 and 1997 are not comparable due to changes 
in the operations of the Company. In January 1997  the Company acquired I-Link 
Communications (formerly Family Telecommunications, Inc. and re fer red  to herein 
as "ILC"1 and in August 1997 the Compa~y acquired MiBridge, Inc. In 1997, the 
Company launched operations of a network marketing program through I-Link 
Worldwide, L.L.C., to market its products. In March 1998,  the Company made the 
decision to dispose of the operations of the subsidiaries of the Company 
operating in the healthcare industry in order to concentrate on its 
telecommunications and technology sectors. Accordingly, the healthcare operation 
during the three years ended December 31, 1999 has been reported as discontinued 
operation-,. Therefore, results of continuing operations for the Company 1997 to 
1999 inclilde the following subsidiaries for the indicated time period: 

- I-Link Communications Inc. (January 1997  to December 1999) 
- I-Link Systems Inc. (January 1997 to December 199P) 
- :-Link Worldwide, L . L . C .  (June 1997 to December 1 9 9 9 )  
- MiBridge Inc. (August 1997  to December 19991 
- ViaNet Technologies, Inc. (December 1997 to December 19991 

P r i o r  to February 15, 2000 and as of December 31, 1999, the Company's 
tele,:m"mnication and marketing service revenues were primarily dependent upon 
the .=,3iies efforts of independent representatives (IRs) functioning within a 
N e t w j i k  Marketing channel of distribution which targeted residential users and 



small businesses in the United States. These revenue sources  depended directly 
upon the efforts of IRs. I R s  personally solicited potential residential and 
business customers via one to one sales presentations wherein customers sign 
order forms for I-Link telecommunication products and services 
(telecommunication service revenues). 

An individual could also become an IR upon entering into a standard written 
independent sales representative agreement with the Company and paying a fee of 
either $50 or $295 based on options elected f o r  promotional and presentation 
materials (included in market Service revenues). The initial term of the 
agreement was for twelve months and could be renewed on a yearly basis 
thereafter. IRs received commissions based upon sales of I-Link products and 
services to customers who became I-Link subscribers. Commissions ranged from 2% 
to 46% based upon the product sold or services utilized and the IRIS seniority 
within the Network Marketing plan. An additional commission from $210 to $370 
could be earned by the I R  based upon the IRIS initial signing up of another I R  
and that new IR signing up users of I-Link products or services. 

Growth in revenue for both telecommunications and marketing services 
required an increase in the productivity of IRs and/or growth in the total 
number o f  I R s .  There could be no assurance that the productivity or number o f  
IRs would be sustained at then current levels or increased in the future. The 
Company had approximately 14,000, 12,700 and 12,600 I R s  as of December 31, 1999, 
1998 and 1997, respectively. 

On February 15, 2000 the Company signed a strategic marketing and channel 
agreement with 319 Planet, a wholly owned subsidiary of Nu Skin Enterprises, 
Inc. Under terms of the agreement, I-Link's independent network marketing sales 
force (the IR's) transitioned to Big Planet, and Big Planet was granted the 
exclusive worldwide rights to market and sell I-Link's products and services 
through the Network Marketing (sometimes referred to as "Multi-Level") sales 
channel to residential and small business users. Other I-Link sales channels 
into t h e  residential, small business, and other markets are unaffected by t h e  
agreement with Big Planet. The impact on the results of operations will be a 
termination of marketing service revenues and marketing service costs effective 
February 15, 2000. Additionally, telecommunication service revenues will 
initially decrease as the Company sells its services to the same subscribers b u t  
through Big Planet at wholesale prices which will initially reduce 
telecommunication services revenues by approximately 40%. The reduction in 
telecommunications service revenues will also be partially offset by a reduction 
in commissions paid to I R s  related to telecommunication services ievenues, which 
accounted for approximately 13% of telecommunication network expense in 1999. 
However the Company believes the revenue reduction will be temporary and 
believes that this affiliation with Big Planet will have a positive strategic 
and overall long-term financial impact to the Company by increasing revenues, 
reducing expenses and increasing profit margins through new customer 
subscriptions to current and future I-link products and decreasing channel 
management expenses in the short and long term. The Company anticipates the 
future increase in revenues to be related to leveraging the larger consolidated 
sales force of IRs in Big Planet. However, there can be no assurance that this 
agreement will result in increased sales, decreased costs or increased 
profitability of the Company. 

YEAR ENDED DECEMBER 31, 1999 COMPARED TO THE YEAR ENDED DECEMBER 31, 1998 

REVENUES 

Net operating revenue of the Company in 1999 and 1998  included t h r e e  
primary sources of revenue which were: (1 )  telecommunications service; '21 
mdrketlng services which began in June 1997 ( and  terminated in Februsr.: 2000 - 
see "Fesults of Operations" above) and includes revenues from the Network 
Marketing channel, including revenues from independent representative2 for 
promorional and presentation materials and national conference regisLration 
t e e s ;  and (31 technology licensing and development revenues which beqar-2 in 
Augusr 1997  upon the acquisition of MiBridge, Inc. which develops ana  licenses 
communications software that supports multimedia communications o ~ ~ i r  t h o  public 
switLn?d and local area networks and the Internet. 

Teleoommunication service revenues increased $6,805,336 to $ 2 6 ,  -I;,-,, 317 in 
1999 as compared to 
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$19,634,681 in 1998. The increase was primarily due to an increase of $9,192,135 
from growth in telecommunication sales by the network marketing channel (started 
in June 1997). This increase was partially offset by a decrease of $2,386,799 in 
revenues from other channels of distribution as the Company continues to refocus 
the resources of the Company to concentrate on those channels of distribution of 
its products which have higher profit margins. The increase in revenues is 
primarily due a 38% increase in usage, which was offset by an 11% decrease in 
revenue per minute. Telecommunicatlon service revenues may be significantly 
different in 2000 due to the agreement with Pig Planet as discussed i n  greater 
detail previously in " R e s u l t s  of Operations". 

Marketing service revenues decreased $875,433 to $3,672,988 in 1999 as 
compared to $4,548,421 in 1998. The decrease was primarily due to a reduction of  
new IR sign ups resulting in a decrease of $1,937,434 in revenues from 
promotional and presentational materials and national conventions. This decrease 
was offset by increased revenues from product sales of $1,062,201 primarily from 
Web Centre sales,  which began in 1999. As the Company transitioned this network 
marketing channel to Big Planet in February 2000, marketing serv ice  revenues 
will cease in February 2000. 

Technology licensing and development revenues increased $1,040,386 to 
$2,506,701 as compared t o  $1,466,315 in 1998. The increase was primarily d u e  to 
increasing acceptance of the Company's core technologies in the market place. 
This source of revenue began with the acquisition of MiBridge, Inc. in August 
1997. The Company has decided to direct a greater portion of the MiBridge 
resources into commercial product research and development rather than external 
technology licensing and development. However, revenues from existing contracts 
in the first quarter of 2000 will approximate all of 1999 revenues. Accordingly, 
it is anticipated that technology licensing and development revenues will 
increase approximately 50% in year 2000 as compared to 1999 revenues. 

OPERATING COSTS AND EXPENSES 

Telecommunications network expenses increased $1,274,015 to $20,373,209 in 
1999 as compared to $19,099,194 in 1998. The increase is related to the costs of 
continuing development and deployment of the Company's communication network and 
expenses related to the telecommunication service revenue. Moreover, the 
deployment of the Company's Communication Engines in 1999 and better pricing 
from underlying carriers have allowed telecommunications revenues to grow at a 
rate significantly higher than the related telecommunication network expenses. 

Marketing services costs decreased $450,724 to $5,400,149 in 1999 as 
compared to $5,850,873 in 1998. These costs directly relate to the Company's  
marketing services revenue that began late in the second quarter of 1997 and 
include commissions and the costs of providing promotional and presentation 
materials and ongoing administrative support of the Network Marketing channel. 
As the Company transferred this network marketing channel to Big Planet in 
February 2000, marketing Service costs will cease after February 2000. 

Selling, general and administrative expenses increased $1,865,574 to 
$12,428,956 in 1999 as compared t o  $10,563,382 i n  1998. The increase was 
primarily due to (1) p a y r o l l  related to an increased number of employees and (2) 
increased rent and travel costs related to the increased number of employees. 

T h e  provision for doubtful accounts increased $542,455 to $3,703,076 in 
1999 as compared to $3,160,621 in 1 9 9 8 .  The increase is related d i r e c t l y  to the 
growth in telecommunication service revenues, and increased bad debts from 
receivables in the channels which t h e  Company decided to terminate ip. order to 
refocus the resources of the Company on those channels of distribution of its 
products which had higher profit margins. 

Depreciation and amortization increased $1,290,465 to $5,402,639 in 1999 as 
compared to $4,192,174 in 1998. T h e  increase is primarily associated w i t h  
increasing expenditures related to rontinued and increasing expansion of the 
I-Link Network. 

In the first quarter of 1999, the Company recorded a write-down of 
capitalized software costs of 
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$1,847,288. In early 1998 the Company contracted with an outside consulting 
company to develop a billing and operations information system. The Company 
continually evaluated the functionality and progress of the in-process system 
development. The Company's management and its Board of Directors concluded that 
the new system would not significantly enhance the Company's existing billing 
and information systems or meet i t s  ultimate needs and accordingly did not 
justify paying additional contracted expenses of approximately $1,000,000. 
Accordingly, effect March 31, 1999, the Company recorded a write-down on the 
in-process system development of $1,847,288. 

Research and development increased $207,625 to $2,636,741 in 1999 as 
compared to $2,429,116 in 1998.  The increase is associated with the Company's 
increased commitment to continuing telecommunication network research and 
development e f f o r t s .  The increase is primarily associated with increased 
research and development occurring in the Company's Israeli subsidiary, ViaNet 
Technologies. 

OTHER INCOME (EXPENSE) 

Interest expense decreased $3,318,277 to $5,086,141 in 1999 as compared t o  
$8,404,418 in 1998.  The decrease is primarily due to the a decrease of 
$4,013,095 from the accretion of debt discounts (non-cash) related to certain 
warrants granted in connection with $7,768,000 in loans to the Company during 
1998 as compared t o  warrants granted in connection with $8,000,000 in loans in 
1999.  An increase in interest expense in 1999 of approximately $694,818 on loans 
outstanding and an increase in capital leases offset this decrease. 

Interest and other income decreased $91,083 to $179,205 in 1999 as compared 
to $270,288 in 1998. The decrease was primarily due to interest earned in 1998 
on deposits with the Company's primary provider of long-distance 
telecommunications capacity, which did not recur in 1 9 9 9  as the deposits were 
refunded . 

YEAR ENDED DECEMBER 31, 1998 COMPARED TO THE Y E A R  ENDED DECEMBER 31, 1997 

REVENUES 

Net operating revenue of the Company i n  1998 and 1997 included three 
primary sources of revenue which were: (1)  telecommunications service; (2) 
marketing services which began in June 1997 and includes revenues from the 
Network Marketing channel, including revenues from independent representatives 
for promotional and presentation materials and national conference registration 
fees; and ( 3 )  technology licensing and development revenues which began in 
August 1997 upon the acquisition of MiBridge, Inc. which develops and licenses 
communications software that supports multimedia communications over the public 
switched and local area networks and the Internet. 

Telecommunication service revenues increased $8,553,674 to $19,634,681 in 
1998 as compared to $11,081,007 in 1997.  The increase was primarily due to an 
increase of $13,830,000 from growth in the network marketing channel (started in 
June 1 9 9 7 ) .  This increase was partially offset by a decrease of $5,275,000 in 
revenues from other channels of distribution as the Company determined that it 
would refocus the resources of the ,ampany to concentrate on those channels of 
distribution of its products w h i c h  nad higher profit margins and accordingly 
terminated certain relationships. The increase in revenues 1 s  primarily due to 
increased usage, as the average rate per minute did not change significantly 
from 1997 to 1998.  

Marketing service revenues increased $1,911,090 to $4,548,421 in 1998 as 
compared to $2,637,331 in 1997. As this marketing channel began in June 1997, 
the increase was primarily due ta twelve months of revenue in 1998 as compared 
t o  approximately seven months in 1347. Marketing service costs were greater than 
marketing service revenues for: tne year as this channel of revenue continued to 
expand. 

Technology licensing and des.elopment revenues increased $1,119,440 to 
$1,466,315 as compared 
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to $346,875 in 1997. The increase was primarily due to increasing acceptance of 
the Company's products in the market place and as this source of revenue began 
with the acquisition of MtBridge, Inc. in August 1997, there are twelve months 
of revenue in 1998 as compared to approximately five months in 1997. 

OPERATING COSTS AND EXPENSES 

Telecommunications network expenses increased $4,464,195 to $19,099,194 in 
1998 as compared t o  $14,634,999 in 1997. The increase is related to the costs of 
continuing development and deployment of the Company's communication network and 
expenses related to the telecommunication service revenue. Moreover, the 
deployment of the Company's Communication Engines in 1998 and better pricing 
from the Company's underlying carriers have allowed telecommunications revenues 
to grow at a rate significantly faster than the re la ted  telecommunication 
network expenses. 

Marketing services costs increased $1,556,859 to $5,850,873 in 1998 as 
compared to $4,294,014 in 1997. These costs directly relate to the Company's 
marketing services revenue that began late in the second quarter of 1997 and 
include conmussions and the c o s t s  of providing promotional and presentation 
materials and ongoing administrative support of the Network Marketing channel. 

Selling, general and adnunistrative expenses decreased $1,385,186 to 
$10,563,382 in 1498 as compared to $11,948,568 in 1997. The decrease was 
primarily due to (1) decreased legal fees associated with warrants granted to 
the Company's outside general counsel in 1997 valued at $1,400,000 compared to 
$450,000 in 1998 and ( 2 )  the write o f f  of certain intangible assets and losses 
on disposal of certain assets totaling $1,212,000 in 1997 which d i d  not recur in 
1998. These decreases were offset by general increases in corporate expenses, 
associated with growth of Company operations, such as salaries and wages. 

The provision for doubtful accounts increased $1,775,621 to $3,160,621 in 
1998 as compared to $1,385,000 in 1997. The increase is related directly to the 
growth in telecommunication service revenues, and increased bad debts from 
receivables in the channels which the Company decided to terminate in order to 
refocus the resources of the Company on those channels of distribution of its 
products which had higher p r o f i t  margins. 

Depreciation and amortization increased $1,642,892 to $4,1.92,174 I n  1998 as 
compared to $2,449,282 in 1997. The increase is primarily due to an approximate 
$600,000 increase in amortization related to the intangible assets acquired in 
the acquisition of MiBridge in August 1997 (twelve months of amortization in 
1998 as compared to five months in 1997) and approximately $887,000 related to 
increased amortization of acquisition costs incurred in June 1997 with the 
release from escrow of shares of common stock associated with the acquisition of 
I-Link Worldwide Inc. Depreciation expense also increased due to the continued 
acquisition of other equipment. 

Acquired in-process research and development was $4,235,830 in 1997. This 
amount was related t o  the acquisition of MiBridge in 1997. There was no such 
acquisition in 1998. This expense related to the specific acquisition of 
MiBridge in 1997 and as such 1 s  not of a recurring nature other than as may 
occur if t h e  Company were to acquire other similar entities in the future. 

Research and development increased 51,550,534 to $2,429,116 in 1998 as 
compared to $878,582 in 1997. The increase is associated with the Company's 
increased commitment to continuing telecommunication network research and 
development efforts. Approximately $700,000 of the increase is associated with 
the research and development occurring in the Company's Israeli subsidiary, 
ViaNet  Technologies, which was formed in 1998. 

OTHER INCOME (EXPENSE) 

Interest expense increased $ 5 , 3 8 1 , 7 9 9  to $8,404,418 in 1998 as compared t o  
$3,022,619 in 1997. The increase is primarily due to the an increase of 
approximately $5,040,000 from t h e  accretion of debt discounts (non-cash) related 
to certain warrants granted i n  connection w i t h  $7,768,000 in loans to t h e  
Company during 1998 as compared to warrants granted in connection with 
$5,000,000 in loans in 1997. In 
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addition there was an increase in interest expense of approximately $670,000 on 
loans to the Company outstanding in 1998 as compared to 1997. The increases 
above were offset by $320,000 (non-cash) of interest expense in 1997 associated 
with the issuance of convertible notes issued at a dlscount in 1996 that did not 
recur in 1998. 

Interest and other income increased $54,299 to $270,288 in 1998 as compared 
to $215,989 in 1997. The increase was primarily due to interest earned in 1998 
on deposits with the Company's primary provider of long-distance 
telecommunications capacity. 

LIQUIDITY AND CAPITAL RESOURCES 

Cash and cash equivalents as of December 31, 1999 were $2,950,730, 
short-term certificates of deposit were $53,500 and the working capital deficit 
was $1,318,640. Cash used by operating activities during 1999 was $10,381,925 as 
compared to $16,825,719 in 1998 and $12,008,526 in 1997. The decrease in cash 
used by operating activities in 1999 compared to 1998 was primarily due to a 
decrease in the net loss of the Company and tirrung of accounts receivable 
collections and accounts payable payments. The increase in 1998 compared to 1997 
was primarily due to an increase in operating losses a s  the Company continued to 
develop its network infrastructure and product base. 

Net cash used by investing activities in 1999 was $1,585,299 as compared to 
$1,602,974 i n  1998 and $1 ,307 ,526  in 1997. The decrease in cash used by 
investing activities in 1999 as compared to 1998 was primarily attributable to 
(1) a decrease in purchases of furniture, fixtures and equipment of $1,210,241 
which was offset by a decrease in cash received in connection with maturing of 
restricted certificates of deposits of $923,566 and (2) a decrease in investing 
activities of discontinued operations of $260,000. The net increase in cash used 
by investing activities in 1998 as compared to 1997 was primarily due to (1) an 
increase in purchases of furniture, fixtures and equipment of $1,309,332 which 
was partially o f f s e t  by increased funds received from matured certificates of 
deposit of $1,291,715 and ( - 7 )  receipt in 1998 of $310,000 in proceeds from sales 
of assets in its discontinued operation. In 1997 the Company received $514,886 
from the acquisition of ILC and MiBridge which did not recur in 1998. 

Financing activities in 1999 provided net cash of $13,594,301 as compared 
to $18,069,765 in 1998 and $10,623,680 in 1997. Cash provided in 1999 included 
$8,200,000 from Long-term debt, $7,116,408 net proceeds from the sale of 
preferred stock and $5,000 from the exercise of stock options and warrants. 
During 1999, the Company repaid $1,727,107 of long-term debt and capital lease 
obligations. Cash provided in 1998 included $9,430,582 from issuance of 
preferred stock (net of offering costs), $11,009,712 in proceeds from loans to 
the Company, and $684,943 from exercise of stock options and warrants. Long 
term-debt and capital lease payments of $2,885,007 offset these sources of cash. 
Cash provided in 1997 included $5,000,000 in long-term debt, which was 
subsequently exchanged f o r  equity, $6,618,888 of net proceeds from the sale of 
preferred stock and $137,933 from the exercise of warrants and options. During 
1997 the Company repaid $1,079,585 of long-term debt and capital lease 
obliqations. 

The Company incurred a net 105s from continuing operations of 
$24,149,288 for the year ended December 31, 1999, and as of December 31, 1999 
nad a n  accumulated deficit of $109,953,971 and negative working capital of 
$1,318,640. The Company anticipates that revenues generated from its 
continuing operations will not be sufficient during 2000 and beyond t o  fund 
ongoing operations, the continued expansion of its private telecommunications 
n e t w o r l  facilities, Indavo development and manufacturing, and anticipated 
qrowtn in subscriber base. The Company has entered into additional financing 
ar r .3nqements  as described below in order to obtain the additional f u n d s  
r e q d i r e d  for its continuing operations in 2000. 

CURRENT POSITION/EWTURE REQUIREMENTS 

During 2000, the Company plans to use available cash to fund the 
3+;+-l:,pment and marketing of I-Link products and services. The Company 
azt-::uates that revenues from all sources of continuing operations w i l l  grow in 
Z ~ J L J ~ ,  911.3 w i l l  increasingly contribute to meeting the cash requirements of the 
C \ 2 i r + d n i .  The Company anticipates increased cash flow in 2000 primarily from the 
fo!l.>.niing sources: 
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During 1999 and the first quarter of 2000 the Company deployed its 
Communication Engines in an additional four  metropolitan areas in 
the United States (San Francisco, New York, Washington D.C. and 
Atlanta) and anticipates continued deployments during the 
remainder of 2000 to continue the build out of the Company's IP 
Telephony network. The anticipated effect of this expansion is 
additional revenues and increased profit margins for 
telecommunications services in the future. 

Anticipated revenues from its Gatelink product offering commencing in 
the second quarter of 2000. 
Anticipated revenues from marketing of its Indavo (formerly referred 
to as C 4 )  product which sales are anticipated to begin in the second 
quarter of 2000. 
The affiliation with Big Planet effective February 15, 2000 is 
anticipated to have a positive overall financial impact in the 
long-term to the Company by increasing revenues, reducing expenses and 
increasing profit margins. 
Increased revenues from technology licensing and development, which 
revenues in the first quarter of 2000 approximated the total revenues 
in 1999.  
During the first quarter of 2000, the Company has received 
approximately $3,000,000 from exercises of common stock options and 
warrants. Depending primarily on the common stock price in the 
remainder of 2000, the Company c o u l d  receive more cash from continued 
exercises. 

Company's business plan of continued market penetration and deployment 
of I-Link products and services will require financial resources at increasingly 
higher levels than those experienced in 1999. In order to provide for capital 
expenditure and working capital needs, the Company entered into the following 
three agreements in 2000: 

On April 13, 2000, Winter Harbor, LLC, agreed to provide I-Link with a 
line of credit of up to an aggregate amount of $15,000,000. This 
commitment expires on the earlier of April 12, 2001 or the date 
I-Link has received net cash proceeds of n o t  less than $15,000,000 
pursuant to one or more additional financings or technology sales, 
as well a s  licensing or consulting agreements outside the normal and 
historical course of business. The $15,000,000 aggregate commitment 
will be reduced by the $1,300,000 (plus accrued interest at 8% per 
annum) advanced to I-Link in the first quarter of 2000 by Winter 
Harbor, interest accruing on any other advances under such 
commitment, as well as any net cash proceeds received by I-Link in 
the future from additional financings or technology sales as well 
as licensing or consulting agreements outside t h e  normal and 
historical course of business. Any amounts outstanding under the 
l oan  will be due and payable no later than April 12, 2001. As part 
of this agreement, I-Link has agreed to use its best e f f o r t  to 
consummate as soon as possible one or more additional financings, 
technology sales or licensing or consulting agreements and to 
repay amounts outstanding under the loan with any net cash proceeds 
received by it from any s u c h  transaction. The loan from W i n t s r  Harbor 
w i l l  bear  interest at 12.5% per  annum, be secured by substa-Tially all 
of t h e  assets o f  I-Link and may be converted into common s t i c k  of 
I-Link, at the option of Winter Harbor, at a fixed conversior-, price of 
$8.625 per share. If I-Link has not terminated the commitment and 
repaid all amounts outstanding thereunder by May 15, 2000 ,  ~t w i l l  
issue to Winter Harbor up to 750,000 warrants to purchase I-Link 
common stock, with the actual number of warrants i s s u e d  t 5  be equal to 
the product of 750,000 times a fraction, the numerator of which equals 
the sum of the outstanding commitment and unpaid balance under  the 
loan on such date and the denominator of which is 1 5 , 0 0 0 , ~ ~ U ~ ~ .  The 
warrants will be exercisable at a fixed strike price of 52.625 per 
share and expire in f i v e  years. 
On February 25, 2000, the Company obtained leasing arrangements for 
certain network equipment up to $5,000,000 dollars. 
The due date of the Company's existing obligation to Wir,:=r Harbor in 
the amount of $7,768,000 and accrued interest $ 1 , 3 4 5 , E 0 1  .is % f 
December 32 ,  1999, which was due April 15, 2000, was e ;E t i rde3  to April 
15, 2001. 
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While the Company believes that the aforementloned sources  of funds will be 
sufficient to fund operations in 2000, the Company anticipates that additional 
funds will be necessary from public or private financing markets to successfully 
integrate and finance the planned expansion of the business communications 
services, product development and manufacturing, and to discharge the financial 
obligations of the Company. The availability of such capital sources will depend 
on prevailing market conditions, interest rates, and financial position and 
results of operations of the Company. There can be no assurance that such 
financing w i l l  be available, that the Company will receive any additional 
proceeds from the exercise of outstanding options and warrants OK that the 
Company will not be required to arrange for additional debt, equity or other 
type of financing. 

OTHER ITEMS 

The Company has reviewed all other recently issued, but not yet adopted, 
accounting standards in order  to determine their effects, if any, on the results 
of operations or financial position of the Company. Based on that review, the 
Company believes that none of these pronouncements will have a significant 
effect on current financial condition or results of operations. 

IMPACT OF YEAR 2000 

I-Link's Year 2000 ("Y2K") program is designed to minimize the possibility 
of serious Y2K interruptions. Possible worst case scenarios include the 
interruption of significant parts of I-Link's business as a r e s u l t  of critical 
telecommunication networks and/or information systems failure. Any such 
interruption may have a material adverse impact on future results. In as much as 
t h e  Company has not suffered any significant Y2K disruption as o f  this date, t h e  
Company does not believe its non-IT or IT systems were or will be significantly 
affected by Y2K. 

Much of the remediation efforts involved readily available, simple upgrades 
to hardware and software components, or relatively minor changes to the 
Company's in-house developed systems. Total cost of all remediation was 
approximately $100,000. Use o f  the Company's internal resources did not 
significantly delay any other systems development efforts. 

The Company believes that reliance on other telecommunications providers 
represent the Company's greatest Y2K exposure and is the primary third-party 
relationship that is critical to the Company's on-going operations. While the 
Company has its own communications network to carry much of its traffic, the 
Company's network is dependent upon significant third-party carriers (such as 
Sprint) and all local exchange carriers ( L E C s ) ,  such as U.S. West and PacBell. 
These entities originate and terminate local and long-distance caller traffic 
which accesses the Company's communications network or services areas not 
covered by I-Link's network. I-Link's carriers appear to have been Y2K compliant 
such that I-Link did not suffer any business interruptions on January 1, 2000. 
However, s h o u l d  any of I-Link's carriers suffer any interruptions related to Y2K 
subsequent to January 1, 2000, the Company would not be able to deliver its 
services which would have a substantial negative impact on the Company and its 
results of operations, liquidity, and financial position. 

ITEM 8. FINANCIAL STATEMENTS. 

See Consolidated Financial Statements beginning on page F-1.  

ITEM 9. C W G E S  IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSW. 

None 
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PART I11 

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, P R W T E R S ,  AND CONTROL PERSONS; 
COMPLIANCE WITH SECTION 16(a) OF THE EXCHANGE ACT. 

John W .  Edwards. .................... 4 5  Chairmar cf tne Board and Chlef  Executive C f f l c e r  

Dror Nahumi ........................... 37 Pres i d e n  t 

David E. Hardy ...................... 4 7  S e c r e t a r y  and  General  Counsel 

John M .  Ames. ....................... 40 C h i e f  Operating Officer and a c t i n g  C h i e f  F i r a r t c i a l  Off icer  

Mark S .  H e w i t t  ...................... 4 7  V i c e  P res ide r , t  of B u s i n e s s  Development 

A i e r  Radulovic ...................... 30 C h i e f  Techrlology O f f i c e r  

Henry Y . L .  T o h .  ...................... 4 2  D i r e c t o r  

Thomas A. Keenan ................... 35 D i r e c t o r  

David  R .  B rad fo rd  . . . . . . . . . . . . . . . . . .  4 9  D i r e c t o r  

Joseph A ,  Cohen. 52 Director .................... 

As of April 1, 2000, the Board of Directors has four membefs. The Company's 
Articles of Incorporation provide that the Board of Directors 1 s  divided into 
three classes and that each director shall serve a term of three years. The term 
of office of Mr. Keenan, the sole Class I Director, will expire at the annual 
meeting of shareholders in 2002. The term of o f f i c e  of Mr. Toh, the Class I1 
Director, will expire at the 2000 annual meeting of shareholders, and the term 
of office of Mr. Edwards and Mr. Bradford,  the Class 111 Directors, will expire 
at the annual meeting o f  shareholders i n  2001. Mr. Keenan serves as the designee 
of Winter Harbor, and Winter Harbor has the right to designate one additional 
member of the 3oard of Directors pursuant to the Company's financing 
arrangements w i t h  Winter Harbor. Under terms of the agreement between the 
Company and Big Planet, Inc., Big Planet has the right to designate one board 
member; however, that member h a s  not y e t  been designated by Big Planet. 

Biographical information with respect to the present executive of f i ce r s ,  
directors, and key employees of the Company are set forth below. There are no 
family relationships between any present executive of f i ce r s  and directors except 
that John W. Edwards and Robert W. Edwards, the Company's Vice President of 
Network Operations, are brothers. 

JOHN W. EDWARDS, Chairman of the Board, President and Chief Executive 
Officer of the Company. Mr. Edwards was selected to fill a vacancy on the Board 
of Directors as a Class I11 director in June 1996. He was elected Chairman of 
the Board in August 1997. Mr. Edwards crrves as the Chief Executive Officer of 
I-Link and, from September 30, 1996 through December 1999, served as the 
President and Chief 
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Executive Officer of the Company. Mr. Edwards served as President and a director 
of Coresoft, Inc., a software company developing object-oriented computer 
solutions for small businesses from September 1995 to April 1996, During the 
period August 1988 through J u l y  1995, Mr. Edwards served in a number of 
executive positions with Novell, Inc., a software company providing networking 
software, including Executive Vice President of Strategic Marketing, Executive 
Vice President of the Appware and Desktop Systems Groups and Vice President of 
Marketing of the NetWare Systems Group. Mr. Edwards was involved in the 
development of the NetWare 386 product line. Until May 1996, he was a visiting 
faculty member at the Marriott School of Management at Brigham Young University. 
Mr. Edwards received a B.S. degree in Computer Science from Brigham Young 
University. Mr. Edwards was re-elected to the Board of Directors as a Class I11 
Director at the 1997 Annual Meeting. 

DROR N A H U M I ,  President of the Company. M r .  Nahumi was appointed President 
of the Company in December 1999. Mr. Nahumi was President of MiBridge Inc., a 
communications software company, when t h e  Company acquired MiBridge in June 
1997. Mf. Nahumi served as Senior VP of Engineering €or the Company from June 
1997 until his appointment as President. Prior to founding MiBridge, M r .  Nahumi 
was working for AT&T Bell Labs, where he represented AT&T in voice, data and 
cellular standards competitions. The speech-coding algorithm Mr. Nahumi designed 
for the cellular standard was chosen for deployment in the CDMA cellular network 
in North America. Mr. Nahumi was also a senior telecommunications engineer for 
E C I  Telecom and other telecom R & D  centers in Israel. 

DAVID E. HARDY, Sr .  VP, Secretary and General Counsel of the Company. Mr. 
Hardy has served as General Counsel to the Company since October 1996, and was 
appointed Secretary of the Company in December 1996. In November 1999, Mr. Hardy 
became an employee of I-Link and in January 2000 was named Sr. VP. He is a 
founding partner of the law firm of Hardy & Allen, in Salt Lake City. From 
February 1993 to April 1995, Mr. Hardy served as Senior Vice President and 
General Counsel of Megahertz Corporation, a publicly held manufacturer of data 
communication products. Prior to his association with Megahertz Corporation, MI. 
Hardy was a senior partner of the law firm of Allen, Hardy, Rasmussen & 
Christensen that was founded in 1982. Mr. Hardy holds a Bachelor of A r t s  degree 
from the University of Utah and a Juris Doctor degree from the University of 
U t a h  School of Law. 

JOHN M. AMES, CPA, Sr. VP, Chief Operating Officer and acting Chief 
Financial Officer. Mr. Ames joined I-Link as Vice President of Operations In 
September of 1998 and in August 1999, was promoted to SR. VP, Chief Operating 
Officer and acting Chief Financial Officer. Between April 1997 and August 1998, 
M r .  Ames organized, developed and s o l d  Time Key L.C., a company specializing in 
Time and Labor Management software and consulting. From June 1996 until April 
1997, he was the Vice President and Chief Financial Officer of Neurex (now Elan 
Pharmaceutical), a Menlo Park, California based public biotech company. From 
August 1993 until June 1996, Mr. Ames managed various information services, 
finance and cost accounting, strategic partnering, international t a x ,  risk 
management and human resource functions as the Director of  Corporate Services a t  
TheraTech (now Watson Pharmaceutical), a public California bay area based 
pharmaceutical company. From April 1992 through August 1993, he was responsible 
for overseeing U.S. sites information services activities as the Corporate 
Director of Information Services with Otsuka Pharmaceutical, a large privately 
owned Japanese conglomerate. Pr ior  to joining Otsuka, Mr. Ames spent over eight 
years with KPMG Peat Marwick as an auditor and consultant in the High Technology 
practice. He is a graduate from Brigham Young University with both a Bachelors 
and Masters (MAcc) degree in accounting with emphasis in accounting information 
systems and management consulting. 

MARK S. HEWITT, VICE PRESIDENT OF BUSINESS DEVELOPMENT. Mr. Hewitt joined 
I - L i n k  in March 1999. Mr. Hewitt directs I-Link's strategic business and product 
development. Mr. Hewitt has 2 4  years experience in developing technologies and 
strategies for the telecommunications industry. Prior to joining I-Link, Mr. 
Hewitt was Senior Director of Engineering and Product Development with Frontier 
Communications. He has also served a s  a council member and chairman of the 
public utility board in Fairbanks, Alaska. 

ALEX RADULOVIC, VICE PRESIDENT OF TECHNOLOGY. M r .  Radulovic has 
considerable Internet and telecommunications development experience. Previously, 
he was a consultant to IBM for a wide range of 
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AIX Communications projects and was also a development engineer for Novell's 
NetWare 386-network operating system. Mr. Radulovic is a co-developer of 
I-Link's patent-pending technology. 

HENRY Y.L. TOH, Director of the Company. The Board o f  Directors elected Mr. 
Toh as a Class I1 Director and as Vice Chairman of the Board of Directors in 
March 1992. Mr. Toh was elected President of the Company in May 1993, Acting 
Chief Financial Officer in September 1995 and Chairman of the Board in May 1996, 
and served as such through September 1996. He was appointed Assistant Secretary 
of the Company in May 1997. Mr. Toh is a Director of F o u r  M. Mr. Toh served as a 
senior tax manager in international taxation and mergers and acquisitions with 
KPMG Peat Marwick from March 1980 to February 17, 1992. He is a graduate of Rice 
University. 

THOMAS A .  KEENAN, Director of the Company. Mr. Keenan was appointed to 
serve as a Class I Director on September 1, 1998. Mr. Keenan was elected to fill 
this board seat pursuant to the right of Winter Harbor to designate up to two 
board members under the Stockholder Agreement dated September 30, 1997 between 
Winter Harbor and I-Link. Mr. Keenan is the principal of Wolfeboro Holdings, an 
investment fund based in Wellesley, Massachusetts. Mr. Keenan received a Juris 
Doctor degree from the University of Michigan Law School, and from September 
1994 to August 1996 was employed by Mciiinsey & Company, an international 
management-consulting firm 

DAVID R. BRADFORD, Director o f  the Company. The Board of Directors elected 
Mr. Bradford as a Class 111 Director in January 1999. Mr. Bradford 1s senior 
vice-president and general counsel for Novell, Inc. Prior to joining Novell, 
Inc., he served 3s  western region legal counsel €or Prime Computer and spent 
several years as an associate attorney f o r  Irsfeld, Irsfeld and Younger and as 
the general manager for Businessland in Los Angeles. Mr. Bradford is past 
chairman of the board of the Business Software Alliance, the leading business 
software trade association representing Microsoft, Novell, Adobe and Autodesk, 
among others. Mr. Bradford also serves on the board of directors of Pervasive 
Software, Altius Heath, Found.com, SportsNuts.com and Utah Valley State College. 
M r .  Bradford received his law degree from Brigham Young University and a 
master's degree in business administration from Pepperdine University. 

JOSEPH A. COHEN, Director of the Company. Mr. Cohen was appointed a Class 
I1 Director of the Company in September 1996 as the designee of Commonwealth 
Associates. He is President of Leslie Group, Inc., a diversified company with 
holdings primarily in the music, f i l m ,  home video and other 
entertainment-oriented businesses. He is also a Founder and President of 
Leslie/Linton Entertainment Inc., a merchant banking company that provides 
investment funds and assists in raising capital and debt for companies. Mr. 
Cohen a l s o  serves as President of Pickwick Communications, Inc., an indeperdent 
music publishing company. From 1977 to 1986, M r .  Cohen served as Executive Vice 
President of the National Association of Recording Merchandisers, Inc. and 
Founder and Executive Vice President of Video Software Dealers Association, 
Inc., trade associations representing all segments of the recorded music and 
home video industries, respectively. Mr. Cohen resigned as of April 1, 2000 for 
personal reasons. 

Each sfficer of the Company is chosen by the Board of Directors snd 3o lds  
h i s  or he- office until his or her successor shall have been duly choser. and 
q u a l i f i e c l  '-lr until his or her death or until he or she shall resign or be 
removed as provided by the Bylaws. 

Mr. Bradford, Mf. Keenan and Mr, Cohen are non-employee independent 
directors of the Company as of December 31, 1999 

T h a r e  are no material proceedings to which any director, officer ?r 
affilrare of the Company, any owner of record or beneficial owner of more than 
five peiient of any class of voting securities of the Company, or any associate 
of an) 5clt-h director, officer, affiliate of the Company or security holder is a 
party didverse to the Company or any of its subsidiaries or has a material 
interest adverse to the Company or any of its subsidiaries. 
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COMMITTEES OF THE BOARD OF DIRECTORS 

The Committees of the Board of Directors were as follows prior to the 
resignation of Joseph A .  Cohen on April 1, 2000. The effect of his resignation 
on committee assignments has not yet been determined. 

AUDIT COMMITTEE. The Company's audit comrmttee (the "Audit Committee") is 
responsible for making recommendations to the Board of Directors concerning the 
selection and engagement of the Company's independent certified public 
accountants and for reviewing the scope of the annual audit, audit fees, and 
results of the audit. The Audit Committee also reviews and discusses with 
management and the Board of Directors such matters as  accounting policies and 
internal accounting controls, and procedures for preparation of financial 
statements. Its membership is currently comprised of Joseph A. Cohen (chairman), 
David R. Bradford and Thomas A .  Keenan. The Audit Committee held three meetings 
during the last fiscal year. 

COMPENSATION COMMITTEE. The Company's compensation committee (the 
"Compensation Committee") approves the compensation for executive employees of 
the Company. Its membership is currently comprised of David R. Bradford 
(chairman), Joseph Cohen and Thomas A .  Keenan. The Compensation Committee held 
six meetings during the last fiscal y e a r .  

FINANCE COMMITTEE. The Company's finance committee (the "Finance 
Committee") is responsible for reviewing and evaluating financing, strategic 
business development and acquisition opportunities. Its membership is currently 
comprised o f  Thomas A. Keenan (chairman), Joseph A .  Cohen and John Edwards. The 
Finance Committee held twelve meetings during the last fiscal year. 

The Company has no nominating committee or any committee serving a sinular 
function. 

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE 

Section 16(a) of the Securities Exchange Act of 1934, as amended (the 
"Exchange Act") requires the Company's officers and directors, and persons who 
own more than ten percent of a registered class  of the Company's equity 
securities, to file reports of ownership and changes in ownership of equity 
securities of the Company with the Securities and Exchange Commission ("SEC"). 
Officers, directors, and greater than ten percent shareholders are required by 
the SEC regulation to furnish the Company with copies of all Section 1 6 ( a )  forms 
that they file. 

Based solely upon a review of Forms 3 and Forms 4 furnished to t he  Company 
pursuant to Rule 16a-3 under the Exchange Act during its most recent fiscal y e a r  
and Forms 5 with respect to its most recent fiscal year, the Company believes 
that a l l  such forms required to be filed pursuant to Section 16(a) of the 
Exchange Act were timely filed, as necessary, by the officers, directors, and 
security holders required to file the same during the fiscal year ended December 
31, 1599, except that one report was filed late by the following persons, d u e  in 
part to a filing error by the Company: Henry Toh, Joseph Cohen, David Bradford, 
John Edwards, Thomas Keenan. 

ITEM 11. EXECUTIVE COMPENSATION 

T h e  following table sets forth the aggregate cash compensation p a i d  f o r  
services rendered to the Company during the last three years by each person 
serving as the Company's Chief Executive Officer during the last year and the 
C o m p a n y ' s  five most highly compensated executive officers serving as such at the 
end of the year ended December 31, 1999, whose compensation was in excess of 
$100,000. 
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John W. Edwards 
CEO 

Clror Nahum1 
Pres iden  t 

David E. Hardy 
Secretary and 
General Counsel 

J o h n  M. Ames 
COO and CFO 

Alex Radulovic 
VP of 
Technology 

Mark S. Hewitt 
V P  of B u s i n e s s  
Development 

1 9 9 9  
1 9 9 8  
1 9 9 7  

1999 
1998 
1997  

1999 
1 9 9 8  
1997 

1 9 3 9  
1 9 9 8  

1955 
1 9 9 e  
1997 

1399  

201,115111 - 
1 3 3 , 3 3 3 ( 1 )  - 

98,292111 - 

- 30,000 
30 ,000  

520,000 

750,000 

- 

550,000 

3 5 0 , 0 0 0  

Mr. Edwards began his employment with I-Link in April 1996 and was 
appointed President and CEO as of September 30, 1996; Mr. Edwards' annual 
salary was $96,000 in 1997 until August, when it was increased to an annual 
salary of $150,000. In November 1997 Ms. Edwards voluntarily reduced his 
annual salary to $35,000, for the balance of 1997 and until the Company's 
financial restraints are reduced. See 'I-- Employment Agreements." Mr. 
Edwards was paid at an annual rate of $125,000 commencing January 1, 1998. 
Mr. Edward's salary was increased to $200,000 effective May 1997, however 
the salary increase accrued but was not paid from May 1997 to April 1999 
when the Company began to pay his salary at the rate of $225,000 The 
deferred salary will not be paid until the Company has generated sufficient 
cash resources to enable the increase to be p a i d  without creating an undue 
burden on the Company's cash resources. Accordingly a s  of December 31, 
1999, the accrued but unpaid salary to Mr. Edwards was $141,875. In the 
first quarter of 2000, $70,938 of the deferred salary was paid t o  Mr. 
Edwards. 
M r .  Nahumi began his employment with I-Link in June 1997 when the Company 
a c q u i r e d  MiBridge o f  which Mr. Nahumi was the President. Mr. Nahumi was 
appointed president of I-Link in December 1999. Mr. Nahumi's annual salary 
during 1997 was $80,000; 1998 was $100,000; 1999 was $110,000 which salary 
was then increased to $200,000 per year when Mr. Nahumi was appointed 
President - See "-- Employment Agreements. " 
Mr. Hardy became an employee of I-Link on November 1, 1999. Commencing 
October 1996 and continuing, Mr. Hardy serves as Secretary and General 
Counsel to the Company. Mr. Hardy's annual consulting f e e  during the first 
f o u r  months of 1997 was $125 ,000 .  Mr. Hardy's consulting fee was increased 
to $175,000 per year effective May 1997, however the salary increase was 
deferred until September 1999, when the Company began to pay his salary at 
the rate of $175,000. The deferred salary will not be paid until the 
Company has generated sufficient cash resources to enable t h e  increase t o  
be paid without creating an undue burden on the Company's cash resources. 
During 1999, Mr. Hardy was paid $ 2 3 , 6 3 5  of his deferred salary resulting i n  
accrued but unpaid salary to Mr. Hardy of $74,857 at December 31, 1999. In 
the first quarter of 2000, $48,709 of t h e  deferred salary was paid to Mr. 
Hardy. 
Mr. Ames began his employment .LE September 1998; his annual salary during 
1998 was $120,000. See "--Employment Agreements." In September 1999, Mr. 
Ames salary was increased to 51i5,ODO per  year. 

PI i, 
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( 5 )  M r .  Radulovic began his employment with I - L i n k  in February 1996; h i s  annual 
salary during 1997 was $90 .000 .  Mr. Radulovic's salary was increased to 
$150,000 effective November 1998 and again to $200,000 in October 1999. See 
"--Employment Agreements. " 

(6) Mr. Hewitt began his employment with I - L i n k  in March 1999 at an annual  
salary of $200,000 per year. See "--Employment Agreements." 

OPTION/SAR GRANTS IN LAST FISCAL YEAR (1999) 

The following table sets forth certain information w i t h  respect to t h e  
options granted during the year ended December 31, 1999, for the persons named 
in the Summary Compensation Table (the "Named Executive Officers"): 

John W. Edwards (1) 13.4% 
2 . 0 %  

$407 ,965  9 /9 /09  
$ 4 1 , 4 4 5  1 / 4 / 0 9  

$3 .56  
2 . 4 4  

250,  @OS 1 6 . 7 %  3 . 0 0  $ 4 2 7 , 4 0 4  3 / 1 / 0 9  

John M. Ames 

Mark S .  Hewitt 255c*, GOO 1 6 . 7 %  2.50  355,643 3 /27 /09  

A l e x  Radulovic 

On December 13, 1998, the Board of Directors authorized the repricing of 
all outstanding options of Mr. Edwards (options to purchase 1,800,000 
shares of common stock1 and Mr. Hardy (options to purchase 800,000 shares  
of common s t o c k )  as part of a general repricing of all outstanding options 
held by current employees, directors and consultants of the Company. The 
original exercise pr i ces  of between $7.00 and $4.88 were reduced to $3.90. 
Using the Black Scholes option pricing model the incremental fair va lue  of 
the repriced options over the original options was approximately $351,000 
and $151,000 for Mr. Edwards and M r .  Hardy,  respectively. 
Determined using the B l a c k  Scholes option pricing model. 

AGGREGATED OPTION/SAR EXERCISES IN LAST FISCAL YEAR AND FISCAL YEAR-END 
OPTION/SAR VALUES 

The f o l l o w i n g  table s e t s  f o r t h  certain information with respect t o  options 
exercised during 1999 by t h e  Named Executive Officers and with respect to 
unexercised options held by such persons at t h e  end of 1999. 

SHARES 
ACQUIRE@ ON 'JAL 

NAME EXERCISE (+I) REAL! ' :  

J o h n  W. Edwards 

D r o r N a h um 1 

David E .  H a r d y  

J o h n  M. Ames 

1 ,583 ,339  4 4 6 , 6 6 1  $ 1 0 . 2 9 0  

83 ,333  1 6 6 ,  6 6 J  

800,000 

283.333 6b, 667 

333,335 666 ,665  4 5 , 4 1 6  * 4 ,  [ ,$-j 

M a r k  2. Hewitt 
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(1) The calculations of the value of unexercised options are based on the 
difference between the closing bld price on Nasdaq of the common stock on 
December 31, 1999, and the exercise price of each option, multiplied by the 
number of shares covered by the option. Value ascribed to unexercised 
options at December 31, 1999 was minimal as the exercise price exceeded the 
closing bid price at December 31, 1999 €or the majority of options. 

DIRECTOR COMPENSATION 

During 1997, Directors of the Company then serving received options to 
purchase 10,000 shares of common stock on the first business day of January at 
an exercise price equal to the fair market value of the common stock on the date 
of grant. Effective February 6, 1997 and the first business day of January of 
each year thereafter, each Director then serving will receive options, to 
purchase 10,000 shares (20,000 shares effective January 1, 1998)  of common stock 
and, for each committee on which the Director serves, options to purchase 5,000 
shares of common stock. The exercise price of such options shall be equal to the 
fair market value of t h e  common stock on the date o f  grant. The Directors are 
also eligible to receive options under the Company’s stock option plans at the 
discretion of the Board of Directors. 

In addition to the above options, M r .  Cohen received options to purchase 
64,000 shares of common stock upon his appointment to the Board. On August 29, 
1997, Mr. Cohen was also granted 150,000 options to purchase common stock, 
50,000 of such options vested upon closing of the Winter Harbor equity 
investment in October 1997, 50,000 will vest when the Company reaches the break 
even point, and the balance will vest at such time as the Company has attained 
$50 million in annual sales. All options expire 10 years from the date of grant. 

EMPLOYMENT AGREEMENTS 

On September 9, 1999, I-Link entered into a three-year employment agreement 
with John W. Edwards, Chief Executive Officer and Director of the Company. 
Pursuant to the terms of the employment agreement, Mr. Edwards is employed as 
the Chief Executive Officer and a Director of I-Link, and is required to devote 
substantially all of his working time to the business and affairs of I-Link. Mr. 
Edwards is entitled under his employment agreement to receive compensation at 
the rate of $225,000 per year and is entitled to a profitability bonus at the 
discretion of the I-Link Board of Directors and to participate in fringe 
benefits of the Company as are generally provided to executive officers. In 
addition, Mr. Edwards was granted an option to purchase 200,000 shares of common 
stock of the Company at an exercise p r i c e  of $ 3 . 5 6  per share based on the market 
price at the date of grant. Of such options, 33,340 vested immediately and 
16,666 vest and become exercisable on the first calendar day of each quarter 
beginning October 1, 1999. In the event of termination by I-Link or in the event 
of a violation of a material provision of the agreement by I-Link which is 
unremedied for thirty (30) days and after written notice or in the event of a 
“change in control” (as defined in the agreement), Mr. Edwards is entitled to 
receive, as liquidated damages or severance pay, an amount equal to the Monthly 
Compensation (as defined in the agreement) for the remaining term of the 
agreement or two years whichever is shorter and all options shall thereupon be 
f u l l y  vested and immediately exercisable. The agreement contains non-competition 
and confidentiality provisions. 

On January 3 ,  2000, I Link entered into a three-year agreement with Dror 
Nahumi, President of the Company. M r .  Nahumi is required to devote substantially 
all of his working time to the business and affairs of I-Link. M r .  Nahumi is 
entitled under his employment agreement to receive compensation at the rate of 
$200,000 per year and is entitled to a profitability bonus at the discretion of 
the I - L i n k  Board of Directors and to participate in fringe benefits of the 
Company as are generally provided to executive officers. In addition, Mr. Nabumi 
was granted an  option to purchase 1,000,000 shares of common stock of the 
Company at an exercise price of $ 2 . 7 5  per share based on the market price at the 
date of grant. Of such options, 8 3 , 3 3 3  vested immediately and 8 3 , 3 3 3  vest and 
become exercisable on the first calendar day of each quarter beginning October 
1, 1999. Mr. Nahumi was also granted an option to purchase 750,000 shares of 
common stock as performance-vested options. Vesting of 125,000 of the 
performance options are to occur when the daily closing stock price attains o r  
exceeds each of the following levels for more than 20 
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consecutive trading days: $10, $12,  $14, $16, $18, $20. In the event of a 
"change in Control" (as defined in the agreement), the Company shall not 
accelerate Vesting of the options, except in the event of a change o f  control 
pursuant to which the Company's stock is exchanged for the stock of another 
entity and the options are not rolled-over or otherwise exchanged for simlar 
options of such entity (with like terms and conditions). The agreement contains 
non-competition and confidentiality provisions. 

On January 3 ,  2000, I-Link entered into three-year employment agreements 
with John M. Ames as Senior Vice President, Chief Operating Officer and Acting 
Chief Financial Officer, David E. Hardy as Senior Vice President and General 
Counsel, and Alex Radulovic as Vice President Technology. Pursuant to the terms 
of the employment agreements, each of the three individuals is required to 
devote substantially all of h i s  working time to the business and affairs of 
I-Link. Mr. Ames, Hardy and Radulovic are entitled under his employment 
agreement to receive compensatlon at the rate of $165,000, $200,000 and $200,000 
per year, respectively, and are entitled to a profitability bonus at the 
discretion of the I-Link Board of Directors and to participate in fringe 
benefits of the Company as are generally provided to executive officers. In 
addition, Nr. Ames, Hardy and Radulovic were granted an option to purchase 
300,000, 100,000 and 400,000, respectively, shares of common stock of the 
Company at an exercise price of $2 .75  per share based on the market price at the 
date of grant. Of such options, 25,000, 8,333 and 3 3 , 3 3 3 ,  respectively, vested 
m"diate1y and the same amounts vest and become exercisable on the first 
calendar day of each quarter beginning October 1, 1999. In the event of 
termination by I - L i n k  or in the event of a violation of a material provision of 
the agreement by I-Link which is unremedied for thirty (30) days and after 
written notice or in the event of a "change in control" (as defined in the 
agreement), all are entitled to receive, as  liquidated damages o r  severance pay, 
an amount equal to the Monthly Compensation (as defined in the agreement) for 
twelve months and all options shall thereupon be fully vested and immediately 
exercisable. The agreement contains non-competition and Confidentiality 
provisions. 

In March 1999, I-Link entered into a two-year employment agreement with 
Mark S. Hewitt, Vice President of Business Development. Pursuant to the terms of 
the employment contract, Mr. Hewitt is required to devote all his time to the 
business and affairs of the Company except vacations, illness or incapacity. Mr. 
Hewitt 1 s  entitled under his employment agreement to receive compensation at the 
rate of $200,000 per year and a bonus commensurate with his performance and that 
of I-Link. In addition, Mr. Hewitt is entitled to options to purchase 250,000 
shares of common stock at an exercise price of $2.50 per share based on the 
market price at the date of grant. Of such options 31,250 vested immediately and 
the same amount vest and become exercisable on the first calendar day of each 
quarter beginning April 1, 1999.  In the event of termination by I-Link without 
cause, M r .  Hewitt is entitled to receive, as severance pay, a lump sum equal to 
his monthly compensation for twelve months and all options shall thereupon be 
f u l l y  vested and immediately exercisable. In the event of a "change of control" 
(as defined in the agreement) all of Mr. Hewitt's then unvested options shall 
vest. The agreement contains non-competition and confidentiality provisions. 

CONSULTING AGREEMENTS 

In September 1996, Joseph A. Cohen, a director, and the Company entered 
into a consulting agreement in the amount of $4,000 per month for a 36-month 
period. Mr. Cohen provided services including business management and financial 
consulting services. The consulting agreement was terminated effective March 1, 
1999 and a l l  i lnpaid balances ($78,0001 were settled by the grant to Mr. Cohen o f  
100,000 optians to purchase the Company's common stock at an exercise price of 
$3.00 per s h a r e  and the additional obligation of the Company to pay Mr. Cohen  an 
aggregate of 550,000 in installments beginning at such time as the Company 
reports pc?sitive cash flow of at least $150,000 in a fiscal quarter. All of Mr. 
Cohen's options expire 10 years from the date of grant. 

REPRICING OF STOCK OPTIONS AND WARRANTS 

On Decembpr 13, 1998, the Board of Directors approved a repricing of all 
options tz p u r c h a s e  common stock with exercise prices above $3.90 held by 
current empl i jyees ,  directors and consultants of the Company. AS a result, t h e  
exercise prire or! options to purchase 6,475,000 shares of common s t o c k  was 
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reduced to $3.90. The options had original exercise prices of between $4 .375  and 
$9.938. All other terms of the various option agreements remained the same. The 
closing price of the Company's common stock on December 13, 1998 was $2.56. 

DIRECTOR STOCK OPTION PLAN 

The Company's Director Stock Option Plan (the "DSOP") authorizes the grant 
of stock options to directors of the Company. Options granted under the DSOP are 
non-qualified stock options exercisable at a price equal to the fair market 
value per share of common stock on the date of any such grant. Options granted 
under the DSOP are exercisable not less than s i x  (6) months or more than ten 
110) years after the date of grant. 

As of December 31, 1999, options for the purchase of 8,169 shares of common 
s tock  at prices ranging from $.a75 to $3.875 per share were outstanding. As of 
December 31, 1999, options to purchase 15,228 shares of common stock have been 
exercised. In connection with adoption of the 1995 Director Plans ( a s  
hereinafter defined) the Board of Directors authorized the termination of future 
grants of options under the DSOP; however, outstanding options granted under the 
DSOP will. continue to be governed by the terms thereof until exercise or 
expiration of such options. 

1995 DIRECTOR STOCK OPTION PLAN 

In October '1995, the stockholders of the Company approved adoption of the 
Company's 1995 Director Stock Option and Appreciation Rights Plan, which plan 
provides for the issuance of incentive options, non-qualified options and stock 
appreciation rights (the "1995 Director Plan") . 

The 1995 Director Plan provides  for automatic and discretionary grants of 
stock options which qualify as incentive stock options (the "Incentive Options") 
under Section 422 of the'Interna1 Revenue Code of 1986, as amended (the "Code"), 
as well as options which do not so qualify (the Won-Qualified Options") to be 
issued to directors. In addition, stock appreciation rights (the " S A R s " )  may be 
granted in con]unction with the grant of Incentive Options and Non-Qualified 
Options. No SARs have been granted to date. 

The 1995 Director Plan provides for  the grant of Incentive Options, 
Non-Qualified Options and SARs to purchase up to 250,000 shares  of common stock 
(subject to adjustment in the event of stock dividends, stock splits and other 
similar events). To the extent that an Incentive Option or Non-Qualified Option 
is not exercised within the period of exercisability specified therein, it w i l l  
expire as to the then-unexercised portion. If any Incentive Option, 
Non-Qualified Option or SAP terminates prior to exercise thereof and during the 
duration of t h e  1995 Director Plan, the shares of common stock as to which such 
option or right was not exercised will become available under the 1995 Director 
Plan for the grant of additional options or rights to any eligible employees. 
The shares of common stock sublect to the 1995 Director Plan  may be made 
available from either authorized but unissued shares, treasury shares, or b o t h .  

The 1995 Director Plan also provides for the grant of Non-Qualified Options 
on a non-discretionary basis pursuant to the following formula: each member of 
the Board of Directors then serving s h a l l  receive a Non-Qualified Option KO 
purchase 10,011'!-shares of common stock at an exercise price equal to the fali 
market value per  share of the common stock on that date. Pursuant to such 
formula,  directors received options to purchase 10,000 shares of common stock. a s  
of October 17, 1995, opticns to purchase 10,000 shares of common stock on 
January 2, 19516, and will receive options to purchase 10 ,000  shares of commor, 
stock on the first business day of each January. The number of shares g r a n t e d  to 
each Board member was increased to 20,000 in 1998. In addition, the Board member 
will receive 5,000 options fox each committee membership. Each option is 
immediately exercisable for a period of ten years from the date of grant. The 
Company has 140,000 shares of common stock reserved f o r  issuance under the 1945 
Director Plan. As of December 31, 1999, options exercisable to purchase 170,000 
shares of ccim"mn stock at prices ranging from $1.00 to $1.25 per s h a r e  are 
outstanding under the 1995 Director Plan. As of December 31, 1999, options t o  
purchase 60,300 shares have been exercised under the 1995 Director Plan. 
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1995 EMPLOmE STOCK OPTION PLAN 

In October 1995, the stockholders of the Company approved adoptlon of the 
Company's 1995 Employee Stock Option and Appreciation Rights Plan (the "1995 
Employee Plan"), which plan provides for t h e  lssuance of Incentive Options, 
Non-Qualified Options and S A R s .  

Directors of the Company are no t  eligible to participate in the 1995 
Employee Plan. The 1995 Employee Plan provides for the grant of stock options 
which qualify as Incentive Stock Options under Section 422 of the Code, to be 
issued to officers who are employees and other employees, as well as 
Non-Qualified Options to be issued to officers, employees and consultants. In 
addition, SARs may be granted in con~unction with the grant of Incentive Options 
and Non-Qualified Options. No SARs have been granted to date. 

The 1995 Employee Plan provides f o r  the grant of Incentive Options, 
Non-Qualified Options and SARs of up to 400,000 shares of common stock (subject 
to adlustment in the event of stock dividends, stock splits and other similar 
events). To the extent that an Incentive Option OK Non-Qualified Option is not 
exercised within the period of exercisability specified therein, it will expire 
as to the then-unexercised portion. If any Incentive Option, Non-Qualified 
Option or SAR terminates prior to exercise thereof and during the duration of 
the 1995 Employee Plan, the shares of common stock as to which such option or 
right was not exercised will become available under the 1995 Employee Plan for 
the grant of additional options or rights to any eligible employee. The shares 
of common stock subject to the 1995 Employee Plan may be made available from 
either authorized but unissued shares, treasury shares, or both. The Company has 
400,000 shares o f  common stock reserved for issuance under the 1995 Employee 
Plan. As of December 31, 1999, options to purchase 280,333 shares of common 
stock with exercise prices of $1.125 to $3.90 per share have been granted under 
the 1995 Employee Plan. As of December 31, 1999, 25,000 options have been 
exercised under the 1995 Employee Plan. 

1997 RECRUITMENT STOCK OPTION PLAN 

In October 1997, the stockholders of the Company approved adoption of the 
Company's 1997 Recruitment Stock Option and Appreciation Rights Plan, which plan 
provides for the issuance of incentive options, non-qualified options and SAR's 
(the "1997 Plan"). 

The 1997 Plan provides for automatic and discretionary grants of stock 
options, which qualify as incentive stock options (the "Incentive Options") 
under Section 422 of the Code, as well as options which do not so qualify (the 
"Non-Qualified Options") . In addition, srack appreciation rights (the "SARs") 
may be granted in conjunction with the grant of Incentive Opt ions  and 
Non-Qualified Options. No SARs have been granted to date. 

The 1997 Plan provides f o r  the grant of Incentive Options, Non-Qualified 
Options and S A R s  to purchase up to 4,400,000 shares  of common stock (subject to 
adjustment in the event of stock dividends, stock splits and other similar 
events). The price at which shares of common stock covered by the option can be 
purchased 1 s  determined by the Company's Board of Directors; however, in a11 
instances the exercise price is never less than the fair market value of the 
Company's common stock on the date the option is granted. To the extent that an 
Incentive Option or Non-Qualified Option i s  not exercised within the period of 
exercisability specified therein, it will expire as to the then unexercised 
portion. If any Incentive Option, Non-Qualified Option or SAR terminates prior 
to exercise thereof and during the duration of the 1997 Plan, the shares of 
common stock as to which such  option or right was not exercised will become 
available under the 1997 Plan for the grant of additional options or rights. The 
shares of common stock subject to the 1997 Plan may be made available f rom 
either authorized but unissued shares, t r e a s u r y  shares, or both. A s  o f  December 
31, 1999, options to purchase 2,916,876 s h a r e s  of common stock, with exercise 
prices of $2.125 to $4.91 per share have been granted under the 1997 Plan. As of 
December 31, 1999, no options have been e.xercised under the 1997 Plan. 
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The following table shows, as of April 10, 2000, all directors, executive 
officers, and, to the best of the Company's knowledge, all other parties the 
Company knows to be beneficial owners of more than 5% of the common stock, or 
beneficial owners of a sufficient number of shares of Series C preferred stock, 
Series F redeemable preferred stock, Series M redeemable preferred stock or 
Series N preferred stock to be converted into at least 5% of the common stock. 
AS of April 10, 2000, there were issued and outstanding the following: 
26,727,108 shares of common stock, 16,686 shares of Series C preferred stock,  
4,400 shares of Series M Redeemable preferred stock and 15,284 shares of Series 
N preferred stock. 

NAME AND ADDRESS OF 
BENEFICIAL OWNER (1) TITLE O F  CLASS 

Johri M. &res 

David  F. Bradfo rd  

Common S tock  3 5 9 , 3 3 3 ( 3 )  1.3% 

Common S t o c k  7 0 , 0 0 0 ! 5 )  

5 3 3 , 5 0 0 ( 4 )  
3 , 0 0 0  

2 . 0 %  Joseph A Cohen Common Stock 
Series C Preferred 

Stock 

J o h n  W .  Edwards 

D a v i d  E Hardy 

Mark S .  Hewitt 

Thomas A. Keenan 

Common Stock 1, 6 7 5 , 8 3 8  ( 5 )  

1 , 0 3 5 , 8 6 6  151 

187,500 [ 5 )  

5.9% 

3 . 7 %  Commorl S c o c k  

Common S t o c k  

Commorl Stock 
Series N P r e f e r r e d  

Stock 

4 

3 .6% 

2 . 3 %  

Dror Nahum 1 , 2 3 8 , 4 5 8  ( 7  Common Stack 

Alex Radu lov ic  Common Stock 623 ,519(81  

3 5 3 , 5 0 1  19) Henry Y . L .  Toh 

Winter Harbor, L.L.C. 
c / o  F i r s t  Media, L . P .  
11400 Sk ipwi th  Lane 
Potomac, M D  20853 

Common Stock 

Common Stock 
S e r i e s  PI Redeemable 

S e r i e s  N Preferred 
Stock  

Pre f e r  r e d S t oc I.: 

5 1 ,  3 7 2 , 5 4 8 ( 1 0 )  
4 ,400  

65. as 

1 4 , 3 0 4  

A l l  Execu t ive  Officers and 
Directors a s  a Group (10 
p e o p l e )  

Common S tock  
Ser ies  C Preferred 

S t o c k  
Series N Preferred 

Stock 

6 , 1 9 7 , 7 8 1 ( 1 1 )  
3 , 0 0 0  

1 3 2  
1 9 . 4 %  

Indicates less than one percent. 

Unless noted, all of such shares of common stock are owned of record by 
each person or entity named as beneficial ? m e r  and such person or entity 
has sole voting and dispositive power with respect to the shares of common 
stock owned by each of them. All addresses are c/o I-Link Incorporated 
unless otherwise indicated. 

AS to each person or entity named as benefizial owners, such person's or 
entity's percentage of ownership is determined by assuming that any options 
or convertible securities held by such person or entity which are 
exercisable or convertible within 60 days  from the date hereof have been 
exercised or converted, as the case m a y  be- 

Includes 1,000 shares of common s tock  and 2 5 3 , 3 3 3  shares of common stock 
issuable pursuant to options. 

Includes 461,500 shares of common s tock  lssdable pursuant to options and 
72,000 shares of common s t o c k  issuable to :he Leslie Group, I n c .  upon 
conversion of 3,000 shares of Series C p ~ + f e . r r e d  stock held of record by 
L e s l i e  Group, Inc., of which Mr. Cohen is President. 

Represents shares of common s tock  issuable pursuant to options and 
warrants. 

Includes 99,167 shares of common stork s:ibiectI to options, 51,079 shares of 
common s t o c k  issuable upon conversior! of 1-1: shares of Series N preferred 
stock and 70,000 shares of common s r r o c k  :IF.LT: 3 f  record by members o f  Mr. 
Keenan's immediate fanuly. Mr. Keenan sorivres on the Board of Directors as 



the designee of Winter Harbor. Mr. Keenan's wife 1 s  the beneficiary of a 
trust which owns non-voting stock i n  t h e  corporate general partner of F i r s t  
Media, L.P., the parent of Winter Harbor. For f u r t h e r  informatlon about 
W i n t e r  Harbor, see "Transactions w i t h  Winter  Harbor, L . L . C . ;  Series M and N 
preferred stock."  Neither Mr. Keenan nor his wife has dispositive power or 
voting control over t h e  securities of I - L i n k  he ld  by Winter Harbor; Mr. 
Keenan disclaims beneficial ownership of the s e c u r i t i e s  held by Winter 
Harbor. See a l s o  footnote 10 below. 
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7 

8 

9 

10 

11 

Represent 500,000 shares of common stock subject to options and 738,458 
shares of common stock owned. 

Represent 516,669 shares of common stock subject to options and 106,850 
shares of common s t o c k  owned. 

Represents shares of common stock issuable pursuant to options. Does not 
include shares held of record by Four M International, Ltd., of which Mr. 
Toh is a director. Mr. Toh disclaims any beneficial ownership of such 
shares. 

Includes 7,593,360 shares of common stock issuable upon conversion of 
Series M Redeemable preferred stock, 5,181,295 shares of common stock 
issuable upon conversion of Series N Convertible preferred stock, 5,057,893 
shares of common stock issuable upon conversion of Series M redeemable 
preferred stock which may be issued on conversion o f  promissory notes held 
by the named stockholder, and 28,540,000 shares of common stock issuable 
upon exercise of warrants. In addition, I-Link includes herein 5,000,000 
shares of common stock issuable upon exercise of warrants which the named 
stockholder will be entitled to receive should it convert its promissory 
notes to common stock. Winter Harbor is owned by F i r s t  Media, L . P . ,  a 
private media and communications company that is a private investment 
principally of Richard E. Marriott and his family. I-Link's general 
counsel, David E. Hardy, is a brother of Ralph W. Hardy, Jr. who is general 
counsel and a minority equity holder in Winter Harbor, David E. Hardy has 
no ownership in or association with Winter Harbor. Thomas A .  Keenan's wife 
has an interest in First Media, L.P. ( see  footnote 6 above). 

Represents 916,308 shares of common stock issued, 5,158,394 shares of 
common stock which may be obtained pursuant to options and warrants 
exercisable within 60 days of the date hereof, 51,079 shares of common 
stock into which 142 share of Series N preferred stock are convertible and 
72,000 shares of common stock into which 3,000 shares of Series C preferred 
stock are convertible. 

ITEX 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 

The Company's management was informed that Winter Harbor had purchased an 
ownership interest in Tenfold Corporation, a consulting company that the Company 
contracted with to develop a new internal information system. In March 1999, 
W i n t e r  Harbor, LLC transferred ownership of the investment to First  Media TF 
Holdings, LLC, an affiliate of Winter Harbor, LLC. F i r s t  Media TF Holdings, LLC 
beneficially owns 10.6% of Tenfold's common stock. The Company's referral to 
Tenfold did not come through Winter Harbor, and Winter Harbor played no part i n  
the negotiation of such consulting arrangement. In the first quarter of 1999, 
the Company's management and its Board of Directors concluded that the new 
system would not significantly enhance the Company's existing billing and 
information systems or meet its ultimate needs and accordingly d i d  not justify 
paying a d d i t i o n a l  contracted expenses of approximately $1,000,000, Accordingly 
the Company recorded a write-down on the in-process system development of 
$1,847,288. 

See Item 11 hereof for descriptions of the terms of employment and 
consulting agreemenLs between the Company and certain officers, directors and 
other related parties. 

TRANSACTIONS WITH " T E R  HARBOR, L . L . C . ;  SERIES M AND N PREFERRED STOCK 

Winter Harbor, L.E.C. ("Winter Harbor") i s  owned by First Media, L.P., a 
private media and communications company which is a private investment 
principally of Richard E. Marriott and his family. The Company's general 
counsel, David E. Hardy,  is a brother of Ralph W. Hardy, Jr. who is general 
counsel and a minority equity holder in Winter Harbor. David E. Hardy has no 
ownership or assaclation with Winter Harbor. As a result of this relationship, 
as well a s  personal relationships of David E. Hardy with the principals of 
Winter Harbor, discussions were initiated which led to Winter Harbor's 
investments in the Company, which are summarized below. 

On June 5, 1 5 9 7 ,  the Company entered into a term loan agreement ("Loan 
Agreement") and promissory note ("Note") with Winter Harbor pursuant to which 
Winter Harbor agreed to loan to t h e  
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Company t h e  principal sum of $2,000,000 (the "Loan") for capital expenditures 
and working capital purposes. AS further consideration for Winter Harbor's 
commitment to make the Loan, the Company granted to Winter Harbor a warrant 
("Loan Warrant") to purchase up to 500,000 shares of common stock at an exercise 
price of $4.97 per share, subject to adjustment, pursuant to the terms of a 
Warrant Agreement between the parties. The Loan Warrant expires on March 11, 
2002, and contains demand and piggyback registration rights and customary 
anti-dilution terms. The maturity date of the Note was October 15, 1998; 
however, the Loan Agreement anticipated an equity investment in the Company by 
Winter Harbor (the "Investment"). Upon closing of the Investment, all principal 
and accrued interest then due under the Note was credited toward payment of 
Winter Harbor's purchase price for the Investment and the Note was cancelled. 
The loan from Winter Harbor had an interest rate of prime plus 2%. In addition 
to the stated interest rate, the Company recognized the debt discount 
attributable to the warrants as interest expense over the life of the loan 
(maturity date was October 15, 1998). T h e  Company expended significant time and 
effort pursuing various financing alternatives and determined that the Winter 
Harbor proposal  was the best alternative available to the Company. 

On August 18, 1997, the Company and Winter Harbor amended their agreement 
pursuant to which the Company borrowed an additional $3,000,000 bringing the 
total principal amount due under the Note to $5,000,000, and issued additional 
warrants to purchase an additional 300,000 shares at an exercise price of $6.38 
per warrant to Winter Harbor in connection therewith. 

The Company and Winter Harbor executed a Sales Purchase Agreement, dated as 
of September 30, 1997, and closed on October 10, 1997,  pursuant t o  which Winter 
Harbor invested $12,100,000 in a new series of the Company's convertible 
preferred stock (the "Series M redeemable preferred stock"). Winter Harbor 
purchased approximately 2,545 shares of Series M redeemable preferred stock 
(convertible into 2,545,000 shares of common stock) for aggregate cash 
consideration of approximately $7,000,000 (equivalent to $2.75 per share o f  
common s t o c k ) .  The agreement with Winter Harbor provided for purchase of 
approximately 1,855 additional shares of Series M redeemable preferred stock 
(convertible into 1,855,000 shares of common stock). Such additional shares o f  
Series M redeemable preferred stock were paid for by exchanging the $5,000,000 
outstanding principal balance plus approximately 5100,000 accrued interest due 
under the Note. As additional consideration €or its equity financing 
commitments, Winter Harbor was issued additional warrants by the Company to 
acquire (a) 2,500,000 shares of common stock at an exercise price of $2 .75  per 
share (the "Series A Warrants") , { b )  2,500,000 shares of common stock at an 
exercise price of $4.00 per share (the "Series B Warrants") and (c) 5,000,000 
shares of common stock at an exercise price of $4.69 per share (the "Series C 
Warrants"). The respective exercise prices fo r  the Series A Warrants, the Series 
B Warrants and the Series C Warrants (collectively, the "Investment Warrants"), 
shall be subject to adjustment. The Series A Warrants will be exercisable at any 
time for thirty months from the date of issuance, and the Series B Warrants and 
Series C Warrants will be exercisable at any time for sixty months from the date 
of issuance. All of the Investment Warrants ( 1 )  have demand registration rights 
and anti-dilution rights and (11) contain cashless exercise provisions. 

The Series M redeemable preferred stock is entitled to receive cumulative 
dividends in the amount o f  10% per annum before any other Series of preferred or 
common stock recei',?s any dividends. Thereafter, the Series M redeemable 
preferred stock will participate with the common stock in the issuance of any 
dividends on a per share basis. Moreover, the Series M redeemable preferred 
stock will have the right to veto the payment of dividends on any other class of 
stock, except for cumulative dividends which accrue pursuant to the terms of the 
Series C preferred stock outstanding prior to the Winter Harbor investment. The 
Series M redeemable preferred stock is convertible at any time prior to the 
fifth anniversary of its issuance, at the sole option of Winter Harbor, into 
shares of common stock on a one thousand-for-one basis; provided, however, that 
the Series M redeemable preferred stock shall be automatically converted t o  
common stock on the fifth anniversary of its issuance at no cost to Winter 
Harbor. The conversiGn price shall be, in the case of discretionary conversion, 
$2.75 (subsequently reset to $2.033) per share of common stock, or,  in the case 
of automatic conversion, the lesser of $2.033 per share  or 50% of the average 
closing bid price cf the common stock for the ten trading days immediately 
preceding the f i f t h  anniversary of issuance. The basis for discretionary 
conversion, or the conversion price for automatic conversion, shall be adjusted 
upon the occurrence of certain events, including without limitation, issuance of 
stock dividends, recapitalization o f  the Company, or the issuance of stock by 
the 
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Company at less than the fair market value thereof. 

Upon completion of the Winter Harbor Investment, the Company included in 
its earnings per share calculation a (non-cash) preferred stock dividend in the 
fourth quarter of 1997 in the amount of $88,533,450. This amount was calculated 
as the difference between the exercise or conversion price per common share per 
the agreement as compared to the market price of the common stock on the date of 
the closing, plus the value of the warrants issuable in connection with the 
Investment. 

During 1998, the Company obtained an aggregate of $ 7 . 7 6 8  million in new 
interim debt financing f rom Winter Harbor, L . L . C .  As consideration f o r  Winter 
Harbor's commitment to make the loan, the Company agreed to issue 6,740,000 
warrants to purchase common stock of the Company at exercise prices ranging from 
$5.50 to $7.22 based upon 110% of the closing price of the common stock on the 
day loan funds were advanced. The warrants have exercise periods of 7.5 years 
from issuance. The Company also agreed to extend the exercise period on all 
warrants previously issued to Winter Harbor (10,800,000) to seven and one-half 
years. Pursuant to the terms of the loan agreement with Winter Harbor, the 
initial borrowings of $5,768,000 were payable upon demand by Winter Harbor no 
earlier than May 15, 1998, and were collateralized by essentially all of the 
assets of the Company's subsidiaries. As the loan was not repaid by May 15, 
1998, the total loan, including additional borrowings of $2,000,000 obtained in 
the second quarter, continues on a demand basis with interest accruing at prime 
plus four  percent. On April 15, 1999, Winter Harbor agreed that it would not 
demand payment under the notes pr io r  to April 15, 2000 and in April 2000 agreed 
to extend the due date of the principal and accrued interest to April 15, 2001. 
Additionally, Winter Harbor has the right at any time until the loan is repaid 
to elect to exchange the unpaid balance of the loan into additional shares of 
the Company's Series M redeemable preferred stock and receive an additional 
5,000,000 warrants to purchase common stock of the Company at an exercise price 
of $2.033 per share. 

During 1998, t h e  Company recorded $ 1 , 2 7 4 , 0 0 0  as a discount against the new 
$7,768,000 debt representing the relative f a i r  value attributed to the new 
warrants, the change of the exercise period on prior warrants and the equity 
instruments associated with the assumed conversion of the debt into equity. The 
debt discount was amortized over t h e  original t e r m s  of the respective 
borrowings. 

The exercise prices of the above warrants issued or issuable to Winter 
Harbor varied at the time of their respective issuance, however, all are subject 
to adjustment downward to equal the market p r i c e  of common stock in the event 
the common stock market price is below t h e  original exercise price at the time 
of exercise, sublect to an exercise price lower limit of the lesser of the 
original exercise price or $2.75 per share. The exercise price of all Winter 
Harbor warrants has been reset to $2.033 as of December 31, 1999 and continue t o  
be subject to downward adjustment per the agreement. 

On January 15, 1999, I-Llnk formalized an agreement with Winter Harbor for 
additional financing. The financing arrangement consists of an $8,000,000 bridge 
loan facility and a $3,000,000 standby letter of c r e d i t  to secure additional 
capital leases of equipment and telephone lines relative to the expansion of the 
Company's telecommunications network. A s  of December 31,  1999, the Company had 
borrowed the full amount available on the Bridge Loan and lease facility. The 
bridge loan and accrued interest were exchanged f o r  Series N preferred stock in 
J u l y  1999. 

As additional consideration for making t h e  l o a n ,  the Company granted 
warrants to purchase common stock to Winter Harbor. Initially, Winter Harbor 
receives one warrant for every $10 borrowed from Winter Harbor including the 
standby letter of credit. The warrants have a 7 . 5  year exercise period with an 
exercise price of the lower of (a) $2.78 (reset to $2.033 as of December 31, 
1999), (b) the average trading price for any 2C day period subsequent to the 
issuance of the warrants, (c) the price at which new shares of common stock or 
common stock equivalents are issued, or (d) the exercise price of any new 
options, warrants, preferred stock or other con'.,-ertible security. The exercise 
price is sublect to a $1.25 floor. On April 14, 1999, the shareholders voted to 
approve a plan of financing which includes issuinq 10 warrants for each $10 
borrowed under the Bridge Loan and standby l e t t e r  of credit. The Company did not 
repay the loan before April 2 6 ,  1999 and grar.recl Winter Harbor warrants to 
purchase 11,000,000 shares of common stock. 
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During 1999 and 1998, the Company recorded $2,956,283 and $1,032,634, 
respectively, as a discount against the $8 .0  million Bridge Loan representing 
the relative fair value attributed to the bridge loan warrants and line of 
credit. The debt discount was amortized over the term of the Bridge Loan, or 
leases as applicable. During 1999 and 1998, $3,360,771 and $128,059, 
respectively, of debt discount was amortized. 

On April 15, 1999, the Company entered into a financing agreement with 
Winter Harbor. Winter Harbor loaned the Company up to $4 million under a note 
due September 30, 1999. In J u l y  1999  this loan and accrued interest was 
exchanged for Series N preferred stock as discussed below. 

On July 23, 1999 the Company completed its offering of 20,000 shares of 
Series N preferred stock. The offering was fully subscribed through cash 
subscriptions and the Company exercising its right to exchange notes payable to 
Winter Harbor of $8.0 million and $ 4 . 0  million plus accrued interest. In total 
the Company exchanged $12,718,914 in debt and accrued interest. Winter Harbor 
purchased 14,404 (in cash and exchange of debt and interest) of the 20,000 
shares of Series N stock. The Series N conversion price was initially set a t  
$ 2 . 7 8 ,  but may be reset to the lowest of: ( 1 )  110% of the average trading price 
for any 20 day period following the date that Series N preferred stock is first 
issued; ( 2 )  the price at which any new common stock or common stock equivalent 
is issued; ( 3 )  the price at which common stock is issued upon the exercise or 
conversion of any new options, warrants, preferred stock or other convertible 
security; ( 4 )  the conversion price of any Series F preferred stock converted 
after the date that Series N preferred stock is first issued; and ( 5 )  a 
conversion price floor of $1.25. 

On April 13, 2000, Winter Harbor, LLC, agreed to provide I-Link with a 
line of credit to meet its minimum financing needs of up to an aggregate 
amount of $15,000,000. This commitment expires on the earlier o f  April 12, 
2001 or the date I-Link has received net cash proceeds of not less than 
$15,000,000 pursuant to one or more additional financings or technology sales 
as well as licensing or consulting agreements outside the normal and 
historical course  of business. The $15,000,000 aggregate commitment will be 
reduced by the $1,300,000 (plus interest at 88  per annum) advanced to I-Link 
in the first quarter of 2000 by Winter Harbor, interest accruing on any other 
advances under such commitment, as well as any net cash proceeds received by 
I-Link in the future from additional financings or technology sales as well 
as licensing or consulting agreements outside the normal and historical 
course of business. Any amounts outstanding under the loan will be due and 
payable no later than April 12, 2001 (see- "Current Position/Future 
Requirements ) . 

MIBRIDGE ACQUISITION; SERIES D PREFERRED STOCK 

On August 12, 1997 the Company entered into an agreement with MiBridge, 
Inc., a New J e r s e y  corporation ("MiBridge") and Mr. Dror Nahumi, the principal 
shareholder of MiBridge, pursuant to which the Company acquired a l l  of the 
issued and outstanding stock of MiBridge (the "MiBridge Acquisition"). The 
MiBridge Acquisition subsequently closed on September 2, 1997. MiBridge is the 
owner of patent-pending audio-conferencing techno1sg:i and is a leader in 
creating speech-encoding and compression algorithms zesigned to produce superior 
audio quality and lower delay over low-band networ;.~. The Company agreed to pay 
the stockholders of MiBridge (the "MiBridge Stockhsiders") consideration 
consisting of (i) an aggregate $2,000,000 in cash, payable in quarterly 
installments over two years, and (11) an aggregate 1,000 shares of a series of 
the Company's convertible preferred stock (the "Ser ies  D preferred stock"). The 
1,000 shares of Series D preferred stock are convertible at the option of the 
MiBridge Stockholders, at any time during the nine m o n t h s  following the closing 
of the MiBridge Acquisition, into such number of shares of common stock as shall 
equal the sum of $6,250,000 divided by $9 .25  (the "Series D Conversion Price"), 
which price was the closing bid price of the Company's common stock on June 5, 
1997 (the date that the f i rs t  letter agreement relating to the transaction was 
executed) or the average closing bid price f o r  the five trading days immediately 
preceding the date the Company receives notice of conversion whichever is lower. 
As of December 31, 1999, all shares of the Series D preferred stock had been 
converted into common stock and all amounts payable in cash had been paid. 
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ITEM 1 4 .  EXHIBITS, FINANCULL STATEMENT SCHEDULES AND REPORTS ON E'ORM 8 - K .  

(a) The fol lowing financial statements and those financial statement 
schedules required by Item 8 hereof are f i l e d  as part of this report: 

1. Financial Statements: 

Report a€ Independent Accountants 
Consolidated Balance Sheets as of December 31, 1999 and 1998 
Consolidated Statements of Operations f o r  the years  

Consolidated Statement of Changes in Stockholders' Equity for 
the years ended December 31, 1999, 1998 and 1997 

Consolidated Statements of Cash Flows fo r  the years  
ended December 31, 1999, 1998 and 1997 

Notes to Consolidated Financial Statements 

ended December 31, 1999, 1998 and 1997 

2. Financial Statement Schedule: 

Report of Independent Accountants 
Schedule I1 - Valuation and Qualifying Accounts 

All other schedules are omitted because of the 
absence of conditions under which they are required 
or because the required informatlon is presented in 
the Financial Statements or Notes thereto. 

(b) The Company d i d  not file any reports on Form 8-K during the fourth 
quarter of 1999. 

(c) T h e  following exhibits are filed as p a r t  of this Registration 
Statement: 
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4.11(11) 
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4.13 ( 9 )  
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10.15 ( 7 )  
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10.18 ( 7 )  

10.19(7) + 

10.20 ( 7 )  

10.21 1 7 )  

10.23 ( 7 ,  

1 0 . 2 3  17) 

TITLE OF EXHIBIT 

Stock Purchase Agreement, dated Febrljary 13, 1996, by and among 
Medcross, Inc, I-Link, Ltd., and GrJet Enterprises, Inc. 
Share Exchange Agreement for the Acquisition of Family 
Telecommunications Incorporated by Medcross, Inc., effective as 
of January 1, 1997. 
Amended and Restated Articles of Incorporation of the Company, 
as further amended. 
Bylaws o f  t h e  Company, as amended. 
Articles of Incorporation of I-Link Worldwide Inc. 
Bylaws o f  I-Link Worldwide Inc. 
Articles of Incorporation of Family Telecommunications 
Incorporated and Articles of Amendment to the Articles of 
Incorpora t ion .  
Bylaws of Family Telecommunicstions incorporated. 
Articles of Amendment to the Amended and Restated Articles o f  
Incorporation of the Company. 
Articles of Amendment to the Compan;”~ Amended and Restated 
Articles of Incorporation, establishing the terms of Series F 
Redeemable Preferred Stock 
Placement Agent’s Common Stock Warrant Agreement and Certificate. 
Consultant’s Common Stock Warrant Agreement and Certificate. 
3ption to purchase 160,000 shares of Class A Convertible 
Preferred Stock  of Medcross, Inc., granted by Four M 
International, Ltd. to Commonwealth, dated February 21, 1996. 
Form of Hardy Group Warrant to purchase 175,000 s h a r e s  of Common Stock . .  
Securities Purchase Agreement by and between the Company and Winter 
Harbor, dated as of September 30, 1597. 
Amended and Restated Registration Rights Agreement dated as of 
January 15, 19‘39 by and between the Company and Winter Harbor, 
amending Registration Rights Agreement dated October 10, 1 9 9 7 .  
Form of Shareholders Agreement by and among the Company and Winter 
Harbor and certain holders of  the Company’s securities, which 
constitutes €-.:hibit D to the Purchase Agreement. 
Form of Warrant Agreement by and between Medcross, Inc. and Winter 
Harbor, which constitutes Exhibit F to the Purchase Agreement. 
Warrant Agreement dated as of June 6, 1997, by and between the 
Company and Winter Harbor; and related Warrant Certificate. 
Stock Option Agreement by and between the Company and J o h n  Edwards. 
1995 Director Stock Option and Appreciation Rights Plan. 
1995 Empl3ye.e Stock Option and Appreciation R i g h t s  Plan. 
Agreemen: for Terminal Facility Collocation Space, dated June 21, 1996, 
b y  and betweon I-Link Worldwide Inc. and MFS Telecom, Inc.. 
Commercial Lease dated May 21, 1996 between I-Link Worldwide Inc. 
and Praper Land Partnership I1 and First Amendment dated J u l y  7 2 ,  1996. 
Commercial Lease dated September 11, 1996 between I-Link Worldwide Inc. 
and Draper Land Partnership 11. 
Term Lease Master Agreement dated May 19, 1996 by and between I B M  Credit 
Corporation and I-Link Worldwide Inc. 
199: Recruirment Stock Option Plan. 
Lease Agreement dated July 1, 1996 between Broadway Associates and 
ILC Cmurunications. 
Lease B e T w e e n  Phoenix City Square Partnership and Robert W. Edwards 
an3 CIer1se A. Edwards dated March 1 8 ,  1996. 
Strate21,: Vember Reseller Agreement between I-Link Worldwide Inc. 
and Wea::v’;c,- Incorporated d a t e d  January 31, 1 9 3 7 .  
Settleme Agreement between WealthNet Incorp3rated and Family 
Telecomn’ . :.:ations Incorporated dated January, 29, 1997. 
Emplop . ; ;  ’ ;,c~reement, dated as of September 2 ,  1907, between 
Medcr955, ;nc. and Dror 
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10.26 (13) 

10 .:a (14) 

1 0 . 2 9  (14) 

10.30 (141 

10.31 ( 1 4 1  
10.32 ( 1 5 )  

10.33 ( 1 4  i 

10.34 (14) 

10.35 14 ) 

10.36 (14 i 

10.37 (18) + 

10.38 (17) 

10.39 (17) 

1 0 . 4 0  (17) 

10.41 ( 1 7 )  

10.42 ( 17) 

30 .43  (17) 

10.44 (17) 

1 0 . 4 5  { 1 7 )  

1 0 . 4 6  ( 1 7 )  

Nahum1 . 
Clan and Agreement of Merger of MiBridge, Inc. with and lnto 
:-Link Mergerco, Inc., a wholly-owned subsidiary of 
Medcross, Inc., dated as of August 12, i 9 9 7 ,  by and among 
Medcross, I n c . ,  I - L i n k  Mergerco, I n c  , MiBridge, Inc. and the 
srockholders of MiBridge, Inc. 
hqreement dated April 14, 1998, by and between the Company and 
Winter Harbor. 
P l e d g e  Agreement dated April 1 4 ,  1598, by and between the 
Company and Winter Harbor. 
Security-Agreement dated April 14, 1998, by and among certain of 
the Company's subsidiaries and Winter Harbor. 
Form of Promissory Notes issued to Winter Harbor. 
Amended Form of Convertible Preferred S t o c k  Purchase Agreement 
dated June 30, 1998 by and between the Company and JNC 
Opportunity Fund Ltd. ("JNC")  . 
Registration Rights Agreement dated June 30, 1998 by and between 
the Company and JNC. 
warrant to purchase 250,000 shares of Common Stock of the 
Company, dated June 30, 1998, issued to JNC. 
Exch3nqe Agreement dated July 2 8 ,  2998 by and between the 
Compsny and JNC. 
Warrant to p u r c h a s e  1 0 0 , 0 0 0  shares of Common Stock of the 
Company, dated J u l y  2 8 ,  1998, issued to J N C .  
Employment Agreement dated August 2 9 ,  1998, between the Company 
and John Ames. 
Loan Agreement dated as of Januar,. 15, 1959 by and between the 
Company and WLnter Harbor. 
F i r s t  Amendment t o  Loan Agreement datcd March 4 ,  1999 by and 
between the Company and Winter Haroor. 
Promissory Note dated November 10, 1996 ,  in principal amount of 
$8,000,000 executed by the Comparty in f avor  of Winter Harbor. 
Series K W a r r a n t  Agreement dated 3s of January 15, 1999 by and 
between the Company and Winter Harbcrr and form of Series K Warrant. 
Subsidiary Guaranty dated as of January 15, 1599 executed by 
five of t h e  Company's wholly owned subsidiaries i n  f avor  of Winter 
Harbor . 
Agreement dated as of January 15, 1999 by and between the Company 
and Winter Harbor. 
F i r s t  Amendment to Security Agreement dated  as of 3anuary 15, 
1999, by and among the Company, five of its wholly-owned 
subsidiaries and Winter Harbor, amending Security Agreement 
dated April 1 4 ,  1997. 
First Amendment to Pledge Agreement datcd as of  January 15, 2999, 
by and among the Company and Winter Harbor, amending Pledge 
Fgreement dated A p r i l  14, 1997. 
Series D, E, P. G, H, I and J Warrant Agreement dated as of 
January 15, 1999 by and between the C m p a n ]  and Winter Harbor, and 
related forms of warrant certificaces. 
Employment agreement with John Edwards dated September 9, 1999. 
Subsidisries 3 f  the Registrant. 
Financial data schedule. 

* Indicates a management contract or compensatory plan or arrangement 

1 Filed herewith. 
2 Incorporated by reference to the Company's Current Report on Form 8 - K ,  

3 Incorporated by reference to the Company's Annual Report on Form 10-KSB for 

4 Incorporated by reference to the Company's Current Report on Form 8-K, 

5 Incorporated by reference to the Company's Q u a r t e r l y  Report on Form lo-QSB 

required to be filed. 

dated February 23, 1996, f i l e  number 0-17973. 

the year ended December 31, 1995, file number 0-17973. 

dated February 23, 1996, file number 0-17973. 

for the quarter e n d e d  June 30, 1996, file number 0-17973. 
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6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

Incorporated by reference to t h e  Company's Current Report on Form 8-K, 
dated January 13, 1997, file number 0-17973. 
Incorporated by reference to the Company's Annual Report on Form 1 0 - K S B  f o r  
the year ended December 31, 1996, file number 0-17973. 
Incorporated by reference to the Company's Registration Statement on Form 
SB-2, file number 333-17861. 
Incorporated by reference to the Company's Current Report on Form 8-E;, 
dated June 5, 1997, file number 0-17973. 
Incorporated by reference to the Company's Pre-Effective Amendment No. 1 to 
Registration Statement on Form SB-2, file number 333-17861. 
Incorporated by reference to the Company's Current Report on Form 8 - K ,  
dated September 30, 1997, file number 0-17973.  
Incorporated by reference to the Company's Pre-Effective Amendment No. 3 to 
Registration Statement on Form SB-2, file number 333-17861. 
Incorporated by reference to the Company's Annual Report on Form 10-K for 
the year ended December 31, 1997, file number 0-17973. 
Incorporated by reference to the Company's Quarterly Report on Form 10-Q 
for the period ended June 30, 1998, file number 0-17973. 
Incorporated by reference to the Company's Registration Statement on Form 
S-1 f i l e d  September 3, 1998, file number 333-62833, 
Incorporated by reference to the Company's Q u a r t e r l y  Report on Form 10-Q 
for the period ended September 30, 1998, file number 0-17973. 
Incorporated by reference to the Company's Current Report on Form 8 - K  filed 
on March 23, 1999, file number 0-17973. 
Incorporated by reference to the Company's Annual Report on Form 10-K for 
the year ended December 3 1 ,  1998, file number 0-17973 
Incorporated by reference t o  the Company's Quarterly Report on Form 10-Q 
for the period ended September 30, 1999, file number 0-17973. 
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SIGNATURES 

In accordance with Section 13 o r  15(d) of the Securities Exchange A c t  
of 1934, the Registrant has d u l y  caused this report to be signed on its behalf 
by the undersigned, h e r e u n t o  duly authorized. 

I-LINK INCORPORATED 
(Registrant) 

Dated: April 13, 2000 

In accordance with Section 13 of the Securities Exchange Act of 1934, thls 
r e p o r t  has been s i g n e d  by the following persons on beha l f  of t h e  registrant and 
in t h e  capacities and on the dates indicated. 

/ s /  J o h n  M. Ames 

J o h n  M. Ames 

-__----______________---_--_----------- 

T i t l e  
_ _ _ - -  

Chairmarl  of the Board and 
Chief E. .e ,zu t ive  O f f i c e r  

Presidenr 

C h i e f  F i n a n c i a l  Off icer  and 
C h i e f  O p e r a t i n g  O f f i c e r  

S e c r e t a r y  

Director 

D i r e c t o r  

Director 

Date _--- 

A p r i l  1 3 ,  2000 

April 13, 2000  

April 13, 2000 

April 13, 2000 

April 13, 2000 

April 13, 2000  

A p r i l  13 ,  2000 
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REPORT OF WEPENDENT ACCOUNTANTS 

To the Board of Directors and stockholders of 
I-Link Incorporated and Subsidiaries: 

In our opinion, the accompanying consolidated balance sheets and the related 
consolidated statements of operations, changes in stockholders' equity 
(deficit), and cash f lows present f a i r l y ,  in all materials respects, the 
financial position of I-Link Incorporated and its subsidiaries (the "Company") 
as of December 3 1 ,  1999 and 1998, and the  results of their operations and their 
cash flows for each of the three years in the period ended December 31,  1999, in 
conformity with accounting principles generally accepted in the United States. 
These financial statements are the responsibility of the Company's management; 
our responsibility is to express an opinion on these financial statements based 
on our audits. We conducted our audits of these statements in accordance with 
auditing standards generally accepted in the United States, which require that 
we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material rrusstatement. A n  audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that o u r  audits provide a reasonable basis 
for the opinion expressed above. 

PricewaterhouseCoopers LLP 
Salt Lake City, Utah 
April 13, 2000 
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I-LINK INCORPORATED AND SUBSIDIAEtIES 

As OF DECEMBER 31, 1999 AND 1998 
CONSOLIDATED SHEETS 

ASSETS 

Current assets: 
Cash and cash equivalents 
Accounts receivable, less allowance for doubtful accounts of $1,789,000 and 

$1,941,000 as of December 31, 1999 and 1998, respectively 
Certificates of deposit - restricted 
Other current assets 
Net assets of disconrinued operations 

$ 2,950,730 $ 1 ,311 ,003  

4,344,406 
53,500 
308, € 9 1  

-_____________I___ 

7 , 6 5 7 , 3 2 7  

4,402,016 
378,160 
293 ,789  
4 1 7 , 3 7 1  

6,802,339 
-------_---______ 

Total current assets 

Furniture, fixtures, equipment and software, net 7,019,361 7,262,781 

Other asse ts :  
Intangible a s s e t s ,  net 
Certificates of deposit - restricted 
Other assets 

L I A B I L I T I E S  FND STOCKHOLDERS' D E F I C I T  

Current liabilities: 
Accounts payable 
Accrued liabilities 

$ 4,131,675 
2,629,036 

$ 2 , 7 9 2 , 6 5 1  
3,022,989 

C u r r e n t  portion of long-term debt 
N o t e s  payable to a related party, net of discount 
Current portion of obligations under capital leases 
Net liabilities of diszontinued operations 

1,050,431 
3 ,437 ,138  
573,044 

- - _ - - _ _ _ _ _ _ _ _ _ _ _ _  
10,876,253 Total current liabilities 

Notes payable to a related party 
Accrued interest on long-term nocos  payable 
Obligations under capital l eases  

7,768,000 
414,000 
603,933 

19,662,186 
-__--_-_----_____ 

Total liabilities 

Commitments and contingencies (nores 9, 12 and 16) 

Redeemable preferred s t o c k  - Series M 
Redeemable preferred stock - Series F 

11,734,820 
9,411,720 

21,146,540 

Ytockholders' deficit: 
Preferred stock, $10 par v a l u b ,  ~uchorized 10,000,000 shares, i s s ~ ~ d  and  

outstanding 49,992 and 4 4 , .  :- as of December 31, 1999,  
liquidation preference of ~.-,379,108 at December 31, 1999 

Common stock, s.007 par  value, a l u t h o r i z e d  150,000,000 shares ,  
issued and outstanding 2 4 ,  l ' - - l , * ? q  and 18,763,596 at December 3 1 ,  1999 
and 1998, respectively 

Additional paid-in capital 
Deferred compensation 
Accumulated deficit 

499,920 440,510 

169,056 
98 ,734 ,475  

(499,377 I 
(109,953,971) 

( 11,04 9,897 1 
------ - _ - _ _ _ _ _ _ _ _  - 

Total stockholders' deficit 

T h e  accompanying notes a re  an integral p a r t  of 
these consolidated f i n a n c i a l  statements 
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I - L m  INCORPORATED AND SUBSIDIARfES 
CONSOLIDATED STATEMENTS OF OPERATIONS 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997 

Revenues : 
Telecommunication ser'vices 
Marketing services 
Technology licensing and development 

Total revenues 

Operating costs and expenses: 
Telecommunicarion network expense 
Ma r ke t i n g s e r $. 1 ce s 
Selling, general and administrative 
Provision for doubtful accounts 
Depreciation and amortization 
Acquired in-process research and development 
Wrrte-down of capitalized software costs 
Research and development 

2 0 , 3 7 3 , 2 0 9  1 9 , 0 9 4 , 1 9 4  14,634,999 
5 ,400 ,149  5 , 8 5 0 , 8 7 3  4 , 2 9 3 , 0 1 3  

1 3 , 4 2 8 , 9 5 6  1 0 , 5 6 3 , 3 8 2  11,948,568 
3 , 7 0 3 , 0 7 6  3,169, 631 1,385,000 
5,382,639 4,192,174 2,549,282 

- 4,235 ,830  
1,847,288 

8 7 8 . 5 8 2  2 , 6 3 6 , 7 4 1  2 , 4 3 9 , 1 1 6  

5 1 , 8 7 2 , 0 5 8  4 5 , 2 9 5 , 3 6 0  39, 976, L'75 
-_____--_-----_--  ------------------ _ - - - - -_____-______ 

-----------__-_-- ------------------ ---------I_-______ 

Total operating c o s t s  and ekpnnses 

Operating loss 

Other income (expense) : 
Interest expense 
Interest a n d  other income 

Total other e:..pense 

Loss from continuing operations 

Discontinued operations: 
Loss from discontinued operations [less applicable 

Income t a x  provision of $0 i n  1997) 
Loss on disposal of discontinued operations, includinq 

provision in 1397 of 5122,000 for operating 
Losses during phase-out period ( less  applicable 
Income t a x  provision of SO in 1999, 1998 and 1997) 

_ ( 1 8 3 . 5 5 6 )  

Loss from discontinued operations 

Net loss  

L'RLCULATION OF NET LOSS PER COMMON SHARE: 

Loss from continuing operations 
'hmulative preferred stock dividends not paid in current year 
bemed (non-cash) preferred stock dividend on Series F, 

M and N convertible preferred stock 

31,159,288) 
, 1 , 9 4 8 , 5 5 7 )  

$ (28 ,667 ,6921  
(1, i 5 9 , 5 a f i )  

Loss from continuing operations applicable to 
common stock 

B a s i c  and diluted weighted averaqe shares outstanding 

' * A = ?  LOSS per common share - basic and diluted: 

Loss from continuing operstions 
Loss from discontinued operations 

Net loss per common share 

The  accompanying n o t e s  a r e  an  integrai p a r t  of 
these consolidated financial s t a r e m e r , t s  
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I-LINK INCORPORATED AND SUBSIDIARIES 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT) 

W C E  AT DECEMBER 31, 1 9 9 6  2 4 7 , 5 0 0  $ 2 , 4 7 5 ,  DO0 1 0 , 6 0 7 , 5 9 7  $ 7 4 , 7 5 3  

Conversion of preferred stock into 

Conversion of convertible promissory notes 

Interest expense  associated with i s s u a n c e  of 

Stock options issued for services 
Amortization of deferred compensation on 

Exercise of stock options 
Common stock issued for t h e  acquisition of 

Series D preferred stock issued f o r  the 

Common stock lssued f o r  the acquisition 

Stock warrants issues to satisfy accrued 

Warrants issues in connec t ion  with certain 

Issuance of Series M redeemable preferred 

Reclassification of Series M redeemable 

Net loss 

common stock 

into Series C preferred stock 

convertible notes 

stock options i s s u d  for services 

Family Telecommunications, Inc. 

acquisition of MiBridge, Inc 

of 1-Link Worldwide, inc. 

litigation settlemerit 

notes payable  

stock, n e t  of issuance costs of $365,190 

preferred stock to mezzanine 

( 1 4 4 , 9 2 4 )  

11 ,950  

(1,449,240) 

115,500 

3 , 9 4 8 , 5 6 5  2 7 , 6 3 9  

555,  79 ,923  

400, G O O  2 , 3 0 ,:I 

10,000 1,000 

1,000,000 7 ,  OOP 

4 4 , 0 0 0  

( 3 4 , 0 0 0 )  

4 , 4 0 0  

( 4 ,  4001 

BALANCE AT DECEMBER 31, 1 9 9 7  

A c c u m u l a t e d  
Deficit 

BALKNrE AT DECEMBER 31, 1996 $ 3 0 , 8 7 4 , 9 1 0  

Conversion of preferred stock into 

L'r2nversion of convertible promisso ry  n o t e s  

;riterest expense associated w i t h  issuance of 

Stock options issued €or services 
Rmortization 3 f  deferred compensdtion on 

E..erci s e  of srocb options 
lommon stock i s s u e d  for the a c q J i s i t i o n  of 

Series C preferred stock issued f o r  the 

:omon stock issued for the 3 : q u i s i t i o n  

~ l t 3 c k  warrants issues to 5 3 : : ~ : ~  accrued 

Wdrrdnts issues in connect ic r r  nilth certain 

I sse~ar ice  of Series M r a d e s m t  1- preferred 

d c L  L3ssification of Seriss ?.: redeemable 

I l+ t  loss 

common stock 

i n t o  Series C preferred s t o c k  

convertible notes 

s t x i  options issued for se,r':i zes  

F a m i l y  Telecommunications, T r c .  

2cquisition of MiBridge, In,: 

of 1 - L i n k  Worldwide, Inc. 

IArigation settlement 

r :Ires payable 

>: i~ck ,  net of issuance c,?"_:' zf $ 3 4 5 . 1 8 0  

?referred stock to rne::arA:,e 

1 , 3 2 1 , 6 0 l  

5 9 7 , 5 0 0  

3 2 0 .  D O 0  
4 , 7 5 7 , 1 3 4  

1 3 7 , 3 7 4  

2 , 4 1 1 , 7 8 3  

6 , ? 4 0 , 0 0 0  

8 , 8 6 8 , 0 0 0  

8 2 1 , 0 0 0  

2 , 3 7 1 , 5 7 5  

11 ,690 ,820  

~ 1 1 , 6 9 0 , 8 2 0 )  

'i;L4N:3F; AT DECEMBER 31, 1 ? 4 

Continued 

The accompanying notes are an i n t e g r a l  pa r t_  of 
these consol ida ted  financial statements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CRAElGES IN STOCKHOLDERS' EQUITY (DEFICIT), CON"- 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997 

$112,251 115.526 $1,155,260 16,  O X ,  085 BALANCE AT DECEMBER 31, 1997 

Issuance of Series F redeemable preferred s tock ,  
net of issuance costs of $569,418 

Reclassification of Series F redeemable 
preferred stock to mezzanine 

Reclassification of Series F redeemable 
preferred stock from mezzanine due to 

Cocversion t3 commo~ s t o c k  
Conversion of preferred stock into 

Common Stock dividend paid to holders of 
Series F redeemable preferred stock 

Stock options issued f o r  services 
Amortization of deferred compensation on 

Forfeiture of stock options issued for services 
Warrants issued in connection with 

Warrants issued in connection with 

Exercise of stock options and warrants. 
Net loss 

common S t o c k  

stock options i s s u e d  f3r services 

certain notes payable 

certain convertible notes payable 

1,000 1 0 , 0 0 0  

( 1 ,0001 (10,000) 

7 

( 7 1 , 3 7 7 )  

20 

(714,770) 2 , 3 2 6 ,  -731 16,288 

3 2 4 0  

BALANCE AT DECEMBER 31, 1958 $ 440,510 1 8 , ? 6 2 , 5 9 b  $131,338 41,051 

Additional 
Paid-in Defer red Accumulated 
Capital Compensation Deficlt 

_-_-_--------_--- ---------------- - - - - - - - -______ 

BALANCE AT DECEMBER 31, 1997  $58,820,877 $ (2,289,765) $ ( 5 6 ,  9 8 1 , 2 1 ? )  

Issuance o f  Series F redeemable p r e f e r r e d  s tock ,  
net of issuance costs of .556P,3:Y 9,420,582 

Reclassification of  Series F roaeemable 
preferred s t o c k  to mezzanine (9,420,582) 

Reclassification of Series F r e d e e m a b l e  
preferred s t o c k  from mezzanirtp due t o  

Conversion to common stock 18,843 
Conversion of preferred stock in : -  

Common Stock dividend paid to holder5 :E 
Series F redeemable prefer red  j t -  b. 

Stock options i s s u e d  for servic's 
Amortization of deferred compensa? I:, 3n 

forfeiture of stock options 15.c'i--j  f2- Services 
Warrants issued in connectiori  LV::; 

Warrants issued in connection w:*- 

Exercise of stock options ana h i a r L r ~ . . - s .  
Net loss 

common Stock 

stock options issued for serv i - i - i '  

certain notes payable 

certain convertible notes pa::.t I- 

698,482 

487 
378 ,322  (356 ,322)  

I, 1 5 7 , 9 0 1  
(273,595) 2 7 3 . 5 9 5  

1 , 0 3 2 , 6 3 4  

7 ,274 ,000  
682,146 

BALANCE AT DECEMBER 31, 1940  $68 ,632 ,195  $ [ 1,214,5911 s ( f 4 ,  4 '  , " l i l  

The accompanying n o t e s  a r e  an i n t e g r a l  p a r t  of  
t hese  csnsolidated f i n a n c i a l  statements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY ( D E F I C I T ) ,  CONTINUED 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997 

AMOUNT 
-------------- 

BALANCE AT DECEMBER 31. 1998 4 4 , 0 5 1  $440,510 18 ,762 ,596  $131,338 

Conversion of Series C, F and N preferred 

Reclassification of Series F redeemable 
preferred stock from mezzanine due to 

Conversion to common stock 
Common stock dividend paid to holders of 

Series F redeemable preferred stock 
Issuance of Series N convertible preferred 
stock, net of issuance costs of $486,679 

Exercise of stock options and warrants 
Warrants issued in connection with certain 

Warrants issued in connection with a standby 

Stock options issued f o r  services 
Amortization of deferred compensation on 

Net loss 

s t o c k  into common stock 

notes payable  

letter of credit 

stock options issued f o r  services 

(148,090)  5,18G, 3 3 6  3 6 , 2 6 3  

750 

?0,000 

7,500 

2 0 0 , 0 0 0  

- 

165,2:0 

42,617 

1 , 1 5 7  

2 sa 

BALANCE AT DECEMBER 31, 1999 

De fer red AccumuIa ted  

BALANCE AT DECEMBER 31, 1598 $ 6 8 , 4 3 ? ,  195 

Conversion of Series C, F and N preferred 

Peclassification of Series F redeemable 
preferred stock from mezzanine due to 

Tonversion to common stock 
(:omon stock dividend paid to h o l d e r s  of 

Series F redeemable preferred stoch: 
Issuance of Series N convertible preferred 
stxk, net of issuance c o s t s  of $496,679 

E.;ercise of stock options and warrants 
Y 3 r r a n t s  i s s u e d  i n  connection with ~ e r t a i n  

N-:rants i s s u e d  in connection with a --aridby 

. r :)ck options issued for services 
- r , : r c i z 3 t r o n  of deferred compensation -r' 

',": l o s s  

stock into common stock 

r -:?s payab le  

-~tter of credit 

3rxI.: options issued for  services 

7,065,435 

350,713 ( 3 5 1 , 9 6 5 )  

15,313,3:1 
4 , 7 0 2  

2 , 2 2 0 , 5 6 3  

7 3 5 . 7 7 c )  
300,000 

i L - L N C E  AT DECEMBER 31, 1999 

The accompanying notes are an i n t e g r a l  p a r t  of 
these consolidated financial statements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997 

1999 1998 1997 -__--___-______ -------------__ __---_---I___- 

C a s h  f lows  from operating activities: 
Net loss 
Adjustments to recon2ile p e t  l o s s  to net cash used in 

Operating activities: 
Depreciation and amcrtization 
Provision for  doubtful accounts 
Amortization of discount and debt issuance costs on notes  

Amortization of deferred compensation on stock options 

Interest expense assoziated with issuance of convertible nctes 
Acquired in-process research and development 
Write-down of capitalized software costs 
Write-off of intangible 3,ssets 
Loss on disposal of asse ts  

payable and capital leases 

issued f o r  s e r v i c e s  

Increase (decrease) from changes in operating assets and 
Liabilities, net of effects of acquisiticns: 
Accounts receivable 
Other assets 
Accounts p a y a b l e ,  a x r u e d  liabilities and interest 
Discontinued operacions - noncash charges and working 
Capital changes 

Net cash 1Jsed i n  operating activities 

C a s h  f l o w s  from investing activities: 
Furchases of furniture, fi:xtures, equipment and software 
C a s h  received from the purchase of MiBridge 
Sash received f r m  the purchase of I-Link Communications 
Proceeds from maturity of certificates of deposit - restricted 
Investing activities of discontinued operations 

NPt cash used in investing activities 

S ( 2 4 , 6 5 9 , 2 8 8 )  S ( 2 7 , Q 5 8 , 0 7 9 )  $ ( 2 9 , 8 5 6 , 7 0 1 )  

5 , 4 8 2 , 6 3 9  4 , 1 9 2 , 1 7 4  2,549,282 
1 ,385 ,000  3 , 7 0 3 , 0 7 6  3 ,160 ,621  

3 , 3 6 0 , 7 7 1  1,402,OSS 2 , 3 7 1 , 5 7 5  

1 , 0 1 5 , 2 1 4  1 , 1 5 7 , 9 0 1  2 , 4 6 7 , 3 6 9  
320 ,000  

4 ,235 ,830  
1 , 8 4 7 , 2 8 8  - 

860,305 
7 , 4 9 4  351,1788 

( 3 , 6 4 5 , 4 6 6 )  14,3'9,430) ( 2 , 9 3 2 , 3 4 7 )  
( 7  1 8 , 0 9 6 )  (163 ,089)  5 2 7 , 4 6 6  

7 , 2 3 2 , 0 8 6  \ 3 9 0 , 7 7 6 3  5,769,611 

Continued 

The accompanying notes are an i n t eg ra l  p a r t  of 
these consolidated financial statements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF C A S H  FLOWS, 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997 

Cash flows f r o m  financing activities: 

Proceeds from issuance of lonq-term debt 
Payment of long-term debt 
Payment of capital l ease  obligations 
Proceeds from i s s u a n c e  o f  preferred stock, net of offering c o s t s  
Proceeds from exercise of common stock warrants and options 
Financing activities of discontinued operations 

Net cash provided b y  €inanzing activities 

$ 5 , 0 0 0 , 0 0 0  
( 8 9 2 , 3 0 7 )  
( 1 8 7 , 2 7 8 )  

6 ,618 ,888  
1 3 7 , 9 3 3  
( 5 3 , 5 5 6 )  _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

1 0 , 6 2 3 , 6 8 0  ----------________ 

Increase (decrease! in cash a n d  cash equivalents 

Cash and cash equivalents at beginning of yea r  

1 , 6 2 7 , 0 7 7  ( 2 , 7 7 2 , 3 7 2 )  

Cash and cash equivalents at end of year: 
Con t i nu 1 n g opera t i on s 
Discontinued operations 

Total cash and cash  e q u i - a l e n c s  at end of year  

SUPPLEMENTAL SCHEDULE OF NON-CASH INVESTING AND FINANCING 
ACTIVITIES  : 
Reclassification of Series F redeemable preferred stock 

Warrants issued in c o n n e c t i o n  with a standby letter of credit 
Preferred stock and note p a l a b l e  issued in connsction with the 

Common Stock issued in connection with the acquisition of Family 

Stock  options issued far servizi1s 
Common Stock issued in connection with the acquisition of 

I-Link Worldwide, I n c .  
Accrued interest and debt eychanged for  Series N preferred s t o c k  
Accrued debt issuance costs 
Conversion of convertible promissory notes into preferred stock 
Equipment acquired under capital l ease  obligations 
SL9ck warrants issued to satisfy kith litigation settlement 

from mezzanine 

Acquisition of MiBridge, Inc. 

Telecommunications, Inc. 

SLIPfLEMENTAL CASH FLOW INFORMATION: 
IrrLerest paid - continuing operations 

$ 7 , 0 7 2 , 9 3 5  $ 
1 3 5 , 7 2 0  

8,250,000 

2,414,583 
4,757,134 

8,075,000 
5,115,932 

717,000 

821,000 

300,000 3 7 8 , 3 Z ; 3  

1 3 , 7 1 8 , 9 1 4  
3 2 2 , 0 0 0  

?, 1 ’7 ,126 1 , 1 2 4 , 6 0 E  

j 317 ,937  $ 109,866 

1 5 8 , 3 9 2  

$ 286,935 

Interest paid - discontinued operations 10,011 9 3 , 6 2 5  

The accompanying n o t e s  a r e  an i n t e g r a l  p a r t  of 
these consolidated financial statements 
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I-LINK INCORPORATED AND SUBSID-IES 
NOTES TO CONSOLIDATED FI"CXAL STATEMENTS 

NOTE 1 - DESCRIPTION OF BUSINESS, PRINCIPLES OF CONSOLIDATION AND LIQUIDITY 
The consolidated financial statements include the accounts of I-Link 
Incorporated and its subsidiaries (the "Company"). The Company's principal 
operation is the development, sale and delivery of enhanced communications 
products and services utilizing its own private intranet and both owned and 
leased network switching and transmission facilities. The Company provides 
unique communications solutions through its use of proprietary technologies. 
Telecommunications services are marketed primarily through master agent and 
wholesale distributor arrangements. Historically, these services were marketed 
primarily through independent representatives to subscribers throughout the 
United States (see Note 1 7 ) .  The Company's telecommunication services operations 
began primarily with the first quarter of 1997 acquisition of I-Link 
Communications, Inc., an FCC licensed long-distance carrier (see Note 10). 

During  the second quarter of 1997, the Company formed a new wholly owned 
subsidiary, I-Link Worldwide, L.L.C., through which it launched a network 
marketing channel to market its telecommunications services and products. In 
February 2000, the Company entered into a wholesale marketing arrangement with 
and transitioned the representatives in the network marketing channel to Big 
Planet ( s e e  Note 1 7 )  - 

Through its wholly owned subsidiaries, MiBridge, Inc. (MiBridge) and ViaNet 
Technologies, Ltd. (ViaNet) , the Company develops and licenses communications 
products and software that support multimedia communications (voice, fax and 
audio) over the public switched network, local area networks and the Internet. 
MiBridge was acquired during the third quarter of 1997 (see Note 10). The 
Company formed ViaNet in the fourth quarter of 1997. 

All significant intercompany accounts and transactions have been eliminated in 
consolidation. 

The Company incurred a net l o s s  from continuing operations of $24,159,288 for 
the year ended December 31, 1999, and as of December 31, 1999 had an accumulated 
deficit of $109,953,971 and negative working capital of $1,318,640. The Company 
anticipates that revenues generated from its continuing operations will not be 
sufficient during 2000 to fund ongoing operations, the continued expansion of 
its private telecommunications network facilities, Indavo development and 
manufacturing, and anticipated growth in subscriber base. The Company has 
entered into additional financing arrangements and proposes to issue additional 
stock as described below in ordez to obtain the additional funds required for 
its continuing operations in 2 0 0 0 .  

In order to provide for working capital needs, on April 1 3 ,  2000, Winter Harbor 
entered into a binding commitment to provide funding to the Company of up to $15 
million pursuant to a revolving line of credit. Funds borrowed under the line of 
credit (including interest accruing at the rate of 12.5% per annum) a r e  due 
April 12, 2001 (see Note 17). While the Company believes that the aforementioned 
sources of funds will be sufficie:-L to fund operations into 2001, the Company 
anticipates that additional funds w i l l  be necessary from public or private 
financing markets to successfulli integrate and finance the planned expansion of 
the business communications services, product development and manufacturing, and 
to discharge the financial obligations of the Company. The availability of such 
capital sources will depend on prevailing market conditions, interest rates, and 
financial position and results of operations of the Company. There can be no 
assurance that such financing will be available, that the Company will receive 
any proceeds from the exercise of outstanding options and warrants or that the 
Company will not be required to arrange for additional debt, equity or other 
type of financing. 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

CASH AND CASH EQUIVALENTS 

The Company considers all highly liquid investments with an original maturity of 
three months or less to be cash equivalents. The Company maintains its cash and 
cash equivalents primarily with financial institutions In Utah, California, 
Arizona, New Jersey and F l o r i d a ,  which at times, may exceed federally insured 
limits. The Company has not experienced any losses on such accounts. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACC0U"TING POLICIES, CONTINUED 

ALLOWANCE FOR DOUBTFUL ACCOUNTS 

The Company evaluates the collectibility of its receivables at least quarterly, 
based upon various factors including the financial condition and payment history 
of malor customers, an overall review of collections experience on other 
accounts and economic factors or events expected to affect the Company's future 
collections experience. 

FURNITURE, FIXTURES, EQUIPMENT AND SOFTWARE 

Furniture, fixtures, equipment and software are stated at cost. Depreciation is 
calculated using the straight-line method over the following estimated useful 
lives : 

Telecommunications network equipment 2-6 yea r s  
F u r n i t u r e ,  fixtures and office equipment 3-6 years 
Software 1-3 y e a r s  

Betterments and renewals that extend the life of the assets are capitalized; 
other repairs and maintenance charges are expensed as incurred. The cost and 
related accumulated depreciation applicable to a s s e t s  retired are removed from 
the accounts and the gain or loss on disposition is recognized i n  operations. 
The Company regularly evaluates whether events or circumstances have occurred 
that indicate the carrying value of its furniture, fixtures, equipment and 
software may not be recoverable. When factors indicate the asset may n o t  be 
recoverable, the Company compares the related undiscounted future net cash flows 
to the carrying value of the asset to determine If an impairment exists. If the 
expected future n e t  cash flows are less than the carrying value, impairment is 
recognized based on the fair value of the asset. During 1999, the Company wrote 
o f f  $1,847,288 in unrecoverable capitalized software costs (see Note 6). There 
were no such write-offs in 1998 or 1997. 

INTANGIBLE ASSETS 

The Company regularly evaluates whether events or circumstances have occurred 
t h a t  indicate the carrying value of its intangible a s s e t s  may not be 
recoverable. When factors indicate the asset may not be recoverable, the Company 
compares the related undiscounted future net cash flows t o  the carrying value of 
the asset to deterrmne if impairment exists. If the expected future net cash 
flows are less than carrying value, impairment 1 s  recognized based on the fair 
value of the asset. During 1997, the Company wrote of€ $860,305 in unrecoverable 
intangible assets. The write off is included in selling, general and 
administrative expense. There were no such write-offs for 1999 a n d  1998. 
Amortization of intangible assets is calculated using the straight-line method 
over the following periods: 

Acquired technology 3 years 
Excess acquisition :?:: J v e r  fair value of net asse ts  acquired 5-10 y e a r s  
O t h e r  i n t a n g i b l e  3sse:s 3-5 years 

REVENUE RECOGNITION 

Long-distance and enhanced service revenue is recognized as service is provided 
to subscribers. 

Marketing services revenues from the network marketing channel primarily include 
revenues recognized from independent representatives ( " I R s " )  for promotional and 
presentation materials and national conference registration fees. I R s  enter into 
a standard written independent s a i e s  representative agreement with the Company 
and pay a fee of either $50 or $295 based on selected options for sales and 
marketing materials and on-going administrative support. Revenue from the sale 
of promotional and presentation materials (included in Marketing services 
revenue) is recognized at the time the materials are shipped. The portion of the 
s ign -up  fee, including a normal p r o f i t  margin, relating to on-going 
administrative support is deferred and recognized over twelve months (the 
i n i t i a l  term of the IR agreement). Marketing services revenues are presented net 
of estimated refunds on returns of network marketing materials (see Note 17). 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 

During the second quarter of 1999, the Company began offering its WebCentre 
product to I R s  in the network marketing channel. WebCentre is a personalized web 
page that can be used for business promotion and back-office support. Each user 
pays a set-up fee of between $395 - $495, plus a monthly recurring charge of 
$15.95. Revenue relating to the set-up fee is partially recognized at the time 
the WebCentre product is made available to the user. The portion of the set-up 
fee, plus a normal profit margin, relating to ongoing support of the Webcentre 
is deferred over the estimated life of the IR agreement. 

Revenue related to the monthly recurring charge is recognized in the month the 
services are provided (see Note 17). 

In December 1999, the Securities and Exchange Commission ("SEC") issued Staff 
Accounting Bulletin No. 101 ("SAB 101"), Revenue Recognition in Financial 
Statements, which provides guidance on the  recognition, presentation, and 
disclosure of revenue in financial statements filed with the SEC. SAB 101 
outlines t h e  basic criteria that must be met to recognize revenue and provides 
guidance for disclosure related to revenue recognition policies. Though the 
Company i s  currently evaluating the impact (if any)  of SAB 101, the Company does 
not presently believe it will have a material effect on the financial position 
or result of operations of the Company. 

Revenue from the sale of software licensing is recognized when the product has 
been shipped, a noncancellable agreement is in force, the license fee is fixed 
or determinable, acceptance has occurred and collectibility is reasonably 
assured. Maintenance and support revenues are recognized ratably over the term 
of the related agreements, which in most cases is one year. Revenues on 
long-term development projects are recognized under the percentage of completion 
method of accounting and a re  based upon costs incurred on the project, compared 
to estimated total costs related to the contract. 

COMPUTER SOFTWARE COSTS 

Effective January 1, 1999, the Company adopted Statement of Position No. 98-1 
(SOP 98-11, "Accounting f o r  the Cost of Computer Software Developed or Obtained 
for Internal Use". In accordance with SOP 98-1, the Company capitalizes 
qualified costs associated with developing computer software for  internal use,  
Previously these costs were recognized as a current expense. The impact of 
applying this standard was n o t  material to the 1999 consolidated financial 
position or results of operations of the Company. Purchased computer software 
€or internal use is capitalized and amortized over the expected useful life, 
usually three years. 

CONCENTRATIONS OF CREDIT RISK 

The Company's telecommunications subscribers are primarily residential 
subscribers and are not concentrated in any specific geographic region of the 
U n i t e d  States. 

INCOHE TAXES 

The  Company records deferred taxes in accordance with Statement of Financial 
Accounting Standards (SFAS) 109, "Accounting for Income Taxes." T h e  statement 
requires recognition of deferred tax assets and liabilities for temporary 
differences between the tax bases of assets and liabilities and the amounts at 
which they a r e  carried in the financial statements, based upon t h e  enacted tax 
r a t i s  in effect f o r  the year in which the differences are expected to reverse. A 
-.'aluation allowance is established when necessary to reduce deferred tax assets 
to the amount expected to be realized. 

SEGMENT RePORTING 

In 1598, the Company adopted SFAS 131, "Dlsclosures about Segments of an 
E p t e r p r i s e  and Related Information". SFAS 131 supersedes SFAS 14, "Financial 
Pzpc.)rting for Segments of a Business Enterprise", replacing the "industry 
segment" approach with the "management" approach. The management approach 
designates the internal organization that is used by management for making 
operating decisions and assessing performance as the source of the Company's 
reportable segments. SFAS 131 also requires disclosures about products and 
sezvices ,  geographic areas and major customers. The adoption of SFAS 131 did not 
3tiect results of operations o r  financial position, but did affect the 
disciosure of segment information (see Note 15). 
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NOTE 2 - SUMKARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINLTED 

USE OF ESTIMATES 

The preparation of financial statements ln conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and dlsclosure of 
contingent assets and liabilities at the date of the financial statements and 
the reported amounts of revenues and expenses during the reporting period. 
Actual results could differ from those estimates. 

RECLASSIFICATIONS 

Certain balances in the December 31,  1998 and 1997 financial statements have 
been reclassified to conform to current year presentation. These changes had no 
effect on previously reported net l o s s ,  total assets, liabilities or  
stockholders' equity. 

NOTE 3 - NET LOSS PER SHARE 

Basic earnings per share is computed based on the weighted average number of 
common shares outstanding during the period. Options, warrants, convertible 
preferred stock and convertible debt are included in the calculation of diluted 
earnings per share, except  when their effect would be anti-dilutive. As the 
Company had a net loss from continuing operations for 1999, 1998 and 1997, basic 
and diluted l o s s  per share are the same, 

During 1999 and 1998, holders  of the Series F redeemable preferred stock 
converted 750 and 2 of those preferred shares ,  respectively. Accordingly, they 
were paid stock dividends of 165,220 and 240 shares, respectively, of common 
stock on the converted shares. 

As the conversion prices of t h e  Series E, F, M and N preferred stock at issuance 
were less than the market price of the Company's common stock, the Company 
recognized deemed preferred stock dividends at issuance, which increases the 
l o s s  attributable to common shareholders in the calculation of basic and d i l u t e d  
net loss per common share. The deemed dividends a re  implied o n l y  and do not 
represent future obligations to pay a dividend. 

The deemed preferred stock dividends on the Series N preferred stock were 
calculated as the difference between the conversion price per common share per  
the Series N agreement and the market price of the common stock on the date the 
proceeds from the offering were received and/or the debt was exchanged. 

The deemed preferred stock dividends on Series E and Series F convertible 
cumulative redeemable preferred stock equal the sum of the difference between 
the conversion price p e r  common share per the agreements and t h e  market price of 
the common s tock  as of the date the agreements were finalized and the difference 
between the fair value of the Series F redeemable preferred stock issued and the 
carrying v a l u e  of the Series E stock at the d a t e  of redemption. 

The deemed preferred stock dividend on Series M convertible cumulsrive 
reuC2mable preferred stock is calculated as the difference between the 
coriv'ersion price per common share per the agreement and the market price of the 
c'ommon stock as of the date the agreement was finalized, plus the f a i r  value of 
t h e  riarrants issuable in connection with the preferred stock i n v e s t m e n t .  
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NOTE 3 - NET LOSS PER SHARE, CONTIbJ'UJZD 

Potential common shares that were not included in the computation of diluted EPS 
because they would have been anti-dilutive are as fol lows as of December 31: 

Assumed conversion of Series C prefer red  stock 
Assumed conversion of Series D preferred stock 
Assumed conversion of Series F redeemable prefer red  s t o c k  
Assumed conversion of Series M redeemable preferred s t o c k  
Assumed conversion of Series  N preferred stock 
Assumed conversion of convertible debt 
Assumed exercise of warrants i s s ~ e d  on conversion 

Assumed exercise of options a m  warrants to purchase 
of convertible debt  

shares  of common s tock  

8 0 8 , 2 4 8  

1 , 1 0 5 , 1 6 9  
5 , 9 5 1 , 7 9 5  
7 , 2 7 0 , 4 6 3  
4,931,226 

- 
1,057,::; 2 ,  759,016 

383,108 

4,400,000 

5,000,000 5, 000, C ~ L C  

As of December 31, 1999, Winter Harbor, the sole holder of Series M redeemable 
preferred stock, held warrants, exercisable at any time, for the purchase of up 
to 28,540,000 shares of common stock. In addition, should winter Harbor elect to 
exchange its $7.768 rrullion in promissory notes into additional shares of Series 
M redeemable preferred s tock ,  it is entitled to receive additional warrants to 
purchase 5,000,000 shares of common stock. The exercise prices of all of such 
warrants varied at the time of their respective issuance, however, a l l  are 
subject to adjustment downward to equal the price at which new shares of common 
stock are issued o r  to equal the market price of common stock in the event the 
common stock market price is below the original exercise price at the time of 
exercise. The current exercise price of all Winter Harbor warrants is $2.033. 

NOTE 4 - DISCONTINUE33 OPERATIONS 

On March 23, 1998, the Company's Board of Directors approved a p l a n  to dispose 
of the Company's medical services businesses in order to focus its efforts on 
the sale of telecommunication services and technology licensing. The Company has 
sold essentially all of the fixed assets, with the proceeds being used t o  
satisfy outstanding obligations of the medical services subsidiaries. During 
1998, the Company received $310,000 from the sale of assets from the medical 
services subsidiaries. In January 1999, the Company sold additional assets for 
$15,000 and a note receivable of $35,000. In March 2000, the Company sold the 
remaining assets and settled the outstanding liabilities of the China operations 
and received net proceeds of $150 ,000 .  The Company continues to collect on the 
outstanding receivables from the discontinued operations and will use the 
proceeds to settle the remaining obligations of the discontinued entities. As of 
December 31, 1999, there are no revenue generating activities remaining from the 
medical services operations. On-going administrative costs include fees 
associated with collecting outstanding accounts receivable and oversight of the 
final close out procedures. These anticipated costs have been accrued for as 
part of the expected ultimate loss on disposal. 

The Company recorded an additional l o s s  from discontinued operations in 1999 in 
the amount of $500,000. The Company has experienced unexpected delays in 
disposing of the remaining non-operating assets, including certain assets 
located in China. Additionally, the Company's best estimate of proceeds from the 
remaining assets is expected to be less than originally estimated by management. 
A s  t h e  remaining asset disposals have not occurred as expected, during 1999 the 
Company revised its best estimate of the ultimate loss  on disposal and related 
on-going administrative c o s t s  and accordingly recorded the additional estimated 
loss o f  $500,000. 

The results of the medical serv ices  operations have been classified as 
discanrinued operations f o r  all periods presented in the Consolidated Statements 
of Operations. The assets and liabilities of the discontinued operacions have 
been classified in the Consolidated Balance Sheets as "Net assets or Net 
Liabilities - discontinued operations". Discontinued operations have also been 
segreqated for all periods presented in the Consolidated Statements of Cash 
Flows. 
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NOTE 4 - DISCONTINUED OPERATIONS, CONTI- 

Net assets (liabilities) of the Company’s discontinued operations (excluding 
intercompany balances, which have been eliminated against the net equity o f  the 
discontinued operations) are as follows: 

Assets: 
Current assets: 

Cash and cash equivalents 
Accounts receivable 
Inventory 
Other 

T o t a l  c u r r e n t  a s se t s  

Furniture, f i x t u r e s  and  equipment, net 
O t h e r  non-current a s s e t s  

Total assets 

3 7 , 8 5 0  
854 

1,064,092 

3 6 3 , 3 3 5  
6 , 1 3 0  

1 ,939 ,515  

Liabilities: 
C u r r e n t  liabilities: 

A c c o u n t s  payable and accrued liabilities 905,060 1 , 0 7 0 ,  396, 
Notes payab le ,  current portion 141,661 241, t 6 l  

I - _ _ - - - _ _ _ _ _ _ _ _ _ _ _  _--I____________ 

Total current 113oilities 1,046,721 1, 3 12, b2 -* 

Note payable 
Other liabilities 

Total liabilities 

Revenues of the discontinued operations were $337,268, $1,445,376 and $2,309,099 
for 1999, 1998  and 1997, respectively. The net asse ts  (liabilities) of the 
discontinued operations as of December 31, 1999 are shown as current in the 
consolidated balance sheet as it is anticipated the remaining a s s e t s  and 
liabilities of the medical services businesses will be sold or settled during 
2000. 

NOTE 5 - CERTIFICATES OF DEPOSIT - RESTRICTED 

A s  of December 31, 1999, t h e  Company has $129,636 in restricted certificates of 
deposit ( C D s ) .  T h e  C D s  collatera1i;e certain facilities lease agreements. All of 
the C D s  are held i n  escrow and bear inrerest, which is paid to the Company. 
During 1999, restricted C D s  totaling 5412,649 were released to the Company in 
accordance w i t h  the lease agreements. Of the remaining C D s  held in escrow, 
$53,500 will be released to the Company during 2000 and are classified as a 
current a s s e t  in the consolidated b a l a n c e  sheet. 
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NOTE 6 - FURNITURE, FIXTURES, EQUIPMENT AND SO- 

CONTINUING OPERATIONS 

Furniture, fixtures, equipment and software relating to continuing operations 
consisted of the following at December 31: 

Telecommunications network equipment 
Furniture, fixtures and o f f i c e  equipment 
In-process system development costs 
Software and information systems 

Less accumulated depreciation and amortization 

s 7,7421,939 
3 ,459 ,  9 1 1  

745 ,104  

Included in telecommunications network equipment are $3,907,312 and $1,730,215 
in assets acquired under capital lease at December 31, 1999 and 1998, 
respectively. Accumulated amortization on these leased assets was $1,671,657 and 
$538,954 at December 31, 1999 and 1998, respectively. 

During 1998, the Company contracted with an outside consulting firm to develop a 
billing and operations information system and capitalized as a component of 
furniture, fixture, equipment and software $2,284,574 in costs  (including 
amounts in accounts payable at December 31, 1998 of $437,286) associated with 
this in-process system development. The Company continually evaluated the 
functionality and progress of the in-process system development. In May 1999, 
the Company's management and its Board of Directors concluded that the new 
system would not signlficantly enhance the Company's existing billing and 
information systems, would not meet its ultimate needs and had no alternative 
future use and accordingly did n o t  Justify paying additional billed and 
contracted expenses of approximately $1,000,000. Negotiations to discontinue 
work under the contract were concluded in May 1999, with the consulting company 
forgoing any future payments on the project while retaining amounts paid to date 
of $1,847,288. Accordingly, the Company recorded, effective March 31, 1999, a 
write-down of capitalized software costs on the in-process system development of 
$1,847,288. 

DISCONTINUED OPERATIONS 

Furniture, fixtures and equipment relating to discontinued operations consisted 
of the following at December 31: 

Medi i l l  services equipment 
F i ~ r r ~ l : m , r e ,  fixtures and office equipmer.t. 

L o s s  3,-cumulated depreciation 

$ 66 ,082  $ 836 ,885  
4 6 , 7 5 5  383 ,265  

NOTE 7 - INTANGIBLE ASSETS 

Intangible assets  consisted of the following at December 31: 

Acquired technology S l , .450,000 
11, 0 7 2 , 1 3 8  Excess acquisition cost  < J - . - ~ Y  t , - :  :.ilue of net asse ts  acqu i red  

Other intangible a s s e t s  1,228,200 

23 ,750 ,338  
_ _ _ _ _ _ _ _ _ _ - - _ _ _ _ _  

Less accumulated amorE - 7 ,  ( 7 , 1 9 8 , 8 8 5 )  - - - _ - - - _ - _ _ - _ _ _ _ _  
$ 6 , 5 5 1 , 4 5 3  

_I_~___-_________ - - - - ~ - - - _ _ - _ _ _ _ _ _  





NOTE 8 - LONG-TERM DEBT 

CONTINUING OPERATIONS 

Long-term debt relating to continuing operations, t h e  carrying value of which 
approximates market, consists of the following at December 31: 

1999 

Note payable t o  a s e r v i c e  p rov ide r ,  interest a t  7 .0%,  d u e  on demand S 7 1 2 , 6 7 4  

Notes p a y a b l e  to p r i o r  owners of MiBridge, interest a t  8 . 0 % ,  p a y a b l e  i n  q u a r t e r l y  
installments of $250,000, collateralized by common s t o c k  of MiBridge 

Note payable to Winter  Harbor, payable A p r i l  15, 2 0 0 1 ,  interest at prime p l u s  
f o u r  percent 112.50% 3t kcember 31, 1 9 9 9 )  7,768,000 

Bridqe note payab le  to Winter d a r b o r ,  interest a t  prime plus four percept ,  
increasing t o  p r i m e  plus seve-t percent, principal balance due October 31, 
1955, net of d e b t  d i scoun t  of $ 3 0 4 , 5 7 4  

Note payab le  t o  a f i n a n c e  company, interest a t  4 .60%,  payable i n  monthly 
installments of $5,051 

Other 

Less current portion 

Long-term debt ,  less current p o r t i o n  

5,036 

During 1998, the Company obtained an aggregate of $7,768,000 in new interim debt 
financing from Winter Harbor, L.L.C. As consideration fo r  Winter Harbor's 
commitment to make the loan, the Company agreed to issue 6,740,000 warrants to 
purchase common stock of the Company at exercise prices ranging from $5.50 to 
$ 7 . 2 2  (subsequently reset to $2.033) based upon 110% of the closing price of the 
common stock on the day loan funds were advanced. The warrants have exercise 
periods of 7.5 years  from issuance. The Company also agreed to extend t h e  
exercise period on a l l  warrants p r e v i o u s l y  issued to Winter Harbor (10,800,000) 
to seven and one-half years. Pursuant to the terms of the loan agreement w i t h  
Winter Harbor, the initial borrowings of $5,768,000 were payable upon demand by 
Winter Harbor no earlier than May 15, 1998, and were collateralized by 
essentially all of the assets of the Company's subsidiaries. As the loan was not 
repaid by May 15, 1998, the total loan, including additional borrowings of 
52,000,000 obtained in the second quarter, continued on a demand basis with 
interest accruing at prime plus f o u r  percent. On April 15, 1999, Winter Harbor 
agreed that it would not demand payment under the notes prior to A p r i l  15, 2000 
and in April 2000 agreed to extend the due date of the principal and accrued 
interest to April 15, 2001. Additionally, Winter Harbor has the r i g h t  at any 
time until t h e  loan is repaid to elect to convert the unpaid balance of the loan 
into additional shares of the Company's Series M redeemable prefer red  stock and 
receiire dn additional 5,000,000 warrants to purchase common stock of t ? e  Company 
at an e..ercise price of $2.033 per share. 

During 1998, the Company recorded $7,274,000 as a discount against the 
$7,763,!lOG Winter Harbor debt representing the relative fair value attributed to 
the warrants, the change of t h e  exercise period on p r i o r  warrants and the equity 
instrdments associated with the assumed conversion of the debt into equity. The 
debt discount was amortized over the original terms of the respective 
borrgwings. 

$ 5 8 7 . 3 0 1  

500,000 

7 ,768,000 

2 , 9 3 7 , 1 3 3  

59,130 

Accrued and unpaid interest on the  $ 7 , 7 6 8 , 0 0 0  Winte r  Harbor debt is included in 
long-term liabilities on the consolidated balance sheet and totaled 51,345,801 
and 51!4,000 at December 31, 1999 and 1998, respectively. 
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NOTE 8 - LONG-TERM DEBT, CONTINUED 

On January 15, 1999, I-Link finalized an agreement that had been negotiated in 
November 1998 with Winter Harbor for additional financing. The financing 
arrangement consisted of an $8,000,000 bridge loan facility (Bridge Loan) and a 
$3,000,000 standby letter of credit to secure additional capital leases of 
equipment and telephone lines relative to the expansion of the Company's 
telecommunications network. As of December 31, 1998, the amount borrowed under 
the Bridge Loan was $3,841,712. During 1999, the Company made additional 
borrowings under the Bridge Loan totaling $4,158,288. Amounts outstanding under 
the Bridge Loan were originally due on October 31, 1999. In July 1999, the 
Company exercised its right to exchange the $8,000,000 in outstanding notes 
payable along with accrued interest f o r  Series N preferred stock (see Note 13). 

As additional consideration for making the $8,000,000 Bridge Loan and $3,000,000 
standby letter of credit, the Company granted warrants to purchase common stock 
to Winter Harbor. Initially, Winter Harbor received one warrant f o r  every $10 
borrowed from Winter Harbor. On April 14, 1999, the shareholders voted to 
approve a plan of financing which included issuing 10 warrants for each $10 
borrowed under the Bridge Loan and standby letter of credit if the Company did 
not repay the bridge loan on April 26, 1999. As the loan was not repaid by April 
26, 1999, the number of warrants increased in total to 10 warrants f o r  every $10 
borrowed. The warrants have a 7 . 5  year exercise period with an exercise price of 
the lower of ( a )  $2.78, (b) the average trading pr i ce  for any 20 day period 
subsequent to the issuance of the warrants, (c) the price at which new shares of 
common stock or common stock equivalents are issued, or (d) the exercise price 
of any new options, warrants, preferred stock or other convertible security. As 
of December 31, 1999, the exercise price is $2.033 and is sublect to a $1.25 
floor. 

The Company has recorded $3,253,196 (of which $2,220,563 was recorded in 1999) 
as a discount against borrowings on the $8,000,000 Bridge Loan representing the 
relative fair value attributed to the Bridge Loan warrants. The debt discount 
was being amortized over the term of the Bridge Loan. As the $8,000,000 loan was 
exchanged €or Series N preferred stock in 1999, the debt discount has been fully 
amortized. In addition, the Company recorded $735,720 as debt issuance costs 
related to obligations under certain capital leases guaranteed by the Winter 
Harbor letter of credit representing the fair value of the warrants associated 
with the letter of credit warrants. The debt issuance costs are being amortized 
over the term of the lease agreements. 

On April 15, 1999, the Company entered into a new financing agreement with 
Winter Harbor. Winter Harbor agreed to loan to the Company up to $4 million 
under a note originally d u e  September 30, 1999. In July 1999, the Company 
exercised its right to exchange the loan for Series N preferred Stock. 

On June 6, 1997, the Company entered into a term loan agreement and promissory 
note with Winter Harbor pursuant to which Winter Harbor agreed to loan to the 
Company the principal sum of $2,000,000 for capital expenditure and working 
capital purposes. As further consideration for Winter Harbor's commitment to 
make the l o a n ,  the Company granted to Winter Harbor a warrant to purchase up to 
500,000 shares of common stock of the Company at a purchase price of $ 3 . 9 7  
(subsequently reset to $2.033) per share, subject to adjustment, pursuanc to the 
terms of a warrant agreement between the parties. T h e  loan warrant expires on 
March 11, 2002, and contains demand and piggyback registration rights and 
customary anti-dilution terms. 

I n  Augus t  1997, the Company amended t h e  existing note allowing for additional 
borrowings of up to $3,000,000, for an aggregate borrowing of $5,000,000. The 
incremental borrowings under this amendment had a maturity date of February 15, 
1998. The Company issued 300,000 warrants at the then current market price 
(originally $ 6 . 3 8  per  share, but subsequently reset to $ 2 . 0 3 3 )  in connection 
with the additional borrowings. All other provisions of the additional 
borrowings are the same as the note discussed above. 

The entire amount of these two loans ($5.0 million) was exchanged for Series M 
redeemable preferred s tock  on October  10, 1997 (see Note 13). A portion of the 
proceeds received was allocated based upon the relative fair value of t h e  
warrants issued in connection w i t h  t h e s e  loans and reflected as a debt discount 
of $2,371,575, which was amortized to expense in 1997. 
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NOTE 8 - LONG-TERM DEBT, CONTINUED 
DISCONTINUED OPERATIONS 

The note payable relating to discontinued operations, the carrying value of 
which approximates market, consists of a note payable to a finance company 
totaling $241,661 at December 31, 1999 and 1998. The note bears interest at 15% 
with quarterly principal and interest payments beginning April 1, 2 0 0 0 .  The note 
is collateralized by the accounts receivable and general assets of the 
discontinued operations. 

NOTE 9 - COMMITMENTS UNDER LONG-TERM LEASES 

The Company leases a variety of equipment, f i b e r  optics and facilities used in 
its operations. The ma]ority of these lease agreements are with three creditors. 
During 1998, Winter Harbor obtained on behalf  of the Company a letter of credit 
totaling $3,000,000 to guarantee payment on a new l ease  agreement providing for 
equipment purchases of up to $3,000,000. As of  December 31, 1999 and 1998, the 
Company had acquired $3,000,000 and $1,144,066 in assets under this lease, 
respectively. 

Agreements classified as operating leases have terms ranging from one to six 
y e a r s .  The Company's rental expense f o r  operating leases was approximately 
$3,270,000, $2,900,000 and $2,850,000 for 1999, 1998 and 1997 ,  respectively. 
Future minimum rental payments required under non-cancelable capital and 
operating leases with initial or remaining terms in excess of one year consist 
of the following at December 31, 1 9 9 9 :  

Year- e n d i n g  ilecember 3 : :  
zoo0 
2001 
2002 
2003  
2004  
Thereafter 

Tota l  minimum payments 

Less amount represencing interest 

Present  v a l u e  of net minimum lease payments 
Less current portion 

Long-term obligations UndC!K capital leases 

$2,889,000 
2,662,Oci I l  
6?5,000 
515 ,000  
294,000 

In January 1999, the Company entered i n t s  an agreement with a national carrier 
to lease local access spans. The three-y?-.r agreement includes minimum usage 
commitments of $1,512,000 during the fir:: year and $2,160,000 in t h e  second and 
third years. If the Company were to terminate the agreement early, it would be 
required to pay 25 percent of any remaining second and third year minimum 
monthly usage requirements. 

NOTE 10 - ACQUISITION OF SUBSIDIARIES 

FAMILY TELECOMMUNICATIONS INCORPORATED 

On January 13,  1997,  pursuant t o  the terms of a Share Exchange Agreement, the 
Company acquired 100% of the outstandl r ,g  stock of Family Telecommunications 
Incorporated ( F T I ) ,  a Utah corporation, from the stockholders of F T I ,  namely 
Robert W. Edwards, Jr. and Jerald L. Nelson. John W. Edwards, a Director and 
Chief Executive Officer of the Compan), and Robert W. Edwards, Jr., the 
principal shareholder of F T I ,  are brsthers. The consideration ($2,415,000) for 
the transaction consisted of an aggreqd'lG cf 400,000 shares of the Company's 
common s t o c k .  
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NOTE 10 - ACQUISITION OF SUBSIDIARIES, CONTINUED 

T h e  acquisition has been accounted for using the purchase method of accounting. 
FTI 1 s  a FCC licensed long-distance carrier and provider of telecommunications 
services. FTI has been renamed "I-Link Communications, Inc." 

The net purchase price was allocated to the tangible net liabilities of $135,000 
(based on their fair market value) with the excess acquisition cost over fair 
value of assets acquired of $2,550,000 allocated to intangible assets. The 
intangible assets are being amortized over periods ranging between three and ten 
years. The fair values of assets acquired and liabilities assumed in conjunction 
with this acquisition were as follows: 

Current assets (including cash of $435,312) 
Tangible long-term a s s e t s  
Intanqible long-term a s s e t s  
Current liabilities 
Long-term liabilities 

N e t  purchase price 

MIBRIDGE, INC . 
In 1997, the Company completed its acquisition of 100% of the outstanding stock 
of MiBridge, Inc. (MiBridge). The consideration ($8,250,000) for the transaction 
consisted of: (1) an aggregate of 1,000 shares of Series D preferred s t o c k ,  
which preferred stock 1 s  convertible into such a number of common shares as 
shall equal the sum of $6,250,000 divided by the lower of $9.25 or the average 
closing bid price of the Company's common stock f o r  the five consecutive trading 
days immediately preceding the conversion date and ( 2 )  a note payable ln the 
amount of $2,000,000 payable in cash in quarterly installments over two years. 
The acquisition was accounted for using the purchase method of accounting. 
MiBridge is the owner of patent and patent-pending audio-conferencing 
t echno logy .  

The acquisition cost of $8,250,000 (representing the fair value of the common 
stock into which the 1,000 shares  of Series D preferred stock can be converted 
and the $2,000,000 note payable) was allocated, based on their estimated fair 
values, to t a n g i b l e  net assets ( $ 5 5 2 , 7 6 0 )  acquired technology ($1,450,000) , 
acquired in-process research and development ($4,235,8301, employment contracts 
for t h e  assembled workforce ($606,000) and excess acquisition cost over fair 
value of net assets acquired ($1,405,410). These assets are b e i n g  amortized over 
three years ,  with the exception of the excess acquisition cost over fair value 
of net assets acquired which is being amortized over five years. Acquired 
in-process research and development was expensed upon acquisition, as the 
research and development had not reached the requirements for  technological 
feasibility at the closing date. The fair v a l u e  of assets acquired in 
conjunction with t h i s  acquisition were as follows: 

Current asse ts  (including cash 2 -  5 ' 9 , 5 7 4 )  
C u r r e n t  liabilities 
Tang ib le  long-term assets 
Intangible long-term a s s e t s  
In-process research and devel-pne:: 

Net purchase  price 
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NOTE 11 - INCOME TAXES 

The Company recognlzed no income t a x  b e n e f l t  f r o m  i t s  l o s s e s  i n  1999, 1998 and 
1997 * 

T h e  r epor t ed  b e n e f i t  from income taxes  v a r i e s  f r o m  t h e  amount t h a t  w o u l d  be 
provided by app ly ing  t h e  s t a t u t o r y  U.S. Federal  income tax r a t e  t o  t h e  loss from 
continuing o p e r a t i o n s  before taxes f o r  t h e  fo l lowing  reasons:  

Espected federal statutory tax benefit 

Increase (reduction1 in taxes resulting from: 
State income taxes 
Foreign 1 O S S  not subjec t  to domestic tax 
Non-deductible interest on certain notes 

Non-deductible intangible assets from acquisitions 
E.,.ercise of stock options issued for services 
Change in valuation allowance 
Other 

A t  December 31, 1999,  t h e  Company had n e t  operating loss ca r ry fo rwards  for both 
f e d e r a l  and s t a t e  income t a x  purposes  of approximately $ 5 8 , 6 0 0 , 0 0 0 .  The n e t  
o p e r a t i n g  loss ca r ry fo rwards  w i l l  e x p i r e  between 2006 and 2020 i f  no t  used t o  
reduce f u t u r e  t a x a b l e  income. 

The components of t h e  d e f e r r e d  t a x  a s s e t  and l i a b i l i t y  as  of December 31, 1999 
and 1998  a r e  as follows: 

Cleferred ta.,. a s s e t s :  
Ta:.. r e t  operating loss carryforwards 
Asqu i raa  in-process research and development 

h o r t - z a c i o n  of deferred compensation on stock options 
KesrrJ?  f s r  l o s s  on disposal of dlscontinued operations 
Kiserlre f o r  accounts receivable and inventory valuation 
Accrue3 officers wages 
.4: :I u e ?  7,acation 

7 s  ! ua  f i ~n a 11 owance 

And i n t a n g i b l e  asse ts  

Gtrlu r 

Tor-51 jeferred t a x  asset 

Cleferred t j  1.3bility: 
E e s s  + : xpreciation and amortization 

1999 

$21,851, 952 $17,2 67,294 

T h e  valuation allowance a t  December 31, 1999 and 1998 h a s  been provided t o  
reduce  t h e  t o t a l  d e f e r r e d  tax a s s e t s  t o  t h e  amount w h i c h  i s  considered more 
l i k e l y  t h a n  no t  t o  be r e a l i z e d ,  p r i m a r i l y  because t h e  Company has  not gene ra t ed  
taxable income from i t s  bus iness  c o m u n i c a t i o n s  s e r v i c e s .  The change i n  t h e  
va lu3 r io r l  al lowance is due primarily t o  t h e  l n c r e a s e  in n e t  operating loss 
carr; t ,- ,rwards.  I t  i s  a t  l e a s t  reasonably possible t h a t  a change i n  t h e  v a l u a t i o n  
all,2wrince may occur i n  t h e  near  term. 
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NOTE 12 - LEGAL PROCEEDINGS 

On February 25, 2000, JNC Opportunity Fund, Ltd. ( " J N C " ) ,  the sole holder of the 
Company's Series F preferred shares, filed suit against the Company in U.S. 
District Court in New York seeking to require the Company to redeem for cash Its 
remaining Series F preferred shares. The controversy arose as a result of the 
failure of the Company's shareholders at a special shareholders' meeting held 
February 11, 2000, to approve the further conversion o f  Series F preferred 
shares at a conversion price below the market price for the Company's common 
shares as calculated on the original date of issuance of the Series F preferred 
shares ("below-market conversions"). The terms of the Series F preferred shares 
require shareholder approval f o r  below-market conversions where any such further 
conversions would cause the aggregate number of common shares obtained upon 
below-market conversions of the Series F preferred shares to attain o r  exceed 
20% of t h e  total number of common shares outstanding on the original date of 
issuance of the Series F Preferred shares. At the February 11, 2000 Special 
Shareholders' Meeting, approximately 64% of the total votes cast were voted by 
Winter Harbor, LLC, the Company's largest equity holder, who voted against such 
approval. On March 10, 2000 the Company and JNC entered into a settlement and 
release agreement. Pursuant the settlement, the Company agreed to lssue 531,968 
shares of the company's common stock immediately, representing conversion of all 
remaining Series F shares outstanding at a conversion price equal  to the market 
price of the Company's common shares on the original date of issuance o f  the 
Series F preferred shares. These settlement shares are subject to certain 
provisions restricting the amount that can be sold by JNC on any given trading 
day, and prohibiting any short sales of the Company's stock either directly or  
indirectly by J N C .  In full settlement of all other claims for cash redemption of 
the Series F preferred shares, the Company also agreed to issue an additional 
790,000 registered shares (increasing at 8 .25  percent from February 1, 2000 
until issued) (the "Additional Shares") of the Company's common stock (sublect 
to the same sale restrictions) upon shareholder approval. As part of the 
settlement agreement, Winter Harbor, LLC agreed to vote all of its shares ln 
favor of such approval. The Company will proceed immediately to hold a special 
shareholders meeting to request approval of the issuance of the additional 
790,000 common shares. In addition to the "Additional Shares", the Company would 
be subject to other penalties to be paid in common shares (the "Late Shares") in 
the event the common shares are no t  issued by May 24, 2000. Further, if the 
Company fails to deliver any of the above shares by May 24, 2000, the Company 
must issue additional Late Shares ("Additional L a t e  Shares") equal to the number 
of the Late Shares times a fraction the numerator of which equals the number of 
days from May 24, 2000 to the actual date of issuance of such undelivered shares 
and the denominator of which is 30. In the event that the common shares are not 
issued by May 2 3 ,  2000 (or June 28, 2000 in the event the Company has received a 
registration comment letter related to the registration of such shares prior to 
May 24, 2 0 0 0 ) ,  upon written notice from JNC,  the Company would be required to 
pay JNC (in lieu of delivering the shares) the amount determined by multiplying 
the higher of the average closing share price of the common stock for the ten 
trading day period ending on the deadline (May 24 or June 28, 2000 as 
applicable) or the notice date by the number of undelivered shares. 

The Company is also involved in litigation relating to claims arising out of its 
operations i n  the normal course of business, none of which is expected, 
individuall,: or in the aggregate, to have a material adverse affect on the 
Company. 

NOTE 13 - STOCKHOLDERS' EQUITY 

PREFERRED STOCK 

The Compan,,'s Articles of Incorporation provide for up to 240,000 shares of 
preferred stock as Series C Convertible Cumulative preferred stock (the "Series 
C preferred stock"). The Series C preferred stock has a par value of $111 F P L  

share and holders are entitled to receive cumulative preferential dividends 
equal to 8- per annum of the liquidation preference per share of $ 6 0 . 0 0 .  unless 
previously redeemed, the Series C preferred stock is convertible into 24 shares 
of the ::ompany's common stock ("Conversion Shares") at the option of the holder 
isub3ect to certain anti-dilution ad]ustments). The Series C preferred stack is 
redeemable at any time prior to September 6, 2000, at the option of the C i m p a n y  
at a redempLion price equal to $60 per share plus accrued and unpaid dividends, 
provided 1 1 )  the Conversion Shares are covered by an effective regisrration 
statement; a n d  (11) during the immediately preceding thirty (30) consecativp 
trading days ending within fifteen (151 days of the date of the notice of  
redemption, the closing bid price of the Company's common stock is n o t  l e s s  than 
$8.00 per share. The Series C preferred stock is redeemable a t  any time a f t e r  
September 6 ,  2000, at the option of the Company at a 
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NOTE 13 - STOCKHOLDERS' EQUITY, CONTINUED 

redemption price equal to $90 plus accrued and unpaid dividends, provided the 
Conversion Shares are covered by an effective registration statement or the 
Conversion Shares are otherwise exempt f rom registration. During the years 
ending December 31, 1999 and 1998, 10,374 and 70,908 shares, respectively, of 
Series C preferred stock were converted into common shares. At December 31, 1999 
and 1998, 33,677 and 44,051 Series C preferred shares were outstanding. 

In August 1997, the Company completed its acquisition of MiBridge. As partial 
consideration for 100 percent o f  the outstanding stock of MiBridge, the Company 
agreed to issue 1,000 shares of Series D preferred stock to the prior owners of 
MiBridge. The Series D preferred shares were issued in October 1997. During the 
years ending December 31, 1998 and 1997, 567 and 433 shares, respectively, of 
Series D preferred stock were converted into a total of 1,092,174 shares of 
common stock and as of December 31, 1999 and 1998 there were no Series D 
preferred shares outstanding. 

On October 10, 1997, the Company closed an agreement with Winter Harbor pursuant 
to which Winter Harbor invested $12,100,000 in a new se r i e s  of the Company's 
convertible preferred stock. Winter Harbor purchased approximately 2,545 shares 
of Series M redeemable Preferred Stock, originally convertible into 
approximately 2,545,000 shares of common s t o c k ,  for an aggregate cash  
consideration of approximately $7,000,000 (equivalent to $2.75 per share of 
common stock). The agreement with Winter Harbor also provided for the purchase 
of approximately 1,855 additional shares of Series M redeemable preferred stock, 
originally convertible into approximately 1,855,000 shares of common stock. Such 
additional shares of Series M redeemable preferred stock were paid for by Winter 
Harbor exchanging $5,000,000 in outstanding notes payable and accrued interest 
of approximately $100,000.  As additional consideration for its equity investment 
in Series M redeemable preferred stock, Winter Harbor was issued additional 
warrants by the Company to acquire 10,000,000 shares of common stock. The 
exercise price on each of the warrants has subsequently been reset to $2.033 
(see Note 3 ) .  All of the warrants have demand registration rights and 
anti-dilution rights and contain cashless exercise provisions. 

The Series M redeemable preferred stock is entitled to receive cumulative 
dividends in the amount of 10% per annum before any other Series of preferred 
(other than Series F )  or common stock receives any dividends. Thereafter, the 
Series M redeemable preferred stock. participates with the common stock in the 
issuance of any dividends on a per share bas i s .  The Series M redeemable 
preferred stock will have the right to veto the payment of dividends on any 
other class of stock. The Series M redeemable preferred stock is convertible at 
any time prior to the fifth anniversary of its issuance, at the sole option of 
Winter Harbor,  and automatically converts at that date if not converted 
previously. 

If automatically converted on the fifth anniversary, the conversion price will 
be the lower of the reset conversion price of $ 2 . 0 3 3  per share or 50% of the 
average closing bid price of the common stock for the ten trading days 
immediately preceding the conversion date. 

The basis f o r  discretionary conversion, or the conversion price for automatic 
conversion, shall be adjusted upon the occurrence of certain events, inr-uding 
without limitation, issuance of stock dividends, recapitalization o f  t h e  Company 
or the issuance of stock by the Company at l e s s  than the fair market v a l u e  
thereof. During December 31, 1999, the conversion price of the Series M 
redeemable preferred stock was reduced to $ 2 . 0 3 3  as a result of shares of Series 
F preferred shares being converted at that price. The Series M redeemable 
preferred stock w i l l  vote with the common stock on an as-converted basls on all 
matters which are submitted to a vote of the stockholders, except as may 
otherwise be provided by law or by the Company's Articles of Incorporation or 
By-Laws; provided, however, that the S e r i e s  M redeemable preferred stockholders 
will have the right to appoint two members of the Company's board of directors. 
Furthermore, the Series M redeemable preferred stockholders shall have the right 
t o  be redeemed at fair market value in the event of a change of control Q f  the 
Company, shall have preemptive rights to purchase securities s o l d  b y  the 
Company, and shall have the right t~ preclude the Company from engaging in a 
variety of business matters without the concurrence of Winter Harbor, including 
without limitation: mergers, a c q u i s i t i o n s  and disposition of corporate a s s e t s  
and businesses, hiring or discharqipq key employees and auditors, t r a n s x t l o n s  
with affiliates, commitments in excess of $500,000, the adoption or settlement 
of employee benefit plans and filing f o r  protection from creditors. As of 
December 31, 1999, all 4,400 shares sf the Company's Series M redeemable 
preferred stock remain issued and .>utstanding. 

Because the above redemption provi-j:-Dns are not entirely within the c o n t r o l  of 
the Company, the Series M redeemabie preferred stock is presented as a separate 
line item above stockholders' deficit. 
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NOTE 13 - STOCKHOLDERS' EQUITY, CONTINUED 

On July 9, 1998 the Company obtained a $10 million equity investment, net of 
$530,000 in closing costs, from JNC Opportunity Fund Ltd. ( " J N C " ) .  Under the 
original terms of the equity investment, JNC purchased 1,000 shares of the 
Company's newly created 5% Series E convertible preferred stock, which were 
convertible into the Company's common shares at a conversion price of the lesser 
of 110% of the market price of the Company's publicly traded common shares as of 
the date of closing, and 90% of a moving average market price at the time of 
conversion. In addition, JNC obtained a warrant to purchase 250,000 shares of 
the Company's common stock at a n  exercise price of $5.873 (equal to 1209 of the 
market price of the Company's publicly traded common shares as of the date of 
closing). 

On July 28, 1998, the terms of the JNC equity investment were amended to provide 
a floor to the conversion price, and to effect the amendment the Company created 
a 5% Series F convertible preferred stock for which the Series E preferred 
shares originally issued to J N C  were exchanged one for one. Pursuant to the 
amendment, the Series F preferred shares were originally convertible into common 
shares at a conversion price of the lesser of $4.00 per common share or 87% of 
the moving average market price of the Company's common shares at the time of 
conversion, subject to a $2.50 floor. The Series F preferred shares provide f o r  
ad~ustments in the initial conversion price and as of December 31, 1998 the 
conversion price had been adjusted to the lesser of $3.76 or 81% of a moving 
average market pr i ce  of the Company's common shares at the time of conversion. 
In the event the market price remains below $2.50 for  five consecutive trading 
days, the f l o o r  will be re-set to the lower rate, provided, however, that the 
floor shall not be less than $1.25. As of December 31, 1999, the floor had been 
reset to $2.033. JNC also received an additional warrant to purchase 100,000 
shares of the Company's common stock at an exercise price of $4.00 per common 
share. The Series F preferred shares were convertable at any time, or would be 
automatically converted at the end of three years, and were subject to specific 
provisions that would prevent any issuance of I-Link common stock at a discount 
if and to the extent that such shares would equal OK exceed in the aggregate 20 
percent of the number of common shares outstanding on July 9, 1998, absent 
shareholder approval as contemplated by the Nasdaq Stock Market Non-Quantitative 
Designation Criteria. 

J N C  may not convert shares of Series F redeemable preferred stock ( o r  receive 
related dividends in common stock) to the extent that the number of shares of 
common stock beneficially owned by it and its affiliates after such conversion 
or  dividend payment would exceed 4.999% of the issued and outstanding shares 
following such conversion. This limitation applies to the number of shares of 
common stock held at any one time and does not prevent JNC from converting some 
of its shares of Series F redeemable preferred s t o c k ,  selling the common stock 
received, then, subject to the aforementioned limitation, converting additional 
shares of Series F redeemable preferred stock. The 4.999% limitation may be 
waived by JNC upon 75 days notice to the Company. See "Note 12 - Legal 
Proceeding'' for additional information relating to the Series F preferred stock 
and settlement with JNC. 

In certain instances, including a change in c o n t r o l  of the Company in excess of 
33% and if the Company's common stock is not listed on NASDAQ or a subsequent 
market or 1 s  suspended for more than three non-consecutive trading days, the 
holders of the Series F preferred stock may require that the Company redeem 
their Series F preferred stock. Because these redemption provisions are not 
entirely within the control of the Company, the Series F preferred stock IS 
presented as a separate line item above stockholders' deficit as of December 31, 
1999. 

In addition, the Company issued warrants to purchase 75,000 shares of the 
Company's common stock at a price of $4.89 per  share to two individuals as a 
brokerage fee in connection with the JNC equity investment. 

During 1999 and 1998, JNC converted 750 and two shares of Series F redeemable 
preferred s t o c k  into 3,518,051 and 10,004 shares of common stock, respectively. 
In addition, during 1999 and 1998, J N C  was pa id  a stock dividend of 165,220 and 
240 shares of common stock on the converted shares. As of December 31, 1999, 248 
shares of Series F redeemable preferred stock remain issued and outstanding. 

On July 23, 1999, the Company completed its offering of 20,000 shares of Series 
N preferred stock. The offering was fully subscribed through cash subscriptions 
and the Company exercising its rights to exchange notes payable to Winter Harbor 
of $8.0 million and $4.0 million, plus accrued interest. In total the Company 
received $7,281,086 in cash (before expenses of $486,679) and exchanged 
$12,71?,914 in debt a n d  accrued interest. The Series N conversion price was 
initidily set at $ 2 . 7 8 ,  but may be a d j u s t e d  to the lowest of: (1) 1115- of the 
averag? trading price for any 20 day p e r i o d  following the date that Series N 
preferred stock is first issued; ( 2 1  the price at which any new common stock or 
common stock equivalent is issued; 
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NOTE 13 - STOCKHOLDERS' EQUITY, CONTINUED 

( 3 )  the price at which common stock is issued upon the exercise or conversion of 
any new options, warrants, preferred stock or other convertible security; ( 4 )  
the conversion price of the Series F preferred; and ( 5 )  a conversion price f l o o r  
of 51.25.  The Series N preferred stock votes  with the common stock on an as 
converted basis and is senior to a l l  other preferred stock of the Company, 
except that the Series N preferred stock will in a l l  rights be equal in 
seniority to the already outstanding Series F preferred stock. Dividends will be 
paid on an as converted basis equal to common stock dividends. 

During 1999, holders of the Series N preferred stock converted 3,685 of those 
shares into 1,413,369 shares of common stock at conversion prices ranging 
between $2.78 and $2.033. 

As the conversion price of the Series N preferred stock at issuance was less 
than the market price, the Company recognized a $6,978,417 deemed preferred 
stock dividend in the third q u a r t e r  of 1999. 

On April 14, 1999, the shareholders approved an amendment to the Articles of 
Incorporation increasing the authorized common stock from 75,000,000 shares  to 
150,000,000 shares. 

At December 3 1 ,  1999, 9,486,500 of the 10,000,000 shares o f  preferred stock 
authorized remain undesignated and unissued. Dividends in arrears at December 
31, 1999 were $543,408, $179,456 and $2,973,877 for Series C, F and M preferred 
stock, respectively. 

NOTE 14 - STOCK-EASED COMPENSATION PLANS 

At December 31, 1999, the Company has several stock-based compensation plans, 
which are described below. The Company applies APB O p i n i o n  No. 25 and related 
interpretations in accounting f o r  its plans. Accordingly, no compensation cost 
has  been recognized for its fixed option p l a n s .  On December 13, 1998, the Board 
of Directors approved a repricing o f  all options to purchase common stock with 
exercise prices above $ 3 . 9 0  held by current employees, directors and consultants 
of the Company. As a result, the exercise price on options to purchase 6,475,000 
shares of Common Stock were reduced to $3.90. T h e  options had original exercise 
prices of between $4.375 and $9.938. All other terms of the various option 
agreements remained the same. The closing pr ice  of the Company's common stock on 
December 1 3 ,  1998 was $ 2 . 5 6 .  

Had compensation cost for the Company's stock-based compensation plans been 
determined based on the fair value at t h e  grant dates for awards under the plans 
and based on the incremental fair value associated with the repricing of opt ions  
consistent with the method outlined by SFAS 123, "Accounting for Stock-Based 
Compensation", the Company's net l o s s  and loss per share would have been 
increased t o  the pro forma amounts indicated as follows: 

The f a i r  . ~ a l u e  of each option grant is estimated on the date of the grant u s i n q  
the Black-Scholes o p t i o n  pricing model with the following weighted average 
assumptions: e.ipected volatility of 97%, 103% and 100% in 1999, 1998, a n d  1997, 
respectively, risk free rates ranging from 4.35% to 6.088, 4 . 2 6 %  to 5 . 6 7 6  and 
6.02% to 6.88% i n  1999, 1998, and 1997, respectively, expected lives of 3 years 
for each year, and dividend yield of zero €or each year. 
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NOTE 14 - STOCK-BASED COMPENSATION PLANS, CONTINUED 

O u t s t a n d i n g  at beginning of year 
Gran ted  
Exercised 
Expi red 
Fo r f Q 1 t ed 

Outstanding at end of year 

Options and warrants exercisable 
a t  y e a r  end 

Weighted-average f a i r  v a l u e  of options 
and warrants granted during the yea r  

30,265,670 
12 ,138 ,246  

( 7 4 , 2 8 0 )  
( 3 0 1 , 4 6 2 )  

( 8 3 , 0 8 3 )  
___--__------  

41 ,945 ,091  
________-----  -______------ 

1998 __--_---____________-----  
WEIGHTED 

OPTIONS AND AVERAGE 
WARRANTS EXERCISE 

PRICE 
_ _ _ - _ _ _ _ - _ _ _ _  __-___---_- 

The following table summarizes information about fixed stock options and 
warrants outstanding at December 31, 1999. 

OPTIONS ANI? WE I G H T E D WEIGHTED 
W A R W T S  AVERAGE AVERAGE NUMBER 

OUTSTAND I NG AT REMAINING LIFE EXERCISE EXERCISABLE 
EXERCISE PRICE 12/31/95 (YEARS) PRICE AT 12/31/99 
. . . . . . . . . . . . . . . . . . . . . . . . .  -___---------_---- ---I---_-------- -_--------_-_ _----__---_---_ 

$ 0 . 8 7 5  to $ 2 . 4 5 0  
$2.563 to $3 .531  
53 .563  t o  $4.250 
$4.656 to $ 7 . 0 0 0  

1997 FU3CRUI:TMENT 

In October 1997, 
1997 Recruitment 

STOCK OPTION PLAN 

the shareholders of the Company approved the adoption of t h e  
Stock Option Plan which prov ides  for  the issuance of incentive 

stock options, non-qualified stock options and stock appreciation rights ( S A R s )  
up to an aggregate of 4,400,000 shares of common stock (sublect to adlustment in 
the event of stock dividends, stock splits, and other similar events). The price 
at which shares of common stock covered by t h e  option can be purchased is 
determined by t h e  Company's Board of Directorq; however, in all instances the 
exercise price is never less  than the fair m a r k e t  value of the Company's COltUnGn 

stock on the date the o p t i o n  i s  granted. 

As of December 31, 1999, there  were incentive s t o c k  options to purchase 
1,602,709 shares of the Company's common stock. and non-qualified stock o p t i o n s  
to purchase 1,314,167 shares of the Company's common stock outstanding. The 
outstanding options vest over three years a t  exercise p r i c e s  of $2.125 t o  $4.91 
per share. Options issued under the p l a n  must be exercised within ten years of 
grant and can o n l y  be exercised while t h e  a p t i o n  holder is an employee of t h e  
Company. The Company has not awarded any S A R s  under the plan. During 1999 and 
1998, options to purchase 126,042 and 228,5130 shares of common stock, 
respectively, were forfeited or expired. 

DIRECTOR STOCK OPTION PLAN 

The Company's Director Stock Option P l a n  a u t h o r i z e s  the grant of stock options 
t o  directors of the Company. Options granted u n d e r  the Plan are non-qualified 
stock options exercisable at a price equal tQ t h e  fair market value per s h a r e  of 
common stock on the d a t e  of a n y  such g r a n t .  O p t i o n s  granted under the Plan are 
exercisable n o t  l e s s  than six months or m@re than ten years after the d a t e  of 
grant. 

F-25 



NOTE 14 - STOCK-BASED COMPENSATION PLANS, CONTINUED 

As of December 31, 1999, options for the purchase of 8,169 shares of common 
stock at prices ranging from $0.875 to $ 3 . 8 7 5  per share were outstanding, all of 
which are exercisable. In connection with the adoption of the 1995 Director 
Plan, the Board of Directors authorized the termination of future grants of 
options under the plan: however, outstanding options granted under the plan will 
continue to be governed by the terns thereof until exercise or expiration of 
s u c h  options. 

1995 DIRECTOR STOCK OPTION AND APPRECIATION RIGHTS PLAN 

The 1995 Director Stock Option and Appreciation Rights Plan (the “1995 Director 
Plan”) provides for the issuance of incentive options, non-qualified options and 
stock appreciation rights to directors of the Company. The 1995 Director Plan 
provides for the grant of incentive options, non-qualified options, and S A R s  to 
purchase up to 250,000 shares of common stock (sub~ect to adjustment in the 
event of stock dividends, stock splits, and other sirmlar events). 

The 1995 Director Plan also provides for the grant of non-qualified options on a 
discretionary basis to each member of the Board of Directors then serving to 
purchase 10,000 shares of common stock at an exercise price equal to the fair 
market value per share of the common stock on that date. The number of shares 
granted to each Board member was increased to 20,000 in 1998. In addition, the 
Board member will receive 5,000 options for each committee membership. Each 
option is immediately exercisable for a period of ten years from the date of 
grant. The Company has 190,000 shares of common stock reserved for  issuance 
under the 1995 Director Plan. The Company granted 105,000 options to purchase 
common shares under this plan in 1997. A s  of December 31, 1999, options to 
purchase 170,000 shares of common stock at prices ranging from $ 1 . 0 0  to $1.25 
per share are outstanding and exercisable. There were 20,000 options exercised 
under this plan during 1997 and 40,000 options exercised during 1996. No options 
were granted or exercised under this plan in 1998 or 1999. 

1995 EMPLOYEE STOCK OPTION AND APPRECIATION RIGHTS PLAN 

The 1995 Employee Stock Option and Appreciation Rights Plan (the “1995 Employee 
Plan“) provides for the issuance of incentive options, non-qualified options, 
and S A R s .  

Directors of the Company are not eligible to participate in the 1995 Employee 
Plan. The 1995 Employee Plan provides f o r  the grant of stock options which 
qualify as incentive stock options under Section 422 of the Internal Revenue 
Code, to be issued to officers who are employees and other employees, as well as 
non-qualified options to be issued to o f f i c e r s ,  employees and consultants. In 
addition, SARs may be granted in conjunction with the grant of incentive options 
and non-qualified options. 

The 1995 Employee Plan provides for the grant of incentive options, 
non-qualified options and S A R s  of up to 400,000 shares of common stock (subject 
to adlustment in the event of stock dividends, stock splits, and other similar 
events). To the extent that an incentive optiori or non-qualified option is not 
exercised within the period of exercisability ipecified therein, it will expire 
as to the then unexercisable portion. I f  any incentive option, non-qualified 
option or SAR terminates prior to exercise t h e r e o f  and during the duration of 
the 1995 Employee Plan, the shares of common stock as to which such option or 
right was not exercised will become available under the 1995 Employee Plan for 
the grant of additional options or rights to any eligible employee. The shares 
of common stock subject to the 1995 Employee Plan may be made available from 
either authorized but unissued shares, treasury shares or both. The Company has 
400,000 shares of common stock reserved for issuance under the 1995 Employee 
Plan. As of December 31, 1999, options t o  purchase 200,333 shares of common 
stock with exercise prices ranging from $ 1 . 1 2 5  to $3.90 are outstanding under 
the 1995 Employee Plan. During 1999 and 1998, options to purchase 45,834 and 
23,833 shares of common stock were forfeited 31 expired and during 1991, o p t i o n s  
to purchase 25,000 shares of common stock were exercised. 

OTHER WARRANTS AND OPTIONS 

Pursuant to the terms of a Financial Consulting Agreement dated as of November 
3 ,  1994 between the Company and J W  Charles Financial Services, Inc., the Company 
issued a common stock purchase warrant ( t h e  “JWC Warrant”) covering 250,000 
(331,126 as adjusted) shares of common stock to JW Charles Financial Services as 
partial consideration for i t s  rendering financial consulting services to the 
Company. The warrant is exercisable at d price of $1.51 per share and expires on 
November 3, 2001. During 1998, warrants to p u r c h a s e  165,563 shares of common 
stock were exercised. 
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NOTE 14 - STOCK-WED COMPENSATION PLANS, CONTRJtlED 

In April 1996, the Company approved the issuance of 1,000,000 options to John 
Edwards at an option price of $7.00 per share (repriced to $3.90 on December 13, 
1998) as part of his employment agreement. The options vest over a three-year 
period and expire in 2006. 

On July 1, 1996, the Company approved the issuance of options to purchase 
1,500,000 and 500,000 shares of common stock to Clay Wilkes and Alex Radulovic 
respectively as part of their employment agreements. Each opt ion  has an exercise 
price of $7.00 per share, vesting in 25% increments in the event that the 
average closing bid price of a share of the Company's common stock for five 
consecutive trading days exceeds $10, $15, $20 and 525, respectively. Each 
option becomes exercisable (to the extent vested) on June 3 0 ,  1997, vests in its 
entirety on June 30, 2001 and lapses on June 30, 2002. As of December 31, 1999, 
500,000 of the options had vested. 

In August 1996, Commonwealth Associates, the Placement Agent for the Company's 
offering of Series C preferred stock and 8 %  Convertible Notes, designated Joseph 
Cohen as its nominee for election to the Board of Directors. The Company issued 
options to purchase 64,000 shares of common stock to Mr. Cohen, exercisable at 
the fair market value of the common stock on September 30, 1996 of $ 5 . 2 5  
(repriced to $3.90 on December 31, 1998). All options were vested and 
exercisable as of December 31, 1999 and expire in September 2 0 0 6 .  In September 
1996, the Company closed a private placement offering of Series C preferred 
stock. As a result of this transaction, the Company issued warrants to purchase 
750,000 shares of common stock at an exercise price of $2.50 per share as 
compensation to the Placement Agent. These warrants exp ire  on August 20, 2001. 
During 1999,  1998 and 1997, warrants to purchase 73,050, 46,477 and 34,923 
shares of common stock were exercisedr respectively. 

John Edwards agreed to amend his employment contract on August 21, 1996, which 
reduced h i s  salary. In consideration of the salary reduction, the Company 
granted him options, which vested immediately, to purchase 250,000 shares of 
common stock. The options have a term of 10 years and an exercise price of 
$4.875 per share (repriced to $3.90 on December 13, 1998) which was based on the 
closing price of the stock at grant date. 

In October 1996 the  Company agreed t o  issue options to purchase 250,000 shares 
of common stock each to William Flury and Karl Ryser Jr. pursuant to their 
employment agreements. The options were issued at $4.41 (repriced to $3 .50  on 
December 13, 1998) based on the closing price of t h e  s t o c k  at grant date. The 
options vest quarterly over a three-year period and expire in 2006. As of 
December 3 1 ,  1999, 41,670 options had been forfeited. 

During 1996, the Company issued 120,000 warrants to non-employees at $4.00 per 
share. The warrants expired in 1999. 

During 1957, the Company issued options to purchase 1,210,000 share of common 
stock (210,000 of which were issued under the 1597 recruitment stock option 
plan) to consultants at exercise prices ranging f r o m  $4.875 to $8.438 (repriced 
t o  $3.90 on December 13, 1 9 9 8 1 ,  which was based on the closing price of the 
stock at the a r a n t  date. The fair value of the options issued was recorded as 
deferred compensation of $4,757,134 to be amortized over the expected period the 
services were to be provided. As a result of the repricing, the Company recorded 
additional defer red  compensation expense totaling $262,200 (of which $44,361 and 
$196,733 was expensed in 1999 and 1998, respectively), representing the 
incremental fair value of the repriced options over the original options. During 
1999, 1998 and i997, $852,714, $I, 157,901 and $2,467,369, respectively, of the 
deferred compensation was amortized to expense. During 1999 and 1998, options to 
purchase 16,665 and 60,000, respectively, shares of common stock expired. The 
remaining oprions must be exercised within ten years of the grant date. 

During  1997, the Company issued non-qualified options to purchase 2,295,000 
shares of cm"n stock to certain executive employees at exercise prices ranging 
from $4.875 ti> $5.188 (repriced to $3.90 on December 13, 1 9 9 8 ) ,  which was based 
on the c l o s i n g  price of the stock at the grant date. The options must be 
exercised witt.,in ten years of the grant date. During 1999, options to purchase  
66,670 shares of common s tock  were forfeited. 

During 1598,  the Company issued non-qualified options to purchase 935,000 shares 
of common s t n c k  to certain executive employees at exercise prices ranging from 
$2.563 tcr $3.125, which price was based on the closing price of the stock at the 
grant date. The options must be exercised within ten years of the grant date. 
During l ? , 3 9 ,  o p t i o n s  to purchase 58,333 shares of common stock were forfeited. 
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NOTE 14 - STOCK-BASED COMPENSATION PLANS, CONTINUED 

During 1999, the Company issued non-qualified options to purchase 655,000 shares 
of common stock to certain executive employees at exercise prices ranging from 
$2.50 to $3.563, which price was based on the closing price of the stock at the 
grant date. The options must be exercised within ten years of the grant date. 

During 1999, the Company issued options to purchase 200,000 share of common 
stock to consultants at an exercise p r i c e  ranging from $3.00 which was based on 
the closing price of the stock at the grant date. The fair value of the options 
issued was recorded as deferred compensation of $300,000 to be amortized over 
the expected period the services were to be provided. During 1999 $162,500 of 
the deferred compensation was amortized to expense. 

NOTE 15 - SEGMENT OF BUSINESS REPORTING 

In 1998, the Company adopted SFAS 131. The prior year's segment information h a s  
been restated to present the Company's three reportable segments as follows: 

- Telecommunications services - includes long-distance toll services and 
enhanced calling features such as V-Link. The telecommunications services 
products are marketed primarily to residential and small business 
customers. 

- Marketing services - includes training and promotional materials to 
independent sales representatives (IRs) in t h e  network marketing sales 
channel and WebCentre set-up and monthly recurring fees. Additionally, 
revenues are generated from registration fees paid by IRs to attend 
regional and national sales conferences (see Note 17). 

- Technology licensing and development - provides research and development to 
enhance the Company's product and technology offerings. Products developed 
by this segment include V-Link, C4, and other proprietary technology. The 
Company licenses certain developed technology to third party users, such  as 
Lucent, Brooktrout and others. 

There are no intersegment revenues. T h e  Company's business 1 s  conducted 
principally in the U.S.; foreign operations are n o t  material. The table below 
presents information about net loss and segment assets used by the Company as of 
and for the year ended December 31: 

FOR THE YEAR ENDING 3ECEMBER 31, 1999 

TECHNOLOGk TOTAL 
TELECOMMUNICATION MARKETING LICENSING AND REPORTABLE 

S E RV ICES SERV I CE S 'Li EVE LO PME NT SEGMENTS _ - - _ _ _ _ _ _ _ _ _ _ _ _ _  -_-_-_I______--_------- -------------- ----_--------_-__ 

Revenues from e z ' r r r i a l  customers 
In te res t  rpve r Iue  
Interest e x p m s e  
Depreciation 3 n d  - "  3 r ~ i z a t i o n  expense 
Segment loss 

O t h e r  s i g n i f  1,zar.r -')rl -cash items: 
i i m o r t i z a r i  iir defe r r ed  

P r o v i s i o r  f 7: 3 3 i l b t f u 1  accounts 
comper,s;r' m r l  on stock optlons 

Expenditures f L i a q v e n t  a s s e t s  

Segment a s s e t  -. 

$ 2 6 , 4 4 0 , 0 0 0  $ 3 , 6 7 3 ,  Ci00 ~ , : 0 7 , 0 0 0  

51,000 
2 , 1 2 a , o o o  115,000 115,000 

[1,818,0001 ( 2 , 4 5 6 , 0 0 0 1  ; 1 , 4 7 2 , 0 0 0 1  

163 ,000  
3 , 7 0 3 , 0 0 0  

3,191,000 

8,433,000 

557,000 

282,  0Oii 

620,  OGO 

$32,620,000 

51,000 
2 , 3 5 8 , 0 0 0  

(5 ,746 ,0001  

720,000 
3 , 7 0 3 , 0 0 0  

2 8 2 , 0 0 0  3 , 7 5 5 , 0 0 0  

I ,  1 6 4 , 0 0 0  1 0 , 5 0 7 , 0 0 0  
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NOTE 15 - SEGMENT OF BUSINESS REPORTING, CONTINUED 

FOR THE i5-W Eh’l3ING DECEMBER 31. 1999 

Revenues from e x t e r n a l  customers 
I n t e r e s t  revenue 
I n t e r e s t  expense 
Depreciation and amortization expense 
Segment loss  

O t h e r  significant non-cash items: 
Amortization of d e f e r r e d  

Provision for  doubtful accounts 
compensation on stock options 

Expend i tu re s  f o r  segment a s s e t s  

Segmenrr a s s e t s  

Revenues from e x t e r n a l  customers 
I n t e r e s t expense 
Depreciation and amortization expense 
Segment l o s s  

Other significant non-cash items: 
Wort i za t i o n  of deferred 

P r o v i s i o n  for d o u b t f u l  accounts 
Compensation a n  s tock options 

Expenditures for segment a s s e t s  

Segment assets 

$25,649,000 
63,000 63,000 
127,000 127,000 

$19,635,000 $4,548,000 $1,466,000 

827,000 30,000 35,000 891 ,  ooo 
(5,258,000) (1,331,000 1 (1,823,000) i 8 , 4 1 3 , O O O )  

’06,000 
3,161,000 

1,012,000 4 6,000 

7 , 0 @ 6 , @ 0 0  115,000 

56,000 

883,000 

TELECOMKUNICATION 
S E R V I  CE S 

_ _ _ _ _ _ _ - - - - - _ _ _ _ _ _ _ _ _ _  

51 1,0a1,000 
118,000 
596,000 

i 7,731,000) 

FOR THE YEAR E N D I N G  DECEMBER 31. 1997 

706,000 
3,!61,0170 

i ,  114,000 

8.004.000 

$ 347,000 $14,O65,000 

31,000 9,000 636,000 

$ 2 , 6 3 7 , 0 0 0  
I r a .  ooo 

(i16a7,000) ( 7  65,000) [ 10,233,000~ 

6 2 7 , 0 0 0  6’7,390 _ 1.385,  000 

104,000 14,000 1,043,000 

5 , 5 4  9 ,  Oric l  3 8 3 , 0 0 0  99, GOO 
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NOTE 15 - SEGMENT OF BUSINESS REPORTING, CONTINUED 

T h e  following t ab l e  reconciles reportable segment information to the 
consolidated f i n a n c i a l  statements of the Company: 

1999 1998 149:  

Total interest revenue for reportable segments 
Unalloc3te3 interest revenue from corporate accounts 

Total inrerest espense for reportable segments 
Unallocated amortization of discount on notes payable 
Unallozated interest expense associated with issuance of convertible debt 
Unalloca:+d interest espense from related party debt 
Other unz~l?:rated interest evpense from corporate debt 

S 5 1 , 0 0 0  
3,361,000 

1,5:1,000 
103,000 

- 
S 1 2 7 , 0 0 0  

7 ,405 ,000  

851,000 
2 1 , 0 0 0  

s iia,ooo 
2 ,372 ,000  

3 " i l . O O O  
160,000 

5 3 , 0 0 0  

$ 3 , 0 2 3 ,  000 
- - - - - .- - - - _ - - - I - - _ 

- -__-- - -__-____--  
-I--_--___--___-_ 

$8,404,000 
_----___--___--- 
_---I_-_---_____ 

Total depre:iation and amortization f o r  reporrab le  segments 
Unallocated amortization expense from intangible assets 
Other unallxsted depreciation from corporate assets 

Total segment loss 
Unallocatsd non-cash amount in consolidated net loss: 

Amortization of discount on notes payable 
Loss on write-off and disposal of certain assets 
Interest eapense associated w i t h  issclance of c o n v e r t i b l e  n3tes 
Amortization of deferred compensation an stock options issued 

FmcrtL-ation of i n t a r .g ib l e  assets 
Acquired in-process research and development 

for services 

Other corporate expenses 

$18,313,000) 5 (10,233,000) 

(3,361,000) 
1 1 , ~ 4 7 , 0 0 0 )  

( 7 , 3 0 5 , 0 0 0 )  (',37',0001 
(1.21 1,000 

1320,000\  

{ 4 5 ? , 0 0 0 )  
(2,894,000) 

( a ,  616 ,000)  

$ t 2 7 , 7 8 0 , 0 0 0 )  
----___---___-I- _-- - -__-- - -__-- -  

Total amortization of deferred compensation f o r  reportable segmects 
Vnallccated amortization of deferred compensaLion 

S 720,000 
296,000 

$ 706 ,000  
452,000 

Expenditures for segment long-lived assets 
Unallocated expenditures for development of i n fo rma t i3 r l   stems 
Other unallocated expenditures f o r  corporate a s s e t s  

Seqmerit assets 
Intarqibie assets no-. allocated to segments 
Furniture, fixtures and equipment not  allocated to seqm.-- : 
SGftWare and informarion systems not allocated to s e p ~  . c  

Net assets of discontinued operations 
Other  assets not  alifxated to segments 

F-30 



NOTE 16 - COMMITMENTS 

EMPLOYMENT AND CONSULTING AGREEMENTS 

The Company has entered into employment and consulting agreements with a 
consultant and eight employees, primarily executive officers and management 
personnel. These agreements generally continue over the entire term unless 
terminated by the employee OK consultant of the Company, and provide for salary 
continuation for a specified number of months. Certain of the agreements provide 
additional rights, including t h e  vesting of unvested stock options in the event 
a change of control of the Company occurs or termnation of the contract without 
cause. The agreements contain non-competition and confidentiality provisions. As 
of December 31, 1999, if the contracts were to be terminated by the Company, the 
Company's liability for salary continuation would be approximately $ 1 , 4 5 0 , 0 0 0 .  

PURCHASE COMMITMENTS 

The Company has commitments to purchase long-distance telecommunications 
capacity on lines from a nacional provider in order to provide long-distance 
telecommunications services to the Company's customers who reside in areas not 
yet serviced by the Company's dedicated telecommunications network. The 
Company's minimum monthly commitment is approximately $550,000. The agreement is 
effective through May 2000. Failure to achieve the minimum will require 
shortfall payments by the Company equal to 50% of the remaining monthly minimum 
usage amounts. 

In January 1999, the Company entered into an agreement with a national carrier 
to lease local access spans. The three-year agreement includes minimum usage 
commitments of  $1,512,000 during the first year and $2,160,000 in the second and 
t h i r d  years. If the Company were to terminate the agreement early, it would be 
required to pay 25 percent of any remaining second and third year minimum 
monthly usage requirements. 

In December 1999, the Company entered into an  agreement with a national carrier 
to provide long-distance capacity in order to provide long-distance 
telecommunications services to the Company's customers who reside in areas not 
yet serviced by the Company's dedicated telecommunications network. The 
eighteen-month agreement includes minimum monthly usage commitments of $250,000 
beginning in the sixth month of the agreement. Either party may terminate the 
agreement with 90 days notice. 

NOTE 17 - SUBSEQUENT EVENTS 

LINE OF CREDIT WITH WINTER HARBOR 

On April 13, 2000, Winter Harbor, LLC, agreed to provide I-Link with a line 
of credit of up to an aggregate amount of $15,000,000. This commitment 
expires on the earlier of April 12, 2001 or the date I-Link has received net 
cash proceeds of not less  than $15,000,000 pursuant to one or more additional 
financings or technology sales, as well as licensing or consulting agreements 
outside the normal and historical course of business. The $15,000,000 
aggregate commitment will be reduced by the $1,300,000 (plus accrued interest 
at 8% per annum) advanced to I-Link in the first quarter of 2000 by Winter 
Harbor, interest accruing on any other advances under such commitment, as 
well as any net c a s h  proceeds received by I-Link In the future from 
additional financings or technology sales as well as licensing or consulting 
agreements outside the normal and historical course of business. Any amounts 
outstanding under t h e  loan will be due and payable no later than April 12, 
2001. As part of this agreement, I-Link has agreed to use its best effort to 
consummate as soon as possible one or more additional financings, technology 
sales or licensing or consulting agreements and to repay amounts outstanding 
under the loan with any net cash proceeds received by it from any such 
transaction. The loan from Winter Harbor will bear interest at 12.5% per 
annum, be secured by substantially all of the assets of I-Llnk and may be 
converted into common stock of I-Link, at the option of Winter Harbor, at a 
fixed conversion p r i c e  of $8.625 per share. If I-Lint. has not terminated the 
commitment and rspaid all amounts outstanding thereunder by May 15, 2000, it 
will issue to Winter Harbor up to 750,000 warrants tG purchase I-Link common 
stock, with the a c t u a l  number of warrants issued to be equal to the product 
of 750,000 times a fraction, the numerator of which e q u a l s  the sum of the. 
outstanding commitment and unpaid balance under the l o a n  on such date and the 
denominator of which is 15,000,000. The warrants will be exercisable at a 
fixed strike price of $8 .625  per share and expire in five years 
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NOTE 17 -SUBSEQUENT EVENTS, CONTINUED 

STRATEGIC MARKETING AND CBANNEL AGREEMENT W I T H  BIG PLANET 

On February 15, 2000 the Company signed a strategic marketing and channel 
agreement with Big Planet, a wholly owned subsidiary of NU Skin Enterprises, 
Inc. Under terms of the agreement, I-Link's independent network marketing sales 
force (the IR's) transitioned to Big Planet, and Big Planet was granted the 
exclusive worldwide rights to market and sell I-Link's products and services 
through the Network Marketing (sometimes referred to as "Multi-Level") sales 
channel to residential and small business users. Other I-Link sales channels 
into the residential, small business, and other markets are unaffected by the 
agreement with Big Planet. The impact on the results of operations will be a 
termination of marketing service revenues and marketing service costs effective 
February 15, 2000. Additionally, telecommunication service revenues will 
initially decrease as the Company sells its services to the same subscribers but 
through Big Planet at wholesale prices which will initially reduce 
telecommunication services revenues by approximately 40%. The reduction in 
telecommunications service revenues will also be partially offset by a reduction 
in commissions paid to I R s  related to telecommunication services revenues, which 
accounted f o r  approximately 13% of telecommunication network expense in 1999. 
However the Company believes the revenue reduction will be temporary and 
believes that this affliiation with Big Planet will have a positive strategic 
and overall long-term financial impact to the Company by increasing revenues, 
reducing expenses and increasing profit margins through new customer 
subscriptions to current and future I-link products and decreasing channel 
management expenses in the short and long term. The Company anticipates the 
future increase in revenues to be related to leveraging the larger consolidated 
sales force of I R s  in Big Planet. However, there can be no assurance that this 
agreement will result in increased sales, decreased costs or increased 
profitability of the Company. 

WHOLESALE SERVICE PROVIDER AND DISTRIBUTION AGREEMENT 

On February 15, 2000 the Company entered into a wholesale service provider and 
distribution agreement with Big Planet, a wholly owned subsidiary of NuSkin 
Enterprises, Inc. Under the terms of the agreement, Big Planet will integrate 
the Company's independent network marketing representatives into the Big Planet 
sales force. In addition, Big Planet will acquire and provide the Company's 
products and services directly to I-Link's existing customers which were 
acquired through the I-Link network marketing channel. Big Planet will pay the 
Company a wholesale fee  for products  and services used  by its customers. As a 
result, the Company anticipates that initially, its revenues from 
telecommunications revenue will decrease as a result from this change from 
retail to wholesale billing. Other existing I-Link customers will be re ta ined  
and serviced by the Company. There will also be a decrease in costs associated 
with the customers transitioned to Big Planet as t h e  Company will no longer have 
to pay commissions to IR's on the sale of telecommunications products and will 
be reimbursed by Big Planer for certain costs associated with servicing those 
customers. Also, after February 15, 2000 the Company will no longer receive 
revenues from the sale of network marketing products such as Webcentre and IR 
kits and will no l onge r  incur the costs associated with maintaining that 
marketing channel. Tk's Company believes this agreement with Big Planet will have 
a positive strategic and financial impact to the Company by increasing future 
revenues, reducing channel management and operating expenses and increasing 
profit margins through new customer subscriptions generated from the I-Link 
Worldwide LLC and Big Planet combined sales  force. 

LEASE FACILITY 

In March 2000, t h e  Company entered into a new lease facility with Cisco Systems 
Capital providing for  equipment purchases of up to $5,000,000. The equipment 
will be used in expanding the Company's IP network. The lease agreement requires 
monthly payments over  the three-year tesm. 

OTHER ITEMS 

During January and F e D r u a r y  2000, the Company issued approximately 4,670,000 
options to purcha5,e the Company's common stock at exercise prices based on the 
closing price of r h e  stock at the grant date. Of the options granted, 2,550,000 
were to executives af the Company and as such 2,050,000 are subject to 
shareholder approval at t h e  next annual meeting. 
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REPORT OF INDEPENDENT ACCOUNTANTS ON FINANCIAL STATEMENT SCHEDULE 

To the Board of Directors and Stockholders of I - L i n k  Incorporated and 
Subsidiaries: 

In our opinion, the accompanying financial statement schedule is f a i r l y  stated 
in a l l  material respects in relation to the basic f i n a n c i a l  statements, taken as 
a whole, of I-Link Incorporated and subsidiaries for the years ended December 
31, 1999, 1998 and 1997, which are covered by o u r  repor t  dated April 13, 2000. 
Our audit was made for the purpose of forming an o p i n i o n  on the basic financial 
statements taken as a whole. This information is presented for purposes of 
additional analysis and is not a required part of the basic financial 
statements. Such information has been subjected to the auditing procedures 
applied in the audit of the basic financial statements. 

PricewaterhouseCoopers LLP 
Salt L a k e  City, Utah 
April 1 3 ,  2000 
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I-LXNK INCORPORATED AND SUBSIDIARIES 
SCHEDULE OF VALUATION AND QUALIFVINC ACCOUNTS 

Allowance for doubtful accounts: 
December 3 1 ,  1997 
December 31, 1998 
December 31, 1999 

1 , 3 8 5 , 0 0 0  
1,385,000 3,160,621 
1,341,000 3 , 7 0 3 , 0 7 7  

- 1,385,000 
2,604,621 1,941,000 
3 , 8 5 5 , 0 7 7  1,789,000 

-----__---__---------- 
( a )  For the allowance f o r  d o u b t f u l  accounts represents amounts w r i t t e n  o f f  as 
uncollectible and recoveries of previously reserved amounts. 
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THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE 
COMPANY'S DECEMBER 31, 1 9 9 9  FINANCIAL STATEMENTS PNL! IS QUALIFIED IN I T S  
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS. 

YEAR 
DEC-31-1999 
JAN-0 1 - 1 9 99 
DEZ - 3 1 - 1 9 9 9 
2,950,730 

0 
6,133,406 
1,789,000 

0 
7,651,321 
II, 954,954 

4 ,935 ,593  
21 ,658 ,199  

d,  975 ,967  
0 
0 

459 ,920  
169,056 

21,658,199 
32,619,706 
32,619,706 

0 
51 ,872 ,058  

0 

i i i , 7 i a ,  8 7 3 )  

V 

1,906,936 
(24,159,288) 

0 
(21,159,388) 
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Item 1. Description of Business. 

Overview 

I-Link Incorporated (the "Company") provides basic and enhanced 
telecommunications services to its customers and subscribers nationwide 
utilizing IP (Internet Protocol) -enabled technology developed by the Company 
that permits the delivery of these services in a manner that dramatically 
lowers cost and increases utility, while fully maintaining the high 
sound/transmission quality and reliability of calls placed over traditional 
telecommunications networks. The technology model that permits the Company to 
provide its services at lower c o s t  and with increased utility is similar to 
the Internet and its capability to provide users virtually unlimited access 
to the Internet at costs that are a fraction of standard long distance r a t e s ;  
however, I-Link's technology and network infrastructure provide distinct 
enhancements and advantages to carrying communications traffic over the 
Internet. The Company is also engaged in the research and development of 
advanced telecommunications products and equipment, such as its line capacity 
expansion device, now in the final testing stage, that allows a single 
standard telephone line in a customer's home or office to simultaneously (1) 
create the capacity of multiple lines that can carry on simultaneous calls 
and other communications functions ("multiplexing"), ( 2 )  provide the inter- 
office/home functionality of a PBX, and ( 3 )  maintain a persistent Internet 
connection. 

Through its wholly-owned subsidiaries I-Link Worldwide, LLC, I-Link 
Communications, Inc., and I-Link Systems, Inc., the Company provides 
telecommunications products and services to residential, business and 
wholesale customers. Through its wholly-owned subsidiaries MiBridge, Inc., 
and ViaNet Technologies Ltd., the Company undertakes the research and 
development of new telecommunications products and technologies, and the 
licensing of certain of these products and technologies to other 
telecommunications companies. I-Link Incorporated and its subsidiaries are 
sometimes collectively referred to herein as the "Company" or "I-Link." 

Unlike other providers of telecommunications services utilizing IP 
technology, I-Link does not use the Internet to deliver its services. Rather, 
I-Link's communications services and products are carried over a new 
telecommunications network established by I-Link (the "I-Link Network"). The 
I-Link Network is made up of multiple routing facilities or "Hubs" 
strategically established in large metropolitan areas nationwide. As of 
March 31, 1999 the Company has established seven Hubs in the following 
locations: Phoenix, Salt Lake City, Chicago, Orlando, Dallas, L o s  Angeles 
and Seattle. The hubs are comprised of sophisticated equipment and proprietary 
software containing I-Link's IP technology ("Communication EnginesiTM]") and 
interconnected by leased telecommunications spans and lines (similar to the 
Internet, but private - an "Intranet"), complemented by access to the existing 
public switched telecommunications network where needed to complete the 
delivery of I-Link's services to geographic areas outside of I-Link's Intranet. 
From these Hubs, the I-Link Network spans out to other geographic areas via 
additional dedicated spans and lines. 

In 1997 the company started providing telecommunications products and 
services over the traditional public switched telephone network and began the 
crtl3tion of the I - L i n k  Network through the deployment of its IP technology. 
Also in 1997, the Company launched it's direct-sales marketing company, 
I-Link Worldwide, LLC, to market its products and services to the residential 
and small business markets. 

In August 1997 the Company acquired MiBridge, Inc. ("MiBrldqe"), a New 
Jersey-based communications technology company engaged in the design, 
development, integration and mark-eting of a range of software 
telecommunication products that support multimedia communications over  the 
p u b l i c  switched telephone network (PSTN) , local area networks (LAN), and the 
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Internet. Historically, MiBridge has concentrated its development efforts on 
compression systems such as voice and fax over IP. MiBridge has developed 
patent-pending technologies which combine sophisticated compression 
capabilities with IP telephony technology. The acquisition of MiBridge 
permitted I-Link to accelerate the development and deployment of its own IP 
technology and add strength and depth to its research and development team, 
and provides I-Link with the opportunity to generate income and develop 
industry alliances through the strategic licensing of its technologies to 
other companies within the industry, such as Lucent Technologies, Nortel, 
IDP and others. In late 1997 the Company formed ViaNet Technologies, Ltd., 
headquartered in Tel Aviv, Israel, to undertake advanced research and 
development of a device expanding the capacity of a single telephone line to 
multiple lines with persistent and contemporaneous connection capability 
(preliminarily called "C4" and described in greater detail below). 

I-Link's technology enables the user to employ its existing telephone, 
fax machine, pager or modem (hereafter referred to as "conventional 
communications equipment") to achieve high-quality communications with other 
conventional communications equipment, while exploiting and advancing the 
capabilities of IP technology. Transmission takes place over the I-Link 
Network , which is comprised of traditional telecommunication facilities 
integrated with I-Link's private Intranet. The Intranet portion of the I-Link 
Network is comprised of leased and dedicated lines carrying 
telecommunications transmissions converted into a data format (TCP/IP). 
Network access points ("Gateways") comprised of sophisticated communications 
equipment and proprietary software, which I-Link calls Communication 
Engines[TM], are used to integrate the traditional segments of the I-Link 
Network with the Intranet segments. The resulting network allows for 
customers to send and receive communication via the I-Link Network at reduced 
rates and with much greater capabilities. The Communication Engine, including 
the software and firmware, represents I-Link's patent-pending technology. 
Through the Communication Engines the I-Link Network receives traffic from 
the public switched telephone network as a TDM stream (time division 
multiplexing) and converts it to IP (internet/intranet protocol) data 
packets. The data 1 s  converted from the PCM (pulse code modulation) format 
standard to traditional telephony to an I-Link proprietary coding. The I-Link 
proprietary coding can distinguish among and handle voice, fax and modem 
communications differently. Voice is compressed using a voice coder or codec, 
fax and modem traffic are demodulated/modulated. The data can then be stored 
(such as recording a message), altered (as in changing a fax call from 14400 
BPS to 9600 BPS) or redistributed to multiple recipients (as in the case of 
conferencing). I-Link's Gateways are flexible such that the I-Link Network 
can readily integrate with cther carrier's protocols and infrastructure. 
Accordingly, I-Link is also capable of leveraging the access infrastructure 
of other carriers, resellers, and Internet service providers ( I S P ' s )  and 
wholesaling its enhanced services to these providers and their customers 
while avoiding the need to build additional access infrastructure. 

Unlike the traditional telecommunication network, the I-Link Network 
uses  TCP/IP as  its communication protocol. This is the same protocol used n y  
the Internet for computer-to-computer communication. I-Link utilizes TCP/IP 
because of the potential for interoperabillty between diverse technologies. 
This provides the potential for the I-Link Network to integrate fax, voice, 
e-mail, websites, video conferencing, speech recognition servers, intelligent 
call processing servers, Internet Informati,-, servers, and other technologies 
in an efficient way. Not all of these technoiogies a r e  currently implemented 
within the I-Link Network. However, because communication is being carried 
over a TCP/IP protocol these solutions c a n  b? integrated into I-Link's 
offerings at a fraction of the cost of traditional telecommunication 
implementations. The advantage of communication via the TCP/IP protocol  is 
that it allows for  efficient integration ~f many enhanced information 
services as noted above. I-Link doesn't nee3 to build all of the services 
that are presented to the u s e r ;  it can easily integrate additional services 
because the communication protocol offers interoperability between all types 
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of conventional communication equipment. The other advantage to TCP/IP is 
that the cost of integration is substantially less as a result of network 
design. New services, enhancements and updates can be enabled at a central 
location and linked automatically to a subscriber's packet of services, thus 
eliminating the costs and time restrictions of installing the enhancement at 
each physical facility. T h e  result of these benefits is lower cost with 
higher capabilities. 

I-Link's Products and Services 

I-Link's basic enhanced services consist of the following: 

Enhanced Local or Long Distance Service. Long distance calls can be made 
at significantly lower rates. The user 1 s  provided the ability to multi-task 
multiple operations within t h e  session. Options include fax, voice, 
conference call, paging, fax to e-mail conversion, information retrieval, e- 
mail. 

Single Number Service. Set up to ring a subscriber's o f f i c e  phone, home 
office phone, cellular phone (o r  any phone number the subscriber specifies) 
and pager simultaneously so that he may be reached wherever he is, and 
without the caller having to try multiple numbers or know his party's current 
location. 

Call Screening. The subscriber can hear the name of the person calling 
before deciding to accept the call or send it to voice mail. 

The Personal PBX. Enables the type of services used by a large business 
PBX, such as putting a caller on hold, music on ho ld ,  etc. 

Conference Calling. Provides the ability to conference in up to 9 people 
at one time. 

Portable Fax. The subscriber receives a fax to his Single Number 
Service, he is notified that there is a fax in his mailbox, and he can choose 
to route the fax to any fax machine, or to his e-mail through a fax-to-e-mail 
gateway. 

Voice Mail. Enables callers to leave recorded messages which can be 
retrieved, saved, forwarded, etc. 

Other Features. Other features are possible as I-Link continues to 
integrate services that it designs and builds as well as those that other 
providers design and build. One of the k e y  strengths of the V-Link 
environment is the ability to integrate services from other providers. T h i s  
integration typically results in systems that are easier to learn and u s e .  
Examples of current integration include news services, stock quotes, 
directory services, and addres s  books. 

V-Link [ TM] Service 

V-Link[TM] is a powerful telecommunication service offered by the 
Company to its customers that combines all of the basic and enhanced 
products and services described above, p l u s  additional innovative and u s e f u l  
enhanced services. Subscribers access their V-Link service through an 
assigned local and/or toll-free (8001 number (that also can become the 
single, convenient telephone number through which others call and fax the 
subscriber) - Once inside the V-Link enhanced communications environment, 
all of the subscriber's communications functrgns are handled over the I - L i n k  
Network, with its associated benefits and capabilities - irrespective of 
where the call is originated from. For example, long distance calls are 
routed primarily through I-Link's IP Intranet, and secondarily t h rough  the 
traditional public switched telephone network. In addition to long distance 
calling capability, entering the V-Link. communications environment allows a 
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multitude of enhanced capabilities to t he  user wi thou t  the need of any 
special equipment by t h e  user. O n c e  the communications session is established 
by logging-in to V-Link from any telephone, a subscriber has the ability to 
perform any number of multiple operations within the session (multiple l ong  
distance calls, call screening, voice mail, fax, conference calling, etc.) 
While there e x i s t  other services in the market place that combine some of the 
enhanced services offered by V-Link, what differentiates V-Link is the fact 
that it is IP-enabled and IF-implemented. This gives V-Link two distinct 
advantages - cost savings and flexible integration. 

Cost Advantages. The cost advantages realized from the operation of V- 
Link in an IP-enabled/implemented environment are two-fold: (a) lower 
transmission costs, and (b) lower capital infrastructure costs. The 
transmission cos t  benefit of carrying communications traffic on an IP network 
has been described above. The benefit to capital infrastructure costs can be 
seen by recognizing that a traditional enhanced service platform (a 
"platform" is the equipment and software required to provide a particular 
service to customers) - a Conference calling platform for example - must be 
purchased and installed by the communications provider to work alongside a 
traditional telecommunications switch (a "switch" is a large, sophisticated 
piece of telecommunications equipment through which calls are routed, and 
that has a given capacity of calls that can simultaneously be h a n d l e d ) .  The 
traditional switch, unable to process anything but low-level signals, must 
pass an incoming call f o r  conferencing (in our example) to a special 
conference call switch for processing. These types of special switches are 
highly expensive, costing providers several hundreds of thousands of dollars 
each. Because the transmission within the V-Link service has been converted 
to an IP signal, the given enhanced service (conference calling in our 
example) occurs within a software-defined network handled through standard, 
industrial-strength personal computers, rather than a hardware- or equipment- 
defined network requiring special and redundant, costly telecommunications 
switches €or each enhanced service offered. Thus, I-Link is able to provide 
the given service at one-tenth (or  less) the cost of a traditional 
communication services provider, because it is able to avoid the capital 
expense of acquiring, installing and servicing an array of special switches. 
Lower costs in both the cost of transmission and the capital infrastructure 
to provide the services, results in lower costs to the customer. 

Flexible integration. In addition to the conference calling service 
discussed above, consider now a provider that offers many combined services. 
In a traditional telecommunications network, each service - voice mail, f a x  
mail, conference calling, single number, etc. - must be processed through one 
or more separate, non-integrated switches, with the customer being assigned 
a separate number f o r  each service: "call this number to send ne a fax, - . 
. c a l l  this number f o r  my voice mail, . . . call this number for my 
conference chll," etc. Again, because the V-Link services are provided in 
an I p  environment and a software-defined network, all o f  these services can 
be easily integrated through one switch and function utilizing one customer 
number. V-Link's IP environment also provides for the easy integration of 
additional new services as they are developed and introduced. 

Line Capacity Expansion Device - "C4"  

Throuqn its wholly-owned subsidiary ViaNet Technologies, Ltd., the 
Company has  developed an innovative device that from a single standard 
telephone line can simultaneously (a) create the capacity of multiple lines 
that can carry on simultaneous calls and other communications functions 
("multiple..ing"), (2) provide the inter-office/home functionality of a P E ? ,  
and ( 3 )  m a i r : t a i n  a persistent Internet connection. In other words, throuah 
a single standard telephone wire and line, the customer and his or her family 
members or business associates can, from multiple phones, fax machines, and 
compucers within the customer's home or business premises, sui"taneous1; 
carry on multiple independent or conferenced telephone calls, receive or send 
faxes a s  if on one or more dedicated fax lines, and maintain a pers i s ten t  
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Internet connection, without any sacrifice of q u a l i t y  or functionality. This 
device, preliminarily referred to by the Company as "C4", provides the 
capacity of up to 24  lines using the existing telephone wires connected to 
the customer's home or office. With the C4 device connected to a single 
standard telephone line within the customer's home or business offlce, the 
customer obtains the following benefits: 

Multiplexing. Multiple independent telephone calls and fax sendt'receive 
calls can be simultaneously carried on from multiple phones and fax machines 
within the customer's home or business office, with no degradation of 
quality. 

Virtual PBX Functionality. The functionality of a PBX system, normally 
obtainable only through the acquisition of a costly equipment and software 
system, is achieved over the existing telephones within the customer's home 
or o f f i c e .  These include inter-home/o€flce c a l l  conferencing, call 
forwarding, etc. 

Persistent V-Link[TM] Connection. Through the C4 device, the customer 
is always connected to the V-Link enhanced services environment and can fully 
utilize all of the services provided by V-Link (and additional enhancements) 
without the need to dial into the V-Link service. 

Persistent Internet Connection. Through the C4 device, the customer is 
able to maintain a persistent connection to the Internet, usually obtainable 
only through the purchase b y  the customer and on-site installation of 
specialized equipment (a router). 

Because it obviates the need for the customer to purchase multiple 
telephone lines, a PBX system, and routing equipment, the C4 device will 
provide both substantial cost savings and increased functionality to the 
customer. It i s  anticipated that a larger version of the C 4  device will be 
marketed to traditional telecommunications carriers to provide a low-cost and 
more functional alternative to the costly and functionally-limited switches 
now required within their infrastructure. The C4 device 1 s  currently in the 
final testing stage, and the Company anticipates it will begin marketing the 
C4 device during the second quarter of 1999. 

Market Opportunities 

Virtually every home and business in the United States today uses lorig- 
distance telephone services. Even though competition between the variods 
providers of long distance telephone services is intense, I-Link believes the 
significant cost szvings and the increased capabilities that are achieved 
through the atil-~zation of the I-Link Network and technology, and the V-L-.rlk 
service make I-Link highly competitive in this marketplace. I-Link has 
initially targeted residential and small-business customers through I - L i n k  
Worldwide, L . L . C . ,  a nationwide network marketing and sales program. As I- 
Link expands its targeted customers to include larger business users, the 
Company anticipates doing so through traditional sales representatives. 
I-Link wholesales its services on a non-branded basis to various 
distributors, aggregators, resellers and member organizations that then 
resell the products to both residential and business end-users. 

Opportunity to Provide Substantial Savings to U s e r s .  Use of I-Link 
products and services afford the opportunity to substantially reduce the l o q j  
distance teLephone and data transmission charges presently borne by the 
current user of l o n g  distance telephone services. Charges for the use o f  
landline networks traditionally used in long distance telecommunications are 
generally based on time of day (day time, evening, night or weekend) and 
distance, orten resulting in substantial long distance charges. In contrast, 
customer charges f o r  telecommunications services on IP communication netrzcrl- 
(such as the Internet and the I-Link Network) are generally fixed regardless 
of time of day 3r distance. While the Company's rate f o r  long distance r - 1 ~ 5  
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not originating or terminating on the I - L i n k  Network is 8.9 cents per minute, 
the customer can obtain significant cost savings if the long distance call 
originates and terminates on the I-Link Network where the call rate is 4 . 9  
cents per minute regardless of the time of day or distance. 

Integration of Distinct Networks. T h e r e  are currently a number of 
distinct information-transnussion networks. Telephone, cable, wireless, and 
private and public networks are primary examples. Technologies supporting 
these networks will continue to integrate and evolve, allowing for previously 
unavailable opportunities for information distribution and access. The 
current business infrastructure presents impediments to the integrated use of 
these technologies and networks. For example, in the fax industry there is a 
proliferation of f a x  or fax-like communication technologies, including fax 
machines, fax servers, fax software and e-mail. But these technologies are 
not well integrated. A p a r t y  wishing to send information to others may have 
to format and send the data several different ways depending on the messaging 
equipment and systems available to the recipients. The I-Link Network and 
technology leverages TCP/IP to integrate these technologies and networks and 
deliver these services to its users in an easy to use manner. 

Opportunity to Deliver Enhanced Capabilities. TCP/IP networks such as 
the Internet ("IP Networks") offer substantially reduced cost and improved 
voice and data communication capabilities. However, as highlighted above, 
telephones and fax machines are not TCP/IP-enabled. In the past, in order to 
utilize an IP Network, such as the Internet, users had to own or have access 
to a computer and then obtain access to the IP Network through an Internet 
Service Provider. Therefore, IP Networks have not easily or effectively 
accommodated telecommunications traffic. In contrast, the I-Link Network and 
technology permit full utilization of the benefits of an IP Network for 
traditional telecommunications applications such as telephone, fax, etc. with 
no l o s s  of quality, and increased capability of additional enhanced services 
- while maintaining the cos t  benefits o f  an IP Network. 

Market Response. Many of the responses seen in the marketplace to the 
opportunities discussed above are problematic in that they are often 
computer-oriented. Solutions typically require that a user (I) own a personal 
computer; (11) have access to an IF Network; and (iii) have software 
compatible with software other users own and use. This significantly limits 
the market €or the solution. Moreover, the responses o f t e n  follow a product 
approach rather than a service approach. The product approach, usually 
modeled after the same approach followed by computer software vendors, 
imposes further requirements on the user. This approach requires version 
management, with users required to ensure that their software is current; it 
requires training and re-training as procedures change: and gives a customer 
an interface-driven product that often has more capacity than a user needs.  
I-Link's strategic response to the market is to provide, above all, a true 
service-based approach, providing customers access to an IP Network via their 
existing conventional communications equipment and offering an array of 
enhanced services. 

Another important limitation associated with current Internet telephony 
solutions is the problem of poor voice quality. I-Link's technology manages 
and compresses vo ice ,  f a x ,  and modem traffic in such a way that ca l l s  made 
v i a  the I-Link Network retain traditional telephone landline quality. 

Also problematic in the market's current response to new internet 
protocol opportunities is that products and services are impeded by the 
delays, down times and intermittent slowness of the traditional Internet. By 
managing and controlling its Intranet, I-Link can ensure that communication 
is as "real-time" as customers have become dependent upon. 

The Residential Market 

I-Link, through its subsidiary, I-Link Worldwide, L.L.C., has targeted 
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a l l  residential users, initially throughout the united States, through t h e  
establishment and implementation of a Network Marketing sales program, 
providing individuals the opportunity to earn commissions on the sale of the 
I-Link Services to their neighbors and acquaintances. A large amount of 
interest in I-Link h a s  been generated throughout the network marketing 
industry, and I-Link believes a significant market opportunity exists through 
the exploitation of this marketing and sales channel to reach a large number 
of potential residential customers. I-Link formally launched its Network 
Marketing sales operation and began marketing in this channel in June  1997. 

The Business Market 

I-Link categorizes its domestic and international target business users 
as follows: (1) small office/home office (SOHO -- up to 10 employees); (ii) 
small and medium sized businesses (less than 500 employees); (iii) large 
businesses ( 5 0 0  or more employees), and (iv) vertical markets comprised of 
large businesses with numerous subsidiaries/affiliates. I-Link's current 
primary target business market is comprised of SOHO customers. As I-Link 
grows and matures as a company it w i l l  pursue channels which target the other 
business market segments. 

I-Link has initially targeted the SOHO business market because small and 
medium-sized businesses often have a difficult time obtaining and using 
technology. Typically, they lack the resources and/or expertise needed to 
obtain strategic advantage from state-of-the-art technology. Although I - L i n k  
defines small and medium-sized businesses as businesses with l e s s  than 500 
employees, it is also important to note that departments o r  offices within 
larger businesses may also be placed in this category. Larger businesses can 
dedicate resources and/or funds to technology customization or even 
technology development. Smaller businesses often must accept off-the-shelf 
solutions designed f o r  general use. I-Link believes that its products and 
services are of significant strategic advantage to small and medium-sized 
businesses because they can be adopted and implemented without retraining or 
the acquisition of new and different equipment. Large businesses and high- 
end national accounts have significant long distance telephone and fax 
traffic. These businesses could also realize substantial savings from 
I-Link's product and services. 

Distribution Plan 

I-Link currently uses  or intends to utilize the following distribution 
methods: (1) Network Marketing sales program; (ii) direct sales using 
independent sales agents; (111) selling through a n  independent telephone 
company or "Telco" resellers; (iv) acquisition of smaller carriers with 
established customer bases; (v) selling through Internet Service Providers 
("ISPs"); (vi) selling through cable/broadcasting companies; (vii) selling 
through direct sales organizations; (viii) direct sales to t o p  national 
accounts and vertical market resellers ( " V M R s " ) ;  ( i x )  selling through 
established channels of distribution in the retail computer/technology markets; 
(x) leveraging OEM channels; and (xi) telemarketing/telesales. Although the 
Company intends to use these other distribution methods, as of December 31, 
1998 the Company principally uses only the Network Marketing Sales Program as 
discussed in more detail below. 

Network marketing sales program overview. I-Link, through its affiliate 
I-Link Worldwide, L.L.C., has targeted a l l  rezidential users, initially 
throughout the United States, through the establishment and implementation of 
a Network Marketing sales program, providing individuals the opportunity to 
earn commissions on the sale of the I-Link pr3ducts and services to their 
neighbors and acquaintances. A large amount of interest in I-Link has been 
generated throughout the network marketing industry, and I-Link believes a 
significant market opportunity exists through t h e  exploitation of this 
marketing and sales channel to reach a l a r g e  number of potential residential 
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customers. I - L i n k  formally launched its Network Marketing sales operation and 
began marketing in this channel in June 1997. I n d i v i d u a l s  are recruited b y  a 
word of mouth process and may become an independent sales representative 
" I R ' ' )  upon entering i n t o  a standard written independent sales representative 
agreement with the Company and paying a fee of either $50 or $295 based on 
options selected f o r  promotional and presentation materials. The initial term 
of the agreement is f o r  twelve months. At the end of the twelve months the IR 
must submit a standard renewal form and pay the appropriate renewal fee 
(currently $35). The Company may refuse to accept an IRIS renewal application 
in which case the IR's relationship w i t h  the Company termnates. The Company 
relies on its I R s  to sponsor new I R s .  While the Company provides, at cost, 
subscription forms, brochures, and other sales materials, I R s  are primarily 
responsible f o r  educating new IRs with respect to products, the compensation 
plan, and how to build a successful independent business. 

I R  commission plan. IRs receive commissions based upon sales of I - L i n k  
products and services to customers who become I-Link subscribers. Commissions 
range from 2% to 46% based upon the product sold or services utilized and the 
IRIS seniority within the Network Marketing plan. I R s  are not contractually 
obligated t o  purchase products or services, sign-up new customers or sponsor 
new I R s ,  although by doing so, they can increase their seniority within the 
Network Marketing plan. An additional commission from $210 to $370 can be 
earned by the I R  based upon the IR's initial signing up of another IR and 
that new IR signing up users o f  I-Link products or services. IR's personally 
solicit potential individual and business customers via one to one sales 
presentations wherein customers sign order forms for I-Link telecommunication 
products and services. 

Revenue growth through network marketing. The malority of the Company's 
revenue depends directly upon the efforts of IRs. Growth in revenue for  both 
marketing services and telecommunications services requires an increase in the 
productivity of IRs and/or growth in the total number of IRs. There can be no 
assurance that the productivity or number of IRs will be sustained at current 
levels or increased in the future. The Company had approximately 12,700 arid 
12,600 I R s  as of December 31, 1998 and 1997, respectively. 

IR support. The Company is committed to providing high-level support 
services to IRs. Through its call center, national and regional conferences, 
personal contact with I R s ,  I R  focus groups, newsletters and f ax  messaging the 
Company seeks to understand and satisfy the needs of each IR. As many I R s  
have limited number of hours  each week to concentrate on their Network 
Marketing business, management believes that effective support of each IR has 
been and will continue to be important to the success  of the Company. 

Rules affecting I R s .  The Company's standard I R  agreement, policies and 
procedures, and compensation plan contained in promotional and presentation 
materials provided to every I R  outline the scope of permissible IR marketing 
activities. The Company's I R  rules and guidelines are designed to provide IRs 
with flexibility and opportunity within governmental regulations regarding 
network marketing and prudent business policies and procedures. I R s  are thus 
prohibited from representing themselves as agencs or employees of the Company. 
IRs are obligated to present the Company's products, services and business 
opportunity ethically and professionally. I R s  agree that the presentation of 
the Company's business opportunity must be consistent with, and limited to, 
the produc t  and service claims and representations made in literature 
distributed by the Company. IRs are prohibited from making earnings claims. 
I R s  must obtain Company approval before using any form of media advertising 
to promote products and services. Literature used to promote Company products 
and services must be produced o r  approved by the Company. Generic b u s i n e s s  
opportunity advertisements (without using the Company name) may be placed in 
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accordance with certain guidelines in some states. IRs may not use the 
Company's trademarks or other intellectual property without the Company's 
consent and approval. The Company systematically reviews alleged reports of 
IR misbehavior. If the Company determines that an IR has violated any of 
the IR policies or procedures, it may either terminate the IR's rights 
completely or impose sanctions such as warnings, probation, suspension, and 
fines or penalties until specified conditions are satisfied, or other 
appropriate injunctive relief. IR terminations based on violations of the 
Company's policies and procedures have aggregated less than 1.0% of the 
Company's IR force since inception. A n  IR may voluntarily terminate his/her 
distributorship at any time. 

Technology Licensing 

I-Link currently licenses certain pieces of MiBridge technology to other 
telecommunication companies such as Lucent, Nortel and others. These licensees 
license enabling technology, which augment their existing o r  future offerings. 
These licensees pay I-Link an up-front development fee and a recurring royalty. 
The Company may license its V-Link product to other telecommunication companies 
in a sirmlar manner. 

Competition 

The market fo r  business communications services i s  extremely 
competitive. I-Link believes that its ability to compete in this market 
successfully will depend upon a number of factors, including the pricing 
policies of competitors and suppliers; the capacity, reliability, 
availability and security of the I-Link Network infrastructure; market 
presence and channel development; the timing of introductions of new products 
and services into the marketplace; ease of access to and navigation of the 
Internet OK other such IP Networks; I-Link's ability in the future to 
support existing and emerging industry standards; I-Link's ability to balance 
network demand with the fixed expenses associated with network capacity; and 
industry and general economic trends. 

While I-Link believes there is currently no competitor in the N o r t h  
American market providing the same capabilities in the same manner as I-Link 
offers using the I-Link Network, there are many companies t h a t  offer 
communications services, and therefore compete with I-Link at some level. 
These range from large telecommunications companies and carriers such as 
AT&T, MCI, Sprint, LDDS/WorldCom, Excel, Level3 and Qwest, to smaller, 
regional resellers of telephone line access, and to companies providing 
Internet telephony. These companies, as well as others, including 
manufacturers of hardware and software used in the business communications 
industry, have announced plans to develop future products and services that 
may compete with those of I-Link on a more direct basis. These entities may 
be far better capitalized than I-Link and control significant market shares 
in their respective industry segments. In addition, there may be other 
businesses that are attempting to introduce products similar to I-Link's f o r  
the transmission of business information over the Internet. There is no 
assurance that I-Link will be able to successfully compete with these market 
participants. 

Government Regulation 

General. Traditionally, the Federal Communications Commission (the 
"FCC") has sought to encourage the development of enhanced services as well 
as Internet-based services by keeping such activities free of unnecessary 
regulation and government influence. Specifically in the area of 
telecommunications policy and the use o f  the Internet, the FCC has refused to 
regulate most online information services under the ru les  that apply to 
telephone companies. This approach is consistent with the passage of the 
Telecommunications Act of 1996 ("1996 Act") , which expresses a Congressional 
intent "to preserve the vibrant and competitive free market that presently 

9 



exists for the Internet and other interactive computer services, unfettered 
by Federal or State regulation." 

Federal. Since 1980, the FCC has refrained from regulating value-added 
networks ( " V A N S " ) ,  software or computer equipment that offer customers the 
ability to transport data over telecommunications facilities. By definition, 
VAN operators purchase transrmssion facilities from "facilities-based" 
carriers and resell them packaged with packet transnussion and protocol 
conversion services. Under current rules, such operators are excluded from 
regulation that applies to "telecommunications carriers" under Title I1 of 
the Communications Act. 

In the wake of the 1996 Act, however, the FCC is revisiting many of its 
past decisions and could impose common carrier regulation on some of the 
transport and resold telecommunications facilities used to provide 
telecommunications services as a part of an enhanced or information service 
package. The FCC also may conclude that I-Link's protocol conversions, 
computer processing and interaction with customer-supplied information are 
insufficient to afford the Company the benefits of the "enhanced service" 
classification, and thereby may seek to regulate some of the Company's 
operations as common carrier/telecommunications services. The FCC could 
conclude that such decisions are within its statutory discretion, especially 
with respect to voice services. 

I-Link has been moving its customers off the facilities of existing 
long distance carriers, and has increased its reliance on a proprietary 
Internet protocol network for transmission in the hope of enjoying mnimal 
federal regulation under current rules. Historically, the FCC has not 
regulated companies that provide the software and hardware for Internet 
telephony, or other Internet data functions, as common carriers or 
telecommunications service providers. Moreover, in May 1997 the FCC concluded 
that information and enhanced service providers are not required to 
contribute to federal universal service funding mechanisms, a decision it 
reaffirmed in April of 1998 i n  a report to Congress. 

Notwithstanding the current state of the rules, the FCC's potential 
lurisdiction over the Internet is broad because t h e  Internet relies on wire 
and radio communications facilities and services over which the FCC has long- 
standing authority. The FCC's framework for "enhanced services" confirms that 
the FCC has authority to regulate computer-enriched services, but provides 
that carrier-type r e g u l a r i o n  would n o t  serve the public interest. Only 
recently has this general approach been questioned within the industry. 

In March 1996, for  instance, America's Carriers Telecommunications 
Association ("ACTA"), a trade association primarily comprised of small and 
medium-size interexchange carriers, filed a petition with the FCC asking that 
the FCC regulate Internet telephony and Internet Protocol ("IP") telephony. 
ACTA argued  that providers of software that enables real-time voice 
communications over the Internet should be treated as common carriers and 
sublect to the regulatory requirements of Title I1 of the Communications A c t .  
The FCC sought comment on the request and has not yet issued its decision. 

Congress directed the FCC to submit a report by April 10, 1998, 
describing how its rlassification of information and telecommunications 
services is affecting contributions to universal service charge funds. In 
this report, the FCC reiterated its conclusions that information services, 
and Internet access services, in particular, are not  sublect to 
telecommunications service regulation or universal service contribution 
requirements. The FCC did, however, indicate its belief that certain 
gateway-based IP telephony services may be the functional equivalent to a 
telecommunications service.  The FCC deferred a definitive resolution of this 
issue until it c o u l d  examine a specific case of phone-to-phone IP telephony. 
U.S.  Senators from several  states with large rural areas have expressed 
concern that migration of voice services to the Internet could erode the 
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contribution base for universal service subsidies. There w i l l  likely be 
continuing pressure from those Senators to classify Internet telephony as a 
telecommunications service, rather than an information service, so that it 
can be subjected to a regulatory assessment for universal service 
contributions. 

Ruling" with the FCC in which US West seeks to have interexchange carriers 
("IXCs") that provide phone-to-phone IP telephony declared telecommunications 
service providers whose services are sublect to access charges. The Petition 
claims principally that because there is no net protocol conversion in the 
message as sent and received and I X C s  hold themselves out to provide voice 
telephony, IP telephony does not qualify as an enhanced service under FCC 
rules. The Comssion is expected to issue a Public Notice to receive comments 
from interested persons prior t o  issuing a ruling. We cannot predict with 
certainty what t he  Commission w i l l  rule or when. If US West is successful in 
this petition, the FCC could rule that IP telephony service providers are 
obligated to pay interstate access charges to local telephone companies for 
originated and ternunating interstate c a l l s .  

On April 5, 1999, US West filed a "Petition for Expedited Declaratory 

Any FCC determination that Internet-based service providers should be 
sub3ect to some level of Title I1 regulation could affect the manner in which 
I-Link operates ,  to the extent it uses the Internet to provide facsimile or 
voice capabilities, as well as the costs of complying with federal common 
carrier requirements. With the passage of the 1996 Act, the precise dividing 
line or overlap between "telecommunications" and "information" services as 
applied to Internet-based service providers is uncertain. Consequently, 
I-Link's activities may be subject to evolving rules as the FCC addresses 
novel questions presented by the increased use of the Internet to offer 
services that appear functionally similar to traditionally-regulated 
telecommunications services. At this time, it is impossible to determine what 
effect, if any, such regulations may have on the future operation of the 
Company. 

State. while states generally have declined to regulate enhanced 
services, their ability to regulate the provision of i n t r a s t a t e  enhanced 
services remains uncertain. The FCC originally intended to preempt state 
regulation of enhanced service providers, but intervening case law has cast 
doubt on the earlier decision. Moreover, some states have continued to 
regulate particular aspects of enhanced services in limited circumstances, 
e-g., to the extent they are provided by incumbent local exchange carriers. 

Whether the states within which I-Link makes its Intranet services 
capabilities available will seek to regulate I-Link's activities as a 
telecommunications carrier w i l l  depend largely on whether the states 
determine that thexe is a need for or other public benefits of such 
regulation. The s t a f f  of the Nebraska Public Service Commission, for example, 
recently informally concluded that an Internet telephony gateway service 
operated by a Nebraska Internet Service Provider was required to obtain state 
authority to operate as a telecommunications carrier. The FCC has authority 
to preempt state regulation that impedes competition; it has not, however, 
had occasion to consider this or similar decisions. On February 25, 1999, the 
FCC issued an order holding that dial-up telephone traffic directed to the 
Internet should be treated as interstate in nature for purposes of 
determining regulatory ]urisdiction. This order 1 s  subject to several 
appeals  now pending in the United States Court of Appeals for the District of 
Columbia Circuit. If upheld, the FCC could substantially reduce the ability 
of the states to regulate I-Link's Internet based services. 

Delivery of Services over Existing Switched Telecommunications Networks 

A portion of I-Link's communications services are delivered over 
existing switched telecommunications networks through I-Link Communications, 
Inc. ("ILC"). I L C  is a long distance telecommunications carrier that provides 
l o n g  distance service to all states of the United States except Alaska. 
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Access to the switched telephone network is a necessary component of the 
I - L i n k  Network in order for phone and f a x  transmssions to be routed to 
destinations in lesser-populated geographic areas that are not serviced by 
one of I-Link's CE Hubs. In addition, the access to the switched telephone 
network at favorable p r i c i n g  permits I-Link to expand its customer bases in 
given geographic areas across the switched telephone network until such time 
as the size of the customer base In the area can support the transfer of the 
customers from the switched telephone network to the I - L i n k  Network. The 
agreement with the Company's underlying carrier ( S p r i n t )  has rmnimum monthly 
purchase commitments of $550,000 through May 2000. 

ILC was incorporated in 1996, and currently maintains traditional switch 
facilities in Dallas, Los Angeles, Phoenix, and Salt Lake City. 

Item 2.  Description of Property. 

The Company leases approximately 15,100 square feet of space for its 
offices and other facilities in Draper, Utah pursuant to a commercial lease 
dated September 11, 1996. The term of the lease is seven years commencing 
November 5, 1996, sublect to the right to extend for an additional five 
years .  The initial base rent is approximately $12,600 per month. I-Link has 
delivered $162,000 in certificates of deposit to the landlord as a security 
deposit under the lease. I n  February 1999, the Company leased an additional 
19,000 square feet of office space i n  Draper, UT. The lease term is four 
yeaxs and nine months, sublect to a five-year extension. The initial base 
rent is approximately $18,600 per month. As security to the lease, the 
Company was required to make a $53,000 deposit with the l e s so r .  I-Link also 
leases several other spaces to house its Communication Engines throughout the 
United States. Such spaces vary in size and are rented on a month-to-month 
basis. 

ILC currently leases and occupies approximately 3,600 square feet of 
office space in Phoenix, Arizona, pursuant to a commercial lease dated March 
18, 1996. The lease term is four years and two months commencing March 18, 
1996 beginning with a base rent of $3,598 per month and escalating to $4,498 
per month at the end of the lease. ILC also currently leases and occupies 
approximately 5,100 square feet of office space in Salt Lake City, Utah, 
pursuant to a commercial lease dated July 1, 1996. The lease term 1s five 
years commencing July 1, 1996 beginning with a base r e n t  of $5,313 per  month 
and escalating to $5,843 per month at the end of the lease. 

MiBridge rents 3,662 square feet o f  office space in Eatontown, New 
Jersey under a five-year lease effective December 1, 1997 at a cost of $5,187 
per month. The lease may be cancelled at the end of the t h i r d  yea r  under 
certain conditions. ViaNet Technologies leases approximately 1,400 square 
feet of office space in Tel Aviv, Israel at a cost of $2,200 per month. The 
lease term 1 s  for two y e a r s  beginning in February 1998 with t w o  one-year 
extensions. 

Item 3 .  Legal Proceedings. 

The Company is involved in litigation relatina ta claims arising o u t  of 
its operations in the normal course of business, non; of which is expected, 
individually or in the aggregate, to have a material adverse affect on the 
Company. 

Item 4. Submission of Matters to a Vote of Security Holders. 

No matter was submitted during the fourth quarter of the f i s c a l  year 
ended December 31, 1998, to a vote of the Company's security holders. 
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PART I1 

Item 5. Market for Common Equity and Related Stockholder Matters. 

Price Range of Common Stock 

The Company's Common Stock IS traded on the Nasdaq SmallCap Market 
("Nasdaq") tier of The Nasdaq Stock Market, Inc. under the symbol "ILNK." 
Although t h e  Common Stock is currently listed f o r  quotation on Nasdaq, there 
can be no assurance given that the Company w i l l  be able to continue to 
satisfy the requirements for  maintaining quotatlon of such securities on 
Nasdaq o r  that such quotation will otherwise continue. The Company has no 
current plans to apply for listing of any preferred shares, warrants or any 
of its other securities for quotation on Nasdaq. 

The following table sets forth for the period indicated the high and low 
bid  prices for the Common Stock as quoted on Nasdaq under the symbol "ILNK" 
based on interdealer bid quotations, without r e t a i l  markup, markdown, 
conmussions or adjustments and may not represent actual transactions: 

Y a r c h  31, 1997 $ 7 . 5 0  $ 3 . 6 3  
J u n e  30, 1991 15.50  4 . 0 0  
September 30, 1997  1 0 . 5 6  4 . 0 0  
December 31 ,  1997 10.00 4 . 1 9  

March 31, 1 9 9 8  $ 8.81 $ 4 . 7 5  
J u n e  3 0 ,  1998 7 . 5 0  4.94 
September 3 0 ,  1998  5 . 1 3  2 . 3 8  
December 31, 1998 3.21 2.00  

On April 12, 1999, the closing price f o r  a share of Common Stock was $2.688. 

Dividend Policy 

The Company must be current on dividends for it's Class M and F 
Preferred Stock in order to pay any dividends to Common Stock holders. 
Preferred stock dividends in the amount of $489 were paid in 1998 In common 
stock (non-cash) on the t w o  converted shares of Class F redeemable preferred 
stock. Dividends on Class F redeemable preferred s t o c k  will continue to be 
paid in common stock as the holders convert their preferred stock into common 
s t o c k .  As of December 31, 1998, dividends in arrears (undeclared) on Class 
F, M and C preferred stock were $242,577, $1,481,836 and $ 4 7 2 , 7 0 9 ,  
respectively. The Company does not anticipate that it will pay dividends on 
its Common Stock in t h e  foreseeable future. 

Shareholders 

As of April 12, 1999, the Company had approximately 475 stockholders of 
Common S t o c k  of record and approximately 9,000 beneflclal owners. 

Item 6 .  Selected Financial Data. 

The following selected consolidated financial d a t a  of the Company for 
each of the past five y e a r s  including the period ended December 31, 1998, a r e  
derived f rom the audited financial statements and notes thereto of the 
Company, certain of w h i c h  are included herein. The selected consolidated 
financial data should be read in conjunction with "Item 7 - Management's 
Discussion and Analysis of Financial Condition and Pesuits of Operations" and 
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the Consolldated Financial Statements and Notes thereto of the Company. 

Statement of Operations Data: 

Revenues : 
Telecommunications s e r n c e s  $ 1 9 , 6 3 4 , 6 8 1  S :i,Ot31.007 5 - $  - s  
Marketing services 
Technology Licensing and 

Other 
development 

T o t a l  revenues 

Operating expenses:  
Telecommunications 
network. expenses 

Marketing se iv ices  costs 
Selling, general, 
administrative and o t h e r  

Total operating expenses 

Operating l o s s  

Other income ( 2 ~  pense) 

Loss from ;or tinuinq 
operations 

Loss  from a i sco f i t i nued  
operations 

Net l o s s  

Loss from continuing 
opprations applicable 
to Common Stock  

Net loss per  commw s n a r e  - 
basic a n 3  dilu:ed: 

Loss f r m  z o n t i r l u i n q  
opera t 1 ons 

Loss from discoqtinued 
operations 

Net loss per commcx i:,=r- 

1 9 , 0 9 9 , 1 9 4  1 4 ,  634,939 1 , 1 2 0 , 7 7 9  
5 ,  aso, 873 4 , 2 9 4 , 0 1 4  

( ' 7 , 7 8 0 , 0 7 3 )  ( 2 9 , 6 6 7 , 6 9 2 )  ( 2 2 , 1 6 3 ,  9 7 7 )  
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Balance Sheer Data: 

Working c a p i t a l  $ (  4 , 4 8 7 , 9 1 4 )  :{ ~ , ~ E ~ , ~ E I o I  $ 1,305,814 $ 
Property and equipment, net 7 , 262,781 3,551,  917 1 ,575 ,769  
Net a s s e t s  of discontinued 

operations 417,371 595 ,377  1,668,223 2 , 1 2 4 , 9 6 5  

Long-term obligations 8,371,933 1,321,500 236 ,705  6 6 ? ,  7 9 9  
Stockholders' equity (deficit) (16,953,363) 6 1 4 , 3 7 6  6,298,617 1 , 1 5 5 , 1 6 6  

Total a s s e t s  23,855,363 2 4 , 2 5 2 , 9 7 6  9,864,696 2,124,965 

In January 1997, the Company acquired I-Link Communications, an FCC- 
licensed long distance carrier. With the acquisition, the Company began its 
telecommunications services operations. Effective December 31, 1997 the 
Company made the declslon to discontinue the operations of i t s  Medical 
Imaging Division. The Company's Board of Directors approved the plan  of 
disposal on March 23, 1998. The net operating activities and net assets from 
t he  Medical Imaging Division are presented separately as discontinued 
operations in the above table. In 1997, the Company launched operations of a 
network marketing program through I-Link Worldwide, L.L.C., to market Its  
products. Through its wholly-owned subsidiaries MiBridge, Inc., and ViaNet 
Technologies Ltd., the Company undertakes the research and development of new 
telecommunications products and technologies, and t h e  licensing of certain of 
these products and technologies to other telecommunications companies. MiBridge 
was acquired during the third quarter of 1997 and VlaNet Technologies Ltd. was 
formed in the first quarter of 1998. 

Item 7. Management's Discussion and Analysis of Financial Condition and 
Results of Operations. 

Forward-Looking Information 

This report contains certaln forward-looking statements and information 
relating to the Company that are based on the beliefs of management a s  well 
as assumptions made by and information currently available to management. 
When used  in this document, the words "anticipate, " "believe, " "estimate, " 
"expect," and "intended" and similar expressions, as they relate to the 
Company or its management, are intended to identify forward-looking 
statements. Such statements reflect the current view of the Company 
respecting future events and are subject t o  certain r i s k s  and uncertainties 
a s  noted below. Should  one or more of these risks or uncertainties 
materialize, or should underlying assumptions prove incorrect, a c t u a l  results 
may vary materially from those described herein as anticipated, believed, 
estimated, expected or intended. 

Although the Company believes that i t s  expectations are based on 
reasonable assumptions, it can give no assurance that its expectations will 
be achieved. Among many factors that could cause actual results to differ 
materially from the forward looking statements herein include, without 
limitation, the following: the Company's ability to finance and manage 
expected rapid growth; the Company's ability to attract, support and motivate 
a growing number of independent representatives; impact of competitive 
services and pricing; the Company's ongoing relationship with i t s  long 
distance carriers a n d  vendors; dependence upon key personnel; subscriber 
attrition; the adopti53,n of new, or changes in, accounting policies; 
litigation; federal and state governmental regulation of the long distance 
telecommunications a n d  internet industries; the Company's abillty to 
maintain, operate and upgrade its information systems network; the Company's 
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success in deploying its Communication Engine network in internet telephony; 
the existence of demand for and acceptance of the Company's products and 
services; as well as other risks referenced from time to time in the 
Company's filings with the SEC. 

The Company undertakes no obligation and does not intend to update, 
revise or otherwise publicly release any revisions to these forward-looking 
statements to reflect events or circumstances after the date hereof or to 
reflect t h e  occurrence of unanticipated events. 

Results of Operations 

Operating results for 2998, 1997 and 1996 are  not comparable due to 
changes in the operations of the Company. The operations of the Company in 
1996 were related to (1) diagnostic and clinical services to healthcare 
facilities and sales of medical equipment through several subsidiaries of I- 
Link Incorporated (formerly Medcross, Inc.), and ( 2 )  operations of I-Link 
Systems, Inc (formerly I-Link Worldwide Inc.) which I-Link Incorporated 
acquired in February 1996. In January 1997 the Company acquired I-Link 
Communications (formerly Fanuly Telecommunications, Inc. and referred to 
herein as " I L C " )  and in August 1997 the Company acquired MiBridge, Inc, In 
1997, the Company launched operations of a network marketing program through 
I-Link Worldwide, L.L.C., to market its products. In March 1998, the Company 
made the decision to dispose of the operations of the subsidiaries of the 
Company operating in the healthcare industry in order to concentrate on its 
telecommunications and technology sectors. Accordingly, the healthcare 
operation during the three years ended December 31, 1998 has been reported as 
discontinued operations. Therefore, 1996 continuing operations includes o n l y  
the operations of I-Link Systems, whereas 1997 and 1998 includes the 
operations of I-Link Communications Inc., I-Link Systems Inc., I-Link 
Worldwide, L.L.C., MiBridge Inc. and (in 1998 only) ViaNet Technologies, Inc. 

A s  o f  December 31, 1998 the Company's telecommunication and marketing 
service revenues were primarily dependent upon the sales efforts of independent 
representatives ( I R s )  functioning within a Network Marketing channel of 
distribution which targets residential and small businesses in the United 
States. These revenue sources depend directly upon the efforts of I R s .  
IRs personally solicit potential individual and business customers via one 
to one sales presentations wherein customers sign order forms for I-Link 
telecommunications products and services (telecommunication service revenues). 

An individual may also become an IR upon entering into a standard 
written independent sales representative agreement with the Company and 
paying a fee of either $50 or $295 based on options elected for promotional 
and presentation materials (included in market service revenues). The 
initial term of the agreement 1 s  for twelve months  and  may be renewed on a 
yearly basis thereafter. IRs receive Commissions based upon sales of I-Link 
products and services to customer who become I - L i n k  subscribers. Commissions 
range from 2% to 46% based upon t h e  product sold or services utilized and 
the IR's seniority within the Network Marketing plan. An additional commission 
from $210 to $370 can be earned by the IR based on the IRIS initial signing up 
o f  another IR and that new 1R signing up users of I-Llnk products or services. 

Growth in revenue for both telecommunications and marketing services 
requires an increase in the productivity of IRs and/or growth in the t o t a l  
number of IRs. There can be no assurance that the productivity or number of 
IRs will be sustained at current levels or increased i n  the future. The 
Company had approximately 12,700 and 12,600 IRs as of December 31, 1998 and 
1997, respectively. 

Year Ended December 3 1 ,  1998 Compared to the Year Ended December 31, 1997 
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Re venue s 

Net operating revenue of the Company in 1998 and 1997 included three 
primary sources of revenue which were: (1)  telecommunications service; ( 2 )  
marketing services which began in June 1997 and includes revenues from the 
Network Marketing channel, including revenues from independent 
representatives for promotional and presentation materials and national 
conference registration fees; and ( 3 )  technology licensing and development 
revenues which began in August 1997 upon the acquisition of MiBridge, Inc. 
which develops and licenses communications software that supports multimedia 
communications over the public switched and local area networks and the 
Internet. 

Telecommunication service revenues increased $8,553,674 to $19,634,681 
in 1998 as compared to $11,081,007 in 1997. The increase was primarily d u e  
to an increase of $13,830,000 from growth in the network marketing channel 
(started in June 1997). This increase was partially o f f s e t  by a decrease of 
$5,275,000 in revenues from other channels of distribution as the Company 
determined that it would refocus the resources of the Company to concentrate on 
those channels of distribution of its products which had higher p r o f i t  margins 
and accordingly terminated certain relationships. The increase in revenues 
is primarily due to increased usage as the average rate per minute did not 
change significantly from 1997 to 1998. 

Marketing service revenues increased 51,911,090 to $4,543,421 in 1998 as 
compared to $2,637,331 in 1997. As this marketing channel began in June 
1997, the increase was  primarily due to twelve months of revenue in 1998 as 
compared to approximately seven months in 1997. Marketing service costs were 
greater than marketing service revenues for the year. As revenues in thls 
marketing channel are intended to cover the marketing service costs, It is 
anticipated that as the base of independent representatives grows, marketing 
service revenues will approximate the related costs. 

Technology licensing and development revenues increased $1,119,440 to 
$1,466,315 as compared to $346,375 in 1997. The increase was primarily due to 
increasing acceptance of rhe Company's products in the market place and as 
this source of Ievenue began with the acquisition of MlBridge, Inc. in August 
1997, there are twelve morlths of revenue i n  1998 as compared to approximately 
five months in 1997. This increase is not expected to continue in the future 
as the Company has  decided to direct a greater portion of the MiBridge 
resources into research and development rather than technology licensing and 
development. Accordingly, revenues from technology Iicer.sing and development 
in 1999 are anticipated to be less than 1998. 

Operating costs and expenses 

Telecommunications network expenses increased $4,464,195 to $19,099,194 
in 1998 as compared to $14,634,999 in 1997. The increase i s  related to the 
costs of continuing development and deployment of t h e  Company's communication 
network and expenses related to the telecommunication Service revenue. 
Moreover, the deployment of the Company's Communicatiac Engines in 1998 and 
better pricing from our underlying carriers have allowe-: telecommunications 
revenues to grow at a rate signiflcantly faster than t r ?  related 
telecommunication network expenses. 

Marketing services costs increased $1,556,853 tc 55,850,873 in 1998 as 
compared to $4,294,014 in 1 9 9 7 .  These costs directly r e l a t e  to the Company's 
marketing services revenue that began late in the sec9r.d quarter of 1997 and 
include commissions and the costs of providing promoticnal and presentation 
materials and ongoing administrative support of the I l e t w o r k  Marketing channel. 

Selling, general and adrmnistrative expenses decreased $1,385,186 to 
$10,563,382 in 1998 as compared to $11,948,568 in I"'?'. The decrease was 
primarily due to (1) decreased legal fees associated bith warrants granted to 
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the Company's outside general counsel in 1997 valued at $1,400,000 compared 
to $450,000 in 1998 and ( 2 )  the write off of certain intangible assets and 
losses on disposal of certain assets totaling $1,212,000 in 1997 which did 
not recur in 1998. These decreases were offset by general increases in 
corporate expenses, associated wlth growth of Company operations, such as 
salaries and wages. 

The provision for doubtful accounts increased $1,775,621 to $3,160,621 
in 1998 as compared t o  $1,385,000 in 1997. The increase is related directly 
to the growth in telecommunication Service revenues, and increased bad debts 
from receivables in the channels which the Company decided to terminate in 
order  to refocus the resources of the Company on those channels of 
distribution of its products which had higher profit margins. 

Depreciation and amortization increased $1,642,892 to $4,192,174 in 1998 
as compared to $2,549,282 in 1997. The increase is primarily due to 
approximately $600,000 increase in amortization related to the intangible 
assets acquired in the acquisition of MiBridge in August 1997 (twelve months 
of amortization in 1998 as compared to five months in 1997) and approximately 
$887,000 related to increased amortization of acquisition cos ts  incurred in 
June 1997 with the release from escrow of shares of common stock associated 
with the acquisition of I-Link Worldwide Inc. Depreciation expense a l s o  
increased due to the continued acquisition of other equipment. 

Acquired in-process research a n d  development was $4,235,830 in 1997. 
This amount was related to the acquisition of MiBridge in 1997. There was no 
such acquisition in 1998. This expense related to the specific acquisition of 
MiBridge in 1997 and as such is not of a recurring nature other than as may 
occur if the Company were to acquire other similar entities in the future. 

Research and development increased $1,550,534 to $2,429,116 i n  1998 as 
compared to $878,582 in 1997. The increase is associated with the Company's 
increased commitment to continuing telecommunication network research and 
development e f f o r t s .  Approximately $700,000 of the increase is associated 
with the research and development occurring in the Company's Israeli 
subsidiary, ViaNet Technologies, which was formed in 1998. 

Other income (expense) 

Interest expense increased $5,381,799 to $8,404,418 in 1998 as compared 
to 53,022,619 i n  1997. The increase is primarily due to the an increase of 
approximately $5,040,000 from the accretion of debt discounts (non-cash) 
related to certain warrants granted in connection with $7,768,000 in loans to 
the Company during 1998 as compared t o  warrants granted in connection with 
$5,000,000 in loans in 1997. In addition there was an increase in interest 
expense o f  approximately $670,000 on loans to the Company outstanding in 1998 
as compared to 1997. The increases above were offset by $320,000 (non-cash) 
of interest expense in 1997 associated with the issuance of convertible notes  
issued at a discount in 1996 that did not recur in 1998. 

Interest and other income increased $54,299 to $270,288 in 1998 as 
compared t o  $215,989 in 1997. The increase was primarily due to interest 
earned i n  1998 on deposits with the Company's primary provider of long- 
distance telecommunications capacity. 

Year Ended December 31, 1997 Compared t o  the Year Ended December 31, 1996 

Revenues 

Net operating revenue of the Company in 1997 included three new sources 
of revenue which were: (l! telecommunication service revenues of $11,081,007 
which i s  a result of the acquisition of I L C  in January 1597; (2) marketing 
services of $2,637,331 which began in June 1997 and includes revenues from 
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the Network Marketing channel, including revenues from independent 
representatives for promotional and presentation materials; and (3) 
technology licensing and development revenues of $346,875 which began in 
August 1997 upon the acquisition of MiBridge, Inc. which develops and 
licenses communications software that supports multimedia communications over 
t h e  publlc switched and local area  networks and the Internet. In 1996 the 
Company had other revenue of $170,532 which was associated with Internet 
Service Provider services the Company did not o f f e r  in 1997. 

Operating c o s t s  and expenses 

Telecommunications network expenses increased $13 ,514 ,220  to $14,634,999 
in 1997 as compared to $1,120,779 in 1996. The increase is related to the 
costs of continuing development and deployment of the Company's communication 
network and expenses related to the telecommunication service revenue that 
began in 1997 with the acquisition of I L C .  

Marketing services costs were $4,294,014 in 1997 and $0 in 1996. These 
costs directly relate to the Company's marketing s e r v i c e s  revenue that began 
late in the second quarter of 1997 and include commissions and the c o s t s  of 
providing promotional and presentation materials and ongoing administrative 
support of the Network Marketing channel. 

Selling, general and administrative expenses increased $9,044,840 to 
$11,948,568 in 1997 as compared t o  $2,903,728 in 1996. The increase was 
primarily due to increased administrative expense associated with the launch 
of the Network Marketing channel and an increase in overhead and personnel 
expenses associated with growing the Company's telecommunication and 
technology licensing and development businesses. The increase in 
administrative expense in 1997 included 51,400,000 in legal fees associated 
with the value of warrants granted to the Company's outside general counsel 
and $1,212,000 from the write off of certain intangible assets and losses on 
disposal of certain assets. There were no similar costs in 1996. 

The provision for doubtful accounts increased $1,369,004 to 51,385,000 
in 1997 as compared t o  $15,996 in 1996. The increase is related directly to 
the growth in telecommunication service revenues, and, specifically, one 
marketer of the Company's services, which relationship was terminated in the 
first half of 1998. 

Depreciation arid amortization increased $1,858,362 to $2,549,282 in 1997 
as compared to $690,320 in 1 9 9 6 .  The increase is primarily due to increased 
amortization ($1,566,500) of ir,tangible a s s e t s  acquired in the acquisition of 
I L C  and MiBridge  in 1997 and the issuance in 1997 of the final one million 
shares of Comion S tock  associated with the acquisition of I-Link Worldwide 
Inc. in 1996. Pepreciation expense  a l s o  increased due to the acquisition of 
telecommunication equipmenr in late 1996 and throughout 1997. 

Acquized in-process research and development decreased $10,342,112 to 
$4,235,830 in 1997 as zompared to $14,577,942 in 1996. The $4,235,830 in 1997 
was related t o  the acquisition of MiBridge in 1991 whereas the $14,577,942 in 
1996 was related to the acquisition of I-Link Worldwide Inc. in February 
1996. These amounts were expensed because technological feasibility of the 
in-process technology had n o t  yet been established and the technology was 
deemed to have no alterna-:ve future use. These expenses related to specific 
acquisition of other companies and as such are not of a recurring nature 
other than as may occur i f  che Company were to acquire other similar entities 
in the future. 

Research and develapment increased $531,078 to $978,582 in 1997 as 
compared to $347,504 L R  :556. The increase is primarily associated with the 
Company's continuing teierommunication network research and development 
efforts. 
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Other income (expense) 

Interest expense increased $1,010,277 to $3,022,619 in 1997 a s  compared 
to $2,012,342 in 1996. The increase is primarily due to the accretion in 1997 
of $2,371,575 in debt discounts (non-cash) related to certain warrants 
granted in connection with $5,000,000 in loans to the Company during the year 
and interest of $103,000 on those loans. These loans were exchanged for 
e q u i t y  during 1997 and accordingly all debt discounts were immediately 
expensed. The increase is also due to $320,000 (non-cash1 of interest expense 
associated with the issuance of convertible note5 issued at a discount in 
1996. 

Interest and other income increased $60,287 to $215,989 in 1997 as 
compared to $155,702 in 1996. The increase was primarily due to an increase 
in the average balance o f  cash on hand during 1997 as compared to 1996.  

Litigation settlement expense of $821,000 occurred in 1996 only and was 
associated with the Company’s settlement of the JW Charles litigation. The 
expense (non-cash) was directly related to issuance of 175,000 warrants 
(related to the settlement) to purchase Common S t o c k  at an exercise price 
less than fair market value of the Common S t o c k  at the date of issuance. 

Liquidity and Capital Resources 

Cash and cash equivalents as of December 31, 1998 were $1,311,003, short 
term certificates of deposits were $378,160 and the working capital deficit 
was $4,487,914. Cash used by operating activities during 1998 was 
$16,825,719 as compared to $12,008,526 in 1997 and $4,840,285 in 1996. The 
increase in cash used by operating activities in 1998 and 1997 was primarily 
due to operating losses as the Company continued to develop its network 
infrastructure and product base. 

Net cash used by investing activities in 1998 was $1,602,974 as compared 
to $1,387,526 in 1997 and $2,573,486 in 1996. The net increase in cash used 
by investing activities in 1998 as compared to 1997 was primarily due to (1) 
an increase in purchases of furniture, fixtures and equipment of $1,309,332 
which was partially offset by increased funds received from matured 
certificates of deposits of $1,291,715 and (2) receipt in 1998 of $310,000 in 
proceeds from sales of a s s e t s  in its discontinued operation. In 1997 the 
Company received $514,886 from the acquisition of I L C  and MiBridge which did 
not recur in 1998. The increase in cash used by investing activities in 1997 
as compared to 1996 was primarily attributable to the increases in purchases 
of furniture, fixtures and equipment of $1,278,887 which was offset b y  cash 
received in connection with the acquisitions of ILC and MiBridge of $514,886 
in 1997 and the purchase of certificates of deposit totaling $1,962,601 in 
1996. 

Financing activities in 1998 provided net cash of $18,069,765 as 
compared to $10,623,680 in 1997 and $11,834,682 in 1996. Cash provided in 
1998 included S9,43Ol5e2 from issuance of preferred stock (net of offering 
costs), $11,009,712 in proceeds from loans to the Company, and $684,943 from 
exercise of stock options and warrants. Long term-debt and capital lease 
payments of $2,885,007 o f f s e t  these sources of cash. Cash provided in 1997 
included $5,000,000 in lonq-term debt, which  was subsequently exchanged for 
equity, $6,618,888 of net proceeds from the sale of preferred stock and 
$137,933 from the exercise of warrants and options. During 1997 the Company 
repaid $1,079,585 of long-cerm debt and capital lease obligations. Cash 
provided in 1996 included 52,502,333 from long-term debt and $12,290,000 net 
proceeds from the sale of preferred stock. During 1996 the Company repaid 
$2,990,385 of long-term debt and capital lease obligations. 

The Company incurred a net loss from continuing operations of 
$27,780,073 for the yea r  ended December 3 1 ,  1998, and as of December 31, 1998 
had an accumulated deficit of $84,942,815. The Company anticipates that 
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revenues generated from its continuing operations will not be sufficient 
during 1999 to fund the continued expansion of its private telecommunications 
network facilities, C4 development and manufacturing, and anticipated growth 
in subscriber base. The Company has entered into additional financing 
arrangements and proposes to issue additional preferred stock as described 
below in order to obtain the additional funds required for its continuing 
operations in 1999. 

Current Position/Future Requirements 

During 1999, the Company plans to use available cash to fund the 
development and marketing of I-Link products and services. The Company 
anticipates that revenues from all sources of continulng operations, except 
technology licensing and development, will grow in 1999 and w i l l  increasingly 
contribute to meetingthe cash requirements of the Company. In order to enhance 
fu tu re  consolidated revenues, the Company has decided to direct a greater 
portion of the MiBridge resources into research and development rather than 
technology licensing and development. Accordingly, revenues from technology 
licensing and development in 1999 are anticipated to be less than 1998. The 
Company anticipates increased cash f l o w  in 1999 primarily from the following 
sources: 

During the first quarter of 1999 the Company deployed its Communication 
Engines in an additional eight metropolitan areas in the United States 
and anticipates continued deployments during the remainder of 1999 to 
continue the build out of the Company's IP Telephony network. The 
anticipated effect of this expansion i s  increased revenues and profit 
margins f o r  telecommunications services in the future. 

* Anticipated increase in revenues from marketing of its C4 product. 
* Release of V-Link 3.0 that will have increased functionality and ease of 
use t h u s  increasing revenues from incremental sales and usage of V-Link 
enhanced services. 

that was released in late March 1999. 
* New revenues will be generated from the Company's IR Webcenter product 

However, the Company anticipates that in preparation for continued 
market penetration and deployment of I-Link products cash requirements fo r  
operations and the continued development and marketing of I-Link services 
w i l l  be at increasingly higher levels than those experienced in 1998. 

In January 1999, t h e  Company entered into an agreement with MCI WorldCom 
carrier to lease local access spans to continue the build out of the I-Link 
Network infrastructure. The three-year agreement includes minimum usage 
commitments of $1,512,000 during the first year and $2,160,000 in the second 
and third years. If the Company were to terminate the agreement early, it 
would be required to pay any remaining first year minimum monthly usage 
requirements and pay 25 percent of any remaining second and third year 
minimum monthly usage requirements. 

In order t o  provide f o r  capital expenditure and wcrking capital needs, 
the Company entered into two agreements with Winter Harbor. The first 
agreement, finalized in January 1993, provides an additional $11,000,000 in 
financing (the "Winter Harbor Financing Arrangement"); including the issuance 
of warrants and a rights offering. The Winter Harbor Financing Arrangement 
consists of an $8,000,000 bridge loan facility (the "Brl-lge Loan") and a 
$3,000,000 standby letter of credit (the "Letter of Credit") to secure 
additional capital l eases  of equipment and telephone lines relative to the 
proposed expansion of the Company's telecommunications network. As of December 
31, 1998, the Company had received advances under the  bridge loan  and letter 
of credit of $3,842,000 and $1,144,000,  respectively. The remaining 
$4,158,000 of the Bridge Loan was received subsequent to year end. To the 
extent that the bridge loan is not exchanged into Series N Preferred stock 
(described below), the Bridge Loan matures and must D e  repaid by October 31, 
1999. 
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Under the Winter Harbor Financing Arrangement, the Company is obligated 
to i s s u e  up to 20,000 shares of a new series of preferred s t o c k  (Series N 
preferred stock) as part of a rights offering which will be open to the 
Company's common and Series M Redeemable Preferred Stockholders. Each share 
of Series N preferred stock may be purchased for $1,000. The Company and 
Winter Harbor have agreed under the Winter Harbor Financing Arrangement that 
the Company can  require Winter Harbor to exchange the outstanding balance of 
the Bridge Loan plus accrued interest for Serles N preferred stock. Winter 
Harbor is entitled, b u t  not obligated, to subscribe for any shares of Series N 
preferred stock which are subject to rights that are not exercised by other 
stockholders. Winter Harbor h a s  indicated its intention to subscribe for all 
unexercised rights. Should a l l  of the Series N Preferred Stock be s o l d  and 
a l l  $8 n u l l i o n  be drawn on the Bridge Loan, the net proceeds to the Company 
after repayment of the Bridge Loan would be approximately $11.5 million. 

On April 14, 1999, the Shareholders approved an  amendment to the 
Articles of Incorporation increasing the authorized common stock from 
75,000,000 shares to 150,000,000 shares. In addition, the shareholders 
voted to approve a p l a n  of financing which includes issuing 10 warrants for 
each $10 borrowed under the Bridge Loan and standby letter of credit should 
management elect to not repay the amounts owinq prior to April 26, 1999. The 
Company does not  anticipate repaying the loan before April 26, 1999. 

In the second agreement, dated April 15, 1999, Winter harbor agreed to 
loan the Company up to $ 4  million under a note due September 30, 1999. The 
Loan will accrue interest at a variable rate of prime plus a spread beginning 
at 5 points through and including May 9, 1999, and increasing 1 point every 
three months thereafter, to a maximum of 7 points. The Company may cause the 
loan to be exchanged for Series N Preferred Stock. It is the Company's 
intention to exchange the loan €or Series N Preferred Stock or repay this 
loan from proceeds of the Series N offering. As partial consideration for 
the loan, at its next meeting of its shareholders, the Company shall seek 
shareholder approval of a modification to the conversion terms of the Series 
N Preferred shares. The Company has the option to extend the due date to 
April 15, 2000, provided, t h a t  in the event the Company's shareholders fail 
to approve the modification to the conversion terms of the Series N Preferred 
shares, the Company shall be required to issue to Winter Harbor one warrant 
for each $1 of principal outstanding on the loan as of the date of such 
extension which warrants shall be issued on the same terms and conditions 
as the warrants issued in connection with the $8,000,000 Bridge Loan described 
above. 

In addition, the due date of the Company's p r i o r  obligation to Winter 
Harbor in r;he amount of $7.768 million, which was due on demand, was extended 
to A p r i l  15, 2000. 

While the Company believes that the aforementioned sources of funds 
will be sufficient to fund operations in 1999, the Company anticipates that 
additional funds will be necessary from public or private financing markets 
to successfully integrate and finance the planned expansion of the business 
communications services, product development and manufacturing, and to 
discharge the financial obligations of the Company. The availability of such 
capital sources will depend on prevailing market conditions, interest rates, 
and financial position and results of operations o f  the Campany. There can be 
no assurance that such financing will be available, t h a t  ?he Company will 
receive any proceeds from the exercise of outstanding options and warrants or 
that the Company will not be required to arrange for additional debt, equity 
or other type of financing. 

Other Items 

The Company's activities have not been, and in rhi .  n e a r  term are not 
expected to be, materially affected by inflation or changing prices in 
general. However, the Company's revenues will continue to be affected by 
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competitive forces in the market place. 

Effective January 1, 1999 the Company adopted Statement of Position No. 
98-1 (SOP 98-11, "Accounting for the Cost  of Computer Software Developed of 
Obtained for Internal Use". The SOP w a s  issued to address the diversity in 
practice regarding whether and under what conditions the costs of internal- 
use software should be capitalized. In accordance with SOP 98-1 the Company 
will capitalize material costs associated with developing computer software 
f o r  internal use. Previously these costs were recognized as a current 
expense. Purchased computer software f o r  internal use is capitalized and 
amortized over the expected useful life, usually three years. The impact of 
applying this standard is not expected to be material to the consolidated 
financial position or results of operations of the Company. 

In 1998, the Company adopted Statement of Financial Accounting Standards 
(FAS)  131, "Disclosures about Segments of an Enterprise and Related 
Information." FAS 131 supersedes FAS 14, "Financial Reporting for  Segments of 
a Business Enterprise", replacing the "industry segment" approach with the 
"management" approach. The management approach designates the internal 
organization that is used by management for making operating decisions and 
assessing performance as the source of the Company's reportable segments. 
F A S  131 also requires disclosures about products and services, geographic 
areas, and major customers. The adoption of FA8 131 did not affect results 
of operations or financial position but did affect the d i s c l o s u r e  of segment 
information. 

The Company has reviewed all other recently issued, but not yet adopted, 
accounting standards in order to determine their effects, if any, on the 
results of operations or financial position of the Company. Based on that 
review, the Company believes that none of these pronouncements w i l l  have a 
significant effect on current financial condition or results of operations. 

Impact of Year 2000 

I-Link's Year 2000 ("Y2K") program is designed to minimize the 
possibility of serious Y2K interruptions. Possible worst case scenarios 
include t h e  interruption of significant parts of I-Link's business as a 
result of critical telecommunication networks and/or information systems 
failure. Any such interruption may have a material adverse impact on future 
results. S i n c e  their possibility cannot be eliminated, I-Link formed a "Year 
2000 Team" during 1998 to evaluate i t s  information technology (IT) systems as 
well. as its nun-IT devices (such as building security, heating and air- 
conditioning, safety devices and other devices containing embedded electronic 
circuits). The Company does not believe its non-IT systems will be 
significantly affected by Y2K. Nevertheless, the Y2K proiect team is 
continuing to evaluate t h e  readiness of a l l  of the facilities the Company 
occupiez to be certain t i l a t  the non-IT systems will be compliant. The 
Company antlcipates its IT and non-IT systems will be Y2K compliant by 
September 30, 1999. 

State of Readiness. The Company's approach to the Y Z K  issue includes 
six major phases: Inventory, Assessment, Remediation, Testing, 
Implementation, and Contingency Planning. Several phases of t h i s  methodology 
are well underway. The Inventory and Assessment phases a re  nearly complete, 
and efforts have begun in Pemediation and Testing. Based dpon the results of 
the assessment, a significant portion of the Company's software and hardware 
already appears to be Y2K compliant, though the Company intends to confirm 
that opinion in the Testing phase. As the Company began operations in 1996, 
much of the hardware and software currently in use at the Company was Y2K 
compliant when acquired a n d  implemented. 

While the Company cantinues to assess various aspec ts  of its Y2K 
vulnerability, the project team has begun the process of remediating or 
replacing systems and devrces that do not appear to be f u i l y  compliant. Much 
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of this remediation effort involves readily available, simple upgrades to 
hardware and software components, or relatively minor changes to the 
Company's in-house developed systems. The Company intends to complete the 
Remediation phase, except fo r  the billing system discussed below, by July 3 1 ,  
1999. Total costs, past and future, of all remediations are not expected to 
exceed $225,000. The Company does not believe that its use of internal 
resources will significantly delay any other systems development efforts. 
The Company has initiated testing of some systems to confirm that they can 
process calendar dates after December 31, 1999. 

The Company believes that reliance on other telecommunications providers 
represent the Company's greatest Y2K exposure and is the primary third-party 
relationship that is critical to the Company's on-going operations. While 
the Company has its own communications network to carry much of its traffic, 
the Company's network i s  dependent upon significant third-party carriers 
(such as Sprint) and all local exchange carriers (LECs), such as U.S. West 
and PacBell. These entities originate and terrfunate local  and long-distance 
caller traffic which accesses the Company's communications network or 
services areas not covered by I-Link's network. This is substantially the 
same risk faced by other telecommunications providers. The Company is in the 
process of evaluating the Y 2 K  preparedness of its carriers and the many 
LEC's. I-Link's carriers have indicated they intend to be Y2K compliant in 
public filings and other notifications. In the event that these carriers do 
not become Y2K compliant prior to December 31, 1999, the Company would need 
to switch to carriers who were Y 2 K  compliant or face a significant impact on 
its ability to deliver telecommunications services. In t h e  event the 
Company's current carriers do not become Y2K compliant and the Company is 
unable to s w i t c h  to a carrier(s) that is Y2K compliant, the Company would not 
be able to deliver its services which would have a substantial negative 
impact on the Company and its results of operations, liquidity, and financial 
position. In the event that certain LEC's are not Y 2 K  compliant, customers 
of the Company would  not be able to originate or terminate a call in 
geographic areas serviced by the LEC, which would negatively impact the 
financial condition o f  the Company. 

In order to assess the preparedness of third party vendors including I- 
Link's carriers and LEC's, the Company is surveying the vendors and their 
public statements and Web sites. At the conclusion of its internal and third 
party assessments, the Company intends to complete contingency plans to 
address various scenarios in which key vendors and suppliers may not be Y2K 
compliant - 

The internal system the Company believes most. vulnerable to Y2K problems 
is the existing billing system which: (1) gathers call detail records 
( " C D R s " ) ;  (2) processes the CDRs into billable CDRs; ( 3 )  rates the CDRs; (4) 
prepares invoices to customers; (5) and records payments received. The 
inability of the C o m p a n y ' s  billing system to operate in the Year 2000 would 
adversely impact the recognition and collection of revenue, and therefore, 
could negatively impact the results of operations and financial position. The 
current billing system contains some programs that are not Y 2 K  compliant. 
The Company has contracted with an outside consulting company to design and 
implement a new operations and customer care software program, part of which 
would replace the existing billing system. This new software program is 
designed to be Y2K compliant and thus the Company anticipates the possibillty 
of significant interruptisn of normal business related to the billing system 
is not significant. The ,33mpany anticipates the implementation of this 
system by August 1999. Nevertheless, in order to mtigate the risk that 
implementation schedules c o u l d  slip, the Company is also currently making 
changes to t h e  existing bllling system that would reduce Y 2 K  exposure if the 
enhanced billing system were unavailable for use by the end of the year. The 
cost of these modifications to the existing billing system would not exceed 
$30,000, and would involive internal resources only such as salaries and 
benefits. 
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Costs. The Company is primarily using internal resources to identify, 
assess, correct, test, and implement solutions for rmnimizing Y 2 K  
consequences, but expects to incur Some additional consulting, upgrade, and 
other expenses. The total cost of modifications and conversions is not known 
at this time. However, the Company has already expended approximately 
$30,000 to date for upgrades, and approximately 520,000 on internal resources 
for Y2K preparation. The Company estimates the remaining expenditures f o r  
outside services and upgrades should not exceed S100,QOO and internal 
resources should not exceed $75,000. The Company expects to fund such 
expenditures from investments or loans from outside parties. 

Risks. The failure to correct a material Y2K problem could result in an 
interruption of normal business activities. Such a disruption could 
materially and adversely affect the Company's results of operations, 
liquidity, and financial condition. The Company's assessment of Y 2 K  risk 
does not cover a l l  possible catastrophic events, such as the failure of 
electrical power grids or the general telecommunications infrastructure. The 
following reasonably likely worst case scenario is based upon conceivable, 
though not probable, worst-case disruptions to the Company's revenue cycle. 

The Company's revenue cycle is dependent on the ability to complete 
customer calls and integrate the related C D R s  into the billing system 
described above. The Company's ability to complete calls is contingent upon 
the Y2K compliance of its underlying carriers and LECs, which have 
represented that they will be ready. Barring a long-term, catastrophic 
failure of electrical services or the telecommunications industry in general, 
the most likely worst-case scenario would be a general failure of the 
Company's own communications network, which carries its call traffic. In 
that case, the Company would not be able to provide enhanced services (such 
as V-Link) but customers could still complete long-distance calls as those 
calls would be routed over the Company's carriers networks, However unlikely, 
such an event would seriously and adversely affect operating margins, but 
operations could continue until reparations were made. Continuing on with 
the worst-case scenario, a failure of the Company's ability to collect CDRs 
might prevent the timely billing of services. Such a failure would result in 
a cash-f low exposure to the Company for as long as it may require to correct 
CDR collection programs. Since t h e  billing process occurs two to th ree  weeks 
after the close of any period, minor problems would probably have rmnimal 
financial. impact. Nevertheless, if corrections required a significantly 
longer time period, customer billing, revenue collection and cash flows could 
be delayed and bad debts increased to the extent that material damages to the 
Company could result. The Company intends to test various components o f  this 
scenario to reduce exposure to this reasonably likely worst case scenario. 

Milestones and implementation dates and the costs of the Company's Y2K 
readiness program are subject to change based on new circumstances that may 
arise or new information becoming available, that may alter underlying 
assumptions or requirements. 

Item 8. Financial Statements 

See Consolidated Financial Statements beginning on page F-1. 

Item 9. Changes in and Disagreements With Accountants on Accounting 
and Financial Disclosure. 

None 
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PART 111 

Item 10. Directors, Executive Officers, Promotersf and Control Persons; 
Compliance With Section 16(a) of the Exchange A c t .  

J o h n  W. Edwards 

J o h n  M. Ames 

Karl S. Ryser, Jr 

David E. Hardy 

Henry Y. L. Toti 

Thomas A.  Keenan 

David R .  Bradford 

Joseph A. Cohori 

T i t l e  
___-___-_--___________l________________l_ 

Chairman of t h e  Board, P r e s i d e n t  and 
C h i e f  Executive Off icer  

Vice President of Operations 

Treasurer, Chief Financial O f f i c e r  and 
C h i e f  Accounting Officer 

Secretary 

Director and Assistant Secretary 

Director 

Director 

Director 

The Company's Articles of Incorporation provide that the number of 
directors of the Company shall not be less than five or more than nine. 
Currently, the Board of Directors has five members. The Company's Articles 
of Incorporation provide that the Board of Directors is divided into three 
classes and that each director s h a l l  serve a term of three years. The term 
of office of Mr. Keenan, the sole Class I Director, will expire at the next 
annual meeting of shareholders. The term of office of Messrs. Toh and Cohen, 
the C l a s s  I1 Directors, will expire at the 1999 annual meeting of 
shareholders, and the term of office of Mr. Edwards and Mr. Bradford, the 
Class I11 DirectorsI will expire at the annual meeting of shareholders in 
2000. Mr. Cohen serves as the designee of Commonwealth , a previous 
underwriter for the Company, although he is no longer affiliated with 
Commonwealth. Commonwealth has the right to approve the Company's selection 
of one additional outside director pursuant to the terms of a sales agency 
agreement between the Company and Commonwealth. Mr. Keenan serves as t h e  
designee of Winter Harbor, and Winter Harbor has the right to designate one 
additional member of the Board of Directors pursuant to the Company's 
financing arrangements with Winter Harbor. 

Biographical information with respect to the present executive off icers ,  
directorsf and k e y  employees of the Company are set f o r t h  below. There are no 
family relationships between any present executive officers and directors 
except that John W. Edwards and Robert W. Edwards, the Company's Vice 
President of Network Operations, are brothers. 

John W. Edwards, Chairman of the Board, President and Chief Executive 
Of€icer of the Company. M r .  Edwards was selected to fill a vacancy on the 
Board of Directors as a Class I11 director in June 1996. W P  was elected 
Chairman of the Board in August 1997. Mr. Edwards serves as the Chief 

Executive Officer of I-Link and, as of September 30, 1996, serves as the 
President and Chief Executive Officer of t h e  Company. Mr. Edwards served as 
Acting Chief Financial Officer of the Company from September 1996 to January 
1997. Mr. Edwards served as President and a director of Coresoft, Inc., a 
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software company developing object-oriented computer solutions for small 
businesses from September 1995 to April  1996. During the period August 1988 
through July 1995, Mr. Edwards served in a number of executive positions with 
Novell, Inc., a software company providing networking software, including 
Executive Vice President of Strategic Marketing, Executive Vice President of 
the Appware and Desktop Systems Groups and Vice President of Marketing of the 
NetWare Systems Group. Mr. Edwards was involved in the development of the 
NetWare 386 product  line. Until May 1996, he was a visiting €acuity member at 
the Marriott School of Management at Brigham Young University. Mr. Edwards 
r e c e i v e d  a B.S. degree in Computer Science from Brigham Young University and 
has taken graduate courses in Computer Science at Brigham Young University. 
Mr. Edwards was re-elected to t h e  Board of Directors as a Class I11 Director 
at t h e  1997 Annual Meeting. 

Karl S. R y s e r ,  Jr., Treasurer and Chief Financial Officer of the 
Company. Mr. Ryser was elected Treasurer of the Company and Vice President of 
Finance in September 1996, and Chief Financial Officer of the Company in 
January 1997. Mr. Ryser was self-employed as a corporate financial consultant 
from May 1995 until September 1996, when he joined I-Link as its Treasurer. 
From July 1993 through April 1995, Mr. Ryser served as Vice President of 
Finance and Treasurer of Megahertz Corporation, a publicly held manufacturer 
of data communication products, in which position he served until U.S.  
Robotics Corporation acquired Megahertz. After earning his MBA, Mr. Ryser's 
work experience was concentrated in the investment banking field, working 
first with the Capital Markets Division of First Security Corporation and 
later with Dain Bosworth, Inc. Mr. Ryser holds a B.S. degree in Finance from 
the University of Utah in 1979, and an MBA from the University of San Dlego 
in 1982 .  

John M. Ames, Vice President of Operations. Mr. Ames loined I-Link as Vice 
President of Operations in September of 1998. Between April and August 1997, 
Mr. Ames organized, developed and s o l d  Time Key L.C., a company specializing 
in Time and Labor Management software and consulting. From June 1996 until 
April 1997, he was the Vice President and Chief Financial Officer of Neurex 
(now Elan Pharmaceutical), a Menlo Park, California based public biotech 
company. From August 1993 until June 1996 M r .  Ames managed v a r i o u s  information 
services, finance a n d  cost accounting, strategic partnering, international 
tax, and human resource functions as the Director of Corporate Services at 
TheraTech, a public Utah based pharmaceutical company. From April 1992 
through August 1993,  h e  was responsible for overseeing U.S.  sites information 
services activities as the Corporate Director of Information Services with 
O t s u k a  Pharmaceutical, a large privately owned Japanese conglomerate. Prior 
to joining Otsuka, Mr. Ames spent over eight years with KPMG Peat Marwick as 
an auditor and consultant in t h e  High Technology practice. He 1 s  a graduate 
from Brigham Young University with both a Bachelors and Masters (Macc) degree 
in accounting with emphasis in accounting information systems and management 
consulting. 

David E. Hardy, Secretary of the Company. Mr. Hardy was appointed 
Secretary of the Company in December 1996. He is a founding partner of the 
law firm of Hardy h Allen, in Salt Lake City. From February 1993 to April 
1995 ,  Mr. Hardy served as Senior Vice President and General Counsel of 
Megahertz Corporation, a publicly held manufacturer of data communication 
products. Prior to his association with Megahertz Corporation, Mr. Hardy was 
a senior partner of the law firm of Allen, Hardy, Rasmussen & Christensen 
that was founded in 1982. Mr. Hardy holds a Bachelor of A r t s  degree from the 
University of Utah and a Juris Doctor degree from the University of Utah 
School of Law. 

Henry Y . L ,  Toh, Director of the Company. Mr. Toh was elected b y  t h e  
Board of Directors as a Class I1 Director and as Vice Chairman of the Board 
of Directors in March 1992. M r .  Toh was elected President of the Company in 
May 1993,  Acting Chief Financial Officer in September 1955 and Chairman of 
the Board in May 1996, and served as such through September 1996. He was 
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appointed Assistant Secretary of the Company in May 1997. Mr. Toh i s  a 
Director of Four M. Mr. Toh served as a senior tax manager in international 
taxation and mergers and acquisitions w i t h  KPMG Peat Marwick from March 1980 
to February 17, 1992. He is a graduate of Rice University. 

Thomas A .  Keenan, Director of the Company. Mr. Keenan was appointed to 
serve as a Class I Director on September 1, 1998. MI. Keenan was elected to 
fill this board seat pursuant to the right of Winter Harbor to designate up 
to two board members under the Stockholder Agreement dated September 30, 1997 
between Winter Harbor and I-Link. Mr. Keenan is the principal of Wolfeboro 
Holdings, an investment fund based in Wellesley, Massachusetts. Mr. Keenan 
received a Juris Doctor degree from the University of Michigan Law School, 
and from September 1994 to August 1996 was employed by McKinsey & Company, an 
international management-consulting firm 

David R.  Bradford, Director of the Company. The Board of Directors 
elected Mr. Bradford as a Class I11 Director in January 1999. Mr. Bradford 
is senior vice-president and general counsel for Novell, Inc .  Prior to 
joining Novell, Inc., he served as western region legal counsel for Prime 
Computer and spent s e v e r a l  years as a n  associate attorney f o r  I r s e l f d ,  
I r s f e ld  and Younger and as the general manager for Businessland in L o s  
Angeles. Mr. Bradford is past chairman of the board of the Business Software 
Alliance, the leading business software trade association representing 
Microsoft, Novell, Adobe and Autodesk, among others. Mr. Bradford also serves 
on the board of directors of Pervasive Software, Altius Heath, Found.com and 
Utah Valley State College. Mr. Bradford received his law degree from Brigham 
Young University and a master's degree in business administration from 
Pepperdine University. 

Joseph A .  Cohen, Director of the Company. Mr. Cohen was appointed a 
Class 11 Director of the Company In September 1996 as the designee of 
Commonwealth Associates. He has been the Chairman, Chief Executive Officer 
and Director of New Frontier Entertainment, I n c .  ("New Frontier") since its 
formation in May 1995 and held the same positions since January 1993 in New 
Frontier's predecessor company, The Frondelle Company, Inc. He is also 
President of Leslie Group, Inc., a diversified company with holdings 
primarily in the music, film, home vldeo and other entertainment-oriented 
businesses. He is also a Founder and President of L e s l i e / L m t o n  Entertainment 
Inc., a merchant banking company that provides investment funds and assists 
in raising capital and debt for companies. Mr. Cohen also serves as President 
of Pickwick Communications, Inc., an independent music publishing company. 
From 1977 to 1986, Mr. Cohen served as Executive Vice President of the 
National Association of Recording Merchandisers, Inc. and Founder and 
Executive Vice President of Video Software Dealers Association, Inc., trade 
associations representing all segments of the recorded music and home video 
industries, respectively. 

Each officer of the Company is chosen by the Board of Directors and 
holds his or her office until his or her successor shall have been duly 
chosen and qualified or until his OK her death or until he or she shall 
resign or be removed as provided by the Bylaws. 

Mr. Bradford and Mr. Cohen are the non-employee independent directors 
of the Company. 

There are no material proceedings to which any director, officer or 
affiliate of the Company, any owner of record o r  beneficlally of more than 
five percent of any c l a s s  of  voting securities of t h e  Company, or any 
a s s o c i a t e  of any s u c h  director, officer, affiliate of the Company or security 
holder is a party adverse to the Company or any of its subsidiaries or has a 
material interest adverse to the Company or any of its subsidiaries. 
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Committees of the Board of Directors 

A u d i t  Committee. The Company's audit c o m t t e e  (the "Audit Cornnuttee") 
i s  responsible for making recommendations to the Board of Directors 
concerning the selection and engagement of the Company's independent 
certified public accountants and f o r  reviewing the scope of the annual audit, 
audit fees, and results of the audlt. The Audit Committee also reviews and 
discusses with management and the Board of Directors such matters a s  
accounting policies and internal accounting controls, and procedures for 
preparation of financial statements. Its membership is currently comprised of 
Joseph A. Cohen (chairman), Henry Y.L. Toh and Thomas A. Keenan. The Audlt 
Committee held three meetings during the last fiscal year. 

Compensation Committee. The Company's compensation committee (the 
"Compensation Committee") approves the compensation for executive employees 
of the Company. Its membership i s  currently comprised of Joseph Cohen 
(chairman), Thomas A .  Keenan and John Edwards. The Compensation Committee 
held four meetings during the last f i s c a l  year. 

Finance Committee. The Company's finance c o m t t e e  (the "Finance 
Committee") is responsible for reviewing and evaluating financing, strategic 
business development and acquisition opportunities. Its membership is 
currently comprised of Thomas A .  Keenan (chairman), Joseph A. Cohen and John 
Edwards. The Finance Committee held four meeting during the last f i s c a l  year .  

The Company has no nominating committee or any committee serving a 
similar function. 

Section 16(a) Beneficial Ownership Reporting Compliance 

Section 16(a) of the Securities Exchange A c t  of 1934, as amended (the 
"Exchange A c t " )  requires the Company's officers and directors, and persons 
who own more than t e n  percent of a registered class of the Company's equlty 
securities, to file reports of ownership and changes in ownership of equity 
securities gf the Company with the Securities and Exchange Commission 
("SEC' ')  - Officers, directors, and greater than ten percent shareholders a r e  
required by the SEC regulation to furnish the Company with copies of all 
Section 16(a) forms that they file. 

Based solely upon a review of Forms 3 and Forms 4 furnished to the 
Company p u r s u a n t  to R u l e  16a-3  under the Exchange Act during its most recent 
fiscal year and Forms 5 with respect to its most recent fiscal yea r ,  the 
Company believes that all such forms required to be filed pursuant to S e c t i o n  
1 6 ( a )  of the Exchange Act were timely filed, as necessary, by the officers, 
directors, and security holders required to file the same during the fiscal 
year ended December 31, 1998, except that reports and transactions were filed 
late by the following persons: John M. Ames, 1 report; William Flury, 1 
report, 2 transactions; Thomas Keenan, 1 report; Clay Wilkes, 4 reports, 12 
transactions. In addition, t h e  Company has received no copies of Forms 3, 4 ,  
or 5 for the following persons relating to the following number of 
transactions: Henry Y. L. Toh, I transaction, R. Huston Babcock, 1 
transaction. 

Item 11. Executive Compensation 

The following table sets forth the aggregate cash compensation p a i d  for 
services rendered to the _ompany during the last three years by each person 
serving as the Compan7;'s Chief Executive Officer during the last year and the 
Company's five mcst h i u h ? , .  compensated executive officers serving as such at 
the end of the year endea December 31, 1998, whose compensation was in excess 
of $100,000. 
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J o h n  W. Edwards 1 9 9 8  133,333(11 
President 3 r d  CEO 1997 9 8 , 2 9 2 ( 1 )  

1996 101,663[1) 

Karl Ryser .  Jr. 1998 125,000(2)  - 
Treasurer and  CFO 1997 1 2 5 , 0 0 0 ( 2 )  

1 9 9 6  4 1 , 6 6 5 ( 2 )  - 
- 

John M. Amps lY9R 3 7 , 3 6 9 ( 3 )  
Vice President af 
Operations 

3 0 ,  @DO 
520,000 

1,?50,000 

5 5 0 , 0 0 0  
250,000 

350,000 

Mr. Edwards began his employment with I-Link in April 1996 and was 
appointed President and CEO as of September 30, 1996; h i s  annual salary 
was $175,000 from A p r i l  to August 21, 1996 and was voluntarily reduced 
to $96,000 for the balance of 1996 in exchange f o r  options. Mr. Edwards' 
annual salary continued at $96,000 i n  1997 until August, when it was 
increased to an annual salary of $150,000. I n  November 1997 Mr. Edwards 
again voluntarily reduced his annual salary to $35,000, f o r  the balance 
o f  1997 and until the Company's financial restraints are reduced. See 
-- Employment Agreements." Mr. Edwards was paid at an annual rate of 
$125,000 commencing January 1, 1998. Mr. Edward's salary was increased 
to $200,000 effective May 1997, however the salary increase is to accrue 
but not be paid until the Company h a s  generated sufficient cash 
r e sources  to enable the increase to be paid without creating an undue 
burden on the Company's cash resources. Accordingly as o f  December 31, 
1998, the accrued but  unpaid salary to Mr. Edwards was $129,375. 
Mr. Ryser began his employment with I-Link in September 1996; his annual 
salary during the 1996  and 1997 fiscal years was $125,000. See 'I-- 

Employment Agreements." Mr. Ryser's salary was increased to $175,000 
effect May 1997, however t h e  salary increase w i l l  not be paid until the 
Company has generated sufficient cash resources to enable the increase 
to be paid without creating an undue burden on the Company's cash 
resources. A s  of December 31, 1998, the accrued but unpaid salary to 
Mr. Ryser was $81,250. 
Mr. Ames began his employment in September 1998; his annual salary during 
1998 was $120,000. See "-- Employment Agreements. " 

Option/SAR Grants in Last Fiscal Year (1998) 

The following table s e t s  forth ce r t a in  information with respect to the 
options granted during the year ended December 31, 1998, for the persons 
named in the Summary Compensation Table (the "Named Executive Officers"): 

A1 1 
Other 
Compen- 
sation ( $ 1  --------- 

N/A 
N /A 
N/A 

N /A 
N /A 
N /A 

N/A 

30 



Number of Percent of 
S e c u r i t i e s  Total Optloris/ Exercise 
Underlying SARs Granted or 

Opt ions/ to Employees Base Price Grant Date E x p i r a t i ~ r  
Name SARs Granted(#) in F i s c a l  Year ( $ / S h a r e )  Value(_’) Dare __-__________- -__- -  --------------- -------------- ---------- ---_---_-- ---------- 

John W. Edwaras(1, 3 0 , 0 0 0  1 . 7 %  $ 3 . 9 0 0  $120,000 1/2/2043? 

Karl  S .  Ryser. Jr.(l) 

John M. Ames 350,000 1 9 . 8 %  3 .125  7 9 9 , 0 0 0  8/31/?@L‘? 

* Less than 1%. 
1 On December 13, 1998 the Board of Directors authorized the repricing of all 

outstanding options of Mr. Edwards (options to purchase 1,800,000 shares 
of Common S t o c k )  and Mr. Ryser (options to purchase 800,000 shares of 
Common Stock) as part of a general repricing of all outstanding options 
held by current employees, directors and consultants of the Company. The 
original exercise prices of between $7.00 and $ 4 . 8 8  were reduced to 
$3.90. Using  the Black Scholes option pricing model the incremental 
fair value of the repriced options over the original options was 
approximately $351,000 and $119,000 for Mr. Edwards and Mr. Ryser, 
respectively. 

2 Determined using the Black Scholes option pricing model. 

Aggregated Option/SAR Exercises in Last Fiscal Year and Fiscal Year-End 
Option/SAR Values 

The following table sets forth certain information with respect to 
options exercised during 1998 by the Named Executive Officers and with 
respect t o  unexercised options held by such persons at the end of 1998. 

Number of Securities Value of Unexercised in t h e  
Unde r 1 y 1 ng tine:..? r c 1 s e d  Money Options/ShRs at 

Shares  Options/SP.5.S at FI -En3 ( # )  Fl-EndlS) (1) 
Acquired on Value __- - - - - - - - - - - -~ -____- - - - -  --______---------_--------- 

Name Exercise ( # I  Realized ( $ 1  Exerc isab le  Yne.erclsable Exercisable Unexercisabl?  

John W. Edwards 1,25b, 32Y 54 I ,  672  

Karl S .  Ryser, Jr. 612, 5aO 1 8 7 , 5 0 0  

J o h n  M. Ames 3 3 , 3 3 3  3 1 6 , 6 6 7  

1 The calculations of t h e  value of unexercised options are based on the 
difference between the closing bid price on Nasdaq of the Common Stock 
on December 31, 1998, and the exercise price of each option, multiplied 
by the number o f  shares covered by the option. A5 the exercise price 
exceeds the closing bid price on December 31, 1998, no value 1 s  ascribed 
to unexercised o p t i o n s .  

Director Compensation 

During 1997, Directors of the Company then serving received options to 
purchase 10,000 shares of Common Stock on the first business day of J a n u a r y  
a t  an exercise price equal  to the f a i r  market value > f  the Common Stock on 
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the date of grant. Effective February 6, 1997 and the flrst business day of 
January of each year thereafter, each Director then serving will receive 
options, to purchase 10,000 shares (20,000 shares effective January 1, 1998) 
of Common Stock and, for each committee on which the Director serves, options 
to purchase 5,000 shares o f  Common Stock. The exercise price of such options 
shall be equal to the fair market value  of the Common Stock on the date of 
grant. The Directors are also eligible to receive options under the Company's 
stock option plans at the discretion of the Board of Directors. In addition 
to the above options, Mr. Cohen received options to purchase 64,000 shares of 
Common S t o c k  upon his appointment to the Board. On August 29, 1997 Mr. Cohen 
was also granted 150,000 options to purchase Common Stock, 50,000 of such 
options vested upon closing of the Winter Harbor equity investment in October 
1997,  50,000 will vest when the Company reaches the break even point, and the 
balance will vest at such time as  the Company has attained $50 million in 
annual sales. 

Employment Agreements 

In February 1996, the Company entered into a two-year employment 
agreement with Henry Y.L. Toh. The employment agreement was for an initial 
period ending on December 31, 1997 and is automatically renewable for 
successive one-year periods unless written notice to the contrary is given b y  
the Company not less than 120 days prior to expiration of the term. Pursuant 
to the terms of the employment agreement, Mr. Toh is required to devote h l s  
time to the business and affalrs of the Company as is required to fulfill the 
duties and responsibilities of his office. Mr. Toh is entitled under his 
employment agreement to receive compensation at the rate of $54,000 per year .  
Mr. Toh is entitled to an annual bonus at the discretion of the Board of 
Directors and may participate in fringe benefits, deferred compensation, 
stock benefits and option plans of the Company. In the event of termination 
of his employment by the Company other than for "cause" (as defined in the 
agreement) or by Mr. Toh upon "good reason" ( a s  defined in the agreement), 
t h e  Company is required to pay Mr. Toh, as liquidated damages or severance 
pay, monthly termination payments equal to the base salary in effect for  a 
period of six months after such termination. The employment agreement 
contains confidentiality and non-solicitation provisions. 

On April 8, 1996, I-Link entered into a three-year employment agreement 
with John W. Edwards, President, Chief Executive Officer and Director of the 
Company. Pursuant to the terms of the employment agreement, Mr. Edwards is 
employed as the Chief Executive Officer and a Director of I-Link, and i s  
required to devote substantially all of his working time to the business and 
affairs of I-Link. Mr. Edwards is entitled under h i s  employment agreement to 
receive compensation at the rate of $175,000 per year and is entitled to a 
profitability bonus at the discretion of the I-Link Board of Directors and to 
participate in fringe benefits of the Company as are generally provided to 
executive officers. In addition, M r .  Edwards was granted an option to 
purchase one million shares of Common Stock of the Company at an exercise 
pr i ce  of $7.00 per  share. O f  such options, 83,333 vested immediately and 
8 3 , 3 3 3  vest and become exercisable on the first calendar day of each quarter 
a f t e r  April 8, 1996. In the event of termination by I - L i n k  or in the event of 
a violation of a material provision of the agreement by I-Link which is 
unremedied for thirty ( 3 0 )  days and after written notice or in the event of 
a "change in control" (as defined in the agreement), Mr. Edwards is entitled 
to receive, as liquidated damages or severance pay, an amount equal to the 
Monthly Compensation (as d e f i n e d  in t h e  agreement). for the remaining t e m  of 
the agreement and all options shall thereupon be f u l l y  vested and immediately 
exercisable. T h e  agreement contains non-competition and confidentiality 
provisions. Mr. Edwards agreed to amend h i s  contract, effective August 21, 
1996, to reduce his annual salary from $175,000 to $96,000; and in 
consideration of the salary reduction, the Company has agreed to grant him 
options to purchase 250,000 shares of Common Stock. Mr. Edwards w a s  paid at 
an annual rate of $125,000 commencing January 1, 1998 .  Mr. Edward's salary 
was increased to $200,000 effect May 1997, however the salary increase will 
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accrue but not be pald  until the Company has generated sufficient cash 
resources to enable the increase to be paid without creating an undue burden 
on the Company's cash  resources. Accordingly as of December 31, 1998 accrued 
but unpaid salary to Mr. Edwards was $129,375. All of Mr. Edwards outstanding 
options were repriced to $3.90 as part of a general repricing of outstanding 
options held by current employees, directors and consultants of the Company 
effective December 13, 1998. 

In October 1996, I-Link entered into a three-year employment agreement 
with Karl S. Ryser, Jr., Treasurer and C h i e f  Financial Officer of the 
Company. Pursuant to the terms of the employment agreement, Mr. Ryser is 
required to devote a l l  of his time to the business and affalrs of the Company 
except for vacations, illness or incapacity. Mr. Ryser is entitled under his 
employment agreement to receive compensation at the rate of $125,000 per year 
and a bonus at the so le  discretion of the Chief Executive Officer. Mr. Ryser 
may participate in fringe benefits, deferred compensation, stock benefits and 
option plans of the Company. In addition, Mr. Ryser is entitled to options to 
purchase 250,000 shares of Common Stock exercisable at an exercise price 
equal to the closing bid price on the date of the employment agreement. 
Options issuable to Mr. Ryser to purchase 25,000 shares vested immediately 
and the remaining options were to vest in quarterly increments of 20,455 
commencing January 1, 1997. A s  partial consideration f o r  Mr. Ryser's 
providing funds necessary to permit the Company to settle the JW Charles 
litigation, the Company modified the original vesting schedule of the 250,000 
options in the employment agreement allowing for the immediate vesting of 
100,000 of the non-vested options and the balance of the non-vested to vest 
evenly over four quarters. Mr. Ryser's salary was increased to $175,000 
effective May 1997, however the sa l a ry  increase will not be paid until the 
Company has generated sufficient cash resources to enable the increase to be 
paid without creating an undue burden on the Company's cash resources. As of 
December 3 1 ,  1998 accrued but unpaid s a l a r y  to Mr. Ryser was $ 8 1 , 2 5 0 .  In the 
event of a change of control or upon termination of the employment agreement 
by the Company without cause all options shall thereupon be fully vested and 
immediately exercisable. In the event of termination by t h e  Company other 
than for "cause" ( a s  defined in the agreement), the Company is required to 
pay M r .  Ryser a lump sum severance payment equal to one year's then current 
salary. The employment agreement contains confidentiality and non- 
competition provisions. All of M r .  Ryser's outstanding options were repriced 
to $3.90 as part of a general repricing of outstanding options held by 
current employees, directors and consultants of the Company effectlve 
December 13, 1998. 

In August 1998, I-Link entered into a two-year employment agreement 
(with a one-year renewal option) with John M. Ames, Chief Operating Officer 
and Vice President of Operations. Pursuant to the terms of the employment 
contract, Mr. Ames is required to devote all his time to the business and 
affairs of the Company except vacations, illness or incapacity. Mr. Ames is 
entitled under his employment agreement to receive compensation at the rate 
of $120,000 per year and a bonus commensurate with his performance and that 
of I-Link. In addition, Mr. h e s  is entitled to options to purchase 200,000 
shares of Common Stock at an exercise price equal to the closing bid price on 
the date of employment agreement and vesting 1/3 at the end of one year of 
employment and the balance over theratably subsequent eight quarters. Mr. Ames 
a l s o  is entitled to o p t i o n s  to purchase 150,000 share of Common Stock at an 
exercise price equal 50  the closing bid price on t h e  date of employment 
agreement which vest based upon certain incentive milestones. Mr. Ames may 
participate in fringe benefits, deferred compensation, and s t o c k  beneflts and 
option plans of the Company. 

Consulting Agreements 

The Company entered into a Consulting Agreement with David E. Hardy 
effective February G ,  1997 and for a term of 36 months thereafter. Pursuant 
to the Agreement, Mr. Hardy shall provide legal services to the Company in 
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exchange for compensation at the rate of 510,417 per month for the term of 
the Agreement. In addition, in the event the Company increases the salary of 
its senior-level vice presidents, the consulting fee shall be equally 
increased and in the event the Company shall pay any Company performance- 
based bonuses  to its senior level vice presidents, the Company shall pay an 
equal amount to Mr. Hardy. Mr. Hardy's fee was increased to $14,583 per month 
effect May 1997, however such increase is to accrue but not be paid until the 
Company has generated sufficient cash resources to enable the  increase to be 
paid without creating an undue burden on the Company's cash resources. 
Accordingly a5 o f  December 31, 1998 accrued but unpaid fees to Mr. Hardy were 
$69,875. In addition, Mr. Hardy was granted options to purchase 250,000 
shares of the Company's Common Stock at an exercise price equal to the 
closing price of the Company's publicly traded shares as of the effective 
date of the Agreement ($5 .375  per share). The options vest as to 47,500 
shares upon the execution of the Agreement and options relating to 20,250 
shares were to vest at the commencement of each calendar quarter for ten 
quarters, with the first quarterly vesting to occur on April 1, 1997 and the 
final quarterly vesting to occur J u l y  I, 1999. As partial consideration for 
Mr. Hardy's providing funds necessary to pernut the Company to settle the J W  
Charles litigation, the Company modified the original vesting schedule of the 
250,000 options in the Consulting Agreement allowing for the immediate 
vesting of 100,000 of the non-vested options and the balance of the non- 
vested to vest evenly over  f o u r  quarters. In the event of the  termination of 
the Agreement prior to the expiration of the full term for any reason other 
than as a result of a material, unremedied breach by Mr. Hardy which remains 
uncured following 30 days written notice, Mr. Hardy is entitled t o  a lump sum 
payment equal to the lesser of the monthly c o n s u l t i n g  fee payable through the 
end of the term of the Agreement or the monthly consulting fee payable over 
12 months and all unvested options shall accelerate and immediately become 
fully vested and exercisable. All of M r .  Hardy's outstanding options were 
repriced to $3.90 as part of a general repricing of outstanding options held 
by current employees, directors and consultants of the Company effective 
December 13, 1998. 

In September 1996, Joseph A .  Cohen, a director, and the Company entered 
into a consulting agreement in the amount of $4,000 per month for a 36-month 
period. Mr. Cohen provided services including business management and 
financial consulting services. The consulting agreement was terrmnated 
effective March 1, 1999 and all unpaid balances ($78,000) were settled by t h e  
grant to Mr. Coheri of 100,000 options to purchase the Company's C O ~ O A  Stock 
at an  exercise price of $3.00 per share and the additional obligation of t h e  
Company to pay Mr. Cohen an aggregate of $50,000 i n  installments beginning at 
such time as the Company reports positive cash f l o w  of at l e a s t  $150,000 in 
a fiscal quarter. 

Repricing of Stock Options and Warrants 

On December 13, 1998, the Board of Directors approved a repricing of all 
options to purchase Common Stock with exercise prices above $3.90 held by 
current employees, directors and consultants of the Company. A s  a result, 
Ehe exercise price on options to purchase 6,475,000 shares of Common Stock 
was reduced to $ 3 . 4 0 .  The options had original exercise prices of between 
$4.375 and $9.938. All other terms of the various option agreements remained 
the same. The c los in r ;  price of the Company's Common S t o c k  on December 13, 
1998 was 5 2 . 5 6  

Director Stock Option Plan 

The Company's Director Stock Option Plan (the "DSOP") authorizes the 
grant of stock o p t i o n s  to directors of the Company. Options granted under the 
DSOP are non-qualifies stock options exercisable at a price equal to the fair 
market value per share of Common Stock on the date of any such grant. Options 
granted under the ESOP are exercisable not less than six ( 6 )  months or more 
than t e n  (10) yea r s  a f t e r  the date of grant. 
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A s  of December 31, 1998, options f o r  the purchase of 8,169 shares of 
Common Stock at prices ranging from $ . 8 7 5  to $3.875 per share were 
outstanding. As of December 31, 1998, options to purchase 15,228 shares of 
Common Stock have been exercised. In connection with adoption of the 1995 
Director Plans (as hereinafter defined) the Board of Directors authorized the 
termination of future grants of options under the DSOP: however, outstanding 
options granted under the DSOP will continue to be governed by the terms 
thereof until exercise or expiration of such options. 

1995 Director Stack Option Plan 

I n  October 1995, the stockholders of the Company approved adoption of 
the Company's 1995 Director Stock Option and Appreciation Rights Plan, which 
plan provides for t he  issuance of incentive options, non-qualified options 
and stock appreciation rights (the "1995 Director P l a n " ) .  

The 1995 Director Plan provides for automatic and discretionary grants 
of stock options which qualify as incentive stock options (the "Incentive 
Options") under Section 422 of the Internal Revenue Code of 1986, as amended 
(the "Code"), as well as options which do not so qualify (the "Non-Qualified 
Options") to be issued to directors. In addition, stock appreciation rights 
(the " S A R s " )  may be granted in conjunction with the grant of Incentive 
Options and Non-Qualified Options. No S A R s  have been granted to date. 

The 1995 Director Plan provides for the grant of Incentive Options, Non- 
Qualified Options and S A R s  to purchase up EO 250,000 shares of Common Stock 
(subject to adjustment in the event of s t o c k  dividends, stock splits and 
other similar events). To the extent that an Incentive Option or Non- 
Q u a l i f i e d  Option is not exercised within the period of exercisability 
specified therein, it will expire as to the then-unexercised portion. If a n y  
Incentive Option, Non-Qualified Option or SAR terminates prior to exercise 
thereof and during the duration of the 1995 Director Plan, the shares of 
Common Stock as to which such option or right was not exercised will become 
available under the 1995 Director Plan for the grant of additional options or 
rights to any eligible employees. The shares  of Common Stock subject to the 
1995 Director Plan may be made available from either authorized but unissued 
shares, treasury shares, or both. 

The 1995 Director Plan a l s o  provides f o r  the grant of Non-Qualified 
Options on a non-discretionary basis pursuant to the following formula: each 
member of the Board of Directors then serving shall receive a Non-Qualified 
Option to purchase 10,000 shares Gf Common Stock at an exercise price equal 
to the fair market value per share of the Common Stock on that date. Pursuant 
to such fgrmula, directors received options to purchase 10,000 shares of 
Common Stock as of October 17, 1995, options t o  purchase 10,000 shares of 
Common Stock on January 2, 1996, and will receive options to purchase 10,000 
shares of Common Stock on the first business day of each January. The number 
of shares granted to each Board member was increased to 20,000 in 1998. In 
addition, the Board member will receive 5,000 options f o r  each committee 
membership. Each option is immediately exercisable for  a period of ten years 
from the date of grant. The Company has 190,000 shares of Common Stock 
reserved for issuance under the 1995 Director P l a n .  As of December 31, 1998, 
options exercisable to purchase 170,000 shares of Common Stock at prices 
ranging from $1.00 to $1.25 per share are outstanding under the 1995 Director 
Plan. A s  of December 31, 1998, options to purchase EL7 ,OOO shares have been 
exercised under the 1995 Director  Plan. 

1995 Employee Stock Option Plan 

I n  October 1995, the stockholders of the Company approved adoption of 
the Company's 1995 Employee Stock Option and Appreciation Rights Plan  (the 
"1995 Employee Plan"), which plan provides for the issuance of Incentive 
Options, Non-Qualified Options and SARs. 
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Directors of the Company are not eliglble to participate in the 1995 
Employee Plan. The 1995 Employee Plan provides for the grant of stock options 
which qualify as Incentive Stock Options under Section 422 of the Code, to be 
issued to officers who are employees and other employees, as well as Non- 
Qualified Options to be issued to officers, employees and consultants. In 
addition, S A R s  may be granted in conjunction with the grant of Incentive 
Options and Non-Qualified Options. No SARs have been granted to date. 

The 1995 Employee Plan provides for the grant of Incentive Options, Non- 
Qualified Options and SARs of up to 400,000 shares of Common Stock (sublect 
to adjustment in the event of stock dividends, stock splits and other sirmlar 
events). To the extent that an Incentive Option or Non-Qualified Option is 
not exercised within the period of exercisability specified therein, it will 
expire as to the then-unexercised portion. If any Incentive Opt ion ,  Non- 
Qualified Option or SAR terminates prior to exercise thereof and during the  
duration of the 1995 Employee Plan, t he  shares of Common Stock as to which 
such option or right was not exercised will become available under the 1995 
Employee Plan for the grant of additional options or rights to any eligible 
employee. The shares of Common Stock Subject to the 1995 Employee Plan may be 
made available from either authorized but unissued shares, treasury shares, 
or both. The Company has 400,000 shares of Common Stock reserved f o r  issuance 
under the 1595 Employee Plan. As of December 31, 1998, options to purchase 
351,167 shares of Common Stock with exercise prices of $1.125 to $6.75  per 
share have been granted under the 1995 Employee Plan. 

1997 Recruitment Stock Option Plan 

In October 1997, the stockholders of the Company approved adoption o f  
the Company's 1997 Recruitment Stock Option and Appreciation Rights Plan, 
which plan provides for the issuance of incentive options, non-qualified 
options and stock appreciation rights (the "1997 Plan"). 

The 1997 Plan provides for automatic and discretionary grants of stock 
options which qualify a s  incentive stock options (the "Incentive Options") 
under Section 4 2 2  of the Code, as well as options which do not s o  qualify 
(the "Non-Qualified Options") to be issued to directors. In addition, stock 
appreciation rights (the ' 'SARs") may be granted in conjunction with the grant 
of Incentive Options and Non-Qualified Options. No S A R s  have been granted to 
date. 

The 1997 Plan provides for the grant of Incentive Options, Non-Qualified 
Options and S A R s  to purchase up to 4,400,000 shares of Common Stock (subject 
to adjustment in the event of stock dividends, stock splits and other similar 
events). The price at which shares of Common Stock covered by the option can 
be purchased is determined by the Company's Board of Directors; however, in 
all instances, the exercise price is never less than the fair market value of 
the Company's Common Stock on the date the option is granted. To the extent 
that an Incentive Option or Non-Qualified Option is n o t  exercised within the 
period of exercisability specified therein, it will expire as to the 
then-unexercised portion. If any Incentive Option, Non-Qualified Option or 
SAR terminates prior to exercise thereof and during the duration of the 1997 
Plan, the shares of Common Stock as to which such option or right was not 
exercised will become available under the 1997 Plan frjr the grant of 
additional options or rights to any eligible employees. The shares of Common 
Stock sublect to the 1997 Plan may be made available from either 
authorized but unissued shares, treasury shares, or binth.  As of December 31, 
1998, options to purchase 3,306,500 shares of Common Stock, with exercise 
prices of $2.25 to $3.90 per share have been granted u n d e r  the 1997 Plan. As 
of December 31, 1998, no.options have been exercised under the 1997 Plan. 

Compensation Committee Interlocks and Insider Partlripdtion 

John Edwards is Chairman of the Board and an ei>ecutive officer of the 
Company. Joseph Cohen and Thomas A. Keenan are non-employee directors of the 
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Company. See "Executive Compensation" generally, and "Executive Compensation - 
Employment Agreements" and Executive Compensation - Director Compensation" 
a5 well as "Security Ownership of Certain Beneficial Owners and 
Management" - 

Item 12. Security Ownership of Certain Beneficial Owners and Management. 

The following table shows, as of March 19, 1999, all directors, 
executive officers, and, to the best of our knowledge, all other parties we 
know t o  be beneficial owners of more than 5 %  of t h e  Common Stock, or 
beneficial owners of a sufficient number of shares of Class C preferred 
stock, Series F Redeemable Preferred Stock o r  Series M Redeemable Preferred 
Stock to be converted into at least 5% of the Common Stock. JNC Opportunity 
Fund Ltd. ("JNC") i s  the only holder of Series F Redeemable Preferred Stock; 
however, J N C  is not listed on the table below because, under the terms of the 
Series F Redeemable Preferred Stock, J N C  may not convert shares o f  Series F 
Redeemable Preferred Stock (or receive related dividends in Common Stock) to 
the extent that the number of shares beneficially owned by it and its 
affiliates after such conversion or dividend payment would exceed 4.999% of 
t h e  issued and outstanding shares following such conversion. This 
limitation applies to the number of shares of Common Stock held at any one 
time and does not prevent JNC from converting some of i t s  shares of Series F 
Redeemable Preferred Stock, selling the Common Stock received, then, subject 
to the aforementioned Ilmltation, converting additional shares of Series F 
Redeemable Preferred Stock. The 4.999% limitation may be waived by JNC upon 
7 5  days notice to t h e  Company. However, if no effect were given to the 
4.999% limitation, then JNC would be deemed to be t h e  beneficial owner of 
approximately 4,157,350 shares of Common Stock, or 17.58 of the then- 
outstanding Common S t o c k  of I - L i n k .  As of March 19, 1999, there were 
19,535,029 shares of Common Stock issued and outstanding, 40,218 shares of 
Class C preferred stock issued and outstanding, 859 shares of Series E 
Redeemable Preferred Stock issued and outstanding and 4,400 shares of Series 
M Redeemable Preferred Stock issued and outstanding. 
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J o h n  M . h e s  

David F. Bradfo rd  

J o s e p h  A -  Cohen 

John W. Edwards 

David E. H a r d y  

Thomas A. KeonarI 

Karl S.  R y s e r ,  2r. 

Henry Y . L .  T o n  

C l a y  Wi 1 y.es 
1 0 7 7  E .  E u f f e r  L a n e  
N .  s a i c  L ~ P E  r l t i ,  UT a4054  

Number of % of Common 
Shares Stock 

Beneficially B e n e f i c i a l l y  
Title of Class  Owned Owned ( 2 1 -_____________-- - - - - -  -__----------- ------------I- 

Common S t o c k  

Common Stock 

Common Stock 
C l a s s  C Preferred 

Stock 

Common S tock  

Common Stock  

Common Stock 

Common Stock 

Common Stock 

Common Stock 

W i n t e r  Harbar, L.L.C. Common S t o c k  
c /o  F i r s t  Media, L . P .  S e r i e s  M R e d e e m a b l e  
1 1 4 0 0  S k i p i t h  Lane P r e f e r r e d  Stock 
Potomac, ME] 30854 

A11 Executi:'e Officers and Common Stock 
Directors as a Group ( 8  Class  C: Preferred 
people) Stock 

1,000 

0 

301,000 [ 3 )  
3,000 

1,288,328 ( 4  1 

837,388 ( 5 )  

1 0 5 , 0 0 0  ( 6 )  

654,679 ( 7  ) 

243,501 ( 8 )  

1 , 2 6 ? , 9 7 6 ( 9 )  

4 4 , 1 3 9 , 4 7 9  (10) 
4 , 4 0 0  

3,500,896 (11) 
3 , 0 0 0  

0% 

1.9% 

6 . 2 %  

4 . 1 %  

* 

3 . 2 %  

1.2% 

6.3% 

6 9 . 3 %  

15 .2% 

* Indicates less than one percent. 
1 Unless noted, all of such  shares of Common Stock a re  owned of record by each 

person or entity named as beneficial owner and such  person or entity has 
sole voting and dispositive power with respect to the shares of Common 
stock owned by each of them. All addresses are c/o I-Llnk Incorporated 
unless otherwise indicated. 

entity's percentage of ownership is determined by assuming that any 
options or convertible securities held by such person or entity 
which are exercisable or convertible within 60 d a y s  from the date 
hereof have been exercised or converted, as the case may be. 

72,000 shares of Common Stock issuable to the Leslie Group,  Inc. 
upon conversion of 3,000 shares of Class  C preferred stock held of 
record by Leslie Group, Inc., of which Mr. Cohen is President. 

Mr. Edwards' option to purchase 1,000,000 shares of common stock 
and 454,998 shares of common stock subject to warrants and other options. 

warrants. 

of common stock held of record by members of Mr. Keenan's immediate 
family. Mr. Feenan serves on the Board of Directors as 
the designee of Winter Harbor. Mr. Keenan's w i f e  is the beneficiary 

2 AS to each person or entity named as beneficial owners, s u c h  person's OK 

3 Includes 309,000 shares of Common Stock issuable pursuant to options and 

4 Represents 833,330 shares of common stock subject to the vested portion of  

5 Includes 823,388 shares of common stock issuable pursuant to options and 

6 Includes 35,000 shares of common stock sublect to options and 70,000 shares 
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of a trust which owns non-voting stock in the corporare general 
partner of First Media, L.P., the parent of Winter Harbor. For 
further information about Winter Harbor, see "Transactions w i t h  
Winter Harbor, L . L . C . ;  Series M Redeemable Preferred Stock." 
Neither Mr. Keenan nor  his wife has dispositive power or voting 
control over the securitses of I-Link held by Winter Harbor; Mr. 
Keenan disclaims beneficla1 ownership of the securities held by 
Winter Harbor. See also footnote 10 below. 

7 Represents shares of common stock issuable pursuant to options and warrants. 
8 Represents shares of common stock issuable pursuant to options. Does not 

include shares held of record by Four M International, Ltd., of 
which Mr. Toh is a director. Mr. Toh disclaims any beneficial 
ownership of such shares. 

portion of an o p t i o n  to purchase 1,500,000 shares o f  Common Stock. 

M Redeemable Preferred S t o c k ,  3,820,955 shares o f  Common S t o c k  issuable 
upon conversion of Series M Redeemable Preferred Stock which may be 
issued on conversion of promssory  notes held by the named stockholder, 
and 18,640,000 shares of Common Stock issuable upon exercise of 
warrants. In addition, I-Link includes herein 5,000,000 shares of Common 
Stock issuable upon exercise of warrants which the named stockholder 
will be entitled to receive shou ld  it convert its promissory notes to 
Common Stock, and 9,900,000 shares of Common Stock issuable under 
warrants to be issued to Winter Harbor ln the event that a bridge loan 
1s n o t  repaid by April 26, 1999. Winter Harbor is owned by First Media, 
L . P . ,  a private media and communications company which is a private 
investment principally of Richard E. Marriott and his family. I-Link's 
genera l  counsel, David E. Hardy, is a brother of Ralph W. Hardy, Jr. who 
is general counsel and a minority equity holder in Winter Harbor. David 
E. Hardy has no ownership in or association with Winter Harbor. Thomas 
A. Keenan's wife has an interest in First Media, L.P.  (see footnote 6 
above). 

I1 Represents 75,000 shares of Common Stock issued, 3,353,896 shares of Common 
Stock which may be obtalned pursuant to options and warrants exercisable 
within 60 days of the date hereof and 72,000 shares of Common Stock into 
which 3,000 s h a r e s  of Class C preferred stock are convertible. 

9 Includes 375,000 shares  of common stock which represents the exercisable 

10 Includes 6,778,524 shares of Common Stock issuable upon conversion of Series 

Item 13. Certain Relationships and Related Transactions. 

During the first quarter of fiscal year 1995, the Company received 
advances totaling $218,000 from Mortgage Network International ("MNI"). Henry 
Y.L. Toh, a Director of the Company, has management control over MNI. 
Payment in full of such advances and interest thereon was made in 1998. 

The Company's management has been informed that Winter Harbor had 
purchased an ownership interest in T e n f o l d  Corporation, the consulting 
company that IS assisting in the development of t h e  Company's new internal 
information system. In March 1999, Winter Harbor, LLC transferred ownership 
of t he  investment to First Media TF Holdings, LLC, an affiliate of 
WinterHarbor, LLC. First Media TF Holdings, LLC beneficially owns 10.6% of 
Tenfold's common stock. The Company's referral to Tenfold d i d  not come 
through Winter Harbor, and Winter Harbor played no part in the negotiation of 
such consulting arrangement. The consulting agreement is a fixed price 
contract totaling 5 2 , t . O O , O O O  providing for development and licensing of a new 
telecommunications billing and customer care software system. 

See Item 11 hereof for descriptions of the terms of employment and 
consulting agreements between t h e  Company and certain officers, directors 
and other related parties. 
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Transactions With Winter Harbor, L.L.C.:  Series M Redeemable Preferred Stock 

winter Harbor, L.L.C. ("Winter Harbor"] is owned by First  Media, L.P., 
a private media and communications company which is a private investment 
principally of Richard E. Marriott and his family. The Company's general 
counsel, David E. Hardy, is a brother of Ralph W. Hardy, Jr. who is general 
counsel and a minority equity holder in Winter Harbor. David E. Hardy has no 
ownership or association with Winter Harbor. As a result of this relationship, 
as well as personal relationships of David E .  Hardy with the principals of 
Winter Harbor, discussions were initiated which led to Winter Harbor's 
investments in the Company, which are summarized below. 

On June 5, 1997, the Company entered into a term loan agreement ("Loan 
Agreement") and promissory note ("Note") with Winter Harbor pursuant to whlch 
Winter Harbor agreed to loan to the Company the principal sum of $2,000,000 
(the "Loan") for capital expenditures and working capital purposes. As further 
consideration for Winter Harbor's commitment to make the Loan, the Company 
granted to Winter Harbor a warrant ("Loan Warrant") to purchase up to 500,000 
shares of Common Stock at an exercise price of $4.97 per share, subJect to 
adjustment, pursuant to the terms of a Warrant Agreement between the parties. 
The Loan Warrant expires on March 11, 200.2, and contains demand and piggyback 
registration rights and customary anti-dilution terms. The maturity date of 
the Note was October 15, 1998; however, t h e  Loan Agreement anticipated d n  
equity investment in the Company by Winter Harbor (the "Investment"). Upon 
closing of the Investment, all principal and accrued interest then due under 
the Note was credited toward payment of Winter  harbor.'^ purchase price fox the 
Investment and the Note was cancelled. The loan from Winter Harbor had an 
interest rate of prime plus  2%. In addition to the stated interest rate, the 
Company recognized the debt discount attributable to the warrants as interest 
expense over the life of the loan (maturity date was October 15, 1998). The 
Company expended significant time and effort pursuing various financing 
alternatives and deterrmned that the Winter Harbor proposal was the best 
alternative available to the Company. 

On August 18, 1997, the Company and Winter Harbor amended their 
agreement pursuant to which the Company borrowed an additional $3,000,000 
bringing the total principal amount due under the Note to $5,000,000, and 
issued additional warrants to purchase an additional 300,000 shares at an 
exercise price of $6.38 per  warrant to Winter Harbor i n  connection therewith. 

The Company and Winter Harbor executed a Sales Purchase Agreement, dated 
as of September 30, 1997, and closed on October 10, 1997, pursuant to which 
Winter Harbor invested $12,100,000 in a new series of the Company's 
convertible preferred stock ( r h e  "Series M Redeemable Preferred Stock"). 
Winter Harbor purchased approximately 2,545 shares of Series M Redeemable 
Preferred Stock (convertible into 2,545,000 shares of Common Stock) €or an 
aggregate cash  consideration of approximately $7,000,000 (equivalent to $2.75 
per share of Common S t o c k ) .  The agreement with Winter Harbor provided f o r  
purchase of approximately 1,855 additional shares  of Series M Redeemable 
Preferred Stock (convertible into 1,855,000 shares of Common Stock). Such 
additional shares of Series M Redeemable Preferred Stock were paid for by 
exchanging the $5,000,000 outstanding principal balance plus approximately 
$100,000 accrued interest due under the Note. As additional consideration for 
its equity financing commitments, Winter Harbor was issued additional 
warrants by the Company to acquire (a) 2,500,000 shares  of Common Stock at an 
exercise price of $ 2 . 7 5  per share (the "Series A Warrants"), (b) 2,500,000 
shares of Common Stock at an exercise price of $4.00 per share (the "Series 
B Warrants") and (c) 5,000,000 shares of Common S t o c k  at an exercise price of 
$4.69 per share (the "Series C Warrants"). The respective exercise prices for 
the Series A Warrants, the Series B Warrants and t h e  Series C Warrants 
(collectively, the "Investment Warrants"), shall be subiect to adjustment. 
The Series A Warrants w i l l  be exercisable at any time for thirty months from 
the date of issuance, and the Series B Warrants a n d  Series C Warrants will be 
exercisable at any time for sixty months from the date of issuance. All of 
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the Investment Warrants (il have demand registration rights and anti-dilutio? 
r i g h t s  and (11) contain cashless exercise provisions. 

The Series M Redeemable Preferred Stock 1 s  entitled to receive 
cumulative dividends in the amount of 10% per annum before any other class of 
preferred or Common Stock receives any dividends. Thereafter, the Series M 
Redeemable Preferred Stock will participate with the Common S t o c k  in the 
issuance of any dividends on a per share basis. Moreover, the Series M 
Redeemable Preferred Stock w i l l  have the right to veto the payment of 
dividends on any other class of stock, except for cumulative dividends which 
accrue pursuant to the terms of the Class C Preferred Stock outstanding prior 
to t h e  Winter Harbor investment. The Series M Redeemable Preferred Stock is 
convertible at any time prior to the fifth anniversary of its issuance, at 
the sole option of Winter Harbor, into shares of Common Stock on a one 
thousand-for-one basls ;  provided, however, that the Series M Redeemable 
Preferred Stock shall be automatically converted to Common Stock  on the fifth 
anniversary of its issuance at no cost t o  Winter Harbor. The conversion price 
shall be, in the case of discretionary conversion, $2.75 per share of Common 
Stock, or, in the case of automatic conversion, the lesser of $2.75 per share 
or 50% of the average closing bid price of the Common Stock for the ten 
trading days immediately preceding the fifth anniversary of issuance. The 
basis f o r  discretionary conversion, or the conversion price for  automatic 
conversion, shall be adjusted upon the occurrence of certain events, 
including without limitation, issuance of s t o c k  dividends, recapitalization 
of the Company, or the issuance of stock by the Company at less than the fair 
market value thereof. 

Upon completion of the Winter Harbor Investment, the Company included in 
its earnings per share calculation a (non-cash) preferred stock dividend in 
the fourth quarter of 1997 in the amount of $88,533,450. This amount was 
calculated as the difference between the exercise or conversion pr ice  p e r  
common share per the agreement as compared to the market price of the Common 
Stock on the date of the closing, p l u s  the value of the warrants issuable in 
connection with the Investment. 

During 1998, the Company obtained an aggregate of $ 7 . 7 6 8  million in new 
interim debt financing from Winter Harbor, L.L.C. As consideration for Winter 
Harbor's commitment to make the loan, the Company agreed to issue 6,740,000 
warrants to purchase Common Stock of the Company at exercise prices ranging 
from $5.50 to $7.22 based upon 110% of the c1osir.g price of the Common Stock 
on the day loan funds were advmced. The warrants have exercise perlods of 
7.5 years  from issuance. The Company a l so  agreed to extend the exercise 
period on all warrants previously issued to Winter Harbor (10,800,000) to 
seven and one-half years. Pursuant to the terms of t h e  loan agreement with 
Winter Harbor, the initial borrowings of $5,768,000 were payable upon demand 
by Winter Harbor no earlier than May 15, 1998, and were collateralized by 
essentially all of the assets of the Company's subsidiaries. As the 
loan was no t  repaia by May 1 5 ,  1998, the total loan, including additional 
borrowings of $2,000,000 obtained in the second quarter, continues on a 
demand basis with interest accruing at prime p l u s  f o u r  percent. O n  April 
15, 1999, Winter Harbor agreed that it will not demand payment under the 
notes prior to April 15, 2000. Additionally, Winter Harbor has  the right 
at any time until the loan is repaid to elect to exchange the unpaid balance 
of the loan into additional shares of the Company's S e r . e s  M Redeemable 
Preferred Stock, reduce the exercise price of the 6 , 7 1  ,1300 Loan Warrants to 
$2.50 per share, and receive an additional 5,000,000 buirrants to purchase 
Common S t o c k  of the Company at an exercise price o f  $ 2 . 5 0  per share. 

During  1998, the Company recorded $7,274,000 2 5  i discount against the 
new $7.768 million debt representing the relative fair v a l u e  attributed to 
the new warrants, the change of t h e  exercise period ~ f i  prior warrants and the 
equity instruments associated with the assumed converqi_in of the debt into 
equity. The debt discount was amortized over the o r i g i n a l  terms of the 
respective borrowings. 
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The exercise prices of the above warrants lssued or issuable to Winter 
Harbor varied at the time of their respective issuance, however, all are 
sublect to ad-justment downward to equal the market price of Common Stock in 
the event t h e  Common Stock market price is below the original exercise price 
at the time of exercise, subject to an exercise price lower l i m i t  of the 
lesser of the original exercise price or $2.75 per share. 

On January 15, 1999, I-Link formalized an agreement with Winter Harbor 
for additional financing. The financing arrangement consists of an 
$8,000,000 bridge loan facility and a $3,000,000 standby letter of credit to 
secure additional capital leases of equipment and telephone lines relative to 
the expansion of the Company's telecommunications network. As of December 
31, 1998, the amount borrowed in anticipation of the Bridge Loan was 
$3,841,712. Any unsatisfied obligations under the Bridge Loan will come due 
on October 31, 1999. The Company has the option to require that Winter 
Harbor exchange the Bridge Loan balance for shares of a new series of 
preferred stock (Series N Preferred Stock). This option is dependent upon 
the Company mailing the Series N Preferred Stock R i g h t s  Offering to its 
shareholders by the earlier of June 30, 1999 or the third business day 
following clearance from the Securities and Exchange Comssion of the Series 
N registration statement ("Mailing Date"). In addition, the Company must 
complete the rights offering by the earlier of August 6, 1999 or the first 
business day following the 35th calendar day from the Mailing Date. The 
Bridge Loan accrues interest at a variable rate of prime plus a spread 
beginning at 4 points through and including February 9, 1999, and increasing 
1 point every three months thereafter, to a maximum of 7 points. 

As additional consideration for making the loan, the Company granted 
warrants to purchase Common Stock to Winter Harbor. Initially, Winter Harbor 
receives one warrant for every $10 borrowed from Winter Harbor including the 
standby letter of credit. If the loan 1 s  not repaid by April 26, 1999, the 
number of warrants will increase in total to 10 warrants for every $10 
borrowed. The warrants have 7.5 year exercise periods with an exercise price 
of the lower of ( a )  $2.78, (b) the average trading price for any 20 day period 
subsequent to the issuance of the warrants, (c) the price at which new shares 
of Common Stock or Common Stock equivalents are issued, or (d) the exercise 
price of any new options, warrants, preferred stock or other convertible 
security. The exercise price is subject to a $1.25 floor. As of December 31, 
1998, the Company h a s  granted to Winter Harbor warrants to purchase 684,171 
shares of Common Stock. On April 14, 1999, the shareholders voted to approve 
a plan of financing which includes issuing the f u l l  10 warrants for each $10 
borrowed under the Bridge Losn and standby letter of credit should 
management elect to not repay the amounts owing prior to April 2 6 ,  1999. The 
Company does not anticipate repaying the l o a n  before April 26, 1999. See 
"Management's Discussion and Analysis of Financial Condition and Results of 
Operations - Current Position/Future Requirements." 

During 1998, the Company recorded $1,032,634 as a discount against the 
new $8.0 million Bridge Loan representing the relative fair value attributed 
to the Bridge Loan warrants and line of credit. The debt discount is being 
amortized over the term of the Bridge Loan or leases, as applicable. During 
1998, $128,059 o f  debt discount was amortized. 

On April 15, 1999, the Company entered into a new financing agreement 
with Winter Harbor. Winter Harbor agreed to loan to t h e  Company up to $4 
million under a note due September 30, 1999. The Loan w i l l  accrue interest 
at a variable rate of prime p l u s  a spread beginning at 5 points through and 
including May 9, 1999, and increasing 1 point every three months thereafter, 
to a maximum of 7 points. The Company may cause the loar .  to be exchanged 
for Series N Preferred Stock. It is the Company's intention to exchange 
the loan for Series N Preferred Stock or repay this loan from proceeds of 
the Ser ies  N offering. As partial consideration for the loan, at its next 
meeting of its shareholders, the Company shall seek shareholder approval 
o f  a modification to t h e  conversion terms of the Series N Preferred 
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Shares. The Company has an option to extend the due date to April 15, 
2000 provided, that in the event the Company's shareholders fail to approve 
the modification to the conversion terms of t h e  Series N Preferred shares, 
the Company shall be required to issue to Winter Harbor one warrant for 
each $1 of principal outstanding on the loan as of the date of such 
extension which warrants shall be issued on the same terms and 
conditions as the warrants issued in connection with the $8,000,000 
Bridge Loan described above. 

MiBridge Acquisition; Series D Preferred Stock 

On August 12, 1997 the Company entered into an agreement with MiBridge, 
Inc., a New Jersey corporation ("MiBridge") and Mr. Dror Nahumi, the 
principal shareholder of MiBridge, pursuant to which the Company acquired a l l  
of the issued and outstanding stock of MiBridge (the "MiBridge Acquisition"). 
The MiBridge Acquisition subsequently closed on September 2, 1997. MiBridge 
is the owner of patent-pending audio-conferencing technology and is a leader 
in creating speech-encoding and compression algorithms des igned  to produce 
superior audio quality and lower delay over low-band networks. The Company 
agreed to pay the stockholders of MiBridge (the "MiBridge Stockholders") 
consideration consisting of (1) an aggregate $2,000,000 in cash, payable in 
quarterly installments over two years, and (11) an aggregate 1,000 shares of 
a series of the Company's convertible preferred stock (the "Series D 
Preferred Stock"). The 1,000 shares of Series D Preferred Stock are 
convertible at the option of the MiBridge Stockholders, at any time during 
the nine months following t h e  closing of the MiBridge Acquisition, into such 
number of shares of Common Stock as shall equal the sum of $6,250,000 divided 
by $9.25 (the "Series D Conversion Price"), which price was the closing bid 
pr ice  of the Company's Common Stock on June 5, 1997 (the date that the first 
letter agreement relating to the transaction was executed) or the average 
closing bid pr i ce  for the five trading days immediately preceding the date 
the Company receives notice of conversion whichever 1 s  lower. As of December 
31, 1998, all shares of the Series D Preferred Stock had been converted into 
Common Stock and the balance payable in cash to MiBridge stockholders was 
$500 , 000. 

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K. 

(a) The following financial statements and those financial statement 
schedules required by Item 8 hereof are filed as part of this 
report: 

1. Financial Statements: 

Report of Independent Accountants 
Consolidated Balance Sheets as of December 31, 1998 and 1997 
Consolidated Statements of Operations for the years ended 

December 31, 1998, 1997 and 1 9 9 6  
Consolidated Statement of Changes in Stockholders' Equity for 

the years ended December 31, 1998, 1997 and 1996 
Consolidated Statements of Cash Flows for the years ended 

December 31, 1998, 1997 and 1996 
Notes to CL2nsolidated Financial Statements 

2. Financial jtatement Schedules: 

Report of Independent Accountants 
Schedule I1 - Valuation and Qualifying Accounts 

A l l  other sThedules are omitted because of the absence of 
condi t ior !s  under which they a re  required or because the 
required information is presented in the Financial Statements 
or Notes thereto. 
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( b )  On December 18, 1998 the Company f i l e d  a Current Report on Form 8-K 
disclosing t h e  terms of an agreement in principal between the 
Company and Winter Harbor L.L.C. relating to financing 
arrangements. 

( c )  The following exhibits are filed as part of this Registration 
Statement : 

Number Title of Exhibit 

2 . 2  ( 2 )  

2 . 3 ( 6 )  

3.1(5) 

3 . 2  (16) 
3 . 3  ( 3 )  
3 . 4  ( 3 )  
3 . 5 ( 7 )  

3 . 6 ( 7 )  
3.7 ( 1 2 )  

3 . 8 ( 1 4 )  

4 . 4 ( 7 )  
4 . 5 ( 7 )  
4 . 7 ( 8 )  

4.8(12) 

4.9 (11) 

4.10 (17) 

4.11 (11) 

4 . 1 2  (11) 

4 . 1 3  (9) 

10.3(3)’ 

10.4(3)* 

1 0 . 6  ( 3 )  * 

1 0 . 7  ( 3 ) *  

10.8 ( 3 )  * 
10.9 ( 3 )  * 
10.10 (3) ’ 

10.11 (4) 

1 0 . 1 2 ( 5 )  

Stock Purchase Agreement, dated February 13, 1996, by and among 
Medcross, Inc, I-Link, Ltd. , arid GNet Enterprises, Inc. 
Share Exchange Agreement for the Acquisition of Family 
Telecommunications Incorporated by Medcross, Inc., effective as of 
January 1, 1997. 
Amended and Restated Articles of Incorporation of the Company, as 
further amended. 
Bylaws of the Company, as amended. 
Articles of Incorporation of I-Link Worldwide Inc. 
Bylaws of I-Link Worldwide Inc. 
Articles of Incorporation of Family Telecommunications Incorporated 
and Articles of Amendment to the Articles of Incorporation. 
Bylaws of Family Telecommunications Incorporated. 
Articles of Amendment to the Amended and Restated Articles of 
Incorporation of the Company. 
Articles of Amendment to the Company’s Amended and Restated Articles 
of Incorporation, establishing the terms of Series F Redeemable 
Preferred Stock 
Placement Agent’s Common Stock Warrant Agreement and Certificate. 
Consultant’s Common Stock Warrant Agreement and Certificate. 
Option to purchase 160,000 shares of Class A Convertible Preferred 
Stock of Medcross, Inc., granted by F o u r  M International, Ltd. to 
Commonwealth, d a t e d  February 21, 1996. 
Form of Hardy Group Warrant to purchase 175,000 shares of Common 
Stock. 
Securities Purchase Agreement by and between the Company and Winter 
Harbor, dated as of September 30, 1997. 
Amended and Restated Registration Rights Agreement dated as of 
January 15, 1999 by and between the Company and Winter Harbor, 
amending Registration Rights Agreement dated October 10, 1997. 
Form of Shareholders Agreement by and among the Company and Winter 
Harbor and certain holders of the Company’s securities, which 
constitutes Exhibit D to the Purchase Agreement. 
Form of Warrant Agreement by and between Medcross, Inc. and Winter 
Harbor, which constitutes Exhibit F to the Purchase Agreement. 
Warrant Agreement dated as of June 6, 1997, by and between the 
Company and Winter Harbor; and related Warrant Certificate. 
Employment Agreement, dated February 4, 1996, between Medcross, Inc. 
and Henry Y.L. Toh. 
Employment Agreement, dated January 1, 1996, between Medcross, Inc. 
and Dorothy L. Michon. 
Employment Agreement, dated February 14, 1996, between I-Link 
Worldwide Inc. and A l e x  Radulovic. 
Employment Agreement, dated January 1, 1996, between Medcross, Inc. 
and Stephanie E. Giallourakis. 
1995 Director Stock Option and Appreciation Rights Plan. 
1995 Employee Stock Option and Appreciation Rights Plan. 
Employment Agreement, dated April 8, 1996, between I-Link Worldwide 
Inc. and John W. Edwards. 
Consulting Agreement, effective January 1, 1996, by and between 
Windy C i t y ,  Inc. and the Company. 
Agreement for Terminal Facility Collocation Space, dated June 21, 
1996, by and between I-Link Worldwide Inc. and MFS Telecom, Inc. 
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10.13 ( 7 )  

10.14 ( 7 )  

10.15 (7) 

10 - 16  (121 

10.17 ( 1 2 )  

10.18 (7) 

10.19(7) * 
10.20 ( 7 )  

10 -21 (7) 

10.22 (7) 

10.23 (7) 

10.24 ( 7 )  

1 0 . 2 5  ( 1 2 )  * 

1 0 . 2 6 ( 1 2 )  

1 0 . 2 7  (13) * 

10.29 (14) 

10.30 ( 1 4 )  

10.31 (14) 
1 0 . 3 2 ( 1 5 )  

10.33(14) 

1 0 . 3 4 ( 1 4 )  

1 0 . 3 5  (14) 

1 0 . 3 6  (14) 

Consulting Agreement dated August 21, 1996 between the Company and 
Commonwealth Associates. 
S a l e s  Agency Agreement dated July 1, 1996 between the Company and 
commonwealth Associates and Amendment No. 1 thereto. 
Commercial Lease dated May 21, 1996 between I-Link Worldwide Inc. 
and Draper Land Partnership I1 and First Amendment dated July 22, 
1996. 
Commercial Lease dated September 11, 1996 between I-Link Worldwide 
Inc. and Draper Land Partnership 11. 
Employment Agreement dated October 15, 1996, between I-Link 
Worldwide Inc. and Karl S .  Ryser, Jr. 
Term Lease Master Agreement dated May 19, 1996 by and between IBM 
Credit Corporation and I-Link Worldwide I n c .  
1997 Recruitment S t o c k  Option Plan. 
Lease Agreement dated J u l y  1, 1996 between Broadway Associates and 
ILC Communications. 
Lease Between Phoenix City Square Partnership and Robert W. Edwards 
and Denise A .  Edwards dated March 18, 1996. 
Carrier AgLw3"It between MCI Telecommunications Corporation and 
ILC, Inc. dated August 26, 1996. 
Strategic Member Reseller Agreement between I-Link Worldwide I n c .  
and WealthNet Incorporated dated January 31, 1997. 
Settlement Agreement between WealthNet Incorporated and Family 
Telecommunications Incorporated dated January 29, 1997. 
Employment: Agreement, dated as of September 2, 1997, between 
Medcross, Inc. and Dror Nahumi. 
Plan and Agreement of Merger of MiBridge, Inc. with and into I-Link 
Mergerco, Inc., a wholly-owned subsidiary of Medcross, Inc., dated 
as of August 12, 1997, by and among Medcross, Inc., I-Link Mergerco, 
Inc., MiBridge, Inc. and the stockholders o f  MiBridge, Inc. 
Employment Agreement dated August 29, 1997, between I-Link 
Worldwide, LLC and Jon McKillip. 
Agreement dated April 14, 1998, by and between the Company and 
Winter Harbor. 
Pledge Agreement dated April 14, 1998, by and between the Company 
and Winter Harbor. 
Security Agreement dated April 14, 1998, by and among certain of  the 
Company's subsidiaries and Winter Harbor. 
Form of Promissory Notes issued to Winter Harbor. 
Amended Form of Convertible Preferred Stock Purchase Agreement dated 
June 30, 1998 by and between the Company and JNC Opportunity Fund 
Ltd. ("JNC") . 
Registration Rights Agreement dated June 30, 1998 by and between the 
Company and JNC. 
Warrant to purchase 250,000 shares of Common Stock of the Company, 
dated June 30, 1998, issued to JNC. 
Exchange Agreement dated July 28, 1998 by and between the Company 
and J N C .  
Warrant to purchase 100,000 shares of Common Stock of the Company, 
dated July 28, 1998, issued to JNC. 

1 0 . 3 7 ( 1 8 ) *  Employment Agreement dated A u g u s t  28, 1998, between the Company and 
John Ames . 

10.38(17) Loan Agreement dated as of J a n u a r y  15, 1999 by ar.3 between the 

10.39(171 First Amendment t o  Loan Agreement: dated March 4, 1999 by and between 

10.40(17) Promissory Note dated November 10, 1998, in principal amount o f  

10.41(17) Series K Warrant Agreement dated as of January 15, 1999 by and 

10.42(17) Subsidiary Guaranty dated as of January 15, 1999 executed by f i v e  of 

Company and Winter Harbor. 

the Company and Winter Harbor. 

$8,000,000 executed by the Company in favor of Winter Harbor. 

between the Company and Winter Harbor and form of Series K Warrant. 

the Company's wholly-owned subsidiaries in favor of Winter Harbor. 
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10.43 (17) 

10.44(17) 

10.45 (17) 

1 0  - 4 6  ( 1 7 )  

21(15) 
27 (1) 

Agreement dated as of January 15, 1999 by and between the Company 
and Winter Harbor. 
First Amendment t o  Security Agreement dated as of January 15, 1999, 
by and among the Company, five of its wholly-owned subsidiaries and 
Winter Harbor, amending Security Agreement dated April 14, 1997. 
First Amendment to Pledge Agreement dated as of January 15, 1999, by 
and among the Company and Winter Harbor, amending Pledge Agreement 
dated April 14, 1997. 
Series D, E, F, G, H, I and 3 Warrant Agreement dated as of January 
15, 1999 by and between the Company and Winter Harbor, and related 
forms of warrant certificates. 
Subsidiaries of the Registrant. 
Financial data schedule. 

* 

1 
2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Indicates a management contract or compensatory plan or arrangement 
required to be filed. 
Filed herewith. 
Incorporated by reference to the Company's Current Report on Form 8 -  
K, dated February 23, 1996, file number 0-17973.  
Incorporated by reference t o  the Company's Annual Report on Form 10- 
KSB for the year ended December 31, 1995, file number 0-17973. 
Incorporated by reference to the Company's Current Report on Form 8-  
K, dated February 23, 1996, file number 0-17973. 
Incorporated by reference to the Company's Quarterly Report on Form 
10-QSB for the quarter ended June 30, 1996, file number 0-17973. 
Incorporated by reference to the Company's Current Report on Form 8-  
K, dated January 13, 1997, file number 0-17973. 
Incorporated by reference to the  Company's Annual Report on Form 10- 
KSB f o r  the year ended December 31, 1996, f l l e  number 0-17973. 
Incorporated by reference t o  the Company's Registration Statement on 
Form SB-2, file number 333-17861. 
Incorporated by reference to the Company's Current Report on Form 8 -  
K ,  dated June 5, 1997, file number 0-17973. 
Incorporated by reference to the Company's Pre-Effective Amendment 
No. 1 to Registration Statement on Form S B - 2 ,  file number 333-17861. 
Incorporated by reference to the Company's Current Report on Form 8- 
K, dated September 30, 1997, file number 0-17973. 
Incorporated by reference to t h e  Company's Pre-Effective Amendment 
No. 3 to Registration Statement on Form SB-2, file number 333-17861.  
Incorporated by reference to the Company's Annual Report on Form 10- 
K for the year ended December 31, 1997, file number 0 - 1 7 9 7 3 .  
Incorporated by reference to the Company's Quarterly Report on Form 
10-Q for the period ended June 30, 1998, file number 0-17973. 
Incorporated by reference to the Company's Registration Statement on 
Form S-1 filed September 3 ,  1998, file number 333-62833. 
Incorporated by reference to the Company's Quarterly Report on Form 
10-Q for the period ended September 30, 1998, file number 0-17973.  
Incorporated by reference to the Company's Current Report on Form 8 -  
K filed on March 23, 1999, file number 0-17973. 

Incorporated by reference to the Company's Annual Report on Form 10- 
K €or the year ended December 31, 1998, file number 0 - 1 7 9 7 3 .  
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SIGNATURES 

I n  accordance with Section 13 or 25(d) of the Securities Exchange Act 
of 1934, the Registrant has duly caused this report to be signed on its 
behalf by the undersigned, hereunto duly authorized. 
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(Registrant) 

Dated: June 2 3 ,  1999 By: / s /  John W. Edwards 

John W. Edwards, Chairman of the Board, 
President and Chief Executive O f f i c e r  
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/ s /  Karl S .  Ryser, JK. Treasurer, C h i e f  Financial Officer 
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/ s /  Henry Y.L. Toh Director 
Henry  Y.L. Toh 
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/ s /  David R. Bradford Direct 01 
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To the Board of Directors and Stockholders of 
I-Link Incorporated and Subsidiaries: 

In our op in ion ,  the accompanying consolidated balance sheets and the related 
consolidated statements of operations, stockholders' equity, and cash flows 
present fairly, in all materials respects, the financial position of I-Link 
Incorporated and its subsidiaries (the "Company") as of December 31, 1998 and 
1997, and the results of their operations and their cash flows f o r  each of 
the th ree  years  in the period ended December 31, 1998, in conformity with 
generally accepted accounting principles. These financial statements a re  the 
responsibility of the Company's management; our responsibility is to express 
an opinion on these financial statements based on our  audits. We conducted 
o u r  audits of these statements in accordance with generally accepted auditing 
standards which require t h a t  we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing 
the accounting principles used  and significant estimates made by management, 
and evaluating the overall financial statement presentation. We believe that 
our  audits provide a reasonable basis for the opinion expressed above. 

As discussed in Note 17, Series M Redeemable preferred stock has been 
reclassified in the 1997 balance sheet. 

PricewaterhouseCoopers LLP 
S a l t  Lake City, Utah 
April 15, 1999 
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I-LINK INCORPORATED AND SUBSIDIARIES 

AS OF DECEMBER 31, 1998 AND 1997 
CONSOLIDATED aALANCE SHEETS 

Current assets: 
Cash and cash equivalencs 
Accounts receivable, less  allowance for 
doubtful a c c o u n t s  of S ? , 9 4 1 , @ O O  and 
$1,385,000 a s  of December 31, 1 9 9 8  and 
respectively 

Certificates of deposit - restricted 
Other c u r r e n t  a s s e t s  
Net assets of discontinued operations 

T o t a l  cur ren t  assets 

S 1,311,003 $ 1,643,805 

1 9 9 7 ,  
4,402,016 3 , 2 3 3 , 2 0 7  

378,160 1, 628.500 
293,789 321,488 
417,371 

---------- -_------_- 
6 , 8 0 2 , 3 3 9  6 , 8 ? 7 , 0 3 0  

Furniture, f ixtures ,  equipment and software, n e t  1 , 2 6 2 , 7 8 1  3,551,917 

Other a s s e t s :  
Intangible assets, n e t  4,320,393 i1,313,080 
Certificates of deposit - restricted 164,1,5 2 5 3 , 0 0 0  
Ocher a s s e t s  205,735 705,502 
N e t  assets of discontinued sperations 555.377 

$ 1 3 , 8 5 5 , 3 6 3  S _ 1 3 , 2 5 2 , ? 7 6  
- _ - - _ _ _ _ _ _  _-J- - - - -__  

_ _ _ - - - ~ _ _ _  ~ _ _ - - - - _ _ _  -_------__ _ _ _ _ _ _ - ~ _ _  
LIABILITIES A N D  STOCKHOLDERS' EQUITY (DEFICIT) 

Current liabilities: 
Accounts payable 
Accrued liabilities 
Current portion of long-term debt 
Notes payable to related parties, 

$ 2 , 7 9 2 , 6 5 1  $ 4 , 6 3 3 , 4 5 2  
3 , 4 3 6 , 9 8 9  3,770,997 
3,9A7,569 1 , 0 0 8 , 4 1 6  

j00,OOO 1,0@@, 000 
Current portion of obligations under capital 
leases 169,215 

T , 2 t a l  current liabilities 1 1 , 2 9 0 , 2 5 3  9,792,lPO 

Lonq-term debt 1,354,341 
tJot5.s payable to related parties, net of discount 7,763,000 ~JI.), G O O  5 -  * 
Obi-gations under capital leases 603,933 6 7 ,  i59 

__---_--__ - - - -  - _ _ _ _ _  
Tot31 liabilities 19,662,196 : 1 , - 0 3 , 6 B O  

_ _ _ - - - _ _ _ _  _ _ _ - - - - - _ _  
I'cmmicments and contingencies (no tes  d, 11 and 15) 

Rszuemable prefer red  s t a c k  - Class M ( N o t e  17) 1 1 , 7 3 4 , 9 7 0  :I, : 3 3 , a ? o  
Ljgeemable preferred s t o c k  - Class F 9,411,720 

Continued 



I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS (CONTINUED) 

AS OF DECEMBER 31, 1998 AND 1997 

Stockholders’ equity (deficit) : 
Preferred s t o c k ,  510 p a r  val iJe ,  authorized 
10,000,000 shares, i s s u e d  and outstanding 
44,051 and 1 1 5 , 5 2 6  as of December 31, 1998 
and 1997, respectively. 1Lquidation preference 
of $2,675,259 and 56,461,480 at December 31. 
1998 and 1997, respectively 440,510 I, 155,260 

75,000,000 shares, rssued and outstanding 
1 8 , 7 6 2 , 5 9 6  a n d  1 6 , 0 3 6 , 0 8 5  a t  December 31, 
1998 and 1997,  respecti,Jely 131,33Y 112,251 

Additional paid-in capital 68,632,195 58,820,877 

Common stock, S .007 p a r  v a l u e ,  authorized 

De fer red compensa t 1 on 
Accumulated deficit 

Total stockholders’ 

The  accompanying notes are an i n t e g r a l  p a r t  of these consolidated f i n a n c i a l  
3tatements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 

FOR THE YEARS ENDED DECEMBER 31, 1998, 1997 AND 1996 

1 9 9 8  1957 1 9 9 6  

Revenues: 
Telecommunication services  $ 19,634,681 $ 1 1 , 0 9 1 , 0 0 7  S - 
Marketing services, net 4 , 5 4 8 , 4 2 1  2,637,331 
Technology licensing and 
development 1 , 4 6 6 , 3 1 5  3 4 6 . 8 7 5  
Other 170 ,532  

Total revenues 

Operating costs and expenses: 
Telecommunication network e.<penses 
Marketing services c o s t s  
Selling, general and administrative 
Provision f o r  d o u b t f u l  accounts 
Depreciation and amortizatian 
Acquired in-prozess rese3rch and 

Resparch and developmenc 
development 

Total operating costs and c::penses 

19,099,154 

10,563,382 
3,160,621 
4 , 1 9 2 , 1 7 4  

5,850,873 
14,634,999 1 ,120,779 

4,294,014 
11,548,568 7,903,728 

1 , 3 8 5 , 0 0 0  15,996 
2,549,282 6 9 0 , 9 2 0  

4 , 2 3 5 ,  a 3 0  1 4 , 5 7 7 , 9 4 2  
8 7 8 , 5 8 2  347,504 

39,  9 2 6 , 2 7 5  15, 656,869 
__--_-__--  -----_--__ 

Operating loss ( 1 5 , 6 4 5 , 9 4 3 )  ( 2 5 , 8 6 l , D E ? I  ( 1 9 , 3 8 6 , 3 3 7 )  

Other income (expense] : 
Interest expense i 8 , 4 0 4 , 4 1 8 )  ( 3 , 0 2 2 , 6 1 9 )  ( 2 , 0 1 2 , 3 4 2 )  
Interest a n d  other income 2 7 0 , 2 8 9  2 1 5 , 9 9 ?  1 5 5 , 7 0 2  
Accrued litigation settlement - ( 821,000) 

Total other expense I 8, 1 3 4 , 1 3 0 )  ( 2 , 8 0 6 , 6 3 0 )  ( 2 , 6 7 7 , 6 4 0 )  

Loss from c o n t i n u i n g  oporatixis (21,750,073) ( 2 8 ,  667,69:) ( 2 2 , 1 6 3 ,  9 7 7 )  
-_I_---___ -__-----_- _ - _ - _ _ _ - _ -  

Discontinued operations : 
Loss  from discontinued operations 

( less applicable income ta-b. 
provision of $0 in 1998, 1'397 
and 1 9 9 6 )  - ( 1 8 3 , 5 5 6 )  ( 900 ,3631  

Loss on d i s p o s a l  of discontinued 
operations, including p r c v i s i x  
in 1997 of $222,000 for o p r a t i r q  
losses d u r i n g  phase-out per iod  
[less applicable incame t3:. 
provision of $0 in 1 9 9 8  and l . - r '?71 ( 1 7 8 , 0 0 6 )  ( 1 , 0 0 7 , 4 5 3 )  

Loss from discontinued operations 178 ,006)  ( 1 , 1 9 1 , 0 0 9 )  ( 9 0 0 , 2 6 3 )  

Net l o s s  

Continued 



I-LINK INCORFOMTED AND SUBSIDULRIES 
CONSOLIDATED STATEMENTS OF OPERATIONS (CONTINUED) 

FOR THE YEARS ENDED DECEMBER 31, 1996, 1997 AND 1996 

Calculation of net l o s s  p e r  common 
s h a r e :  

Loss from continuing operations 
Cumulative p r e f e r r e d  s tock  

d i v i d e n d s  not pa id  in currenr 
year 

d i v i d e n d  on Class  C, E, f and 
M convertible cumula t ive  
preferred s t o c k  

redeemable p r e f e r r e d  s tock 

Deemed (non-cash) p r e f e r r e d  stock 

Pividend paid on Class F 

Loss  from continuing operatiors 
applicable to Common Stock 

B a s i c  and diluted weighted 
average s h a r e s  outstanding 

N e t  loss per cm"n skjare  - 
b a s i c  and d i l u t e d :  

Loss from continuing o p e r a t i o n s  
Loss from discontinued operit ions 

Net l o s s  per common s h a r e  

$ (27 ,780 ,073)  

2,065,8941 

( 7,774,759) 

i 4 8 9 )  
-----_---- 

S ( 3 7 , 6 2 1 , 2 1 5 )  

5 [ 2 8 , 6 6 7 , 6 3 . Z )  

( 1,159,5893 

(88 ,533,450)  

S (22 ,163 ,977)  

( 343,629) 

(20 ,880 ,000)  

T h e  accompanying notes are an l n t e q r a l  p a r t  of these  consolidated financial 
statements 
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I-LINK INCOReoRATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT) 

FOR THE YEXRS ENDED DECEMBER 31, 1998, 1997 AND 1996 

Balance at 
December 31, 1995 2 0 7 , 5 0 0  S ?,075,000 1,803,092 

(200,000)  ; Z ,  rJOO.000) 4,894,461 

3 3 , 4 2 8 , 8 5 4  s - $ {  4,061,396) 

Conver s ion  of 
preferred stock 
i n t o  Common Stock 

Exercise of stock 
options - 189,637 354 ,686  - 

Common s t o c k  
issued for t h e  
acquisition of 
I-Link 
Worldwide, I r ic .  - 3,000,000 2 1 , 0 0 2  : _ , 5 7 3 , 0 0 0  

Sale of Class C 
prefer red  stock 
f o r  cash, n e t  of 
offering costs of 
$2,110,000 2 , 1 @ 0 , 0 @ 0  

- 720,407 

5t,990,000 

694,756 

Commsn stock 
i s s u e d  f o r  
cancellation of 
n o t e s  payable  
payable 

Issuance of stock 
w3rrants below 
market v a l u e  of 
Comon S t o c k  

5 , 0 4 3  

1 1 , 8 7 5  

In t e r e s  L expens e 
associated with 
issuance of 
con.ir3rt ible n o t e s  

N ? t  loss  

B i l a n c e  at 
December 31,1996 3 0 , 8 7 4 , 3 1 0  - ( 2 7 , 1 2 5 , 5 4 9 )  

Con t inued  
T h e  accompanying notes are an integral p a r t  of these  consolidated f i n a n c i a l  
statements 
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I-LINK INCORPORATED AND SUBSIDLARIES 

FOR THE YEARS ENDED DECEMBER 31, 1998, 1997 AND 1996 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT), c o n t i n u e d  

B a l a n c e  a t  
December 31, 1996 247,500 -5 _ ‘ , 4 7 5 , 0 0 0  10,607,597 $ 7 3 , 2 5 3  53$ ,974 ,910  S - s ( 7 7 , 1 2 5 , 5 1 6 I  

Conversion of 
preferred stock 
into Common S t o c k  (144 ,914)  1 1 , 4 4 9 , 2 4 0 )  3,948,565 27 ,639  1,411,601 

Conversion of 
convertible 
promissory notes  
into Class  C 
preferred stock 
In te r e s t  expense 
associated with 
i s s u a n c e  of 
convertible notes  

Stock options 
issued for service 

Amortization or 
de €erred 
compensation on 
stock options 
issued for service 

options 

issued for the 
acquisition of 
F a m i l y  Telecom- 
un i , za t ions ,  Inc. 

C l a s s  @ preferred 
stock issGed €or  
the acquisition 
3 5  M i B r i d j e ,  Inc. 

Common Stcck issued 
f3r the acquisition 

E:.ercise cf stock 

Common Stock 

11,950 11 3 ,500  5 5 7 , 5 O @  

1, O O G  

of I-Link Worldwide, 
L 3 C .  

S t d i k  warrants 
155UPci to  satisfy 
a c f - r u e d  litigation 
set:iement 

- 2 , 4 6 7 , 3 6 9  

7 4 , 9 2 3  559 137,374 - 

- 400,000 2 ,900  1 , 4 1 1 , 7 8 3  

Continued 
The accompanying n o t e s  a re  a n  integral part of these consolidated f i n a n c i a l  
statements 



I-LINK INCOReORATED AND SUBSIDIARIES 

FOR THE YEARS ENDED DECEMBER 31, 1998, 1997 AND 1996 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT), continued 

Warrants issued 
in connection 
with certain - notes payab le  - : , 3 7 1 , 5 7 5  
Issuance ofclass M 
redeemable preferred 
stock, net of 
issuance costs 
of $ 3 6 5 , i a o  4,400 44 ,000  - 11,690,820 

Reclassification of 
Series M Redeemable 
preferred stock to - mer ianine ( 4 , 4 0 0 )  : 4 1 , o o o i  - 111,590,9'0) - 

Net l o s s  - ( '9 ,855 ,7CI1  

Balance a t  
rlecemoer 31, 1397 115,536 ;, 155,260 16 ,036 ,085  1 1 2 , 2 5 1  5 3 , 5 ? 0 , 8 : 7  ;:, ? a 3 , 7 6 5 )  ( 5 6 , 9 8 4 , 2 4 7  1 

Continued 
The accompanying n o t e s  a re  an integral p a r t  of these consolidated f i n a n c i a l  
statements 
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I-LINK IWCORPORATED AND SUBSIDIARIES 

FOR THE YEARS ENDED DECEMBER 31, 1998, 1997 AND 1996 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY ( D E F I C I T ) ,  continued 

Preferred Stack Common Stock hddi r ; i m a l  
Psid-In Deferred Accumulated -------_---_-____--- . . . . . . . . . . . . . . . . . . . .  

Balance at 
December 31, 1997 1 1 5 , 5 2 6  $ 1,155,260 16,036,085 5112,251 $58,u:C,877 512,289,765) $ ( 5 6 , 9 8 4 , 2 4 7 1  

I s suance  of Class F 
redeemable preferred 
stock, net of 
issuance costs 
of $569 .418  1,000 10,000 

Reclassification of 
Class F redeemable 
preferred stock to 
mezzanine (1,000) i 10, (300) 

Reclassification of 
Class F redeemable 
preferred s t o c k  
from mezzanine 
due to conversion 
to commori s t o c k  2 20 

preferred stock 
i n t o  Common Stock ( 7 1 , 4 7 7 )  ( 3 1 4 , 7 7 0 )  2,3 

Conversion of 

- 9,420,582 

- ( 3,420,582) 

731 

18 ,942  

16 ,288 698 ,482  7 6 ,  
Common Stock 
dividend paid  t o  
holders of Class 
F redeemable 
preferred stock 
Stock options 
issued f o r  services 

Amortization of 
deferred compensation 
on s tcck  options 
issued f o r  services 

Forfeiture of stock 
o p t i o n s  issued for 
services 

W a r r a n t s  issued in 

connection w i t h  
certain riotes payab le  

Warrants issued i n  
connection with 
certain convertible 
notes payable 

Exercise o f  stock 
options and warrants 
Net loss 

24 0 7 4 8 7  

3 7 8 , 3 2 2  ( 3 5 6 , 3 2 2 )  

- - 1,157,901 

- ( 2 7 3 , 5 9 5 )  2 7 3 , 5 9 5  

- 1 , 0 3 2 , 6 3 4  

- 7,274,OOG 

Continued 
The accompanying notes are an integral par t  of 
statements 
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I-LINK lMCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASB FLOWS 

Cas+~ flows from operating activities: 
N e t  loss  $ ( 2 7 , 9 5 8 , 0 7 9  
Adlustments to reconcile net loss 
to net cash used in operating 
dCtiVltieS: 
Depreciation and amortization 
Provision for d o u b t f u l  accounts 
Accrued litigation settlement 
Amortisation of discount on 

Amortization of deferred 
notes payab le  

compensation on stock options 
issued f o r  services 
Interest expense associated w i L h  
issuance of convertible notes 

Acquired in-process research and 
development 
Write-off of intangible assets 
L o s s  on disposal of assets 
Other 

Increase (decrease) from changes 
in operating assets and 
liabilities, net of effects of 
acquisitions: 
Accounts receivable 
Other assets 
Accounts payable and accrued 
liabilities 

Discontinued operations 
- noncash charges and w o r k i n g  
capi tal changes 

Net cash used in 
operating activities 

4 , 1 9 2 , 1 1 4  
3 , 1 6 0 , 6 2 1  

7 , 4 0 2 , 0 5 9  

1 , 1 5 7 , 9 0 1  

( 4,329,430) 
527,466 

( 990 ,776)  

Cash flows f r o m  investing activities: 
Purchases of furniture, fixtures, 
equipment and software ( 3,253,159) 
Cash received from t h e  purchase 
of MiBridge 

Cash received from the purchase 
of I-Link Communications 
Purchase of certificates of 
deposit - restricted 
Proceeds from maturity of 
certificarns of deposit 
- restricted 
discontinued operat ions 
Investing activities of 

1998, 1997 AND 1996 

$ ( 2 9 , 8 5 8 , 7 0 1  

2 , 5 4 9 , 2 8 2  
1 , 3 8 5 , 0 0 0  

_ 

2,371,575 

2 ,467 ,369  

3 2 0 , 0 0 0  

4,235,830 
860,305 
351,288 

[ 2 , 3 3 2 , 3 4 7 )  
( 7 1 8 , 0 9 6 )  

5 , 7 6 9 , 6 1 1  

I 1,948,857) 

7 9 , 5 7 4  

435.311 

5 3 , 5 0 0  

( 7,055) -__-_----- 

S (23,064,240) 

690 ,920  

911,000 
- 

1 ,945 ,000  

14,577,942 
_ 

i 3 . 1 5 5  

1 9 , 4 9 0  
( 7 9 4 , 0 6 7 )  

( 432,375) 

( 669,9701 

Continued 
The accompanying notes are an integral p a r t  of  t h e s e  consolidated financial 
statements 
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I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS, continued 

FOR THE YEARS ENDED DECEMBER 31, 

1998 

Net cash used irl 
investing activities i 1,607,974) 

Cash f lows from financing activities: 
Proceeds from issuance of l o n q -  

Kerm debt 11,009,712 
Repayment of long-term debt  ( 2,700,904) 
Payment of capital lease 
obligations ( 184,103) 
Procepds from issuance of 
p r e f e r r e d  s t o c k ,  net of  
offering cos ts  9 , 4 3 0 , 5 a 2  

Proceeds from exercise of Common 

Financing activities of 
Stock. warrants and o p t i o n s  694 ,  943 

d 1 s con t I nued ope r a t I on s ( 1 7 0 , 4 6 5 3  

5,000,000 
( 892,307) 

I], ;c2 ,333  
( 2 ,660 ,0861  

( 187,278) I 1 3 0 , 2 9 9 )  

6,618, a e e  

Net cash  provided b~7 
financing activities 1 6 , 0 6 9 , 7 6 5  

I n z r e a s e  (decrease) in cash and cash 

Cgsb and c a s h  equivalents at 
e q u i v? 1 e n t s 

b e g i n n i n g  of year 1,727,855 

i 3 5 8 , 9 2 8 )  4,112, 511 

C a s h  and cash equivalents at end of yea r :  
Continuing operations 1,311,003 
Ijiscont i n u e d  operations 5 7 , 9 1 3  

1,643,805 
84,050 

T o t a l  cash and cash equivalents 
at end of year S 1 , 3 6 9 , 9 2 7  

_ _ _ _ _ _ _ _ _ _  _ _ _ _ _ ~ _ _ _ _  

Continued 
T h e  accompanying notes are a n  integral p a r t  of these  consolidated financial 
s t a t  emerit s 



I-LINK INCORPORATED AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS, continued 

FOR THJ3 YEARS ENDED DECEMBER 31, 1998, 1997 AND 1996 

Supplemental schedule of non-css.’, 
investing and financing act l7 . ’ i t les :  
Preferred stock and note payable 
issued inconnection w i t h  the 
acquisition o f  MiBridge, l r i c .  - 5 8,250,000 S 

with theacquisition of Family 
Telecommunications, Inc. 2 ,414 ,583  
Stock options issued for serviIxs 378,322 4,757,134 
Conversion of preferred stock intc 

Common Stock issued in connectror. 
with the acquisition of I-Link 
Worldwide, I n c .  8,875,000 i 2 , 6 0 0 , 0 0 0  

of  notes payable and accrued 
in t e re s t  5,115, 532 

Common Stock issued in connection 

- 

Common Stock 714 ,770  1 , 4 4 9 , 2 4 0  1, 000. 000 

- 
Prefer red  stock issued in e;.chanqe 

Conversion of con-Jertible promissory 

Equipment acquired under capital 

Stock  warrants issued to satisfq 

notes into preferred stock 717,000 704,795 

lease obligations 1,121,606 t 0 5 . 6 0 9  

with litigation settlement a z i ,  o o o  

Supplemental cash flow informatisn: 
Interest p a i d  - 

Interest paid - 
continuing operations $ 109.866 S 286 ,935  S 

discontinued operations 158,3512 93, 6-75 189,101 

The a r r z q ” y i n g  notes are an integral p a r t  of these consolidated fin3ncial 
s t a t  errlei1 t 
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I-LIXK INCORPORATED AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 1 - Description of Business, Principles of Consolidation and Liquidity 

The consolidated financial statements include the accounts of I-Link 
Incorporated and its subsidiaries [the "Company"). The Company's principal 
operation is t h e  development, sale and delivery of enhanced communications 
products and services utilizing its own private intranet and both owned and 
leased network switching and transmission facilities. The Company provides 
unique communications solutions through its use of proprietary technology 
acquired in the acquisitions of I-Link Worldwide, Inc. and MiBridge, Inc. 
Telecommunications services are marketed primarily through independent 
representatives to subscribers throughout t h e  United States. The Company's 
telecommunication services operations began primarily with the first quarter 
of 1997 acquisition of I-Link Communications, Inc., an FCC licensed long- 
distance carrier ( s e e  Note 9 ) .  

During the second quarter of 1997, the Company formed a new wholly-owned 
subsidiary, I-Link Worldwide, L.L.C., through which it launched a network 
marketing channel to market its telecommunications services and products. 
Previously, all marketing of telecommunications services was provided by 
third-party wholesale distributors through the Company's wholly-owned 
subsidiary I-Link Systems, Incorporated. 

Through its wholly owned subsidiary, MiBridge, Inc. (MiBridge!, the Company 
develops and licenses communications software that supports multimedia 
communications (voice, fax and audio) over the public switched network, local 
area networks and the Internet. MiBridge was acquired during the third 
quarter of 1997 (see Note 9). 

Diagnostic and clinical service, consisting primarily of magnetic resonance 
imaging (MRI) and ultrasounds, were provided through the Company's wholly- 
owned subsidiaries Urological Ultrasound Services of Tampa Bay, Inc., 
Medcross Asia, Ltd, and Waters Edge Scanning Associates, Inc. and partially 
owned subsidiaries Medcross Imaging, Ltd. (81.75%) and Shenyang Medcross 
Huamei Medical Equipment Company, Ltd. (51%). On March 23, 1998, the 
Company's Board of Directors approved a plan to discontinue these operations 
(see Note 3 ) .  

All significant intercompany accounts and transactions have been elirmnated 
in consolidation. 

The Company incurred a net loss from continuing operations of $27,780,073 for  
the year ended December 31, 1998, and as of December 31, 1998 had an 
accumulated deficit of $84,942,815 and negative working capital of 
$4,487,914. The Company anticipates that revenues generated from its 
continuing operations w i l l  not be sufficient during 1999 to fund ongoing 
o p e r a t i o n s  and the continued expansion of its private telecommunications 
network facilities, development and manufacturing o f  its C4 product and 
anticipate.1 growth in subscriber base. In order to provide funds towards 
working cdpital needs, the Company has entered into two additional finar,-ing 
arrangements with Winter Harbor. The first provides for short-term borrowings 
of up to $8,000,000 and a $3,000,000 standby letter of credit to guara r , t ee  
payment on a new $3,000,000 equipment lease (see Notes 7 and 8 ) .  A s  of 
December 31, 1998, the Company had received advances under the s h o r t  term 
bridge loan of $3,842,000 and had made equipment acquisitions on the neh: lease 
of $1,134,900. The remaining $9 ,158 ,000  on the Bridge Loan was received 
s u b s e q u e n t  to year-end. Under the second agreement, finalized on A p r i l  15, 
1999, Winter Harbor agreed to loan t o  the Company up to $4,000,000 under 3 

n o t e  due September 30, 1999. The Company may cause the loan to be e:i:hanged 
for Series N Preferred Stock. It is the Company's intention to exchange 
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X-LINK INCORPORATED AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 1 - Description of Business, Principles of Consolidation and Liquidity, 
continued 

the l oan  for Series N Preferred Stock or repay this loan from proceeds of 
t h e  Series N offering. The Company has an option to extend the due date 
on the $4,000,000 note to April 15, 2000 (see Note 16). In addition, the 
due date of the Company's prior obligation to Winter Harbor in the amount 
of $7,768,000, which was due on demand, was extended to April 15, 2000. 

Under the $ 8 , 0 0 0 , 0 0 0  and $3,000,000 financing arrangements, the Company is 
obligated to offer up to 20,000 shares of a new series of preferred stock 
(Series N) as part of a rights offering which will be open to the Company's 
common and preferred stockholders. Each share of Series N preferred stock 
may be purchased for $1,000. The Company has the option to require that Winter 
Harbor exchange the outstanding balance on the $8,000,000 financing 
arrangement for Series N shares. This option is dependent upon the Company 
mailing the Series N Preferred Stock Rights Offering to its shareholders by the 
earlier of June 30, 1999 or the third business day followmg clearance from 
the Securities and Exchange Comnussion of the Series N registration statement 
("Mailing Date"). In addition, the Company must complete the rights offering 
by the earlier of August 6, 1999 or the first business day following t h e  35th 
calendar day from the Mailing Date. T h e  Company believes it is remote that 
the Series N Rights Offering will not be completed. Winter Harbor is entitled, 
b u t  not obligated, to subscribe for any shares of Series N stock which are 
subject to rights which are not exercised by other stockholders. Winter 
Harbor has indicated its intention to subscribe €or all unexercised rights. 
Should all of the Series N Preferred Stock be sold and all $8,000,000 be 
drawn on the financing arrangement, the net proceeds to the Company after 
repayment of loan would be approximately $11,500,000. Should the Series N 
Rights Offering not be completed, or not be fully subscribed to, the Company 
believes that it would be able to generate adequate cash flow to continue 
operations through 1999 by arranging alternative financing, reducing expenses 
and/or selling Company assets. 

While the Company believes that the aforementioned sources of funds will be 
sufficient to fund operations i n t o  2000, the Company anticipates that 
additional funds  will be necessary from public or private financing markets 
to s u c c e s s f u l l y  integrate and finance the planned expansion of the business 
communications services, product development and manufacturing, and to 
discharge the financial obligations of the Company. The availability of s u c h  
capital sources will depend on prevailing market conditions, interest rates, 
and financial position and results of operations of the Company. There can be 
no assurance that s u c h  financing will be available, t h a t  the Company w i l l  
receive any proceeds from the exercise o f  outstanding options and warrants OL 
that the Company will not be required to arrange for additional debt, equity 
or other type of financing. 

Note 2 - Summary of Significant Accountinq Policies 

Cash and cash equivalents 

The Company considers all highly liquid investments with an original maturity 
of three months or less to be cash equibaients. The Company maintains its 
cash  and cash equivalents primarily with financial institutions in Utah, 
Arizona, New Jersey and Florida, and at times, may exceed federally insured 
limits. The Company has not experienced any losses on such accounts. 
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NOTES To CONSOLIDATED FINANCIAL STATEMENTS 

Note 2 - Summary of Significant Accounting Policies, continued 

Furniture, fixtures, equipment and software 

Furniture, fixtures and equipment and software are stated at cost. 
Depreciation is calculated using the declining balance method f o r  medical 
equipment and the straight-line method for all other assets over the 
following estimated useful lives: 

Telecommunications network equipment 4-6 years 
Furniture, fixtures and office equipment 3 - 6  years 
Software 3 years 

Betterments and renewals that extend the life of the assets are capitalized; 
other repairs and maintenance charges are expensed as incurred. The cost and 
related accumulated depreciation applicable to assets retired are removed 
from the accounts and the gain or loss on disposition is recognized in 
income. 

Intangible a s s e t s  

T h e  Company regularly evaluates whether events or circumstances have occurred 
that indicate the carrying value o€ its intangible assets may not be 
recoverable. When factors indicate the asset may not be recoverable, the 
Company compares the related undiscounted future net cash flows to the 
carrying value of the asset to determine if an impairment exists. If the 
expected future net cash flows are less than carrying value, impairment is 
recognized based on the fair value of the asset. During 1997, the Company 
wrote off $860,305 in unrecoverable intangible assets. The write o f f  is 
included in selling, general and administrative expense. There were no such 
write o f f s  for 1998 and 1996. Amortization of intangible assets is 
calculated u s i n g  the straight-line method over the following periods: 

Acquired technology 3 y e a r s  
Excess acquisition cost over fair value of net 
a s s e t s  acquired 5-10 y e a r s  
Other intangible a s s e t s  3-5 years 

Revenue recognition 

Long-distance and enhanced service revenue is recognlzed as service i s  
provided to subscribers. 

During the second quarter of  1997 the Company launched a network marketing 
channel to market its telecommunication services. Marketing services revenues 
from the network marketing channel primarily include revenues recognized from 
independent representatives ("IRs") for promotional and presentation materials 
and national conference registration fees.  I R s  enter into a standard written 
independent sales representative agreement with the Company and pay a fee of 
either $50 or $295  based on selected options for  sales and marketing materials 
and on-going administrative support. Revenue from the sale of promotional 
and presentation materials (included in Marketing services revenue) is 
recognized at the time the materials are shipped. The portion of the sign-up 
fee including a normal profit margin, relating to on-going adnunistrative 
support is deferred and recognized over twelve months (the initial term of the 
I R  agreement). Marketing services revenues are presented net of  estimated 
refunds on returns of network marketing materials. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 2 - Summary of Significant Accounting Policies, continued 

Technology licensing and development revenues are recognized as products are 
shipped (or used as in the case of royalties) or services are performed. 
Revenues on long-term development prolects are recognized under the percentage 
of completion method of accounting and are based upon the level of effort 
expended on the project, compared to total costs related t o  the contract. 

The Company recognized revenue from health cafe services (discontinued 
operations) at t h e  time services were performed, net of contractual allowances 
based on agreements with third party payers. 

Computer software c o s t s  

Effective January 1, 1999 the Company adopted Statement of Position No. 98-1 
(SOP 98-1),”Accounting for the Cost of Computer Software Developed or 
Obtained for Internal Use“. The SOP was issued to address the diversity in 
practice regarding whether and under what conditions the cos ts  of internal- 
use software should be capitalized. In accordance with SOP 98-1, effective 
January 1, 1599,  the Company will capitalize material costs associated with 
developing computer software for internal use. Previously these costs were 
recognized as a current expense. Purchased computer software f o r  internal 
use 1 s  capitalized and amortized over the expected useful life, usually three 
years. The impact of applying this standard is not expected to be material to 
t h e  consolidated financial position or results of operations of the Company. 

Concentratigns of Credit Risk 

The Company’s telecommunications subscribers are primarily residential 
subscribers and are not concentrated in any specific geographic region of the 
United States. 

I ncome tax e s 

The Company records deferred t a x e s  in accordance with Statement of 
Financial Accounting Standards (SFAS) No. 109, “Accounting for Income 
Taxes.“ T h e  statement requires recognition of deferred tax assets and 
liabilities for the temporary differences between the t a x  bases  of assets 
and liabilities and the amounts at which they are carried in the financial 
statements based upon the enacted tax rates in effect for the year in w h i c h  
the differences are expected to reverse. A valuation allowance is 
established when necessary to reduce defer red  tax assets to the amount 
expected to be realized. 

Net l o s s  pe r  share 

Basic earnings per share is computed based on the weighted average number 
of common s h a r e s  outstanding during the period. Options, warrants, 
convertible &referred stock and convertible debt are included in the 
calculation j f  diluted earnings per share, e:.cept when their effect would 
be anti-dilutive. As the Company had a net loss from continuing operations 
for  1993 ,  1,397 and 1996, basic and dlluted l o s s  per  share are the same. 
Basic and diluted loss per common share for 1998, 1997 and 1996 were 
calculated cis follows: 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 2 - Summary of Significant Accounting Policies, continued 

1 9 9 8  1997 - _ _ _ _ _ _ _ _ _ _ _ _  

Loss from continuing operations 3 ( 2 - ,  780,073) $ (28 ,667 ,692)  
Cumulative preferred stock 
dividends not paid in 
current yea r  ( 2,365,8941 ( 1 ,159 ,589)  

on C l a s s  E and Class F 
Convertible redeemable preferred 
stcck ( 7,774,759) 

on Class M convertible cumulative 

Deemed preferred stock dividends 

Deemed pre€erred stock dividend 

redeemable preferred stock - (88,533,450) 

3n Class C convertible cumulative 
redeemable preferred stock - 

Deemed preferred stock dividend 

Dividend paid on C l a s s  F 
rpdeemable preferred stock 489) 

---------_ ----_____-- 
Loss from continuing operations 
applicable to Common Stock 5 ( 3 7 ,  ~ 2 1 , 2 1 5 )  $ ( 118 ,360 ,731)  

_ _ _ - - - - - _ _  _ - - _ ~ _ _ _ _ _ _  ___-- - - - -_  _ - -__ -_____  

L o s s  from discontinued operatians 5 [ 178,0061 

Weighted ave rage  shares 
_ _ _ - - - - - _ _  _ _ _ _ - - - ~ _ _  

outstanding 17,627,083 

L o s s  from continuing operations $ (2.13) 
Loss  from discontinued operations ( 0 . 0 1 )  

-__-----__ _-__- - - - -_  

- -_----___ 
Ner loss per ci”ori snare s ( 2 . 1 4 )  

_ _ _ - - - - ~ _ _  ___------_ 

$ i 1,191,0091 
_--I______- _- - -_______  

The deemed preferred stock dividends on Class E and Class F convertible 
cumulative redeemable preferred stock equal the sum of the difference 
between the conversion price per common share per the agreemenrs ana the 
market price of the Common Stock as of the date the agreements were 
finalized and the difference between the fair value of the Class F 
redeemable preferred stock issued and the carrying value of the Class E 
stock. at the date of redemption. 

The deemed preferred stock dividend on Class C convertible cumulative 
redeemable preferred stock is calculated as the difference between the 
conversion prize per common sha re  per the private offering memorandum and the 
market pr i ce  for the Common Stock on the date the preferred shares were sold. 
The deemed Frfferred stock dividend on Class  M convertible cumulative 
redeemable preferred stock is calculated as the difference between the 
conversion pr i ce  per common share per  the agreement and the market p r i c e  of 
t h e  Common StoL:k as of the date the agreement was finalized, p l u s  the fair 
value of the Ld3rrants issuable in connectlon w i t h  the preferred s tock  
investment. Th? deemed dividends on Class C, E, F and M preferred stock a r +  
implied onl; and do not represent obligations to pay a dividend. 
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Note 2 - Summary of Significant Accounting Policies, Continued 

potential common shares that were not included in the computation of diluted 
EPS because t h e y  would have been anti-dilutive are as follows as of December 
31 : 

Assumed conversion of 
preferred stock 

Assumed conversion of 
p r e f e r r e d  s tock  

Assumed conversion of 
preferred s tock 

Assumed conversion of 
redeemable preferred  

Assumed =onversion of 

Class 3 

C l a s s  C 

C l a s s  D 

Class F 
stock 
Class M 

redeemable preferred s t o c k  
Assumed conversion of convertible deb1 
Assumed conversion of warrants 

i s s u e d  on convertible debt 
Assumed eh:ercise of options arrd warran;j 

t o  pu rchase  shares o f  Common Stock 

1 ,057 ,224  

- 

4,909,001 

5,951, 795 
3,820,954 

5,000,000 

30,265,670 

51,003,644 
_ _ _ _ _ _ _ _ _ _  

-I__--____ - - _ _ - - _ _ _ _  

2,759,016 

383,108 

4,400,000 

2 0 ,  w a ,  e72  _ _ _ _ _ _ _ - _ _  
28,540,996 
_ _ _ _ _ _ _ _ _ _  _ _ - _ _ _ _ _ _ _  

183,542 

5,760,300 

- 

5 , 7 6 1 , 2 9 5  

11,704,837 
_ _ _ _ _ _ _ _ _ _  

- - - _ _ - _ _ _ -  
-I-__--__- 

As of December 31, 1998, Winter Harbor, the s o l e  holder of Series M 
Redeemable Preferred S t o c k ,  held warrants, exercisable at any time, for the 
purchase of up to 18,224,171 shares of Common Stock. In addition, s h o u l d  
Winter Harbor elect to exchange its $7.768 million in promissory notes into 
additional shares of Series M Redeemable Preferred Stock, it is entitled to 
receive additional warrants tc purchase 5,000,000 shares of Common Stock. The 
exerc ise  prices of all of such warrants varied at the time of their 
respective issuance, however, all are sublect to adjustment downward to equal 
the market price of Common Stock in the event the Common Stock market price 
is below the original exercise price at the time of exercise, s u b l e c t  to an 
exercise price lower limit of the lesser of the original exercise price or 
$2.75 per share. 

Segment reporting 

I n  1998, the Company adopted Statement of Financial Accounting Standards 
( F A S )  131, "Disclosures about Segments of an Enterprise and Related 
Information". FAS 131 supersedes FAS 14, "Financial Reporting for Segments of 
a Business Enterprise", replacing the "industry segment" approach with t h e  
"management" approach. The management approach designates the internal 
organization that is used by management €or making operating decislons and 
assessing performance as the source of the Company's reportable segments. 
FAS 131 also requires disclosures about products  and services, geographic 
areas, and major customers. The adoption of FAS 131 did not affect r e s u l t s  
of operations or financial position but did affect the disclosure of segment 
information (see Note 14). 
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Note 2 - Summary of Significant Accounting Policies, continued 

Use of estimates 

The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of 
contingent a s s e t s  and liabilities at the date of the financial statements and 
the reported amounts of revenues and expenses during the reporting perlod. 
Actual results could differ from those estimates. 

Reclassifications 

Certain balances In the December 31, 1997 and 1996 financlal statements have 
been reclassified to conform to current year presentation. These changes had 
no effect on previously reported net loss, total assets, liabilities or 
stockholders’ equity. 

Note 3 - Discontinued operations 

On March 23,  1998, the Company’s Board of Directors approved a plan to 
dispose of the Company’s medical services businesses in order to focus its 
efforts on the sale of telecommunication services and technology licensing. 
The Company has sold principally all of the fixed a s s e t s  and intends to 
sell all of the remaining assets of the medical services subsidiaries, with 
the proceeds being used to satisfy outstanding obligations of the medical 
services subsidiaries. During 1998  the Company received $310,000 from the 
sale of a s s e t s  from the medical services subsidiaries. In January 1999, 
the Company s o l d  additional assets for $15,000 and a note receivable of 
$35,000. As of December 31, 1998, there were no significant revenue 
generating activities remaining from the medical services operations. On- 
going administrative costs include payroll and office rent associated wlth 
collecting outstanding accounts receivable and oversight of the final c lose  
out procedures. These anticipated costs had been previously accrued for as 
part of the expected ultimate l o s s  on disposal. 

The results of the medical services operations have been classified as  
discontinued operations for all periods presented in the Consolidated 
Statements of Operations. The a s s e t s  and liabilities of the discontinued 
operations have been classified i n  the Consolidated Balance Sheets as “Net 
assets - discontinued operations”. Discontinued operations have also been 
segregated for all periods presented in the Consolidated Statements o f  Cash 
Flows.  

Net assets of the Company’s discontinued operations (excluding intercompany 
balances which have been eliminated against t h e  net equity of the 
discontinued operations) are as follows: 
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Note 3 - Discontinued operations, continued 

Assets: 
Current a s s e t s :  

Cash and cash  equivalents 
Accounts receivable 
Inventory 
Other 

Total current assets 

Furniture, f i x t u r e s  and equipment, net 
I n t a n g i b l e  asse ts ,  net 
Other n o n - c u r r e n t  assets 

Total  assets  

$ 51,924 
941,508 
555,291 

15,217 

1,569,940 
- - - - - - - - - 

L i a b i l i t i e s :  
C u r r e n t  liaoilities: 
Accounts payable  and accrued li3bilities 
Notes payable  

T o t a l  current liabilities 

I, 070.396 
2 4 7 , 6 6 1  

1 , 3 1 2 , 0 5 7  

Revenues o f  the discontinued operations were $1,445,376, $2,309,099 and 
$2 ,212 ,544  f o r  1998, 1997 and 1996, respectively. The net assets of the 
discontinued opzrations as of December 31, 1998 are shown as current In the 
consolidated balance sheet as it is anticipated the remaining a s s e t s  of 
the medical services businesses will be sold i n  the second quarter G f  1999. 

Note 4 - Certificates of deposit - restricted 

A 5  of December 31, 1998, the Company has $542,285 in restricted certificates 
of d e p o s i t  (CDs). The C D s  collateralize certain lease agreements, including 
equipment purchase and facilities l ea ses .  All of the C D s  are held in escrow 
and bear interest which is pald to the Company. During 1998, restricted C D s  
totaling $1,345,215 were released to the Company in accordance with the lease 
agreements. Of the remaining C D s  he ld  in escrow, $378,160 will be released 
to the Company during 1999 and are classified as a current asset in t h e  
consolidated balance sheet. 
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Note 5 - Furniture, fixtures, equipment and software 

Continuing operations 

Furniture, fixtures, equipment and software relating to continuing 
operations consisted of the following at December 31: 

Telecamunications network equipment 5 4,558,946 5 2 , 6 2 8 , 4 2 2  
Furniture, f i x t u r e s  and o f f i c e  equipment 2,430,663 1,792, 958 

Sofrware and  information systems 351,728 195 ,188  
In-process system development c o s t s  2,284,574 

9 ,625 ,911  4,616,568 
Less ziccumulated deprec ia t ion  and amortization (2,363,130) (1,064, 651) 

S 7,267,781 S 3,551,817 

Included in telecommunications network equipment are $1,730,215 and 
$605,609 in assets acquired under capital lease at December 31, 1998 and 
1997. Accumulated amortization on these leased assets was $538,954 and 
$341,602 at December 31, 1998 and 1997. At December 31, 1998, in-process 
system development c o s t s  of $2,284,574 have been capitalized and are not 
being amortized as the development is still in process. 

The Company regularly evaluates whether events or circumstances have 
occurred that indicate the carrying value of its furniture, fixtures, 
equipment and software may not be recoverable. When factors indicate t h e  
asset may not be recoverable, the Company compares the related undiscounted 
future net cash flows to the carrying value of the asset to determine if an 
impairment exists. If the expected f u t u r e  net cash flows are less than 
carrying value, impairment 1s recognized based on the fair value of the 
asset. There were no such write-offs in 1998, 1997 or 1996. 

As of April 1999 the Company is evaluating the functionality and progress of 
the billing and operations information system (in-process system development 
costs) being developed by an outside vendor. The Company is determining 
whether the system w i l l  ultimately meet its needs and whether to proceed with 
the project. Should  the Company decide not to continue with the system 
development, t h e  asset would be written down to its appropriate carrying value 
The Company feels its current systems are adequate to continue supporting I t s  
operations in the event the Company determines to not proceed with the 
development. 

Discon t inued  operations 

Furniture, f i j r t  :res and equipment relating to discontinued operations 
consisted of the following at December 31: 
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Note 5 - F u r n i t u r e ,  fixtures, equipment  and software, c o n t i n u e d  

Medical serv ices  equipment .$ 8 3 6 , 8 8 5  $ 3 , 0 8 2 , 7 5 6  
F u r n i t u r e ,  f u t u r e s  and o f f i c e  eqgirjment 383,269 388,l e l  

Less accumulated depreciation 

Note 6 - Intangible Assets 

I n t a n g i b l e  a s s e t s  consisted of the followlng at December 31: 

Acquired technology 
E-.cess acquisition cos t  over f a i r  

O c h e r  i n t a n g i b l e  a s s e t s  
IJalue of n e t  a s s e t s  a c q u i r e d  

L e s s  accumulated amortizatim 

S 1,450,000 S 1,45O,Oi10 

11,072,138 l l , 0 7 2 , 1 3 i r  
1,?03,200 1 , 2 0 3 , 2 0 0  

1 3 , 7 2 5 , 3 3 0  1 3 , 7 2 5 , 3 3 8  
( 4,304,51551 ( 1 , 4 1 1 , 2 5 8 )  

--------_- -------___ 
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Note 7 - Long-term debt 

Continuing operations 

Long-term debt relating to continuing operations, the carrying value of 
which approximates market, consists of t h e  following at December 31:  

Note payab le  to MCI, interest at 7 . 0 % ,  
payable  in monthly installments of $251_1,!36 $ 987,301 $ 2 , 3 5 8 , 7 5 7  

Nates payab le  to p r i o r  owners of MIBridge, 
interesrr a t  8 . 0 % ,  payable i n  quarterly 
installments of 5250,000, collateralized 
by Common Stock  of  M i B r i d q e  

Note payable to Winter  Harbor, payable 
April 15, -7C00, i n t e r e s t  a t  prime p l u s  f ~ i ~ :  
percent ( 1 1 . 7 5 %  a t  December 31, 1958) 

500,000 1,500,000 

7 ,765 ,000  

Bridg? note payab le  to Winter Harbor, I T , L P I ~ S ' I  

at prime p l u s  f o u r  percenc (11.75% at 3e:?rab?r 
31, 19'381, increasing to prime plus s s ~ = r  
percent, principal balance due October T l ,  

1999, n e t  of debt discount of $904,574 2 ,937 ,138  

Note payable t o  a f i n a n c e  company, interest 
at 3.60% payable in monthly i n s t a l l m e n t s  of 
5 5 , 0 5 1  

Other 

L e s s  current por r lon  

Long-term debt, 195s current portion 

59,130 

4,000 4,000 

12,255,569 3,862,757 
_ _ _ _ - - - _ _ _  --__------ 

1 1 ,487,5691 2,008,416) 

5 7 , 7 6 8 , 0 0 0  s i , a 5 4 , 2 d i  

In May 1998, the Company and M C I  agreed to restructure the existing note 
payable to provide for a fixed monthly payment of $250,436, instedd of the 
original escalating monthly payment schedule which required a ba l loon  
payment in April 1999. All other terms of the n o t e  remained the same. 

During 1998, the Company obtained an aggregate of $7.768 million in new 
interim debt  ficancing from Winter Harbor, L . L . C .  As consideration for Winter 
Harbor's commitment to make the loan, the Company agreed to issue 6,740,000 
warrants to purchase Common Stock of the Company at exercise prices r a n g i n g  
from $5.50 to 57.22 (Loan Warrants) based upon 110% of the closing price of 
the Common S t o c k  on the d a y  l o a n  f u n d s  were advanced. The w a r r a n t s  have 
exercise periods of 7.5 years from issuance. The Company also agreed to 
extend the exercise period on all warrants previously l s s u e d  to Winter Harbor 
(10,800,000) t o  seven and one-half years. Pursuant to the terms of the loan 
agreement w i t h  W i n t e r  Harbor, the i n i t l a 1  borrowings of $5,768,000 were 
payable upon demand by Winter Harbor no earlier than May 15, 1998, and were 
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Note 7 - Long-term debt, continued 

collateralized by essentially all of the assets of the Company's 
subsidiaries. As the loan was not repaid by May 15, 1998, the t o t a l  
loan, including additional borrowings of $2,000,000 obtained in the second 
quarter, continued on a demand basis with interest accruing at prime plus 
four percent. On April 15, 1999, Winter Harbor agreed that it w i l l  not demand 
payment under the notes prior to April 15, 2000. Additionally, Winter 
Harbor has t h e  right at any time until the loan is repaid to elect to convert 
the unpaid balance of the loan into additional shares of the Company's Series 
M Redeemable Preferred Stock, reduce the exercise price of the 6,740,000 Loan 
Warrants to $2.50 per  share, and receive an additional 5,000,000 warrants to 
purchase Common Stock of the Company at an exercise price of $2.50 per share. 

During 1998, the Company recorded $7,274,000 as a discount against the new 
Winter Harbor debt representing the relative fair value attributed to the new 
warrants, the change of the exercise period on p r i o r  warrants and the equity 
instruments associated with t h e  assumed conversion of the debt into equity. 
The debt discount was amortized over the original terms of the respective 
borrowings. 

On January 15, 1999, I-Link entered into a formal agreement with Winter Harbor 
for additional financing. Advances were made against the anticipated financing 
agreement prior to January 15, 1999. The financing arrangement consists of an 
$8,000,000 bridge loan facility (Bridge Loan) and a $3,000,000 standby 
letter of credit to secure additional capital leases of equipment and 
telephone lines relative to the expansion of the Company's 
telecommunications network (see Note 8). As of December 31, 1998, the 
amount borrowed under the Bridge Loan was $ 3 , 8 4 1 , 7 1 2 .  Any unsatisfied 
obligations under the Bridge Loan will come due on October 31, 1999. The 
Company has the option to require that Winter Harbor exchange the Bridge 
Loan balance for shares of a new series of preferred stock (see Note I). 
The Bridge Loan accrues interest at a variable rate of prime plus a spread 
beginning at 4 points through and including February 9, 1999, and 
increasing 1 point every three months thereafter, to a maximum of 7 points. 

As additional consideration for making the $8,000,000 Bridge Loan and 
$3,000,000 standby letter of credit, the Company granted warrants to purchase 
Common Stock to Winter Harbor. Initially, Winter Harbor receives one warrant 
for every $10 borrowed from Winter Harbor. If the loan is not repaid by 
April 26, 1999, the number of warrants will increase in total to 10 warrants 
for every $10 borrowed. The warrants have 7.5 year exercise periods with an 
exercise price of the lower of (a) $2.78, (bi the average trading price for 
any 2 0  day period subsequent to the i s s u a n c e  of the warrants, (c) the price 
at which new shares of Common Stock or Common Stock equivalents are issued, 
or ( d )  the exercise price of a n y  new options, warrants, preferred stock or 
o t h e r  convertible security. The exercise price 1 s  subject to a $1.25 floor. 
On April 14, 1999, the shareholders voted to approve a plan of financing 
which includes issuing the full 10 warrants f o r  each $10 borrowed under the 
Bridge Loan and standby letter of credit s h c . . l d  management elect to not repay 
the amounts owing prior to April 26, 1999 ( s e e  Note 16). The Company does 
not anticipate repaying the loan before April 26, 1999. Winter Harbor has 
waived certain debt covenant violations under the $8,000,000 Bridge Loan.  
As of December 31, 1998, the Company has granred to Winter Harbor warrants to 
purchase 6 8 4 , 1 7 1  shares of Common Stock based on borrowings under the Bridge 
Loan and standby letter of credit to that date. 

During 1998, the Company recorded $1,032,634 as a discount against borrowings 
on the new 58,000,000 Bridge Loan representing the relative fair value 

F-20 



I-LXNK INCORPORATED AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINAHCIAL STATEMENTS 
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attributed to the Bridge Loan warrants issued in 1948. The debt discount is 
being amortized over the term of the Bridge Loan, or leases as applicable. 
During 1998, $128,059 of debt discount was amortized. 

O n  June  6 ,  1997, t h e  Company entered into a term loan agreement and 
promissory note with Winter Harbor, LLC, pursuant to which Winter Harbor 
agreed to loan to the Company the principal sum of $2,000,000 for capital 
expenditure and working capital purposes. As further consideration for Winter 
Harbor's comtment to make the loan, the Company granted to Winter Harbor a 
warrant to purchase up to 500,000 shares of Common S t o c k  of the Company at a 
purchase price of $4.97 per share, subject to adjustment, pursuant to the 
terms of a warrant agreement between the parties. The loan warrant expires 
on March 11, 2002, and contains demand and piggyback registration rights and 
customary anti-dilution terms. 

In August 1997, the Company amended the existing note allowing for additional 
borrowings of up to $3,000,000, f o r  an aggregate borrowing of $5,000,000. 
The incremental borrowings under this amendment had a maturity date of 
February 15, 1998. The Company issued 300,000 warrants at the then current 
market price ($6.38 per  share) in connection with the additional borrowings. 
All other provisions of the additional borrowings are the same as the note 
discussed above. 

T h e  entire amount of these two loans ($5.0 million) was exchanged for 
Series M Redeemable Preferred Stock on October 10, 1997 (see Note 12). A 
portion of t h e  proceeds received was allocated based upon the relative fair 
value o f  the warrants issued in connection with these loans and reflected 
as a debt discount of $2,371,575, which was amortized to expense in 1997. 

Discontinued operations 

Long-term debt relating to discontinued operations, the carrying value of 
which approximates market, consists of the following at December 31: 
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Note payable to a related p a r t y ,  i n t e r e s t  at 
1 0 . 5 5 ,  payab le  on demand 

Note p a y a b l e  to a bank, interest  payable aT: 
3 / 4 %  above prime rate ( 8 . 5 %  at December 31, 1 9 9 7 )  

Note payable, interest at 12%, interest payable 
m o n t h l y  principle balance due April 10, 1 5 9 5 .  
zo!laceralized by accounts receivable and 
genera l  a s s e t s  of t h e  Company 

Less  C'Jr ren t  portion 

L o n g - t e r m  debt, less current por t ion  

Note 8 - Commitments under long-term leases 

The Company l eases  a variety of equipment, fiber optics 

S 1 7 5 . 6 8 2  

2 3 6 , 4 4 4  

and facilities used 
in its operations. The majority of these lease agreements are with two 
creditors. During 1998, Winter Harbor obtained a letter of credi t  totaling 
$3,000,000 to guarantee payment on a new lease agreement providing f o r  
equipment purchases of up to $3,000,000. As of December 31, 1998, the Company 
had acquired $1,144,366 in assets under this lease. Payments to another 
creditor are collateralized by letters of credit totaling approximately 
$192,000 ( s e e  Note 4 )  - 
Agreements classified as operating leases have terms ranging from one to s i x  
years. The Company's rental expense for operating leases was approximately 
$2,900,000, $2,850,000 and $1,320,000 for 1998, 1997 and 1996, respectively. 

Future minimum rental payments required under non-cancelable capital and 
operating Leases with initial or remaining terms in excess of one y e a r  
consist of the following a t  December 31, 1998: 
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Year e n d i n g  D e c e m b e r  31: 
1999 
2000 
2001 
2002 
2003  
Thereafter 

Tsral minimum payments 
Less amount representing i n t e r e s t  

Presec t  v a l u e  of net minimum lease  p d ; ~ e r ~ t s  
Less  current p o r t i o n  

Loriq-rem obligations u n d e r  capitdl leases  

$ 641,000 
172,000 
172,000 
172,000 
172,000 

- 
---___-__ 
1,329,000 

[ 1 5 2 , 0 2 3 )  

1 ,176 ,977  
( 573 ,044)  

-- ------- 

Subsequent to year-end, the Company acquired approximately $1,800,000 in 
additional assets under its new $3,000,000 lease agreement. The l ease  terms 
are for two and five years and will result in increased monthly payments of 
approximately $45,000. 

In January 1999, the Company entered into an agreement with a national 
carrier to lease l o c a l  access spans. The three-year agreement includes 
minimum usage commitments of $1,512,000 during the first year and $2,160,000 
in the second and third years. If the Company were to terminate the 
agreement early, it would be required to pay any remaining first year minimum 
monthly usage requirements and pay 25 percent of any remaining second and 
third year minimum monthly usage requirements. 

Note 9 - Acquisition of subsidiaries 

I-Link Worldwide, Inc. 

In February 1996, the Company closed i t s  acquisition o f  all of the issued and 
outstanding Common Stock of I-Link Worldwide Inc., a Utah corporation from 
ILINK, Ltd., a Utah limited partnership, in exchange f o r  the issuance of an 
aggregate of 4,000,000 shares of Common Stock of the Company. T h e  
acquisition was accounted for using the purchase method of accounting. The 
results of operations of the acquired enterprise a re  included in the 
consolsdated financial statements beginning February 13, 1996. Pursuant to 
the terms of the stock purchase agreement, 1,400,000 shares of the Common 
Stock were issued at the time of acquisitlon. In August 1996, 1,600,000 
shares of Commor. Stock were released from escrow upon the receipt of proceeds 
from the complerion of  the Company's offering of Class C Preferred S t o c k .  

The acquisition cost relating to the f i r s t  3,000,000 shares issued of 
$12,600,000 and t h e  assumed net liabilities of $2,003,000 was allocated to 
acquired in-process research and development and software technology. These 
were expensed as technological feasibility of the in-process technology had 
not yet been established and the software technology had no alternative 
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future use 

The remaining 1,000,000 shares of Common Stock were released from escrow in 
the second quarter of 1997 as the Company's annual revenues exceeded 
$1,000,000. The v a l u e  of the Common Stock issued was $8,875,000 (based on 
the closing market price of the Company's Common Stock on June 30, 1997) and 
has been recorded in the consolidated financial statements as an intangible 
asset representing the excess cost over fair value of net assets acquired 
which is being amortized using the straight-line method over five years .  

Family Telecommunications Incorporated 

On January 13, 1997, pursuant to the terms of a Share Exchange Agreement the 
Company acquired 100% of the outstanding stock of Family Telecommunications 
Incorporated (FTI), a Utah corporation, from the stockholders of FTI, namely 
Robert W. Edwards, Jr. and Jerald L.  Nelson. John W. Edwards, President, a 
Director and Chief Executive Officer of the Company, and Robert W. Edwards, 
Jr., the principal shareholder of FTI, are brothers. The consideration 
($2,415,000) for the transaction consisted of an aggregate of 400,000 shares 
of  the Company's Common Stock. 

The acquisition has been accounted f o r  using the purchase method of 
accounting. FTI is a FCC licensed long-distance carrier and provider of 
telecommunications services. FTI has been renamed "I-Link Communications, 
Inc - '' 
The net purchase price was allocated to the tangible net liabilities of 
$135,000 (based on their fair market value) with the excess acquisition cost 
over f a i r  value of assets acquired of $2,550,000 allocated to intangible 
assets. The intangible assets are being amortized over periods ranging 
between t h r e e  and ten years. The fair values of asse ts  acquired and 
liabilities assumed in conjunction with this acquisition were as follows: 

Current assets ( i n c l u d i n g  c a s h  of $435,31: ,  5 1,740,000 
T a n g i b l e  Isng-term a s s e t s  1,166,000 
I n t a n g i b l e  i o r l g - t e r m  a s s e t s  2 , 5 5 0 , 0 0 0  
C u r r e n t  i i a t i i I i t i s s  ( 1 , 3 3 0 , 0 0 0 )  
Long-term liabilities (1 ,711 ,000)  

- - - - - - - - - 
N e t  purchase  pr ice  S 2,315,000 

==_E===== 

MiBridge, Xnc. 

In the third quarter of 1997 the Company completed its acquisition of 100% of 
the outstanding stock of MiBridge, Inc. (MiBridge). The consideration 
($8,250,000) for the transaction consisted of: (1) an aggregate of 1,000 
shares of Series D Preferred stock, which preferred stock is convertible into 
such a number of common shares as shall equa l  the sum of $6,250,000 divided 
by t h e  lower of $9.25 OK the average closing bid price of the Company's 
Common Stock for the five consecutive trading days immediately preceding the 
conversion date and ( 2 )  a note payable in the amount of $2,000,000 payable in 
cash in quarterly installments over two years. The acquisition was accounted 
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for using the purchase method of accounting. MiBridge i s  the owner of patent 
and patent-pending audio-conferencing technology. 

The acquisition cost of $8,250,000 (representing the fair vaiue of t h e  Common 
Stock into which the 1,000 shares of Series D Preferred stock can be 
converted and the $2,000,000 note payable) was allocated, based on their 
estimated fair values, to tangible net assets ($552,760) to acquired 
technology ($1,450,000), acquired in-process research and development 
($4,235,8301,  employment contracts for t h e  assembled workforce ($606,0001 and 
excess acquisition cost over f a i r  value of net a s s e t s  acquired ($1,405,410). 
These assets are being amortized over three years, with t h e  exception of t h e  
excess acquisition cost over fair value o f  net assets acquired which is being 
amortized over five years. Acquired in-process research and development was 
expensed upon acquisition, as the research and development had not reached 
the requirements for  technological feasibility at the c l o s i n g  date. The fair 
value of assets acquired in conjunction with this acquisition were allocated 
as follows: 

CJrrent asse ts  (including c a s h  of $ 7 4 , 5 t 7 3 i  $ 534,074 
Current liabilities ! 5 1 , 1 7 3 )  
T a n q i b l e  long-term asse ts  7 3 , 1 5 3  
Intangible l o n g - t e r m  a s s e t s  3 , 4 6 1 , 4 1 0  
In-process research a n d  development 4 , 2 3 5 ,  P 3 0  

N e t  purchase pr ice  $ 8,250,009 
- - - - - - - - - 

- - - - - - - - - - - - - - - -- - 

Note 10 - Income t axes  

The Company recognized no income tax benefit from its losses In 1998, 1997 
and 1996. 

The reported benefit from income taxes varies from the amount that would be 
provided by app ly ing  the statutory U.S. Federal income tax rate to loss 
before taxes for the following reasons: 

F-25 



I-EINX INCORPORATED AND SUBSIDIARIES 
NOTES To CONSOLIDATED FINANCIAL STATEMENTS 

Note 10 - Income taxes,  continued 

Expected f e d e r a l  statutory 
t a x  benefit 

Increase (reduction) in 
t a x e s  resulting from: 

State income taxes 
Non-deductible litigation 

Non-deductible interest on 

Nor-deductible i n t a n g i b l e  

E:xercise of stock options 

Charlqe i:, valuation 

Othpr 

settlement expense 

certain notes 

a s s e t s  from acquisitions 

issued f o r  services 

alloKiarlsn 

$ ( 9,505,747) 

( 734,464) 

- 

2,516,700 

( 583,743) 

8,301,669 
5,585 

A t  December 31, 1 9 9 8  t h e  Company had net 

$ (10,151,958) 

( 360,059) 

915,136 

5,561,039 

( 47,9981 

4,069,760 
14, oao 

$ [  7,841,842) 

( 673,059) 

279,140 

6 6 1 , 3 0 0  

7,559,551 
14,910 

o p e r a t i n g  loss ca r ry fo rwards  for  
both f e d e r a l  and s t a t e  income t a x  purposes of approximately $ 4 6 , 3 0 0 , 0 0 0 .  T h e  
n e t  operating l o s s  carryforwards will e x p i r e  between 2 0 1 1  and 2019 if not 
used t o  reduce future t a x a b l e  income. 

T h e  components of t h e  d e f e r r e d  t a x  a s s e t s  and l i a b i l i t y  as  of December 31, 
1 9 9 8  and 1 9 9 7  a r e  as follows: 
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Pefer red  tax assets: 
T a x  n e t  o p e r a t i n g  loss carryforwards 
Acquired i n - p r o c e s s  r e s e a r c h  and 

deveiopment and  i n t a n g i b l e  assets 
Amortization of deferred compensation 

on stock options 
Reserve for loss on disposal of 

discontinued operations 
Reser7ie for accounts receivable ai;3 

I n ve n t or y va 1 ua t 1 on 
.4ccruea officers wages 
A c c r u e d  interest on related parry debr 
Reservp f o r  product r e t u r n s  
Ot ner 
'i 3 1 11 3 t 1 or1 3 1 1 o wa n re  

T c t 3 l  deferred ca:,. a s s e t  

Tat31 deferred L a x  liability 

S 17,267,294 

1 ,714 ,785  

1 ,352 ,226  

1 3 8 , 2 3 5  

693,338 
235,969 

37,187 
( 2 0 ,  9 8 3 , 2 7 1 )  

4 5 0 , 7 6 3  
___------- 

s 9,582,452 

1 , 0 4 7 , 6 7 5  

9 2 0 , 3 2 9  

375 ,780  

4 5 8 , 4 0 4  
5 3 , 7 1 2  
16 ,453  

7 4 3 , 0 4 7  
9 8 , 0 6 2  

( 1 2 , 6 8 6 , 6 0 2 )  ----__---- 
103,312 

---------- 

The valuation allowance at December 3 1 ,  1998 and 1997 has been provided to 
reduce the total deferred tax assets to the amount which is considered more 
likely than not to be realized, primarily because the Company has not 
generated taxable income from its business communications services. The 
change in the valuation allowance is d u e  primarily to the increase in net 
operating loss carryforwards. It is at Least reasonably possible that a 
change in t h e  valuation allowance may occur in the near term. 

Note 11 - Legal proceedings 

A complaint was filed on April 12, 1996 by JW Charles Financial Services, 
Inc. ( J W C )  against the Company in which JWC alleged that the Company breached 
the terms of a warrant to purchase 331,000 shares of the Company's Common 
Stock ( JWC Warrant) by failing to prepare and file with the Securities and 
Exchange Commission ( S E C )  a registration statement covering the Common Stock 
underlying the JWC Warrant. SWC was seeking specific performance, 1.e. 
registering the s h a r e s  with the SEC, and monetary damages. On April 11, 1997 
the Company reached an agreement in principle relating to the settlement of 
the lawsuit. The l a w s u i t  was dismissed in the second quarter of 1997 upon 
payment of $600,000 : 3  JWC in consideration for the JWC Warrant. The JWC 
Warrant was purchased by an investor group led by the Company's general 
counsel and its tre2surer and chief financial officer. The Company's f u n d s  
were not utilized. In connection with the purchase of the JWC Warrant, the 
Company granted cer=ain additional consideration to the investor group, 
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including new warrants to purchase 175,000 shares of Common Stock at an 
exercise price of $2.50 per share. T h e  new warrants have registration rights 
and anti-dilution provisions. The Company recorded the settlement in 1996 as 
a charge against earnings in the amount of $821,000, representing the fair 
value of the new warrants. 

Note 12 - Stockholders' e q u i t y  

Preferred stock 

In August 1996, the Company filed with the State of Florida an Amendment to 
the Articles of Incorporation amending the designation of 240,000 shares of 
preferred stock as Class C Convertible Cumulative Preferred Stock (the "Class 
C Preferred Stock"). The Class C Preferred Stock has a par value of $10 per 
share and holders are entitled to receive cumulative preferential dividends 
equal to 8 8  per annum of the liquidation preference per  share of $60.00.  
Unless previously redeemed, the Class C Preferred Stock is convertible into 
shares of the Company's Common Stock ("Conversion Shares"), at any time 
commencing November 21, 1996, at the option of the holder, into such number 
of shares of the Company's Common Stock as shall equal $60 divided by the 
lower of (1) $2.50,  or (11) the closing bid price for any five consecutive 
trading days during t h e  period commencing on September 6, 1996 and ending on 
March 5, 1998 (subject to certain anti-dilution adjustments). The Class C 
Preferred Stock is redeemable at any time prior to September 6, 2000, at the 
option of the Company at a redemption price equal to $60 per share p l u s  
accrued and unpaid dividends, provided (1) the Conversion Shares a r e  covered 
by an effective registration statement; and (11) during the immediately 
preceding thirty (30) consecutive trading days ending within fifteen (15) 
days of the date of the notice of redemption, the closing bid price of the 
Company's Common Stock is not less than $8.90 per share. The Class C 
Preferred Stock is redeemable at any time a f t e r  September 6, 2000, at the 
option of the Company at a redemption price equal to $90 p l u s  accrued and 
unpaid dividends, provided the Conversion Shares are covered by an effective 
registration statement OK the Conversion Shares are otherwise exempt from 
registration. During the years ending December 31, 1998 and 1997, 70 ,908  
and 125 ,041  shares, respectively, of Class C Preferred Stock had been 
converted into common shares. At December 31, 1998 and 1997, 44,051 and 
114,959 C l a s s  C Preferred Shares were outstanding. 

In August 1997, the Company completed its acquisition of MiBridge. As 
partial consideration for 100 percent of the outstanding stock of MiBridge, 
the Company agreed to issue 1,000 shares of Series D Preferred Stock to the 
prior owners of MiBridge. The Series D Preferred shares were issued in 
October 1997 after the October 7 ,  1997 annual meeting where t h e  shareholders 
approved and adopted an amendment to the Company's articles of incorporation 
increasing the number ' I f  authorized shares of Preferred Stock f r o m  500,000 to 
10,000,000 and the nunber of authorized shares of Common Stock from 
20,000,000 to 75,000,uOO. The preferred stock was convertible into such a 
number of common shares as shall equal the sum of $6,250,000 divided by the 
lower of $9.25 or t h e  average closing bid price of the Company's Common Stock 
for the five consecutive trading days immediately preceding the conversion 
da te .  The Series D Preferred shares are not entitled to dividends. During 
the years ending December 31, 1998 and 1997, 567 and 433 shares, 
respectively, of Class D preferred stock were converted into a total of 
1,092,174 shares of Common Stock. As of December 31, 1998 and 1997, 0 and 567  
shares of Class D Preferred Stock remained unconverted and outstanding. 

F-28 



I-LINK INCORPORATED AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 12 - Stockholders' equity, continued 
On October 10, 1997, the Company closed an agreement with Winter Harbor 
pursuant to which Winter Harbor invested $12,100,000 in a new series of the 
Company's convertible preferred stock. Winter Harbor purchased approximately 
2,545 shares of Series M Redeemable Preferred Stock, originally convertible 
into approximately 2,545,000 shares of Common Stock, for an aggregate cash 
consideration of approximately $7,000,000 (equivalent to $2.75 per share of 
Common Stock). The agreement with Winter Harbor a l s o  provided f o r  the 
purchase of approximately 1,855 additional shares of Series M Redeemable 
Preferred Stock, originally convertible into approximately 1,855,000 shares of 
Common Stock. Such additional shares of Series M Redeemable Preferred Stock 
were paid for by Winter Harbor exchanging $5,000,000 in outstanding notes 
payable and accrued interest of approximately $ 1 0 0 , 0 0 0 -  As additional 
Consideration for its equity investment in Series M Redeemable Preferred 
Stock, Winter Harbor was issued additional warrants by the Company to acquire 
(a) 2,500,000 shares of Common Stock at an exercise price o f  $2.75 per share, 
(b} 2,500,000 shares of Common Stock at an exercise price of $4.00 per share, 
and (c) 5,000,000 shares of Common Stock at an exercise price of $4.69 per 
share. All of the warrants have demand registration rights and anti-dilution 
rights and contain cashless exercise provisions. 

The Series M Redeemable Preferred Stock is entitled to receive cumulative 
dividends in the amount of 10% per annum before any other class of preferred 
(other than Class F) or Common Stock receives any dividends. Thereafter, the 
Series M Redeemable Preferred Stock participates with the Common Stock in the 
issuance of any dividends on a per share basis. The Series M Redeemable 
Preferred Stock will have the right to veto the payment of dividends on any 
other class of stock. The Series M Redeemable Preferred Stock is convertible 
at any time prior to the fifth anniversary of its issuance, at the sole 
option of Winter Harbor, and automatically converts at that date if not 
converted previously. 

If automatically converted on the fifth anniversaIy, the conversion price 
will be the lower of $2.75 per share or 509 of the average closing bid price 
of the Common Stock f o r  the ten trading days immediately preceding the 
conversion date. 

The basis for discretionary conversion, or the conversion price for automatic 
conversion, shall be adjusted upon the occurrence of certain events, 
including without limitation, issuance of stock dividends, recapitalization 
of the Company or the issuance of stock by the Company at less than the fair 
market value thereof. As of December 31, 1998, the conversion price of the 
Series M Redeemable Preferred S t o c k  was reduced to $2.033 as a result of 
shares of Series F preferred shares being converted at that price. The Series 
M Redeemable Preferred Stock will vote with the Common S t o c k  on an as- 
converted basis on all matters which are submitted to a vote of the 
stockholders, except as may otherwise be provided by law or by the Company's 
Articles of Incorporation or By-Laws; provided, however, that the Series M 
Redeemable Preferred Srock will have the right to appl?int two members of the 
Company's board of directors. Furthermore, the Series M Redeemable Preferred 
Stock shall have the right to be redeemed at fair market value in the event 
of a change of control of the Company, s h a l l  have preemptive rights to 
purchase securities sold by the Company, and shall have the right to preclude 
the Company from engaging in a variety of business matters without the 
concurrence of Winter Harbor, including without limitation: mergers, 
acquisitions and disposition of corporate assets and businesses, hiring or 
discharging key employees and auditors, transactions with affiliates, 
commitments in excess of $500,000, the adoption o r  settlement of employee 
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benefit plans and filing for protection from creditors. As of December 31, 
1998, all 4,400 shares of the Company's Class M redeemable preferred stock 
remain issued and outstanding. 

Because the above redemption provisions are not entirely within the control 
of the Company, the Series M Redeemable Preferred Stock is presented as a 
separate line item above stockholders' equity. 

On July 9, 1998 the Company obtained a $10 million equity investment, net of 
$530,000 in closing costs, from JNC Opportunity Fund Ltd. ("JNC"). Under the 
original terms of the equity investment, JNC purchased 1,000 shares of the 
Company's newly created 5 %  Series E Convertible Preferred Stock, which were 
convertible into the Company's common shares at a conversion price of the 
lesser of 110% of the market price of the Company's publicly traded common 
shares as of the date of closing, and 90% of a moving average market price at 
the time of conversion. In addition, JNC obtained a warrant to purchase 
250,000 shares of the Company's Common Stock a t  an exercise price of $5.873 
(equal to 1 2 0 %  o f  the market price of the Company's publicly traded common 
shares as of the date of closing). 

On July 28, 1998, the terms of the JNC equity investment were amended to 
provide a f l o o r  to the conversion price, and to effect the amendment the 
Company created a 5% Series F Convertible Preferred Stock for which the 
Series E Preferred Shares originally issued to JNC were exchanged one f o r  one. 
Pursuant to the amendment, the Series F Preferred Shares were originally 
convertible into common shares a t  a conversion price of the lesser of $4.00 
per common share or 87% of a moving average market price of the Company's 
common shares at the time of conversion, subject to a $ 2 . 5 0  floor. The 
Series F Preferred Shares provide for adlustments in the initial conversion 
price and as of December 31, 1998, the conversion price has been adjusted 
to the lesser of $3.76 or 81% of a moving average market price of the 
Company's common shares at the time of conversion. In the event the market 
price remains below $2.50 for five consecutive trading days, the f l o o r  will 
be re-set to the lower rate, provided, however, that the floor shall not be 
less than $1.25. As of December 31, 1998, the floor had been reset  to 
$2.033. JNC also received an additional warrant to purchase 100,000 shares 
of the Company's Common Stock at an exercise price of $4.00 per common share. 
The Series F Preferred shares may be converted at a n y  time, are automatically 
converted at the end of three years, and are subject to specific provisions 
that would prevent any issuance o f  I-Link Common S t o c k  at a discount if and 
to the extent that such shares would equal or exceed in the aggregate 20 
percent of the number of common shares outstanding on July 9, 1998 absent 
shareholder approval as contemplated by the Nasdaq Stock Market Non- 
Quantitative Designation Criteria. 

J N C  may not convert shares of Series F Redeemable Preferred Stock (or receive 
related dividends in Common Stock) to the extent that ?ne number of  shares of 
Common Stock beneficially owned by it and its affilia'es after s u c h  
conversion or dividend payment would exceed 4 . 9 9 9 1  G :  the issued and 
outstanding shares following s u c h  conversion. This LLm~tation applies to the 
number of shares of Common Stock held at any one time a n d  does not prevent 
JNC from converting some of its shares of Series F RerlFemable Preferred Stock, 
selling the Common Stock received, then, sublect t~ c n e  aforementioned 
limitation, converting additional shares of Series F P.edeemable Preferred 
Stock. The 4.999% limitation may be waived by J N C  upar .  75 days notice to 
the Company. 
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In certain instances, including a change in control of the Company in excess 
of 33% and if stock is not listed on NASDAQ or a subsequent market or is 
suspended for more than three non-consecutive trading days, the holders of 
the Series F Preferred Stock may require that the Company redeem their Series 
F Preferred Stock. Because these redemption provisions are  not entirely 
within the control of the Company, the Series F Preferred Stock is presented 
as a separate line item above stockholders' equity. 

In addition, the Company issued warrants to purchase 75,000 shares of the 
Company's Common Stock at a price of $4.89 per share t o  two individuals as a 
brokerage fee in connection with the JNC equity investment. 

On December 28, 1998, J N C  converted two shares of Series F Redeemable 
P r e f e r r e d  S t o c k  into 10,004 shares of Common Stock. In addition, JNC was 
paid a stock dividend of 2 4 0  shares of Common S t o c k  on the two shares  which 
were converted. As of December 31, 1998, 998 shares of Series F Redeemable 
Preferred Stock remain issued and outstanding. As of April 9, 1999, JNC had 
converted a total of 141 shares of Series F Redeemable Preferred Stock into 
Common Stock. 

At December 31, 1997, 9,512,650 of the 10,000,000 shares of preferred stock 
authorized remain undesignated and unissued. Dividends in arrears at 
December 31, 1998 were $472,709, $242,577 and $1,481,836 for Class C, F and 
M Preferred Stock, respectively. 

Note 13 - Stock-based compensation plans 

At December 31, 1998 the Company has several stock-based compensation plans, 
which are described below. The Company applies APB Opinion No. 25 and 
related interpretations in accounting for its plans. Accordingly, no 
compensation cost has been recognized for its fixed option plans. Or. 
December 13, 1996, the BGard of Directors approved a repricing of a l l  options 
to purchase Common Stock with exercise prices above $3.90 h e l d  by current 
employees, directors a n d  consultants of the Company. As a result, the 
exercise price on options to purchase 6,475,000 s h a r e s  of Common Stock were 
reduced to $3.90.  T h e  optiolis had original exercise prices of between $4.375 
and $9.93e. A l l  other terms at the various option agreements remained the 
same. The closing price of the Company's Common Stock on December 13, 1998 
was $ 2 . 5 6 .  

Had compensation cost for  the Company's stock-based compensation plans been 
determined based on the fair value at the grant dates f o r  awards under the 
plans and based on the incremental fair value associated with the repricing 
of options consistent with the method outlined b y  Statement of Financial 
Accounting Standard No. 123, "Accounting for Stock-Based Compensation", the 
Company's net l o s s  and l o s s  per share would have been increased t o  the pro 
forma amounts indicated as follows: 
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Net loss as reported $ (27 ,958 ,079)  

Net loss  pro-forma $ ( 3 8 , 2 1 4 , 5 2 9 )  

Basic and diluted loss 

_ _ - _ _ - _ _ _ _  _ - _ _ _ _ _ _ _ _  

-_-___--__ __ -___- -__  

per share a s  reported $ ( 2 . 1 4 )  

per s h a r e  pro-€orma $ ( 2 . 7 3 )  

- _ --- - - - - I 
_____I____ 

Basic and diluted loss 

__-I______ _ _ - - _ _ _ - _ _  

The fair value of  each option grant is estimated on the d a t e  of  t h e  grant 
using the Black-Scholes option pricing model with t h e  following weighted 
average assumptions: expected volatility of 103%, 100% and 103% in 1998, 
1997, and 1996,  respectively, risk free rates r ang ing  from 4.269 to 5.67%, 
6.02% to 6 . 8 8 5 ,  and 5.70% to 6 .85% In 1998, 1997, and 1996, respectlvely, 
expected lives of 3 years for each year, and dividend y i e l d  of zero f o r  each 
y e a r .  

O u t s  t and l  ng 
a t  beginni r iq  
of year ?0 ,93d ,P ’_ ‘  3 1  -6? 

E:.:? r c I sed ( 39B,54Oi  1 7 1  
Expired i 145,834) 5 . 3 2  
Forfeited I 1 6 6 , 1 5 ? ,  6.6’ 

Cran ted 9,375, 6 7 1  5 ’ .  3 U  

Weight ed-ave raqe 
f a i r  v a l u e  of 
options and 
warrants granted 
durinq t h e  year 

5 ,761 ,295  
15 ,526 ,000  

( 7 9 , 9 2 3 )  
( 1 4 , 5 8 4 )  
( 193,916) __--_----_ 

$ 5 . 1 1  
4 . 4 5  
1 . 7 3  
6.75 
5 . 6 8  
-_-- 

8 5 0 , 1 6 3  
5 , 3 2 2 , 0 0 0  

( 188.7241 

$1.78 
1 . 8 7  
2.02 
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Note 13 - Stock-based compensation plans, continued 
The following table summarizes information about fixed stock options and 
warrants outstanding at December 31, 1998. 

We 1 g h t  e d  Options and Weighted Weiqhted 
Warrants Average A v e r a q e  Number Average 

Outstanding Remaining ELerCise Exercisable Exercise 
a t  12/31/98 L l f e ( y e a r s )  Price a t  1 2 / 3 1 / 9 8  Price _ _ _ _ _ _ _ _ _ _ _  _-I--__---_ -------- ----------- -------- 

$0.875 to 52.250 351,398 3.55 $1 .33  346,398 $1.31 
$ 3 . 5 0 0  to 5 3 . 5 1 0  5,138,272 5 . 5 9  2 . 7 7  4 ,740 ,273  2 - 7 1  
$ 3 . 8 7 5  t o  $3 .894  15,775,334 7 . 1 4  4 .  is 12,021,038 4.26 
$5.375 t o  $6.370 5 , 2 9 1 , 5 0 0  6.88 5 . R €  5 , 2 9 7 , 5 0 0  5 . 8 6  
$6.625 KO $7 .720  3,699,167 5 . 1 0  -7.0: 2,074,167 7 . 0 2  

------_-__ ---- ---------- ---- ---- 
3 0 , 2 6 5 , 6 7 0  6 . 5 9  5 4 . 5 4  2'4,479,374 5 4 . 5 0  

I__- ---- _ _ _ _ _ _ _ _ _ _  _ - _ _ _ _ - _ _ _  - ~ _ _  ==== --__ - - - - - - - -- - -_----____ 

1997 Recruitment stock option plan 

In October 1997, the shareholders of the Company approved the adoption of the 
1997 Recruitment Stock Option Plan which provides for the issuance of 
incentive s t o c k  options, non-qualified stock options and stock appreciation 
rights ( S A R s )  up to an aggregate of 4,400,000 shares of Common Stock (subject 
to adjustment in the event of stock dividends, stock splits, and other 
similar events). The price at which shares of Common Stock covered by the 
option can be purchased is determined by the Company's Board of Directors; 
however, in all instances the exercise price is never less than the fair 
market value of the Company's Common Stock on the date the option is granted. 

As of December 31, 1998, there were incentive stock options to purchase 
1,391,500 shares of the Company's Common S t o c k  and non-qualified stock 
options to purchase 1,415,000 shares of the Company's Common S t o c k  
outstanding. The outstanding options vest over three years at exercise 
prices of $ 2 . 2 5  to $3.90 per share. Options issued under the plan must be 
exercised within ten years of grant and can o n l y  be exercised while the 
option holder is an employee of the Company. The Company has not awarded any 
SARs under the p l a n .  During 1498, options to purchase 228,500 shares of 
Common S t o c k  were forfeited or expired. 

Director stock option plan 

The Company's Director Stock Option Plan authorizes t h e  grant of stock 
options to directors of the Company. Options granted under the Plan are non- 
qualified stock options exercisable at a price equal to the fair market value 
per share of Common Stock on the date of any such grant. Options granted 
under the Plan are exercisable not less than six months or more than ten 
years  after the date of g:ant. 

As of December 31, 1998, options for  the purchase of 8,169 shares of Common 
Stock at prices ranging from $0.875 to $3.875 per share were outstanding, all 
of which are exercisable. In connection with the adoption of the 1995 
Director Plan, the Board of Directors authorized the termination of future 
grants of options under the plan; however, outstanding options granted under 
the p l a n  will continue to be governed by the terms thereof until exercise or 
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expiration of s u c h  options. 

1995 Director stock option plan 

The 1995 Director Stock Option and Appreciation Rights Plan provides for the 
issuance of incentive options, non-qualified options and stock appreciation 
rights ( t h e  "1995 Director Plan") to directors of the Company. The 1995 
Director Plan provides f o r  the grant of incentive options, non-qualified 
options,  and SA& to purchase up to 250,000 shares of Common S tock  (subject 
to adjustment in the event of stock dividends, stock splits, and other 
similar events). 

The 1995 Director Plan also provides for the grant of non-qualified options 
on a discretionary basis to each member of the Board of Directors then 
serving to purchase 10,000 shares of Common Stock at an exercise price equal 
to the fair market value per share of the Common Stock on that date. The 
number of shares granted to each Board member was increased t o  20,000 in 
1998. In addition, the Board member will receive 5,000 options for each 
committee membership. Each option is immediately exercisable f o r  a period of 
ten years from the date ot grant. The Company has 190,000 shares of Common 
Stock reserved for issuance under the 1995 Director Plan. The Company 
granted 105,000 options t o  purchase common shares under this plan in 1997. 
As of December 31, 1998, options to purchase 170,000 shares of Common Stock 
at prices ranging from $1.00 to $1.25 per share are outstanding and 
exercisable. There were 20,000 options exercised under this plan during 1997 
and 40,000 options exercised during 1996. No options were granted or  
exercised under this plan in 1998. 

1995 Employee stock option plan 

T h e  1995 Employee Stock Option and Appreciation Rights Plan (the "1995 
Employee Plan") provides fclr the issuance of incentive options, non-qualified 
options, and SARs. 

Directors of the Company are not eligible to participate in the 1995 Employee 
Plan. The 1995 Employee Plan provides f c r  the grant of stock options which 
qualify as incentive stock options under Sect ion 422 of che Code, to be 
issued to of f i ce r s  who are employees and other employees, as  well as non- 
qualified options to be issued to officers, employees and consultants. In 
addition, SARs may be granted in conjunction with the grant of incentive 
options and non-qualified options. 

T h e  1995 Employee Plan provides f o r  the grant of incentive options, non- 
qualified Options, and S A R s  of up to 400,000 shares of Common Stock (subject 
to adjustment in the event of stock dividends, stock s p l i t s ,  and other 
similar events). To the extent that an incentive option o r  non-qualified 
option is not exercised within the period of exercisability specified 
therein, it will expire as to the then unexercisable porti3n. If any 
incentive option, non-qualified option or SAR terminates prior to exercise 
thereof and during the duration of the 1995 Employee P l a n ,  the shares of 
Comon Stock as to which such option or right was n o t  es.ercised will become 
available under the 1995 Employee Plan for the grant of additional options or 
rights to any eligible employee. The shares of Common Stock subject to the 
1995 Employee Plan may be made available from either authorized but unissued 
shares, treasury shares or both. The Company has 400,000 shares of Common 
Stock reserved for issuance under the 1995 Employee P l a n .  As of December 31, 
1998, options to purchase 351,167 shares of Common Stock with exercise prices 
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ranging from $1.125 to $ 6 . 7 5  are outstanding under the 1995 Employee Plan. 
During 1998, options to purchase 23,833 shares of Common S t o c k  were forfeited 
or expired and during 1997, options to purchase 25,000 shares of Common Stock 
were exercised. 

Other warrants and options 

Pursuant to the terms of a Financial Consulting Agreement dated as o f  
November 3, 1994 between the Company and JW Charles Financial Services, Inc., 
the Company issued a Common S t o c k  purchase warrant (the “ J W C  Warrant”] 
covering 250,000 (331,126 as adjusted) shares of Common Stock to JW Charles 
Financial Services as partial consideration f o r  its rendering financial 
consulting services to the Company. The warrant is exercisable a t  a price of 
$1.51 per share and expires on November 3, 1999. During 1998, warrants to 
purchase 165,563 shares of Common Stock were exercised. 

In April 1996 the Company approved the issuance of 1,000,000 options to John 
Edwards at an option price of $7.00 per share  (repriced to $3.90 on December 
31, 1998) as p a r t  of his employment agreement. The options vest over a three 
year period and expire in 2006. 

On July 1, 1996 the Company approved the issuance of options to purchase 
1,500,000 and 500,000 shares of Common Stock to Clay Wilkes and Alex 
Radulovic respectively as part of their employment agreements. Each option 
has an exercise price of $7.00 per share, vesting in 25% increments in the 
event that the average closing bid price of a share of the Company‘s Common 
Stock for five consecutive trading days exceeds $10, 515,  $20 and $25, 
respectively. Each option becomes exercisable (to the extent vested) on June 
30, 1997, vests in its entirety on June 3 0 ,  2001 and lapses on June 30, 2002.  

In August 1996, Commonwealth Associates, the Placement Agent for the 
Company’s offering of Class C Preferred Stock  and 8% Convertible Notes, 
designated Joseph Cohen as its nominee f o r  election to t h e  Board of 
Directors. T h e  Company issued options to purchase 64,000 shares of Common 
S t o c k  to Mr. Cohen, exercisable at the fair market value o f  the Common Stock 
on September 30, 1996 of $5 .25  (repriced to $3.90 on December 31, 1998). All 
options were vested and exercisable as of December 31, 1998. 
In September 1996, the Company closed a private placement offering of Class 
C Preferred Stock. As a result of this transaction, the Company issued 
warrants to purchase 750,000 shares of Common Stock at an exercise price of 
$2.50 per share as compensation to the Placement Agent. These warrants 
expire on August 20, 2001. During 1998 and 1997, warrants to purchase 46,477 
and 34,923 shares of Common Stock were exercised, respectively. 

John Edwards agreed to amend his employment contract @n August 21, 1996, 
which reduced his salary. In consideration of the salary reduction, the 
Company granted him options, which vested m”mdiately, to purchase 250,000 
shares of Common Stock. The options have a term of 10 years and an exercise 
price of $4.875 per share (repriced to $3.90 on December 3 1 ,  1998) which was 
based on the closing price of the stock at grant date. 

In October 1996 t h e  Company agreed to issue 250,000 shares af Common S t o c k  
each to William Flury and Karl Ryser J r .  pursuant to their employment 
agreements. T h e  options were issued at $4.41 (repriced td 53.90 on December 
31, 1998) based on the closing price of the stock at grant date. The options 
vest quarterly over a three-year period and expire in ~ Q O C I .  
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During 1996, the Company issued 120,000 warrants to non-employees at $4.00 
per share. The warrants expire in 1999. 

During 1997, the Company issued options to purchase 1,210,000 share of Common 
Stock (410,000 of which were issued under the 1997 recruitment stock option 
p l a n )  to consultants at exercise prices ranging from $4.875 to $8.438 
(repriced to $3.90 on December 31, 19981, which was based on the closing 
price of the stock at the grant date. The fair value of the options issued 
was recorded as deferred compensation o f  $4,757,134 to be amortized over the 
expected period the services were to be provided. As a result of the 
repricing, the Company recorded additional deferred compensation expense 
totaling $262,200 (of which $196,733 was expensed in 19981, representing the 
incremental fair value of the repriced options over the original options. 
During 1998 and 1997,  $1,157,901 and $2,467,369 of the deferred compensation 
was amortized to expense.  During 1998, options to purchase 60,000 shares of 
Common Stock expired. The remaining options must be exercised within ten 
years of t h e  grant date. 

During 1997, the Company issued non-qualified options to purchase 2,200,000 
shares of Common Stock to certain executive employees at exercise prices 
ranging from $ 4 . 8 7 5  to $5.188 (repriced to $ 3 . 9 0  on December 31, 1998), which 
was based on the closing price of the stock at the grant date. The options 
must be exercised within ten years of the grant date. 

Note '14 - Segment of Business Reporting 

In 1998, the Company adopted FAS 131. The prior year's segment information 
has been restated to present the Company's three reportable segments as 
follows : 

Telecommunicatims services - includes long-distance toll services and 
enhanced calling features such as V-Link. The telecommunications services 
products are marketed primarily to residential and small business 
customers. 

Marketing services - includes promotional and presentation materials sold 
To independent sales representatives ( I R s )  in the network marketing sales 
channel. Additionally, revenues are generated from registration fees paid 
by I R s  to attend regional and national s a l e s  conferences. 

Technology licensing and development - provides research and development to 
enhance the Company's product and technology offerings. Products developed 
by this segment include V-Link, C4, and other proprietary technology. The 
Company licenses certain developed technology to third party users, such 
as Lucent, Brooktrout and others. 

There are no intersegment revenues. The Company's business is conducted 
principally in the U.S.; foreign operations are not materi31. The table 
below presents information about net loss and segment a s s e t s  used by the 
Company as of and for the year ended December 31: 
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Total 
Reportable 
Segments -----___-____ 

Market i n q  
S e r v  1 ces 

-_- - -_- - -+__ 

R e v e n u e s  from 
e x t e r n a l  customers 3 1 9 , 6 3 5 , 0 0 0  

I n t e r e s t  r e v e n u e  63,000 
I n t e r e s t  expense 127,000 
D e p r e c i a t i o n  and 
amortization e x p e n s e  827,000 

Segment  l o s s  i 5 , 2 5 8 , 0 0 0 )  

5 4,548,000 - 
S 1 , 4 6 6 , 0 0 0  S 25,649,000 

63,000 
1?7,000 

3 0 , 0 0 0  
( 1 , 3 3 2 , 0 0 0 )  

3 5 , 0 0 0  
I:,Y",ooo) 

892,000 
[ 8.413.0Ocl) 

O t h e r  significant 
nor!-casn items : 

& " t i n a t i o n  of 
deferred compensati art 
on stock options 
Frovision f o r  do ' Jb r fb l  

a c c o u n t s  3 , 1 6 1 ,  OCIO 

706,000 7 0 6 , 0 0 0  

3,161,000 

Expenditures for  seqntint 
a s s e t s  L , C i l l , @ @ O  

Segment a s s e t s  7,0ci6,000 
46,000 

115,000 
56,000 

8 8 3 , 0 0 0  
1 , 1 1 4 , 0 0 0  
8,004,000 

Revenues  from 
e x t e r n a l  customers $ 11, 0Y 1 ,300  

I n t e r e s t  expense l l 8 , d 9 f >  

amortization P.;pense 596, @OF 
D e p r e c i a t i o n  and 

Segment loss [ 7 , 7 8 1 , 2 ~ j C i )  

4 2,637,OCO 5 3 4 7 , 0 0 0  $ 1 4 , 0 6 5 , 0 0 @  
llB,OOO 

31,000 
(1 ,68?,00@! 

9,000 
I 7 6 5 , 0 0 0 )  

6 3 6 , 0 0 0  
110, ?.13,000) 

Other s i g n i f i c a n t  
non-cash I terns: 

h o r t i z a t L o n  o f  
de  fe r  red ccmpensa t lor1 
o n  s t r z k  options 

Provision f a r  dogbrf i l i  
a tcounts ; , > s c ,  ,;)(I 

6 7 7 ,  O G O  

104,000 

95,000 

6 2 7 ,  OCO 

I, 3 8 5 , 0 0 0  

1,043,000 

5 ,549 ,000  

Expenditures for segment  
_. L 1 ,+, ,- asse ts  ~ _ .  . 14,00@ 

3 8 3 , 0 0 0  Segment asse ts  I;, ". ,L'U'? 

The following t a b l e  reconciles reportable segment information to the 
consolidated financial statements of  the Company: 
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Total interest revenue f o r  reportable segments 
Unallocated interest revenue from corporate 
accounts 

$ 6 3 , 0 0 0  s 

Total interest expense f o r  reportable segments 
Unallocated amorti;atian of discount on notes  

Unallocated interest expense associated 

Unallocated inrerest expense from 

O t h e r  ur ia l located interest expense from 

payable 

with issuance of convertible debt 

related p a r t y  debt 

corporate debc 

$ 118,0@0 

7,405,000 2,372,000 

320,000 

951, PO3 160,000 

Total depreciation and amortization for 

Unallocated amortization expense from 

O t h e r  unallocated depreciation from 

reportable segments 

intangible assets 

corporate  assets 

$ 8 4 2 , 0 0 0  $ 636,000 

1,627,000 

Total segment loss 
Unallocated non-cash amount in 
consolidated net  loss: 
Amortization of discount on notes 

payab le  

$ (10,233,0001 

i 2,372,000 
( 1,211,000 

_ .  

Loss on write-off and disposal of z e r t a i r ,  a s s e t s  
Interest expense associated with 
issuarce of convertible notes 

Amortization of deferred compensation 
on s t o c k  options issued f o r  services ! 452,000) 

Amortization of intangibls 3 s s e t s  t 2,894,000) 

9ther corporate expenses ( 8,616,000) 

$ ( 2 7 , 7 8 0 ,  @ O @ j  

Acquired in-process research arid development 

---_------ 

~ ~ _ _ _ _ _ _ _ _  

( 3 2 0 , 0 0 0  

Total amortization of deferred compensation 

Unallocated amortization of aefer red  
for r e p o r t a b l e  segments 

compensatl on 

S 7 0 6 , 0 0 0  s 6 2 7 , 0 0 0  

F-38 



I-LINK INCORPORATED AND SUBSIDIARIES 
NOTES TO CONSOLIDATED BINANCXAL STATEMENTS 

Note 14 - Segment o f  Business Reporting, continued 

Expenditures for seament 13nq-lived assets $ 1,114,000 $ 1,043,000 
Unallocated expenditures for development 

Other unallocated expenditures €or 
of information systems 1 , 7 2 3 , 0 0 0  

corporate assets 422,000 906,000 

S 3,259,000 $ 1, 949,000 
---------- - - - -______ 

____--____ _____- -___  __---I___- ___- - -___ -  

Segment assets  $ 8,004,000 $ 5,549,000 
Intangible asse ts  nor a l l o c a t e d  to segments 9,420,000 1 ? , 3 1 4 , 0 0 0  
F u r n i t u r e ,  f i x t u r e s  and equipment not 
allocated to segments 1,496. EO0 1,156,000 
Software and i n f G r m s t i a n  systems nor 
allocated t o  segments 2,476,000 118,000 

Net a s s e t s  of discontinued operations 4 1 7 , 0 0 2  595,000 
O t h e r  a s s e t s  n o t  allocated ro segments 2,042,OOO 4,521, DO0 

$ 2 3 , 8 5 5 , 0 0 0  S 2 4 , 2 5 3 , 0 0 0  
-__- - -____ _ _ _ _ _ - - - _ _  

__I_______ _ _ _ _ _ _ _ _ _ _  - - _ _ _ _ _ _ _ -  ___--____-  

The Company's operating segments during 1996 were the medical services 
divisions and the Internet Service Provider (ISP} customer accounts obtained 
in the I-Link Worldwide, Inc. acquisition. As previously discussed, the 
medical services business has been discontinued and is reported as 
discontinued operations in the consolidated financial statements. The I S P  
accounts were terminated in 1996 and revenues from this line of business did 
not continue into 1997. Accordingly, the o n l y  reportable segment for 1996 
would be t h e  I S P  business, and is not included in the above analysis as it 1s 
insignificant to the on-going operations of the Company. 

Note 15 - Commitments 

Employment and consulting agreements 

The Company has entered into employment and consulting agreements with a 
consultant and twelve employees, primarily executive officers apd 
management personnel. These agreements generally continue over the entire 
term unless terminated by the employee or consultant of the Company, and 
provide f o r  salary continuation for a specified number of months. Certain of 
the agreements provide additional rights, including the vesting of unvested 
stock options in the event a change of control of the Company occurs or 
termination of the contract without cause. The agreements contain non- 
competition and confidentiaiity provisions. A s  of December 31, 1998, if the 
contracts were to be terminated by the Company, the Company's liability f o r  
salary continuation would be approximately $1,490,000. 

Purchase commitments 

The Company has  commitments to purchase long-distance telecommunications 
capacity on lines from a national provider in order to p r o v i d e  long-distance 
telecommunications services to the Company's customers who reside in areas 
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Note 15 - Commitments, continued 

not yet serviced by the Company’s dedicated telecommunications network. The 
Company’s minimum monthly commitment 1s approximately $550,000.  The 
agreement is effective through May 2000. Failure to achieve the nunimum w i l l  
require shortfall payments by the Company equal to 508 of the remaining 
monthly rmnimum usage amounts. 

Note 16 - Subsequent Events 
Shareholders’ Meeting 

On April 14, 1999, the Shareholders approved an amendment to the Articles of 
Incorporation increasing the authorized common stock from 75,000,000 shares to 
150,000,000 shares. In addition, the shareholders voted to approve a plan 
of financing that includes the issuance of warrants to purchase up to 
11,000,000 shares of cm”n stock, with a variable exercise price ranging 
from $ 1 . 2 5  to $2.78 per share, to Winter Harbor, L . L . C .  in the event that 
management elects not to repay the 3ridge Loan debt owing to Winter Harbor 
on April 26, 1999 (see Note 7 ) .  

Financing Arrangement 

On April 15, 1999, the Company entered into a new financing agreement with 
Winter Harbor. Winter Harbor agreed to l oan  to the Company up to $4 million 
under a note due September 30, 1999. The Loan will accrue interest at a 
variable rate of prime plus a spread beginning at 5 points through and 
including May 9, 1999, and increasing 1 point every three months thereafter, 
to a maximum of 7 points. The Company may cause the loan to be exchanged 
f o r  Series N Preferred S t o c k .  It is the Company‘s intention to exchange 
the loan €or Series N Preferred Stock or repay this loan from proceeds of 
the Series N offering. As partial consideration €or the loan, a t  its next 
meeting of its shareholders, the Company shall seek shareholder approval 
o f  a modification to the conversion terms of t h e  Series N Preferred shares. 
The Company has an opt ion  t o  extend the due date to April 15, 2000 provided, 
that in the event t h e  Company‘s shareholders fail to approve tne 
modification to the canversion terms of the Series N Preferred shares, the 
Company shall be required t o  issue to Winter Harbor one warrant for each $1 
or principal outstanding on the l o a n  as of the date of such extension which 
warrants shall be issued on the same terms and conditions as the warrants 
issued in connection with the $8,000,000 Bridge Loan (see Note 7). 

Note 17 - Reclassification of Preferred Stock 

The Company has reclassified i t s  1997 balance sheet to reflect $11,734,820 
of Series M Redeemable Preferred Stock as outside stockholders’ equity as 
required by SEC reporting requirements. The Series M Redeemable Preferred 
zontains provisions which a l low for redemption by Winter Harbi:  on the 
Jccurrence of a change in control of the Company; which is nor totally 
within the control of the Company (see Note 12). The reclassification 
had no effect on either net income for the year ended December 31, 1997 
031 on retained earnings at December 31, 1997. 
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REPORT OF INDEPENDENT ACCOUNTANTS ON FINANCIAL STATEMENT SCHEDULE 

To t h e  Board of Directors and Stockholders of 
I-Link Incorporated and Subsidiaries: 

In our opinion, the accompanying financial statement schedule is fairly stated 
in all material r e s p e c t s  in relation to t h e  basic financial statements, taken 
as a whole, of I-Link Incorporated and subsidiaries for the years ended 
December 31, 1998, 1997 and 1996,  which a r e  covered b y  o u r  report d a t e d  April 
15, 1 9 9 9 .  Our audit was made for the purpose of forming an  opinion on the 
basic financial statements taken as a whole. T h i s  information is presented 
for purposes o f  additional analysis and is not a required part of t he  basic 
f i n a n c i a l  statements. Such information has been sub~ected to the auditing 
procedures appl ied  in the audit of the basic financial statements. 

PricewaterhouseCoopers LLP 
Salt Lake City, Utah 

April 15, 1999 
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I-LINK INCORPORATED AND SUBSIDIARIES 
SCHEDULE OF VALUATION AND QUALIEYING ACCOUNTS 

Description 

Balance at Charged to 
Beg 1 nn  I n g  Costs and 
of Pe r iod  Expenses 

---__--__--_ ------____--_ 

Allowance for 
d o u b t f u l  accounts: 

December 31, 1 9 9 6  
December 31, 1 9 9 7  
December 31, 1 9 9 8  

Valuation allowance 
f o r  d e f e r r e d  ta*  
assets: 
December 31, 1596 
Dnrembpr 31, 1 9 ? 7  
December 31, 1996 

s - $ 15,996 
1 ,385 ,000  

1,385,000 3 ,160 ,621  

1 , 0 5 ? , 2 Q i  7 , 5 5 9 , 5 5 1  
e, 6 1 6 . 3 4 2  4 ,069 ,160  

1 2 ,  696,602 6 , 3 0 1 , 6 6 9  

(a) For the allowance for doubtful accounts 

$ 1 5 , 9 9 6  $ 
1,385,000 

2 , 6 0 4 , 6 2 1  1,931, DO0 

6 ,616 ,842  
- 12 ,686 ,602  
- 3 0 , 9 a 8 , 2 7 1  

represents amounts written o f f  as 
uncollectible and recoveries of p r e v i o u s l y  reserved amounts. 
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THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE 
COMPANY'S CONSOLIDATED FINANCIAL STATEMENTS DATED DECEMBER 31, 1998 AND IS 
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH CONSOLIDATED FINANCIAL 
STATEMENTS - 

12-MOS 
DEC-31-1998 
DEC-31-1998 

1311003 
0 

6343016 
1941000 

0 
6802339 
9625911 
2363130 
238553 63 
11290253 

0 
0 

440510 
131338 

(17525211) 
23855363 
25 64 9417 
25649417 

0 
45295360 

0 
0 

8404418 
(27780073) 

0 
(27780073) 
(178006) 

0 
0 

(27958079) 
(2.14) 
(2.14) 



EXHIBIT C 

Certificate of Authority to Transact Business 



I certify from the  records of this office that FAMfLY TELECOMMUNICATIONS 
INCORPORATED, is a corporation organized under the laws of Utah, authorized 
to transact business in the State of Florida, qualified on September 12, 1996. 

The document number of this corporation is F96000004702. 

1 further certify that said corporation has paid all fees and penalties due this office 
through December 31, 1996, and its status is active. 

I further certify that said corporation has not filed a Certificate of Withdrawal. 




