Lance J.M. Steinhart

Atormey Al Law ] -
6455 East Johns Crossing z!’”.’ﬂ--H-
Suite 285 i
Duluth, Georgia 30097
Also Admitted in New York Telephone: (770) 232-9200
and Maryland Facmimile: (770) 232-9208
August 23, 1997 .
" DEPOSIT DATE
VIA OVERNIGHT DELIVERY
Deo2 ¢« AUG2S B

Florida Public Service Commission
Division of Communications
Certification & Compliance Section
2540 Shumard Oak Blvd.

Gunter Bldg.

Tallahassee, Florida 32399-0850

Re: Group Long Distance, Inc.

Dear Sir/Madam:

Enclosed please find one original and six (6) copies of Group
Long Distance, Inc.'s Application for Authority to Provide
Alternate Local Exchange Service Within the State of Florida.

Group Long Distance, Inc. has sufficient financial capability
to provide the requested service in the State of Florida and has
sufficient financial capability to maintain the requested service
and to meet its lease or ownership obligations. In support of
Group Long Distance, Inc.'s stated financial capability, attached
to its application is a copy of the Company's Form 10K for the year
ended April 30, 1997. As a reseller, applicant does not intend to
make a capital investment to provide service in the State of
Florida, howaever, applicant intends to fund the provision of
service through internally generated cash flow. Group Long
pDistance, Inc. also has the ability to borrow funds, if required,
based upon its financial capabilities.

I also have enclosed a check in the amount of %$250.00
payable to the Florida Public Service Commission to cover the cost
of filing these documents.
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Please return a stamped copy of the extra copy of this letter
in the enclosed preaddressed prepaid envelope.

If you have any questions regarding the application, please do
not hesitate to call me. Thank you for your attention to this
matter.

Sincerealy,

Lance J.M. Steinhart, Esq.
Attorney for Group Long Distance, Inc.

Enclosuras
cc: Mr. Sam Hitner

LJS/1mb
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FLORIDA PUBLIC SERVICE COMMISSION

CAPITAL CIRCLE OFFICE CENTER - 2540 SHUMARD OAK BOULEVARD

TALLAHASSEE, FLORIDA 32399-0850

APPLICATION FORM
for

AUTHORITY TO PROVIDE ALTERNATIVE LOCAL EXCHANGE SERVICE

WITHIN THE STATE OF FLORIDA

2.

3#

INSTRUCTIONS

This form s used for an original application for a certificate and for
approval of sale, assignment or transfer of an existing alternative local
exchange certificate. In case of a sale, assignment or transfer, the
information provided shall be for the purchaser, assignee or transferee.

Respond to each ltem requested in the application and appendices. If an
item Is not applicable, please explain why.

Use a separate sheet for each answer which will not fit the allotted space.
If you have questions about completing the form, contact:

Florida Public Service Comnission
Divislon of Communicatlions
Certification & Compliance Section
2540 Shumard Oak Blvd.
Tallahassee, Florida 32399-0866
(904) 413-6600

Once completed, submit the original and six (6) copies of this form along
with & non-refundable application fee of $250 made payable to the Florida
Public Service Commission at the above address.

FORM PBEC/CMU (11/95)
Regquired by Chapter 364.337 F.S8.




1. This is an application for (check one):

(X)
()

()

()

Original authority (new company)

Approval of trunsfer (to another certificated company)
Example, a certificated company purchases an existing
company and desires to retain the original certificate of
authority.

Approval of assignment of existing certificate (to a non-c: rtificated
company)
Example, a non-certificated company purchases an
existing company and desires 10 retain the certificate of
authority rather than apply for a new certificate.

Approval for transfer of control (to another certificated company)

Example, a company purchases 51% of a certificated
company. The Commission must approve the new

controlling entity.

2. Name of applicant:
Group Long Distance, Inc.

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

d/b/a Not Applicable
4, If applicable, please provide proof of fictitious name (d/b/a) registration. N/A
Fictitious name registration number: _Not Applicable

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

1451 W. Cypress Creek Road, Suite 200
Fort Lauderdale, Florida 33309
954-T71-9696

FORM PBC/CMU (11/95)
Required by Chapter 364.337 F.8.
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B. Florida mailing address including street name, number, post office box, city,
state, zip code and phone number.

1451 W. Cypress Creek Road, Suite 200
Fort Lauderdale, Florida 33309
954-771-9696

Individual (X ) Corporation
Foreign Corporation ( ) Foreign Partnership
General Partnership () Limited Partnership
Joint Venture ( ) Other, Please explain

L If applicant is an individual, partnership, or joint venture, please give name, litle and
address of each legal entity.

N/A

8. State whether any of the officers, directors, or any of the ten largest stockholders
have previously been adjudged bankrupt, mentally incompetent, or found guilty of any
felony or of any crime, or whether such actions may result from pending proceedings.
If s0, please explain.
No.

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

Corporate charter number: PO7000036011

FORM PBC/CMU (11/95)
Reguired by Chapter 364.337 F.8.
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10.

12.

13.

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

Michael Mueller - Ongoing Liaison Lance J.M. Steinhart - Application

Vice President, Marketing Regulatory Counsel

Group Long Distance, Inc. 6455 E. Johns Crossing, Suite 285
1451 W. Cypress Creek Road, Suite 200 Duluth, GA 30097

Fort Lauderdale, Florida 33309 770-232-9200/ Phone
954-771-9696/Phone 770-232-9208/Fax
954-771-9910/Fax

Please list other states in which the applicant is currently providing or has applied 10
provide local exchange or alternative local exchange service.

None. The company Intends to apply to provide local exchange service in the 48
contiguous states.

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

No.

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

No.

FORM PSC/CMU (11/95)
Regquired by Chapter 364.337 F.8.
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14.  Please indicate how a customer can file a service complaint with your company.

Customer service will be available at the same times as the incumbent local
exchange carriers which will provide the underlying facilities for applicant’s

proposed service.
15.  Please complete and file a price list in accordance with Commission Rule 25-24.825.

Applicant will provide prior to the commencement of the provision of basic
service.

16.  Please provide all available documentation demonstrating that the applicant has the
following capabilities to provide alternative local exchange service in Florida,

A.  Financial capability.
Regarding the showing of financial capability, the following applies:

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

1. the balance sheet
2. income statement
;8 statement of retained eamings.

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

L. Please provide documentation that the applicant has sufficient financial
capability to provide the requested service in the geographic arca proposed to
be served.

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

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

FORM PBC/CMU (11/98)
Required by Chapter 364.337 F.S8.
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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.

If available, the financial statements should be audiled financial statements.
If the applicant does not have audited financial statements, it shall be so stated.

The unaudited financial statements should then be signed by the applicant’s
chief executive officer and chief financial officer. The signatures should aticst

that the financial statements are true and correct.
See Attached

B. Manag=rial capability.
See Attached.

C.  Technical capability.

(If you will be providing local intra-exchange swilched
telecommunications service, then state how you will provide access to
911 emergency service. If the nature of the emergency 911 service
access and funding mechanism is not equivalent to that provided by the
local exchange companies in the areas 1o be served, describe in fetail
the difference.)

Slnce applicant intends to provide only resold local exchange service
utilizing the facilities of incumbent local exchange carriers, access to
911 emergency service will be provided by the LECs.

FORM PBC/CMU (11/95)
Regquired by Chapter 364.337 F.8.
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Aug-26-97 01:55P

soo

AFFIDAVTT

By my signature below, I, the undersigned officer, atiest 1o the accuracy of the
information contained in this application and altached documents and that the applicant has
the technical expertise, managerial ability, and financial capability to provide alternative
local exchange service in the State of Florida. | have read the foregoing and declare that o
the best of my knowledge and belief, the information is true and correct. 1 attest that | 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 writlag with the Intent to mislead »
public servant in the performance of his offictal duty shall be guilty of a misdemeanor of

the second , punishable as provided in 5. 775.082 and 5. 775.083".
Officia: Fuog
U Signanure Date
Tide: _Peer Russo 9347719606
Telephone Number
Chief Financial Off

Address:

Fon Lauderdale Florida 33309

FORM PEC/CHU (11/93)
Required by Chapter 3€4.337 F.8.
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FINANCIAL INFORMATION
MANAGEMENT INFORMATION

LIST OF ATTACHMENTS
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Ttam 1. Deseription of Businssa

e Company
Grous Lomg Distasce. Inc, (the “Cospamy®] is & leng distasce
ralecommunicationa provider. The Cospany willizss mpecial matwork service
eopEERELE ERrsugh mafor matiomal Lemg-distance telscommunicaticns garrisre te
provide ita customars with produsts and parvices whilgh includs basic "1 plus”
and "800° long distancs sarvices. &s well as lecal. [atarmac, e-mall and dais
sarvices and prepaid cailing cards, Durlng the [L¥et quartar af Lts LOMN Ciscal
yeAr. Lha Compamy discontinusd Lt intermaticsal call back busizess. The Cospany
wis IRCorpersied under the Laws of Fliridi L5 Septasder LY By ITC Integrated
gystem, Img, ("ITC7), an wnaffilisted CAird parcy. wnder toe came Becond ITT
carperatism (*Sacond [TC*) as the sedtedder Ca Che besinese of Sroup Lang
Ziscases, Iz, (*SLO"), which was lacorpersted under tha laws af Fleovida ia July
1990, Ia Movestar 333, GLD was sarged iats Becond ITC and facend ITC
simultinssualy changed Les oame Co Oroup Long Clacancs, ing, talsss otharviss
iedicated, all refarsnces to the Cospany lecluds OLD, tha Compny's prodecessor.

and Lha Company’s wholly-owned subsidlaries.

Fer che fiscal yesrs saded April 3O, 1M97, L0 aad LY. tha Cospany @
13,4 sibllon snd §i.4 millien. Fespectivaly. Tha

rwvenuas were §13.4 niflion, ¥

sajority of tha Company’ s revenuds &fe darived frem ealls routed LhAreugh
=al-Fsve, Inc. (*Tal-Save®), & switch-based ressller. Bush reveauss Eaprasent sl
T4y, 814 and 47N of tetal reveouss for the Clscal years anded April 10. 1197,

L1906 and L9903, respeceively

A & non-fecilitiss based resslier of long dlstancs talecommen | catlon
sarvices, Cha Compasy wiillies sarvics ¢aALrasta Lo provids LTs custasars wibths
pwitched, Sedicated sad private line serviced ts varisus lLaag dlstanse

ralecommuiisatLIons AATvoTL . Becauss Che Company does BOU T 3T operale Any
facilities, it Ls depasdest Sa & Limitsd susSer of long

primary transmissiosn
SiBrance SAFFLers and mussfous reglsnal and lecal telesphons cospanies To provids

Les sarvices and prafucts, The Cospany has sntefed LALS sgUedmants wikh
sal-fave, Worlécsa/L008 fne. (*worldCom®). Incermedia Cossunlicatlons ne

and pthar ioeg distasce carriefd whlch provide sccass Lo phana |inas &nd
fransalasien Facilitiss SaCedsAry Lo LrMASELE CUSCOREr SELiD. ha Company hawm
slss sntersd Lnsis an sgreeseat with DUWIT Techmslogies. tag. E8 provide [ntarnst
acredd. Throuch theds COALTRCCE, Che Company Bas abtained volase discesnts on
lzng dlatance Fates By cesmitCisg 3 purdlass
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Tnis Anpus)! Repert ea Form 10-E58 semtalas ferward-locliog statesants.
Addicionsl written and oral forward-lecking statesents say be mads by the
Cimpany from time ta pime Ln Sesusictles ehd Eschangs Commission (“SEC*i [iiiage
and oiharvise. The Company cautipas readers that rewults predicted by
forward-leoking stacesants. Locludisg, witheut Lisitatiesn. thass relating ta Lhe
Company’ s Futufd DUELRSEE Prospescil, revenuls. werking <apits Liwpdldiny.
eaplial mesds. LBUOrest oeaLe. and (Aesmd Are abiect Lo et

wneertalntien that eould owuse sstusl results te differ matariaily from Lhsee
jsdicated La tha forwssd-loonisg statssants due Lo rlsas and factare Ldsnniflesd

from tims to fisa Ln the Cospany's fLilags with che #ES laeluding thase
discussed Ln tals Repart.

FART B
feam L. ODescriptiea of Buslness

The Cospasmy

Croup Lang Distance. Ine. (the “Cospasy®| La & long discance
ralacommnications provider. The Cospany wtilitss spedial metworu narvice
coptracts thrvugh majer satimsal loog-distsacs talecommanications Sartisrs te
provids lts customars with prodects sad sarvices smich fncleds basle "1 pled”

ana *808° long distance services, as well as leeal, Intarmat, s-mail and data
gaartar of Lte L7990 fiscal

garrices and prepald fallisy eards. During tha flrst

year, tha Cospany discontisued Lts intermacional gail back businasi. Tha Casphny
was Lacorperaced cader the lawe of Flerids L= Septesser L1)) &y ITT Inuegrated
gyaten. Ing. (*I7TC*), an unaffilisced chird parcy, endar ths nass Secend ITC
corparatiom (“Secomd ITC®) &4 the seccetser 10 Lhe Bislasds ol Group Long
ciacangw, tng. |*GL0°), which wad Lacorporatsd undsr the laws of Flarids La July
R 1T {5 Novessar 1308, OLD wes marged lats Secend ITC and Jecond ITC
simultansously changed Lte nase o droup Lamg Olatands, faz. Unlsss atharvies
indicaced, all referesces te 1Ss Cospany Lnclude OLD, the Company’s predacesenr.
apd the Company’s wholly-ownsd mdbaidiariss

For the flscsl ysars soded April J0. 1997, 1994 aid LP9Y. tha Company's
reverces ware §133.4 millies. Pl 0 mililon and 0.0 millisn, respestively. The
sajority of Lha Compasy’s Feveauss are darived froa calle rouced thriugh
Tai-Save, Ing, (“Tei-Bave*i. & switsh-Saied resaller. Duch revences repressntsd
F4%, d1N mad 7V of total revenuss far the flecal years waded April 30, 997,

AN and LIVY, respestively.

An & men-facilitiss Dased ressiler af Lang dlstance talecommanloNt Lon
swrvices, tha Cospany Willlzss service ceatrsfis ta provids LLs sustesars with
pwitened. dedicated snd private Liss ssevices te various leag dlstaacs
talecommunizations natweris Becsuss the Compamy doed REC oem O GparRie any
primary trensmipsion facilitied, iT i9 depencent &n & liaiied musbar of long
distance carciars sad pusersus regicnal sad lecal talephons compasies 3 previds
Ltw sarvices sad products. The Company bas sntered LALS sgressants with
Tal-fave, WorldCom/LDOS fng. |*MeridCom®), Intermedis Commanicillscs Ins
(*fet*y and othar long distanse sarvlars whigh provida access to phons linss and
tranesianion fssillcias sary ta ur 1t customar calle. The Cospany A4
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ainima velumas of telscommunlcatlsns caage sacsd mIAER. Tha Compamy Lhes ressl.s
crade GiPCTGACE T3 ccomercial CustEmers whiCh wewld net stharwise guallly Sus s
pnale low individuil telscommunloAtions ussges.

To abtals faveradle rates from les carriers, the Cospasy hes committed
ts purchase certain minlsus volumes of loag distance services duriag stated
pariods, whethar af Sof mash volumes are csed. For tha flscal years soaded Agril
38, L8897 a=d LBV, thess COMRICHARCE SgUTeFaLed sppronimately B8, 600,000 and
§1.100,000. respectively. PuFsuanl €5 LES SUrTenl AgTesssals with ice carriers,
tha Company's voluse coamitasnts will LacTeass sebstantially during the nasi twg
jears to an sgiTegila of spproxisately 36,000,000 for che year-ssded April 14,
1990 and leveling off o an sggregate of F31.100,000 for the year eadad April
33, 19%) and thersafter. Fallers s satisfy voluss purchase commitamat &f price
incresapss By CArTiers could saterially scversely sffect the Company's Putiirs
sparating results, The Caspany parisdically ransgoriaces Lt voluss coamitssnts

with LT CAETLIN.

The Company's cuscosars ars prissrily mmall sad mediss-slced Buainisass
asd mistarically Bave Gesa locatsd prissipally Ln the Seuthesatern Unlted
. A @& result of Lte sarksting sfferts and scquisitions, however, the
Company has besa able to aspand Lta 1 markst ts insleds all af the
Cuited Jtates, except Alaska and Verssat, and the Caribbesn regien. The Cospany
targaty CusLomars whoss telecomminicatlons uiage needs geaarally 45 met gualify
for maier exrriars voluss discsunts or foar tia level of mgpart sarvicen sads
svailaBle to higher volume users. As of April 10, 1907, ebe Cospany had
spproaisately 44,000 customers.

Tha Company currently mArkets Lta services and products Lhzough Twa
dletines channsls: ilndspendant telssarksters sad diredt salas. Misterically. the
sompany Bas ales stilizsd filsld service parsoanal. L agenis and
latributers in lts sarketing eafforts. end Bas Bold certaim af e
telecommnicatlons wervices on & wholessls basia to smaller resellers.

The Company relies on the sarksting of Lts services to gesarais a
significant portion of Lis Feveausd. Telaarsstars ars rospansated By segeilated
commisnions of Dullnsss gesarsted (or the Company. The Cospany typically grsata
& nonsnclusive right to selicif cusiomers and reguirss Lte telemarkarars Lo
maimtaln misisss billing and customer retencisn levels. [a centrsal. Lhe
Company's Alrect saled PpArsCORel rRCAlve &R LALCisl commissisa for securilng &

sele snd & rasidual cosmisalcn #o long e chat custsmer and Lhe direct salss
parscnnel resaim with tha Company .

A & result of tha sconsmiz sffloienciss affsrdsd by calng indspendent
ralensrestars. Che Compasy Bas sigmificancly lacressed it use of talssarvstars
during the calendar 1997 year. The Company aaticlpatss that AC wiill Decoms
incrassingly dependent upon thase ladependest telesaristers o markat ien

pervices.

Tha Company oparates i a highly fraogeenced sepeanc af the
relecommunicatlong Lodustry and has histerically espandsd Lts Speraticas Ve
tha acguinition of custonar basen. The Company regularly evalustes poRnibile
scqulgltion oppertunities and may sesx o scquire smaller fessilars ars=d
cuizomer Bassd LA Srdar o axpand the dlstridution of Lts sarvices asd

Fage 3
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products snd its geographic markecs, On August 11, 1997 toa Company scquirsd ail
che depusd and sutstanding capital atack of Lsscern Teleccamnications
tpcarporated. & Mew Tork-based ressllar of lomg-distence sarvices. (les
managenent’ s Jiscussion and Anslywis ["HD&A"] == Subsegeent Drents and Wote J B0
the Motes T the Financial Stacessnts.) Exgepl a8 stharviss disclsesd harsin.
the Company Bas me plans, sgressents, comaltssnts. wndarstandiags er
sarfaSgemanty with CeEpest T ARy 4CPULELtion, Thers caa De A0 asFUrance that tha
company will ultisately affect aay seguisicicn. that the Cospany will mot
ssperiende IACTAING] Customer attrizlen s & result of asy scguisitlen, Lhat Lhe
Compary Be able T3 successfully LATegracte ints L0y cparaticns oy boalness ar
customar base wiich Lt say ssgulre, of that the Compasy will be able te parvice
any dabt or sthar shligatises locurred Ln conmection with aay sequislilea.

on march I4, 1997, tha Company commscced sa enderwrities publilc
affering (the "Clfaring®) wharaby 1.150.000 shares of Lca Comman Sioch, B2 par
valus (Che “Commen S{och*], and werrascs to purchase 1,417,300 shares of Comson
Stock (the *Asdessabls Harrasnts®] were sold. OF the Redsesabls Warreacs ssld.
SArTARCE C0 purchase 107,500 shares of Common SLock weoe seld purFeant 9 Che
undersriters” over-sllotment eptisa. Met proceeds to the Company fiom the
affaring wers spprewisaczaly §).0 millien. Appromimately #2.3 mililem of the
precesds from che Sffering Bave Desn used for workiog caplial ssd gessrsl
pusinass purposes, Lneluedlag the Fepeymast of certdln Ladebtednass, as well as
the Company's marksting sad salss purpesss. Tha Company asticipates using che
balance 3f the procesds Crem the Offering for slallar purpsses. In sonnedtlos
with the Offarisg. the Cospany alss sold to chs usderwritass, for a somisal
AmGUAE, WAdArwriUers’ WACTESLS ©0 purchase 113,000 sharss of Cosson Stock st aa
sxarclss price egual to F4.03 per share asd warTants To purchass 113,000 a
Rsdassaliie Warrants At §.11 per Rsdsssable Sarrant.

The Company Llatehds ©5 ectively purFus & scrateyy of contlnusd growth
and will sesk to aspand the distribution of Lts ssrvices sad produscs and
saxiaize psoatration of pev and existing geographiz martsts. The Company Latands
ts aspand 1ts marssting sctivitlies by lecresilng the wae af Lndspendent
telsssrnszers. The Cospany will siso comtinue t9 (0] develsp SETACeyic sarkating
relacienshipe, (1) cegulariy evaloats possible scgulaition oppoarcualtiss. asd
(1Ll l=preve cpearating and netwerk sfficienciss. The Cospamy's abillty te
schiwve chess objectives will Be affected by. aad €6 4 CErTaln swtsnt depsadant
an, masy EsCtors CBAC are beyond che concrol of che Company. Thus, B0 Sssurshcs
can be given Lhat suech abjectives can be of will Bbe adhleved.

Earvices and Producte

The Company'§ Srincipal services which Bave hlsgarically sccsented for
all 9f the Comgasy's Swvemses, 4re LTS basic *1 plus® and *900* long distancs
jarvices. Such sarvices sccousted far B3N, 9T and ¥I8 of total revenuss {er Che
fiacal years saded Aprii 30, 1797, 19Mi aad S#99, respectlively. .

The Company alsc offers the following services end predusts. =nich s
ths aggregats sccounted far YN, IV and less £5an [V of che Company’'s tatsl
ravanuas for the Fiscal years ended Aprii J8. L3%7, L9B6, 1099, reipectively
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Prepaid Calling Cards. Since 1993, the Cospamy has affersd ite *EX
cali* prepaid calling cards direstly te custossrs, The Cospamy's calllng card L
prepald and may aleo have sdditional tims sdded to It by uslng & mdjor ersdic
sard. Slace 1004, the Compasy Bas Desn & Party ©o an sqTesssnt with Terget
grerms, & retsil department wisce chais. regardisg tha sals of Lhe prepald

calling cards through thalr stares.

taeraldTh Toll Barviee. fmeralaATA ealle are nemslocnl tall calls sade
wiehin & stace. Slnce L1993, a8 & result of reguiatory changes, the Cospany has
pean able ta sffer CntralATA service ©a amlating lemg dlstance custossrs.
thersby snabling LLs custesars ©o laitiate thelr CacralATA tall celle in tha
sass sarner that & carmsl lend distinge call La Laloistsd.

intarnat Access. The Compeny sffers & sarvice which Llacludas Intarmat
domaln fegistratisn s=d services (e.g.. daslgn. placemsnt and advertisingl. Wab
sitss, msonthly sccess to the Intermet fof dial-up and dedizated usage, and &
diecounced “H00° mervice €0 respend and/er meply to ths Cuitoears’ svealual
srdar flow. This packsge also includes e-sall, Web browser, [nternst disler and
gaarch angines, and facaimile-related services. The Company has sffarsd chis

sarvice disge L9,

The Cospasy ssrhsts Lts Basic long dirtancs services "Busdlsd” wits
pthar arvices 4hd products, sush as lecal talscosmumications access, Iaternet
secans and [ax Drosdcast services. Tha Cespany belisves that if 1t i successful
in bundling ite services, Lt iy LRcTeads Tevenus par cullasar and dacTeans
custosar attrition, Tha Company also balleves that sugh bundling sheuld be
sttractive to ssall Duslnessss sesking to sbials a varlety sf servises frem a
singie provider. B sarursads, Rowever. CiR 54 Jlven that sush sbjestives can e

achlarred,

The Cospany has Blstoricelly ssparissced dalayw Lo provisliealng
|geLivating mew customsrs) by Lis carriers. In an efferi o leprfove provisionlng
atficiancies, beglnnlsg Ln ths fourth guartar of lts L1007 flscal ysar, new
customars of domsstic switched, Basic *1 plus® and *#00° sarvices have Besn
provisicned through Tel-fave's own catisowids teledoemunlcations natwark, Ona
Battar Sat (*Tel-Ksve's CEN®). This natwerh ssables the Company 9 provids the
geailty of ATAT inev Lucent Technalogies, [ns.) wwitches iad ATRT-provided
tramesippion faciliitiss aad BLlling ssrvizes. Tha Company also offers direct
Billing sarrices L8 cuatomsrd serviced by WerldCoa and (€. The Company récaives
santhly recerds from Lts cerflars which datsll tha calls mads by 1C8 CUSLOATE.
Tha Cospany them rates the calls and Bille Lts cuscomars dirsacly. Tha Company
{4 depandent upon che cimely Fecaipt and agourscy of eall dats Tecerds previde

by LEE TarTiers.

Acguisizions

The Cempany has histsrically ampandsd Lt oparstisns chrough the
segulaicicns of customer Bases. For the thredsysar peried sndsd Aprii 3o,
{997, tha Cospany mads the felloving scqulsitlcas) |Ses MOAL == Subssguent
Evants and Msts @ ta the Hates Co tha Flasacial Scatsassats.)

1A Junuary L1997, tha Company purchased from Great Lakas
Telecommmications Corp. (“Sreat Lakss®) (1) & custosss bass ssnsisting of
agprocimacely 7,900 coptemars TASC wsre Fubledt ta &A agressant bDetwesd Jreat
Lanms and Tel-Gave and (Li0 & warvant o purchass 100.000 sharss af cemman StoCK
pf Tel-Save in considsratioa of §1.300.000 Ln zash. Im
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cannection with the sequisitisn, tha Cospany borrowsd §1.300.000 from Tel-dsve
fn Jamuary 1937, Tel-Bave reparchased the warraacs [rom the Company In
considaration of B1, 800,500 snd crediced the Company with Fdl assuni

[$1.309. 560 to repay the losn sade Lo Jamuary 1097 sad $600.040 to reduss ihe
outstanding priscipal balange wnder the Asquisition Loan. deseribed balew!

ta July 1901, the Company soguired all of che Lesusd and sctatandicg
capital stock of Adventures-in-Telecom. Ing. (“AIT*I, & moc-facilizies Based
pagpallar of long distince ceemmicatises services. Ths purchass price was
cosprissd af §3.271.210 ia cash end 100.3040 restricted anares of Cosmom Eroch ol
tha Company. The scguired company consisced of a cusismar Bais af 10,604 mmall
pusiosdsss. 1 Decester 1994, the Company agresd with tha former sharsboldars af
AIT co cancel 49,000 of che 39,9490 shares what wers subject to Certala halisack
previsiona, in ssitlement of certils slalas by Lhe Cempany spuinst the ALY
sharsholders. In July 1994, in connection with the AIT scpuisition. the Company
sntared Lots 4n sgresssat with Tel-fawe pussusnt te whigh Lt Barrowsd an
sggregacs of §9,.911.110 prisarily ¢s flasace Lo purchase prize of the
seulmitien (the “Acguisiticn Loan®|. As asended. the loas sgresssatl provides
far ths repaymant of the Acgulsitisn Loan in monthly paymsats of §133.900 plus
iacerest beginning sftar Seplamber L117. Te inducs Tel-Save to provide the
financing for che purchass of ALT. the Cospany Ledusd & warfTaal ©d purchass
164,508 shares of Comson Stoek of the Company at §3.73 par shars sad & weiTeat
to purchass 30.900 stares of Commen Steck 5 the Cespany st §3.00 per shars.

In May 1906, the Compamy scguired sll of the Leseed asd sutstasdlsg
espital srock of Gulf Cossunicstions Sarvices, lne. (*Qulf®) L& csasldarscisa of
$39,000 in cash asnd tha simeption of & promissery nots Ln the principal ssount
af $183.000. The sote La payable Lo sgusi soathly Lastallssacs of 912,550 and ia
fua February 1. 1090, Tha sfquired company oparated switching squlpment whlch
aliowed Lt €0 sct an aa Lactermatlons) call beck and call chrough providar and
offersd prepald calilsg cards. [atesnec sccess, volce mail and facaimile
prosdcast services. [Es custosar bass Lasledsd sppracisataly 199 commaTeial

In October 1303, the Company aogalred & custssar beass of sppromisstely
1.;“:-?:1 tuslossses from Touchtons Netwsrh, [nc. L& éodalderstism of
333,22

tn Fabruary 1399, tha Company scQuired & custssar Dass of sgursalsately
192 small Susisessss Cros Mocowsll Comsunicatisns. Ing. Ln censiderstisa of

B17.504%
lnduarry bacwground and Sovernssat Regulatiea

The Company's telscammmicstions services are mbjedi L3 gurermnsant
reguilstion. Federal lav cegulates domsstic Infersiais and Latarnacisasl
talecommenications. and scace law regulatas calecommunicatlone that sfiginate

and termisste wiiBlA "he sams FLARS

The Lalecommanications LASustry's structure has uacil redenily besn
formed Sy & 4003 court decres (Ehe *Conseit Decres”| Betwssn ATAT and tha United
States Deparcssnt of Justice whish reguired the diwestiturs by ATART of ite Bell
oparsting cospanies and divided che soumcry Llags 101 Local Arass sad Trasspart
Arsas ["LATAE"). THe 11 Ball eparating cospaniss. which

Page §
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wirs coasinsd (ato seven Regissal Beil Opersting Cespanmiss |"RESCe). wars
sllowed £ provide lecal celephone sarvice, lecal actaad sarvics cs Long

disrance carriace and pervice within LATAN (*LACTalATA service®|. Mewsvar, tha
right o provide service Betesen LATAS I*IRCarldTh service'] was resiricced o

ATLT and cthar long distance carvisrs.

To sncoursges competition La the leng dlscance BArRet. I3s Consent
pacres and garzain FCT regulatlons requlie ssit RBOCH and sthar lessl sschangs
earriars (*LECS®] to provids socess o lecal sxchangs serviges that i “squal Ln
type. Tuality and price* to that provided ta ATAT and with the eppartunlcty e be
selected Dy customers & thelr preferved leag distasce carvier. Thess R )
sctess” provisicns are incended to preveai prafersitiil treatsast of ATET by
LECH and., with scher regulatary, judicial asd technelogical factors. have Reiped
smajler cospanies to bacoas cempetitive sltematives £0 ATET, WCI
ralecsssunications Corperstioa (*NCI®) asd Spriat Corperstion (*Spriat®) for
1o6g distance sarvices. A May LFPE FOC repert stated chat as of Seceabar 11,
1904 thare were 403 long distands CATTierS purchasing egual access services from
LECH Ln the United States. Insluded in thess carriers afe Lha "Cirec tier” af
ATLT, WCT and Sprinc, & "second CLier® of sceswhal ssaller cartieze. mach s
woridcss, AllBet Comsunicaticas Bervices, Inc.. Cable & Wirdless Comsunlcations
and LoF Irearmaticmal, ant & *tAlrd Cler” of Cha remalalsg cospanies

he long dlstance lnSustTy say be sigaificascly altsrsd ia the Dutecw
by two recent requlatory snactssncs. Fizet, 18 Octeber 1998, the FOTU ermisstsd
ATLT s previsus priees £ap regulstions regardlsg service 8 resicances and amall
pusinasses &nd now allows ATAT to flls effective rete schadules on éne day's
setice, tharsty Llaitlsg competitsrs’ previsud sbllicy ta pretast such cartffn
Thass changes give ATAT iscressed ElemiBility Chat may permit Lt 8 oepets &aie
sffegtively wich smaller lég dlscance servics providars, such &4 the Company .
particularly in regerd co the ssall business Cusitemars which compdss the vest
majerity of Lhe Cospany’ s Sustomsr bass. Sscoad, oa February B, L¥rd, thae
Prasidant signed the Telecommenicatises Aet. designed o Latreducs sars
competition imto U.§. telscomsealeations sarksts. This kex Lecreadad Tha
potencisl for compstition in both cthe long distands saTviies mariec. by v Ly
the proniblitieas sgalnsc ABOCs providing leag disctancs sarvicas, and La tha
1oes]l Barvices market by requiring LECS ta permit Latervomnsction to their
AeTwsrEs, Lhus allowing long distascs and reglonil sarvisrs to compsts ln locel
sarkats. Des Lo Chess changes, the Company say be [erced Lo competis wilh SaiR
ABSCs and long ALStaRss CAFTLerS £3 & Jrsdtar deyves LRas Ln toa past

Fedaral Eegulition, [Atarnationsl non-deminsnt CATTiSCs Suat salntaln
tariffs on fiie with the FCC. The tariffs of sen-deminant carviers, wulh & tha
Compary. are pravassd Liviel and are seldom contested. alllough Lacss taELfle

and the rates and CRACPEl Chey Epecily are subjesi La FOS review

tn Dctopar L98, che PCC sdopted an ofder which requirsd nendesinant.
(AESraCACS, LACersmchAngs CATTLSCE. Puch as Che Company, ©# withdraw thelr
cariffs. Lasefar as such ea~iffs spply ta Loterstats sarviees |(tha *Detariffing
Sedare). Receatly. the United Juates Court of Appeals for the Dlstrict of
Columbia CLemait granted motioms for stay of the Decarifflag Crdar, panding
judiziasl review. According ts &a FCT Publiz Wotice. tha rawult of chis scay ie
that the tariffisg ralss in place prier to che sffestivenses af the DatarifEing

Srdar Are Ln effect. and
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sendsELAANt carriars providing Laterstats, dessatic LOLSrsschangs servicss
eont B To ba reguired Lo Elle Earlffs pursuant to the FCC°8 Rules.

hsong dosastle logal carvlers, snly the ourrent LECH ars preassatly
clamailfied By tha POC &8 daminant garrisce for the provisioa af lazeretate
gecadl parvices. This ssans that che FCC ss many ol the LECS" ratas.
charges and serviEss 13 & larger dsgres than Che Cospady ' 8. Tha FCT's regulacics
of LECE L8 sxpectisd 19 decreass over LLas. sspasially gives cha 1904
ralecommanications Agt, The FCT has propésed that RBOCH LRAt provids
suz-sf-fegion long distance sarvices b repalaced an non-daminant cArtiers

fzats Megulation. The Istrastats loag discance oparsticns of the
company SES® Alan gpubject to various state law and requlstions. including griar
certificazion, netifleation and registratien requiremsats. The vast majoricy of
guaies PegEire ths Cospany to apoly for sertificstion toa provide latrascats
calecommnicALiong BArVICes. &F S8 lesst 2 register ar be found assspt frss
reguiatica, bafsre comssncing LAEZFasLAlE BArvices. WMost piates alss reguire Lha
cospany T3 211 ead malntais detsiled tariffs llstisg thelr Faces for iscrascace
gervics. MANY states alee imposs VAriouS Fepartisg requireRests &ad/or regalre
prier spproval for tramsfers of contrel of certifled carvisrs, anpignmant of
carplar snsmts, ingluding customsr basss, Carvier stock effsrings and incurresce
& carrisrs of sigunificant dabt obligetiens, Cartificatss of authoricy can
genarally be conditionsd, wedified, cangellsd, cerminsted of revoked by stats
regulatary sutharitiss for failure to gemply with stais law and/sr che ralas,
reguistions and policiss of cha stats regulatsry sutherities. Finss and sthar

penaltiss may alea be Leposed for much wisleticoma.

Tha Coapany provides iacsrststs asd lsrermatioasl lemy dlistamce service
(% all or socme portioms of 30 staces for which che Cospany has filed & Carift
wiih tha FC=. The Cospany s sstherised. pufiFcaft ©3 SLALS segulstlioas,
eartifications. tartffs or nocificaglona or on an anrepulated basis, to provida
(RETANCACA service Ln 48 scates snd is In the process of finalising appraval in
the Stats of Yermsac. Tha Cospany doss nof Drevids LALTestats ssrvice Ln AlRaks,

Tasgatiiion

The Company [aces Latenss sospetitiss La the sarsstisy sod aale of Lt
sarvices asd progucts. The Cospany's leay distance. prepsid salling cards,
Imiefmel &N DLRAr Sarviess Asd produsis coepete [or gensumar Pecogmitlss wiLh
sther long Alstasce, calling card, IRCSTRet and oLhar sarvices a&nd products
ehich Bave schleved significant incernational, natiensl and reglofal coawsssr
ioyslty. Many of chede services and preducts Ars marksted by companles whlch ars
wali-sagtablisked, have reputsticas for sucesss Ln the davelopment and sale of
services apd products and have siganificsacly grester flaasclal. marusting.
dlstributicn. parscasel ahd sthar resTUITes Chan the Company . Thass ressurces
PArELT FuCH Companiss ©o LEplssant sstsssive sSvertlsiag sad promotiessl
campaigna. Dotk genarally asd L= respoass to sffscrts by sdditicaal compatitars
t5 sALer LALS mew sarsets asd incroduce oew services and productas. Certais of
thass cospezitars, ineluding ATET. MCI and Sprisz, dominals the Ladustry aad
fave the Finarclal Felourtes to saible thesm €5 withatsnd substancial price
compatition which has continusd £3 Lncreass. Thess and sther large talephonas
companies have also entered ar have iAsouRCed thelr (AtmsaLlsa ©o ealer Lnes the
prapald phoms ard and [nTarnet segments of Lhe Celecossmscatisns Lnduscry
Bechuds the resaller segesnt of the talecossunicatisas ladustiry has oo

Fupatantial
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parTiers to smtry. competitiss frem ssaller ressllars Ln the Caspany's Larget
sArEecs L8 aleo sxpected ta contious to Lacrsase aignilicanily, The saresis lav
feiscommunications services &nd products ars alsd charsctarited oy rapldly
cEasglay technslogy asd svolving Lodustry stisdards. often rssulting in product
obaslascencs or saert produst Life cyeles. The prolifecstion of sew
relecommunlcations technolegies, Laciudisg parsenal comsunicatlon serviged,
celiular taleghose services and products and prepaid phens cards ssploylsg
alternative *smart® card technologiss. say reduce desend far traditionsl
jand-Line izng distancs tslephona ssrviges penarally and ths Company s sarvizes
in particular, The Cespany's succsas will depend oa the CoEpiay's aBllity ta
anzidipats and cespond £0 chese and schar fsctorm aflecting the Lnduscry.
(aciudlng changes Ln customer prefersnces. business and £ crands,
unfavarabie general sconssic conditlisas asd isemat pricisg sLratsgles by

oEspatiiore.

Asceat Tepulacory changes may alss result La sigaificsatly lLacresassd
cospetition. Im October L1938, the FCC terminasted ATAT's dasignacion ss &
dominant Sarrisr. which will maks (t sssier for ATLT 8 compets dlrsctly with
tha Company for low veluss commarcisl leag distssce custsmars. Alse, the
receacly adopted 1904 Telscomscnications Act Ls desipmed to intreduce Lacreassd
compatition in dosestic telecomsunicatisss sarsers by fssilitating the setry of
any sntity lincluding cabls television companiss and utiiltles! Lnto Both the
jong dlstasce sad locsl talscommanicatisos marwsts. Comsegquantly. this sct
\ncreasss the pocential for IncTeased campetizica by permitting leag distands
amd regional carciers La local markets and the well-capitalloed RBOCE and Local
anchangs carTlisry la long distasce sarkstd.

=g ryean

Am of April 10, 1997, the Company ssployed 17 persons on a fulli-tiss
sanis, Mone of the Cospany™s esgloyess sre represestied by & walsa, Tha EDEpAny
comdldars relations with Lta ssployess Co ba saclafestary.

Item 3, Desctripzisa af Froperty

Tha Company's affices located at 1431 wasx Cypresa Cresk Rosd, Bults
192, Far: Lauderdals, Florids are lsassd by tie Compasy wndes 8 feur-ysar laass
which axplres Ln March 3000 and comprises 7,390 sguare fest. The Cospany paye
funt af spproaimscely B8.000 par mSAIN. wRIEN L6 subject te & 4V adjustmant om

The Company Ras closed LtE sales sffice lecatsd La Winter Perk, Florids
and is attesgting to sublec ita lease which expires oa Secemsar J1. L0VE for cha
#11 bguire fooT space. The Cospany pays reac of spprosisstely 51,000 per sonuh.
which tm Pubiest o 4 4% sdjusrtEsnt on &0 asvesl Basie.

Tha Company bDalleves Lts sxisting fecilitlies are sdequats CO mast
currenc nesds snd Lt does net sazieipate say dLEFlowity LA Regetisring reassals
48 leases arples or ia CLoding other secisfactory space Af sasiscing fadiiities
becans wsavallasle or LE additienal mpace Lp mesded,

Page 11
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Item ] Legal Procesdinge

Surpent Legsl Precesdings. Tha Company L4 & Jefendaas ia & civil setism scyled
ATAT Cafg v Growp Leng Distasce. In€.. Civil Actlon Na. 37-3214 (MAP). pasnding
(A the Usited SEates SLeTrict Cowzt for e Dlecrict of Sew Jeresy. IR thias
sctlon brouwgnt Lo April LERT, ATET seaka B413.300 sad sttornaye’ fess sd dasages
for Breach of & setilenast sgressdant satered Late batwesa ATAT and the Company
in 1991, ATLT alss ssais L8 resevers thls MELD, 004 wnder & separsts olals for
wnpaid tarifl sharges, Tha Company bas sarwared the cosplaint and ssrsrisd
gartaln couwnterslains. Thess coultarclelss Lndlude clalss for resclsslom af tha
petclemant sgressent a&d well aa for damsges Ln contrect. LN TOrS and pursuanc o
the Fedaral Comsunications Act. The Company vigersusly plass ta litigsis Eala
sEcter. Whils Che Comspany cannct predict with cartalsty the outcoms of this
licigasisn, the Compamy' s results of operatisn or cash fiow in & particalar
quarterly ar snnual peried ¢ould be ssaterlilly affected by protrsctsd litigecieonm
sr aa uafevorsble decision.

tn L9FH. Bartal, Ine. 1 Mertal”l aad Aeoutal Cossunicaticas. Ins
(ehemgral®l filed combised sults sgulnet Ehs Cosmpany Lo & civil sctiom scyled
sortel. Isc, sad leutel Comsunicacions, Ing. v. Sroup Long Distance, fac,, No
CACE~DE-3L477) [87) (Broward County, Fla.). allegisg csusss of sctisa for
paticipatsry brasch of contrect and breach ol contract arising from the
tarmisation by the Company of service under s service Semifact and ladspendant
marmeting distributor sgresssnt with sach party. The Compasy carmiaaced Lhae
calephens services of Bortel and cermimated che discributor relacisaship with
Agcutal for Breschas of comtract. Laslwiing the fsllure T comply with Lha
paymant terms of CBallr contrscus. Mortal and Aocutel have alleged Chat the i
company Asticipatsrily and wroagfully termisated thelr gentrects, aad Ascutel
slaims THRAZ the Company cwss Lt BO9, 064 Ln wepsld commigsioas. Martel sued for
an lajunctiisn aguinsc che Company's tarmisstion of telsphons sarviges and was
avardesd an sx-parte temporary Lajusctlen, Buf 4E & Rearing for dissalutien of
Eha drdaf tha Court Lessdistsly srdsred tha disssletion &f the prier lajunctisea
aad ordared sll partiss co sctend msdistion schedulsd far Nevember L3VT, Tha
Caspany belisves Lt was justified L Ttermissting ssrvies In secordance with tha
contrnety and Lntends ta defend vigpersusly Lts positisn. Sewsves, thers can be
no ABEuUraAce to Ehe sutgeme af thie sstisa.
smimately §139.088

other Legal Procesdlogs. Ia LPPL. the Company SerTowed -rt
from Mr, Warsld Sutcesn. whloh was originally secursd by 100,300 shares of the

Csagany'§ Cosmen Stock. AL April 38, i#94, the Cospany swsd Mr. Sucton 017,048
and K. Button snd tha Company wars ln a dispeis sver ths semarahip of ihe

1E8 S58 shires osrigimally plsdgped. [a January 1907, tha Company scught a
ssclaratssy judgment and jedicial decermisation ss Lo Ehe aRSURT LA Zleputs. On
April 28, 1097, che sagtar was settlsd for #33.000 (s fisal setzlemse: of all

clalms sgalnst Che Company.




e

A ling 0028 TI0267a ] ¥] . Rev 17-33:13 1497

s PACE®

gther Matters and [ndesalflcation. Pureuant to the Plan and Agressanc of Marger
dated Movembar L4, 1771 (tha *Plam*), Group Long Dlstance. Ims., & Florlda
corporation [“GL0°). was sarged ithe ‘Heryer’) ince Hecend ITC and Besead [TC
changed LC8 nams s Qroup Long Clotsnds, Ing. The Flan stacted that tha
sharshalders of GLD would owm #iV of the sutatanding shares of fecond ITC and
the esisting sharshsiders of fecomd [TC would own the remalning &% of che shares
putscanding. Becauss cthe Coundars of GLO hald cwrtaln fowunding shares (the
sFoundars’ Sharws®) in Sacond ITC. thears was & partial dilucion of tha Llatarssts
received by the sharshs|dars of L5 in che Nerger from Bd6 £2 07.3% (the
sppjutiont). wWhnils che Werger was sgproved by the Board of Directars and &
sajecity of the sharsholders #f the Company LEAE waie abarsislasrs of GO itha
pradecessar] At the tiss of the Merger and & majority of the thes CurTeat
staretoldars of the Cospany, sharshslders sffected by the Silutisn say Bave &
cazas 2f sctlon agelnet the Company. Thars can be 08 ssFuracce TRAL @
sharehslder say sot sesh Legil remedy spiliat the Compasy s ths ladividual
faundard, GOCWlthstanding the [orepelng spprevels. [ the Vet eay FeLE aciloa
i brought, the Cosgasny's results of sparstisss or cash flow for & particular
guartarly or anoual perisd omuld be matarially affectsd by protosciss licipation

er A wmfsverasbls sutcoms.

fn conmeciles with tha foregalng maties. PurPuant to &8 ladesmificstleoa
sgreamant. the Cospany sod sach of che frunders. jelatly and severally. Bave
sgresd £3 Lndesnify the uadervritars to the Offarisy. and sach of the Coundars
has agTesd o iodesnify the Cospany. for axy ead all lossss. clalms, dasages.
wrpanses or liabllitled (lAeledlsg reasssable legul fesd axd axpensed) as &
rerult of aAy cials arisisg out of or based wpon the fallurs co dlscioss s
iareance of the shares £ t5s foundsrs asd La t5s event that &8 & resulc of any
puch clalm, the Compamy ia reguired to leree sddigiseal shares of Comman JUoch,
e foundars have sgreesd o dallver aa equil maser of shares of Casman JLeck ©3
cha Cospany fer caacellatien.

Sansral. The Cospany Le from time §6 time the subject of complaints ar
Litlgatien in che ovdinary courss of Lts Dusiness. Except a8 discicasd. Coe
Company belisves that wuch lawruics, claims and scher legal mattess Lo wleh it
Bay Becoss FuBISCt ars sof saterisal ©o the Companmy's financial comdition orF
resules of speracions, but an existlsg er future lewsule or olalm resulting in
an unfavorable outcoms to Lhe Company could have & matarial adverss sffect on
cha Company’'s financial comdiclom and results of cperacions.

Page [
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frem 4, Submissiom of Hatiers To & Vote of Jecurities Woldars

As 2L Fabmaary 151, 737, the following actions were apgroved oy &
majority of shares af the Compamy satitled £o wite tharesa By wTitlea scssasats
1= Lie of & special meeting of sharehslders

. Of eha 2,312,000 shares satitled to wote, wTitien coassata
peprasencing 1. 174,17 shares wars recelved approving snd sdapting the Asended
and Raacaced Articles of [agorporacion by writien consent. dated sa of Jaouary
5, i9T. The balasce of the sbtares satitied Lo woits theresa abatslned.

I, Of ehe 1.303,.0%4 shares esticled Lo vots. writfen cConssals
ceprasenting 1,274,071 shares ware recelved appreving and sdepting the Sroup
Long Distance. Ine. 1994 NEoek Optlen Flas by written donsent, daced &8 of
Jamuary 13, L9097, The balence of the shares satitled o vots Cheress abetsined

J. of eha 1.213.094 shares sstitlsd ts wots. wriltsn coasants
representing 1.29),119 shares vers received ratliying sad approving the Lasusncs
of ahares i a predacessor corporation |*Sscond ITC*) to eswrtala fousding
skarsholdars of fecoed ITC. prisr oo che serger of SiD with and ints Jecond T
frke "Hargercl, that resulted s s partial diletion to sharshaldsrs of GO0 after
the Nergel Sy written coosent. dated as of Jassary i3. 1917, The balance of Lba
[T T mntitled ts wots tharson Abstalnsd.

Ha sthar RACtars were submittsd by ths Compasy to & vots af
pharshsldesrs, through the sollgizacien of pramies oF Gtharviss. Surisg Lhe
guartar snded April 18. 1MT.

ftem 3. Mareet for Commem Bguity snd Lalsted ftochbsldar Hatterse

Price Banges of Cossss Stachk and Redessable Warrants. Slasce Marchk Jl,
19%7, tha dsts the following shares firsc tradsd, che Comson §Cock and Cha
Radeamalile Warvents have bDesn Quoted om tha Nasdeg SsaliCap Marke: usndar the
symbols *SLOI* amd *CLOIW, * respectively. and sa the T undsr the ryabols “QFL"
and “SFLE", respectiwely. Frior to march 3i. 1997, che Cosmcs dtock treded on &
ilmized basis on Che OFC Builestisn Board, wadst the symdal *“3L0T" and prier te
that dats Cha Redessabls WarTeats did met Crede.

the foliowing wets farth, for the pericds Ladicsted. Bigh and Low par
shars Bid lafarmation for the Commsa Steck reported on Lhe Mesdsg beallCap
maruet Ouch Bigh asd Low Bid Laformatiss refledt iSter-dsdler guotes without
FEENL), BArR-uD, BAFE Sown OF COSMmiEslons ansd say ROC Tepreesnt sctusl

LrERsEITionE

Page 14
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For tha parled beyimaing April 1. 1904
and snding April )4. 13W4

O A D O

Hign e

B e L L L L T e

#3,3423 .M

Fer the perisd beglaning
Way 1, L9090 and

Ending April 30, 1347

AEmEEEEmEEEEEEE T

Migh T
FLOSE QUATENE. covsmensaniennns " T8 b 2.33%
Secasnd Juar . [ ) 3.073
Third QUATTEr. ... §.52 .50
Pourth DuaFTaf....cccosasnsnan 51.040 3.433

Tae [ollowing tabla sets forth, fer the pericd Megisaing Marcha 31. 1097T
ithe date that zhe Cospany s Aedsesabls Warraats flrse treded) asd esdisg April
18, L1M7, the Gigh and low sales price as reparied oo Lhe Easdag NBaflonal Harust

Iystem

For the Peried begimming magen B, LMD
and anding April 33, 1MOT

R ———
migh Law

O

i.am .73

Dividand [aformaciem. Tha Compamy has not pald any caah dividends ta
dites ard Soas A0C ARCisipats ar contamplats payLng dividands Ln tha farssssabls
future. It L che present imtsacion of managesent ©o wtilise all svailable funds
far the developsant of the Company's Buslnsss,

Approximats Wusbear of Security Moldara. As of July 13, 1907, tha

Cospasy had spproxisately 137 reglacased holdars of record of the Comson ECocCk
and § reglatered nolders of record of che Redessable Warrsncs.

il

Page 11
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Massgement § DlLeTuaBlen dnd Analyils oF Plas of Oparatiom
the [ollewing discesaion and asalysis of significsat factare affecting

tha Company’ B Spersting results asd liguldley and capital ressurces should ba
rasd LB esRiuACEisn wilh The sccompanying fisascial sistesants and related

T bl L

Group Long Slstancs, Ias. (che “Cespamy®! la & leag dlstanse
alecommanicacicns provider. The Coapasy witllliss speslal ssteorh parvice
coRITAcTS RFOUGE majsr astiomal lomg distacce talecommuniCallons carriers Eo
provide its Customerd with producta and pervices which Lecluds basls 1 plus®
and "#03° long distance serviced. as well as local. Iscersec, e-mall and dacs
pervices and prepaid calling cards. As & nonfacilities bessd reseller of leong
discance telecommunication services, the Cospany utilluss service coatrezes to
provide Lts sustosars with svitched. dedicatsd and privets lina sarvicss ©a
various loog distesce talecesssnications netwarks ruch a8 Tel-Bave, lss
|~ral-fave*), Worlifee LO0f Ine. [(*worldCen®i, acd Intermsdis Commelzatlons
1as. [*IC5%1. Tha Cosgasy L3 dependent oa & limited msser of jong distance
earriers and ousarses regiooal sad lecal talephoos companles to provide LEis
sarvices aad productd. Tha majority of the Company's revenuas ars darived Crom
eslls routed through Tel-Bave. Buch revenuss regressoced Tah, 60N and 47% af
tocal revenuss for che years soded April 10, 1997, 1904 and 1998, respactlvely.

o cotaln faversbls rates Crom Los casviesrs, the Cospany has cosmicted
€5 purthass certain minlms weilaeds of leag Slitisce sarvices durlsg staced
perisds. whatBar or BSt Fuch volusas are wssd. For Che pedrs anded April 19,
LHFT mnd (30H, Chese comsltments sgETegeied sppromimacely B0 650, 300 and
§3.300,000. respedtively. Marreaat Le LLS CulTeAD SETeasanLE with Lte carriers.
the Company’ s volase comsltssnts will Incresss substantislly Suring the neai two
years £o &R sggregats of sppresimately §14,000,000 for the pear-ended April )0,
1990 and Laveling off to an sguregats of 891,100,000 for the year snded April
18, 1990 and charsaftar. Fallers to saclefy veluss purdhiss fommlisest or prige
iscressed by cartisrs ceuld materially sdversely sffsst the Company s [uture
sparating results. The Cospany perisdically rensgocistes Lts voluss commlisancs

wiil LEN cerTiars.

The Compamy relles en the marketisg of LEs serviges, waich L8 currsstly
performed by (ndependent Calssarksters and direct sales parsonaal, oo gensrsts a
stgmificant porction of Lte revenuss. During the calendar (397 ywar. the Cospany
nas significancly Locressed its use of telearketérs. aAd anticipates that LE
will Becesms LEcrssslngly depsndent upon thads Lodependsat telemarsaters =3
mArsst LTs sarviowas.

The Company has histsrizally saperienced dalays La pravisisaisng
jafzivering new cultomardl by Lts carviers, In aa sffart ©o Legreve previsloning
sfficisncies, Degimning in tha fourth guarter of ive LMFT [lecal year, aew
custonacs of domsstic wwitchad, basig *1 plus® &ad *H00° services have basn
provislonsd chrough Tel-feve’ s own nstlonwids tslecomsunicatisns netwerk, One
Gettar Met (“Tebl-Save's OBM*). This netwerk snables che Compasy to provids the
Faality of ATET (mow Leceatl Technslogies, Iaf. | reitchas and ATRT-prov i dad
srassmiesion facilitiss and Biliing ssrvices, Tha Jospamy slse affers dlfest
pilling sarvices to customsds Sefviced by WerléCom asd ICI. The Company fecalves

maszaly records from ite

Fage 18
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carciers whleh datall the Salls mads by Lts customars. The Cospany chea rates
the calls and bille Lt custosars dirsctly. The Company La depandsnt upoa Lhe
cimaly cecalpt and sccurssy of call dats recards providsd By Lis carvisrs.

ha Coapamy’s cpersting results are significancly affected by costomar
storizion rates. The Cospasy belleves C3at o high level of cuscomar ssiFicion is
o bnduscry be prisarily & pesulc of national advertising campalgns.
celemAFNSCing programs and customar Locestives provided by sajer compecitors, a8
well &8 the tarmination =f serviee [oFf nom-paymant.

In comaection with the scgulsltien of Adwenturss-la-Telscom, Ins
(*AZT*] i July L9906, the Company scguired & customar bass of approxisacely
30,000 small businessss and recorded an asset of appromimately S6.0 milliom ac
July 31, 2800, of walch £3.6 mililon (st of receivables and marieting advascesi
was L0 ba smortized, sver & flve-ysar paricd. In Decesber 1994, dua ta
pignificanc srtriticn ia the AIT customar bass, che Cospany sccelerated Che
amsrcimacisa of cha itica sasts of such basa Lo Cha rate of 74% for the
firet year lsppromizataly 03,000,700) which Bad & matsrial sdverss sffect an Cie
campany's apersting resuits for che fiscal year snded April 10, 1F17. The
CospaRy SxXpectS L8 martigs the remalnlag balssce of cuscemer scgulsitles coscs
af spproslsacely 83,767,300 ac the end of the first yesr aftes the AIT
acguisition, At & rate of 136 ssd 10W, respectively, over che second and third

years after such scgelaicien.

Therw CAS e 5O AAFETEACS That sswussd sttirition rates undarlying tha
Cospany's ABGroigacion scheduls will prove to be soCursis of Chat Custassr
sttrition rates will net incresss Lm the futurs. Aoy aigalficant |ReTesss Ln
fedtcmar sttritioa retes reselilsy s lacresssd ssertissties espenss will
contifiue ©o have s material sdverss sffsct on the Cospasy's operatlng Fesdlts.
fh tHe evenl TRAC AtEritiss retas Lacreass a8 & resultc of iscressed compatiiion.
the purchass of peeriy perieTmisg customar bases of Lhe LaaBLlity Ty mansge the
sxipring custoser bass dus £o Cransicionsl difficultiss sats Tel-Save o OBN
setwork., the Cospasy may coatinue to Lmcur charyes Lhat redult Ln lossss.

The Company's abllity te contimus and to espand lts operailodas Ls
Sspandent wpon Lhe Company s ABIILTY ©o salncaln satlsfactory relacisaahips wich
aslating sarriers and isdepesdent Celssarketers snd satasllss relatimmsnips with

sddizionsl carriers and indspandsnt Colessrmsctears.

on march 34, (997, tha Company Commsnced &n wSderwriites puaiilc
sffaring (the -Offarimg”] wharsby 1.190.000 shifed of lcs Common Scock. mo par
valus [Lhe "Commes SIsckt). and warTests to parchass 1,427,384 shares of Cosmon
frock Iche “Med Ble War *) wars sald. Of tha Redsssabls Marvaats said,
wArTRALS ©5 purchass 187,300 shares of Cosson Iiodk were #old purwuant to ths
sEdarwriters’ cver-allotmast SpULEA. Nel procesds to ths frem Lhe
Offaring wers sppromimstely 33,9 millisn. Approsisacely #3.3 millies af the
srscesds from tha SPfering have been used [or wverxing capltal and genersl
busipans purpoded. Laclefing the repaymsat af rectals iasestsdnsan. a8 well an
the Company’ s markatlng and sales purpeddd. Tha CImpARY ARCICLpALss Lalng Che
salancs of tha procesds from che Offerisyg for similar purpeess. [n conmection
wich =he SEfering, tha Cospasy slss ssld to the wadarwriters. for a momisal
sBounT, WnderwIiCers’ warrants to purchase 133,000 ssares of Common SEodk at an
sEmrzisd price sgesl ta 04.9% par shars and wasTascs to purchass 113.000
Endessapia Warrants at 1.1 per Rsdssmabls Warvant

1]
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The Company opafates La & Alghly [repssated segmant of the
telecommunicacions industry and Bas Riscorically espandsd Lis opaTatioas chrough
ema scgubsition af customar Dases. The regalarly svslustes peasidle
acguleition opportunitien and say seal o soquire Esaller resallsrs and mustosar
eaded La srder o expand the distridution of Lce services and produccs and Lta
JeaCTApRLC marmets. On Adugust 1L, 1047, chae sogeired all the Losusd and
sdtatandiag sapital stach of Castarn Telecommunications lncorporatesd. & Mew
rark-based reseller of leng-distance serviges. (See Fraazs bares!
and Note J to the Motes £2 the Floancisl Statesants.) Escept &8 otharviss
sipciosed Barein, thes Cospany has no plans, sgresaents, cosmicsents,
GAderatARdings oF ArTangemants witlh respest (s any acguisitics. Thars can be 82
sETuIance that the Company will uitimstely effect aay scquisitlon. Chat the
campary will not sxperisnce lncreassd customer atiritiss as & reeult of any
scguisiiien. chat the Cospany Be able to sectessfully Lategracs lace lcs
cparaticas asy bDuslisss oF CusComar base which Lt may soguire. oF CAAL Lha
Company will be able £o sarvice any dabt or other obllpations lacurrTed La

connection wibth such scqulaitian.

The Company latends ta eStively puisus & stratsgy of centinusd groweh
ssd will #eak £ sxpand che distribution of LCs services and products asd
misinlse peastracion of cev and sxiscisg gecographls BAFEeLS. The Cospany Lecands

ts aspand Lis sareeting sctivities by incresslng tha uss of Ladepsndenc
Tha Company will alse conclous €4 (L) develsy sersteglc marksting

tHlsnArsatara .,
ralacionefnipe, (LL) regularly ewmlusce possible ssguisicion opportunlitiss. and
[Lit} improve cparstlog and Aetwar® sfflclsncles. Tha Company's abelley co
schieve these abieczives will be affected by. and Co & certiln sxtsar depsndsnc
sa, sany fsctorm that are beyend the cdemtrol of the Company. THus, 28 Assurssse
sap Be glven Chat sugh cbjectives cas be or will b achilewed.

Aapguiniticns

In January 1997, che Cospany puarchasesd from Sreat Cakas
Telecommunications Sorp. (*Sresat Lakss®] (L) & cuitaser Bads consletisg of
scpranimataly 7. 000 customers TRAD wers Fubject [O an sgTeemant beiwesn Creat
tasms and Tel-Save and (11} & warrant to purshase 100.000 sRaAres of Cosmon Stock
3¢ Tal-Save Lin considerstiom of 01, 100.000 Ln cash. In cennsction with tha
scquinition, the Company borvowed §1.360,000 from Tel-Gewve. In Jemsary 1097,
Tal=Save repurchased the warvents from the Compamy in cemsldaratisn of
35,807,000 and credited the Company with such amsunt (01,109,000 ks repay the
lonn msde (n Jamuary 1997 snd 0600, 000 to reduse the sutstasding principsl
ralance wndar the AIT Aéguliition Leéas, dessribed balow) . The 400,000 redection
af dsbt by Tel-Save has been accounted for as & contribution o paid-in capizal
by Tal-fave, In connection with the scguislticn. oo valus wvas assigned ta tha

Suatomer Sass sCguired.

In July L#0d. the Cospany scguired all af the Lersed and outitandisg
n-Talscam, Ias. (*AZT"). & noA-Cfaciiltiss Based
iier af long distance communlcationd ssrvices. The purchase price was
seapriaed of 39.170.230 im cash and 100,000 reatrictsd shares of Common Etochk of
the Company. The acTuires spsets conslited of 4 customsr bass of approsmimacaly
18,948 small budlnesssd. In Deceabar 1994, the Compasy sqTesd with the [ormes
sharsncldars af AIT to caacel 43,000 of the 30.000 shares Chal wers subject t9
cersain noldback provisisas. ia settlemant of certain clalms By Che Cospany
syaingt the AiT sharsnaiders. In Cecesber LFPH,. tBe Company sccelsreted the

aEf L haat iwm of Lha
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seguiEltion gosts af the AIT customar bass dus oo slgmiflcant customar
atrricion, ressiting is §3.333,100 of sddicicnal ssorcisation sxpense for cha
year ended April JO. 1997, In comasction with the AIT acquisitiom la July 304,
the Company saterfed LRI an sgTessenl with Tel-Beve pursuant e which Lo
parrewsd &8 sgyregets of 03,011,200 prisarily ta flmasce Lhe porchass price aof
ehe Bcpalsicisn (che “Aoguisition Lasn*l. To induce Tel-Bave Lo provide the
financing for che purchass af AIT, tha Company lesusd & warrant £ purchass
100,000 sharss of Commen Stoch of the Company st 03.73 par share and & wsrrant
o purchase 38,200 shares of Common fteck of tha Company a4t 13.00 per abare.
Bots werTAAEs sfe sxercisable through July IS01 and subject to certala
regiscration rlghts Higher than scpestied Tuitiear stiritlom was prisarily
setributable to che Compamy’s Lmability to Lepleseant custaser ssrvice aad
fatancion prograsm, Llacluding delsyw in provisioning customers, as well as
incressed cospatition with respect ©o such customar bass.

fn Ray LO0E, tha Compasy scoqulred all of the lesesd and sutstmndlag
capital stack af Gulf Comsunications Servizes, Isg. (*Oulf®) in coasideretion of
§49.000 Ln cash and the assusptlos of & promissory nots Lo the priscipal asoust
of S182,000. Such mots 13 payable in equal sonthly Lnstallmescs of F10,000 uatil
Febpuary 1. U900 The scgulred cospany opersied switchisg squipsent in Fort
tacderdaie, Florida, which allowsd iz to #ct a4 e (ntarmaticnal call beck and
call thriugh provider aad alss affered prepald lemg distsncs callisg cards,

Eepulti af Oparaclons

The following table sets forth fer the parisds [adicated Lhs
parcanisges of total sales represented by certala (tema seflscted in the
Company'® consslldated scatemsnts of sparations)

Year Ended April 10,

Salen

Copt af Balas

Grans profit

fellicg, peharil isd sdsimistrative sspanss
Seprecistion sad asartlistion sapssse
Umusrual sAd AeR-rerETLAg Lhem

Interast aspanss, nat

Earninge (lessssl befare Locoss Caxes
[Acome tases

Bat incoms (Lowal

Errmmmm s —————

* [aam than 1 percent

Comparisss of Fiscsl Tear Ended April 10. 1997 co Flscal Tear Ended
Bgril 10, imm

Hat Loss. The Company Locurred & net loas of #4.132.733. ¢ 8L.70 per
shars. for the fiscal year saded April )0, L3997, as cospared Lo net sarnings of
IL87, 943 for che fLscal year onded April 38, 19W. or £.10 per shars, prisarily
if & rewilt of the sccelevation of ssertisstios expenss assssiaced with the ALT

Bepalaition Addicienally. sspenies redognited (A fefnectlon with sarkating
sdvaACEE Dald £0 Telemsrescers Lo oBTALD Asw Cudtosserd ales soncribuoed C2 Chie

H
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Salen Tha Company's sales wers 33,400,004 for tha flecal yesr snded
April 10, L9%7 cospaged t@ N13. 344, €4) far the flacal year endsd April 19, fwhe,
an Lacteass af 811,068,100 or #OW. The Locresssd sales are prisarily the resdit
‘ of the AIT and Crest Lakes scgulsiticns, as well as LACTEASSS Calamarnsting

afforts.

cogt of Sales. Cost of sales was FL7.209, 710 feor the Clscal year endsd
agril 10, 1397 cespared ta 5%.000.1)1 for tae fiscal year endsd April 30, 1904,
an locrsass of 90,310,399 or #1h, As & perceatage af sales, c3at of sales
| genained constant &t 718 for cha flseal year anded April 10, 1997 and che flecal

pear encded April 30, 1094, Gross margin wss 86, Q1L 100 fer the tiscal year snded
April 16, 1997 compared teo 81,035,303 fer the fiscel year saded April 3O, 1994,
an Lncreass of §I.099, 804 or BN, AS & parcentsge of salsd. groes sargis
rasdined cosstant &t JTV for che flscal year esded April J0. 1097 and che flecal

yoar soded April 38, 1¥M.

Selling, General and Adsislstrative Dapenss. Belilag, sensral and
sdainlotracive epenses (*SCLA®] wers §9,9214,837 for tha flscal ysar saded April
18, 1997 comparsd ta 01,835,016 for cha fiscal year amded April 30, 1074, aa
ipcreans of 53,600,704 or 33k, This Lacrease in BOLA was dus primarily ko
ipersassd Bad dabt axpenss Tesulting free (ncrsassd businsss, and payroll cence
repuiting from the eployssst of sdditions] customar service. csliectlons and
| provisionisg staff Lo Basndls the incrsssed Dusisess in comnection with tha
| sopulsitiond. S2AA alss Lacluded 000,109 arpenssd ln somaaciion wilk sarkstisg

sévancas pald ©0 telssarkecers ©o obfals new Curtaners. Of the ameant, $430.50%
is BEEFibused ¢ marmeting sdévances paid by the Company: aad §177.000 (s
stributabls To sdvances which AFs Che mbjest of the Bartel/Accucel Lewsslt.
{Sas Moces B and § Lo the Botes ©0 Che Fisancial Stacssents. | Effsctive May
{187, the Cospany cedded paylog sarksting sdvances £ LS telssarkstera. As &
parcencage of sales, BOLA for cthe Clecal years ended April 10, 1097 wnd 1994
resalned relatively ConAtAnt 4T sppromisately 24V and 21V, fespectlvely

Cnusual and Bon-RecusTing [tes. The uwoumal wad Ren-recusTing Lies
reported of F482, 710 far tha Clscal yeir aaded April JO. LIPT represants coats
spsscliced with Che wssuthorized usege of The Compasy s Jirect Isward Siallng
clroulcs wnich has resulted in che Company s Luability te secowver long dlstaace
service and FeliiRiSg charges Aassdistesd with sush circults. Thess glroults Bave
peen disconnscted and no furthar enautherized caags La pessible. (Ses Mota P U3

potes to Floaasial SEACeEEntSE.)

Sepreciation and Ascrzizstlon Expense, Depreclation and asartisation
sxpanss wus §4_ 493,809 for the Ciscal year esdssd April 0. 1097 comparsd ta
$133. 701 for the fiscal year ended April 38, 190, as iscreass of B4.382.310. Aa
& percentage of total sales, depreclatisn 4ad assrtipstiss swpansa was LIV fof
i flecal year ended April 30. 1917 comparsd o lesd than L% far che flecsl
year snded April 12, L#H. The Lacresss Lo depreciatisn and sasortizacion
ampendd. a8 wall aF the locTesss aa & parcescage of sales. emas atoribucable fa
the Compasy s changs la the escisated rate of asortigacion of the ALIT Sustomar
bare cdus =3 signifloant customar ALifitlon esparlenced fellowing tha AIT

scquisicion.

| facerast Expease Net. Iacerest sxpenss (sat] for the flscal year endsd

April 10, 1997 was §388.407 compared to §19,890 for the flecal year saded April
18, 10, an insreass of §340.4)7. This Lacreass in (Atarsst aspenss waa
primsrily s ressit of the lacurreace of tha §3.331.308 Acguisicion Losan from
Tel-fave =218 wad prisarily wsesd o complets che ALT scgquisltlesa.

income Tasss. Bo locoms Chm was provided for ia ithe flscel pear eadasd
ALl 30, 1097 compared £ S169. 800 for cha flscal ysar snded April 10, LR, Mo
currant Lpcome Cax benafitc was provided as the Company's loss for Lpooma Eas
Purposay is cegligible as a resule of eertain ssortizatlon sspenadsd belng not
currsntly deductible, The Company has daferred cam sssats af approxisstely
BL.900, 300 resultisg from the temporary differsace Detessn the tax snd Deak
rEcsEmition Sf Lhads EEpasses aad sthar Ltams. The Cosgany has recorded & Tow
walusk lon
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allowance sgslnst the deferved tas ssset bassd oo calculsticns which ashow 10W ol
cha ABset %o be realimed Lo the mext flve years, asd this Le considered to be aa
STpropflats timsfrems given the smount of change and consolldaction taking place

in sna i.m;rr. as wail as the Company's llaiced sperstisg Ristary. Tha
Zomphfy 'S #ffsCtive Eax rats Li lowsr han tha SCACUCSrY TRCH whan the Cospany
mam lcssas, and will be highar chan the statutery rats Lf asd when the Cospany

perurns o profltability.

Ligquidity and Capital Essgurces

The Cospany’s prisary cash requiresents have besn to Cund che
acgulsiticn of cuscoser bases and lncressed levels of asdounta Fecalvable which
mave ceculred subseancisl weriing capital. The Compasy has historically
sacinfied Lt working capital requiressacs princgipally through cash flow [rom

speratlons afd Berrowlngs.

Ga March 3d, 1907, che Compeny commsnced & public sffsring wBereby
1,350,000 shares of Lts Comsem Jtogh., mo par walus (the “Cosmcn JLoCR®), and
wArTASES T3 purchase L, 417,300 shares of Commen Stochk (cthe *“Redessasls
warranca®) were sald for aet procesds te the Compasy of appromisacsly 8.0
aillien (ems *Offaring®). Agproximately 51.9 milliea of tha procesds from the
1 offaring Bave Deen ueed [oF working caplial and geseral Duslness purposes.

leclcding ths repayment of gertaln ladsbtednsss. & well as for sarueting asd
alumm as. The Company SOLLELBALGd wilng the balsacs of (e procesds from

the Qffering for sisller purposes.

Ar April 30, 1997, the Cospasy had & werkisg capital Saficic of
$I83,951. an compared to workisg capitel deficit of S08H. 440 at April 33, 199§
s Ascreass Lo the working capital Saficit wes primarily atiributable te sa
(prresss Ln accounts recelvaBis Gue ©0 LncTesssd sales end cthe reductlom of

gutatasding Sabl.

et cash provided by eparstisg astivities was 53,040,190 Por tha flecal

ar sedsd April 10, L9PT as compared fo caah provided by spersiisng scuivitiss
ni‘ ﬂn.,.:l far the [lscal year ended April J0. 1554. T™he Iecreass ln cash
provided by operating sstivitiss L prisarily attributable £o an Lacreass LA
sCCounts receivable. an Llncresass Ln ssarsization of customar acgalsiticA costs
and an increass bn scovunts paysble. Het caah used in lovesting sctivitles was
§3.490,33% far the C[lecal year sndsd April 10, 1397, as compared to §P11.1%0 for
che fiscail year snded April 30, 1304, The increass in cash used in lowedting
scrivicies was attributable primarily to the AIT soguisicion. Met cash provided
by financing sccivicies was §é. 700,93 for the fiscal yesr soded April 30, 1197
s compared 5o nst cash used Lo floascismg sctiviclas foF the Elscal year endesd
April 10, 1994 of §42.044. Tha locveass Ln cash provided by flnanciog sctivitlas
is primarily sctributable fo che poegesds of the kegulsicien Loan and vhe
procesds from the Offerimg. Ax April 30, 1997, che Cospany had cash of

Bl 077, 5ad

Froceeds from losns totaled B4, 499,313 durisg che ywar ecded Aptil 34,
1997 and $113.1%9 during the sams pacisd (n 1094, Ragpayseat of loass during the
years snded April J&. 1997 and 1904 cotaled 03,9543, 047 amd §133.021.

TREGECTLVELY
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The Company’s gross sccednts receivable lacisased Sy 31.33) 444 Suring

the fiecal year endsd April 30, 1007 o B4, 123.10M Crom §1.339.7010 Suring the
prior parisd. A pertion of the receivabies at April J0. LVFE dus from o cfelated

rty wad somverted Lot a sote redelvalles La the amount of JL0D.0%3, of which
$12.00% wns cursnanding at April 1O. LPWT. Acceusts recei & UnEleding wein
note receivable, were J5% of vtotal sesets st April 10, 1097, comparsd co ddW of
totsl assets ag April )0, 109d. Tha Caspamy s allowance for doubtlul sccounca
iperassed Oy appromisately §363.000. v §430.300 cosgpared to 034,599 Ln che
grier perisd Accounts payable lactesssd during thé flscal year sadad April 30
1997 by FI.AT. 10T, gta B4.271.004 from BL.343.Td) as compared to tha [Ledal pear
snsed April 12, 1004, Accounce paysble wes 43% of total lisbilicies snd sguity
aft Apell JO0. 1997 aad 90% of vetal liabilivies snd saity at April 19, L9NE

fn eonnsgtion with the AIT sequisitisa la July 1994, the Company
sitared LAtS & spresssnt with Tel-Bave pursuast £2 which It Barrowsd an
sggregate af §3.335.130 primarily & [insace the purchass price of the
scgaiaition. At April 10, 1797, appreximstaly 01,313,000 was cutstanding wnder
Acgeinition Loas. The Acguisition Loan originally requiresd tha t2 repay
suzh loan Lo equal senthly lastalimests of §550,200 thrvegh July LMH7. with the
sntires principal ssount and |Atersst dus and payable oo the coamamation of &
public effesing of the Company s securities, [n February 1997, che loan
sgresmant was assnded 3 provide for the Cempisy T8 rEpey the balance of tha
Acguisition Losn in equal sonchly Lostallmsacs of §I37,960 together wilh
(=tarest at che race of 6.9V per anmes, commensing after Septesbar LOOY
Parsuant to the ssendsd lsas sgreemsat, Lha Cospasy's serviced agressant with
Tai-Save was slev smended Lo provide for as Lecresss (A che minims woluse
pesmitmant to B3, 300.000 per month beginning MovesBer 1, 1907,

All of che Compamy‘w assets (gther thas sguipsssnt, sschisery.
furnituse and generel LAtangibles) ars pledged 2o Tel-fave as collatersl for the
Acpalalcion Loan sand the Company Ls prohibiced Cresm creating llens or ssourity
iBteresTs in tha Company’d daseti. Qareld ¥ Demms. Jrv. . Prealdent snd Chilef
Exscutive OEficar of the Cowmpany. has parsonally pledged all of the Comses JTock
sf tha Cospany swmed by him to the repaymeat of the Cespany's Aoguisition Loan,
in connection with the Asquilsltles Laaa sad the Desenbar LIV assadsant to the
Companiy" 8 joan mqresssnt with Tel-Save. Lhe Cospany (esued Cha Tel-Bave
warrancs,. which inglede five-pear warrants o purchass 100, 000 Sharss af Comsan
Btoch 4t &R axarciss price of 09.71 par shate sad [lve-yeal =arTeAts 10 purdhass
40 258 smares of Common JLoeh at An exsrdiss price of 83 30 per share. 18 Jeas
1§87, phess werFASCE ware purthassd by the Ciepany (rom Tel-Save for 0100.304.
ifes Jumssgusnt Evants below and Notes N asd § 3 the Bstes t2 the Flaancial

BraTements. |

In connectiss with the Sresat Lakes scpelsitlon, the Compasy BoTTwwed
1,290,300 from Tel-Bave. In Jasuary 1397, Tel-fave repurchased warrsats fros
ths Company Ln conatdaraticm of Bi.088,.500 and credited che Cospany with sush
sssunt (51,300,000 vs repay the lsasm mads Ln Jasusry asd $402.090 ta repay &
porcion of the Acguisicion Loani.

In Way L¥0§, cha Cospamy satsred Lots an sgresssst with S4tesay

Aasrican Banz of Florida (*Caceway®] pursuant 5o which Lt Barvowsd 130.000 =f
waizh $17.20) was sutstandisg at April 30, LFFT. The loan Bears Lnterest &t the
in kspeart LR0E. tha Cospainy

prime rate plus IV and saturss o4 May 2. LPMR
satersd Lncs an sgressent with ODatewsy which. a8 asandsd a8 30 Feoraary D907

prowidas for & Line 3f coedlit af & =2 BL30,000. Dedring LACerest

H
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at tha priss rate plus 1V and which matures on Sepiesbar 3, 1307, Repaymenc of

ehe loan and coe Lise of eredlc Lo secured by all of tha Compasy's equipssnt.

machimary, furmiture and geasral lntangibles aad (s persesally guarantesd by
Sunne. Jr.. Prasidsat sad Chisf Execucive QEZLicer of tha Campasy. As

Gernld m. .
af April 19. L1¥97. no amcunt wal outstanding whdar this [las of credic.

In Sapteabsr 1993, tha Cospary lssuad a promissory msce €9 Jobs L.
romblagon. & director of the Cospany, and Millip €. Ceresux, an unaffiliaced
emird party. la tha agyregats primcipal smsuat of J100.000. Tha Latersst rete on
the proaissory sats sdjuste &-L-er based on the prims race plus IV and
principal and Lnterest are payibls Lo egual menthly lascallsasts of 81,400 waell
fapreabar 1099, Ac April 10, 1997, Béd.%400 wes outstanding undar ruch nate. As
an Laducesant for the loan, the Cospany Lssusd cptions ©9 Messts. Tomlinscn and
Eabsaux £o purchass 47,413 of Comman Jrock at & price of §1.13 par shars. Thass

sptions axpire on lnt-l-n' 18, LM,

] bl-r-hu- LFHE, the Company comvertesd ascounts payable to Worlaloa
iaca & alogle promlmsery ote la che principal sscumt of 91,233,790 beariog
incaredt &E Eha rate of 1IN par sasus, The proalssory nste provides for tha
Cospany £0 maks efual sonthly paymsats of §111.798 ca WorlaCom until December
30, 1997, Ia connection with ctha lesuance of the motes, the Company sacsrsd Lato
AR agresmant with WorldCos which grants WerldCom a security Letsrsstc In certala
aspats of Company. lncludisg scrounts receivable. customar lists. contrasctual
rights and records celatisng to & sarvices afresssct sntersd LAte by Che dompany
and WorldCom in Feoruary iPRé. fa April 1997, che Company Tepald the outs
palance on the oote, Eogethar with all Latsdedt accrusd Charssn for #9591, 000,

In July 1994, Glebal Telecom Hetwerk. Ing,, & company coatrolled by
Garald M. Dumns. Br.. the Cather of Garnld M. Demae. Jr. Fredidest aad Chiasl
Dxecutive Offlcer of the Company. Soaverted agcounts paysble to the Company Late
& promissory note in the priscipil assunt of $101,.030 Dearing LAtecest &t @ rats
af 138 par ammus. The sutstanding principal sssunt of and secTusd Latersst on
che note Ls payable scnchly and macures oo Bovesber 13, 1997, Gearsld W. Dumna,
Br. han pledged 30,000 sharss of tha Cospasy's Common SLock owned Oy his o
pecurs repayment of such promissory nots. As of April )8, 1997, the balance
autetanding on Ehe Hote wad §31.341.

The Company's Scoounts redeivable, less allowsnce for dowbeful
aE April 20, 1007 warwe £3.40).194, a8 compared to 81,301,710 et April

sccounes,
10, L¥PE. OF cha Company' s sccoumts recelvable at April 30, L1897, #177.941 wers

sofe Shan 0 days cutstandisg. ASosunts recelvabls sversged 54 dayw of sales for
tha ysar snded April J9. L9907, ss coepared to 48 days for the pear endsd April
18, 1998 dua %5 AR Lrcresss ln the mumbar of customars which resulted Lo a
lenger collecilon eycle. Increassd sccounts recelvable days sutstasnding has
required toe Conpany €0 use substaatlel workisg capltil s flmance receivablées
which has saterially adversely sffected ite ligaidity and worzlng capital
pesition.

AC Aprii 8. 1977, che Coogpany’'s allowance for doultlul sccounLe w.@
spprosimataly (620,000 i comparesd to Approsmimscely 9339,.000 ax April 1O, 1p0e
which the Cospany Selleven 1o curreatly sdegeats far the siie and nacure of ‘tp

fecaivablen. Meverchaless, dalays in collscticn ar uncollsctibilicy of accouncse
receivable could contloues £o have a material adverse sffect oa Cha Company' s

liguigiey




B ™
@

fling\ JO26TI0ES Vel vl Rev 17331 81097

o PAGE"

sl workiog capital pesition snd could require che Cospany to comgimually
inereasa its sllowsace for doubtful sccounts. Bad debi sapedis ascounilsd far IV
of tha Compamy's revensad [or ths year saded April )0, 1997 and J.0W fer Lha

yoar soded Agril 38, 1904

The Company'd capltal reguilressnts bave bess and will coatlous s be
pignificans. Ristzrically. the Cospasy Zas besa dependant = Zinancings ta sl
iee chAE repiiremsats. Based on Che Company 8 Turrently pripessd plans asd
asraEpticns relacing o UL sparsticns, the Compasry Belleves LE4L Che procesds
of the Offering, togechar prejected cash flow from operstiscs. will be
Fufflelent £o satlafy Lts contemplated cash regiiremsncs far the [lecal year
snding Agril 10, 1990, The Company Say seah. however, sddlilonal dabt orF sqpilty
financing o fund lte contlnulng expansion cthrcugh soquisiclons, Ia Lhe eveat
ghat the Cospany’ s plans c¢hange. Lts assasptlona chings of prove Lo be
pasecuracs or LE the procesds of the olfferlag or projest ciah flow preve ta be
lasulficisn: co fund sparstions dus to wnanticipated wrpansed, oparTaling
aifficuitios or otharwisel, the Compasy would be reguired to seet sddicienal
fleancing sarller thas saticipsted ar curtall Lts spearatisss.

gffects of Ianflation

Tha Cosgany does BoC Ballevs chat Loflsclios Sas Sad & significant
tmpact o0 Lt cperaticos fer che fiscal year snded April 18, 1997

il
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Legal Frocesdings

The Cospeay is o defeadant in & civil seulon styled ATAT Corp. v. Growp
Long Discance, Ims.. Civil Aotiom Me. ¥7-2304 (MAR), peading in tha United
prates Diserict Court for the District of Mew Jersey. [A this actisa Drewght La
April 1897 ATAT seaks GAL2,034 and sztormays’ [ess as damsges for Bresch of &
settlement sgreessnt sncersd lats Detwsen ATAT and the Cospany iz 1B9). ATAT
alwe seeks £3 recover tAls FO12. 134 wndar & separats olals for umpald tarlfl
eharges. Tha Coapany has aaswarsd Lhe and asdsarted cectaln
countarclilog. Thase counterclalas lacluds claima for resclasica of tha
gattlemant agresssnt 4 wall as for dasagesr Ln centrect. LA COrt and purraant oo
tha Federal Communigations Act, Ths plans wigarously co litigsts this
sattar. Whils the Company canmet predist with certalnty the sutcoas of this
iitigation, the Company's results of operatisn ar cash flow Ll & particular
quarteriy of asntusl perisd gould be saterislly affested by protracted litig
or an wnfaverasls decisioa. (Bes Mots I ©o Che Metes ©3 Floascial SLatesanis.

Aezounting Frooooecesents

ia Febreary 1997, the Flasacisl Accountleg ftasdards Board Lerusd
gratement of Finsncisl Asoounting Ftascaris 110, Barnisge Per fuare |"EFET)
(ETAS LiN). EFAS 138 requires public cosganies to present Dasic S&rDLiAgE per
share and, 12 applicanie, diluted sarmisge per share, lastead of primiry asd
fully diluted IPS. It requlres satitles with complem capital strectures C8
presan: basic knd diluted EFS on tha face of tha Lngoss statssent, Frovisions of
$7AS 130 are affectlvs for flnancial sescessnts Lesusd Dor paricds snding after
pecembar 13, 1997, The Company has sade oo apsessmsnt of Che pocencial Lepegi aof

sdopting SFAN 110 ac this cims,

Pubseguent Dvents

sarzan: Rspurchass. In fomasction with the [leasclag

scpalaition, the Company isssed sarvents ©8 Tel-Beve to purchase 100,500 shares
af common stack 52 Lhe Campany st £3.73 saare and 13000

shars. [o Jene L1997, chess sarTeadis were purchased Compasy from Tel-Bave
fer BLEQ.5G0. (Sea Moces M and Q ¢o Che Motea €0 the Flasnsial Statasante)

ETI Acguisiticn. Om August 11. 1997, ths Company scguired all the
jepued and sutstanding cepleal steck of Eastern Telecomssnicatisas Lasorporated
(*ETI*),. & Mew York-bassd long-discance Tessllar. The purchase price aggregated
$0,31) mililon snd consisced to two §).3 million motes (tha "ETI Motsa®) iéad the
snsumpeion of §1.7 millloa of certaln of ETI's lisbllicises and che paymsat af
cloaing costs in the smount of §113,000. ETI# assets candlst of Cwo warreacs ta
purchams 1,347, 000 ahares of the commes stock of Tel-Baws (the "ETI Tel-Bave
arTAnLe®) . & Customer base of 7.000 and receivables. A mubstaatial partion af
ET1 0 fwveses are derived fhovugh Tel-Sawe. On Aspusts LI, 1907 che Cospany
sasfeined sha £ tha ETT Tel:live Sarvasnts to purssass #00.000 commca stocn

ssares af Tel-Savs

The ET7 Hcted Bear laterssc &% 10% per anmum payable somthly and are
Sus oo Auguet 11, 1990, although the oet procesds (rem the sals of cha
pecurities underiylng the ETI Tel-fave Marrents shall be weed Ta prepay tha
pringipal of the FTl Motss. Upon tha sven: of defsuls, latarsst under Che ETI
Wates Lncreasss to LW per anmue wntil che defsuit ie cured. The ETI Motes sliés
provids pesalty paysant of §300,000 for Callufe Lo maks Limsly paymsots of
principal end intarsst when Sue after glving effect ©o CAFtALA grecs parisds
ansuld sush wacured dafsult ooour prior to August 1. 1900 and 81,000,000 sheuld
pech uncured default cccur ea er after August 0, 1590, Dveats of Sefaulit undar
tha ETI Metes Locluds fallure 00 maks Daymenty vhes due, sodification ar
Slepasiticn of assets pledged as collataral (described balew) . Baakrspocy and
BilEriel AlETepreseniafios ln the ETI Motas of amy related securily sgTessant

Umder toe terma of the FTI etock purchass sqresssnt (the "FTI
Ajremmant?®), che ETE Tel-Bave Marrvasts Bave Deen pledged Lo guarantes Tha
Company’ s obllgstions wnder the FTT Sotes. In sddicien, all other sasets of ETI
Rive besn pledged as zollateral aad the Cospany Ras pledged & subordisatsd

laterast in all Les assets a8 oollacarsl.

The 71 Agressant salee provides chac the Cospany will indesnify tha
balllng sharansidars Erom and agalnst any snd all lessss arlslng from Lhas
transsction and celssases thes [rom sertala Llabilicies ve ETL.

of che 54 31) millies scquisitios ceset of FTI. §7.7TL) milllss has been
ailstared to cha CT7 Tel-fawve Warraacs aad che balence of BI040, 300 Ras besn
allocared o ooe customsr Dass, B0 valus wes sssigned to the recsivables
Perchased Sus T3 [Se wncerfalsty sarTousdisg their esllestidilicy

4
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pactors TRAt Could Affect Operating Rssulcs

Tais Amnual Raport oo Form 10-KS8 concains forvard-looking statessnca.
sdditicnal written snd eral forward-lssiing SEAGemsnts may De mads by the
Ccompany fres tise fo tise ia Securities sad Dichangs Cosmission ("§E5°) fLlings
and scharviss. The Compasy cautises peadars chat cesults predictesd by
farenid-locuing statemsnts. laciedlag, wilboet lisitation, thoss relating t4 22a
cospany"§ Cutars busifedd Gradpecis. Fevanuad. w=rilsg capital. ligeldity.
capltal mesds, LACEreSt CONCE. and LAcome Ars Fuliedl D8 SATTRLR rieks and
uncertalnties That could causs sctual results oo differ saterislly from thase
indicatsd in che forward-lsoking statsssnts, dus to the fallowing fsctars, among
piher rieks and factors ldsatiflsd from ciss to tima in the Company s fllingw

with the FEC

s Tha Company’s oparstions are based wpon sgTessants with & Liaited mambar of
Loag-dlatance carviary who provids sotess Lo phons Lises and tranemleaion
fscilitins. The carvisrs ales provide esll deta recerds, &l LA LAS dade ol
tal-fave, the sarrier alss Bille tha Compasy’'s Tustemars n Lha Comgany’ 8
peball. Tha Company Ls dependsnt upen such carriers fer such sarviees, and Lhars
| 18 & Feasanable pesaibilicy that thars oould be squipsant faljures or athar
sarvics Latsrruptions that could materislly affest the Cospany. Such delays
eould rasult La pestpensd or pomsibly ledt sales. which pould sdversely affect
the Company” s rerulis (roa operstlens.

s Tha sajorizy of Lha Compasy s revsoues ars derived frsa ealls routed tRArsugh
ul-Bavw, & Fwitch-based ressller. Buch revesues repraseated Téh, 41V aad LELIE
tstal revesses for the ysars soded April 20, 1H¥7, AFhi and 1903, respestivaly.
peor parformance by Tel-Bave or & dsgling L Tal-Jeve 8 SCOROELE Proapests Souwld
mave matarial advarss affect on the Company'# spersting reaults

a To abtaln favorabis rates from Qi@ sarriars, the Company has dommitged To
purthass f4TChiA ALALEGR volumss for long distasce services during siatsd
paricds. whathaf @r AL Fich wolumes are wied. Pursuant 18 L curtent
spTesmsnts with LIN Cafviess. The Company’# valess commltseszts will incTsass
sesstantially during the SNt Two Fears T4 an agyregels af appronimately
110,000,000 for toe year-ended April 10, 1790 aad leveling off co an sggregats
sf §51,100,000 f=r the year snded April 10, 1899 and thersafter Failure o
satisfy such commitments could have o matarial sdverse sifect oa the Company 8

gperating margine snd resulcs of sparstions. Ia sdditlon. Deciuss Che CoEpany
has cosmitmants Lo purchass flzed volumas of uss at predatarnined rates, 114
lable to che Company"s CAFget market

carrisrs wars to lover Cha racés mads avel
without & corrasponding reduction Ln the Caspasy’'s Falés. tha Cospany gould be
sacarially sdversely affected.

s The Company marEsts 1ts sarvices principally thrsugh independant
HleRATESCAry, Svar whos the Cospeny has Be coazral. Fer parfarmance by
telaSArkSCars. oF any BLESTACEBSNLE SF Smissicos by thes coald have & satarisl

sivarne affect on the Cospany’'s operstlng resslts,

5 The Company has nistarically saclefisd Lis working capital reguiressntcs
principally chrough dash [low (rem cpersclions wnd borrowingd. The Cospany’s
asilicy to cbealn futuss flnancing may be llmited by LTe sniacing dest level and
pro-asieting lisne on Lts sasets pledged i3 callatarsl La conmaction with

cartaln BoTrowisge

& incressed sccounts receivabls days sutstanding Bas feguirsd the Company L3 uke
Subatantial worxing capital to flmance recaivables. whileh Ras materiaily

sdversely sffected (0 llguidity snd werking cagpital poaition, Celays La
cellsetion or uncollectibllicy of sccouwnts recelvable eould require the Company
ts continually Lncrsass Lts aliowance for doubcful secouncs snd could have a

saterisl sdverss lspect on Lts Fesults of sparations.

eaparlanced wnautSoriced sscadd to RS awiRollag esrvices by
sEauthorioed wasge of OID cirvuits which bas rescived la the Cospany's imapiloty
t3 recover the Loog dlitance service aad switcing charped alFssiated =itk the
wbm of wuch circuits. ARy unsuchoriged socess

® The Company has
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ts tha Cospany's ssrvices (or & preloaged perisd of time could have & magerisl
srvares affec: on the Company s results of eparstions.

o Tha Company Barkats LEa services principally througn indspendsnt
telsmarkatars. over whom tha Company has oo seatrol. Poar performance by
calemArNaLErd. oF Any slstatssaats or salsslsas by tham could Bave & saterial
sdvarsa affect on the Compasy's eparatlag resdlts.

2 Tha Company®s growth prospects will be signiflcsatly affected Wy Lis abillcy
t3 scoieve grsatar pesstration ln oew aad sxistisg gesgraphic arsas aad te

acquire sddicional resallers snd customar Dases.

o The Company is depandent ca sales of long distance services to smaller
commar=ial customars. A8 & cesult. tha Compasy's growth prospects will ba
iargely depandant wpon [he Cospany schieving gresstes pssstratiss of ta low
volusa commercial leng distange market. Achleving greater psnstration Is this
markst will reguire substancisl sarksting efforts and sspendliturs of significant
funds 2 incTease Customar mesfenesd of Coe caet asd sther sdvanteges of the
Company'd servided. Tha Company's abilicty ts sspasd lts customsr bass will be
dapandant upss Lhe sumber of telemarketars Lt sngares and thalr effercs. s weil
a8 the successful iztegration of Poture scguisiziens, Lf amy, loce the Company's

sparaticas.

o Tha Coagany's ocperacting results are significancly affscted by custosar
attritica rates. Customars are met abllgeced Lo purchase any misisus uisge and
ey dlsconiious service withowt pesalty sc aay cize. The Cospanmy Uyplcally
wperiences Bigher Ciitomds STIFLLLOR TATAS Surisy tha flrec year following tha
sepuinicion of & cuscomer bass from othar ressellsrs.

& AS tha Cospany seals to expasd Lts customar Base threugh Laternal growth and
potencial scquisitions, the Company will b reguired to contimually svalusts and
sasans the ersditwerthlnass of nev Customars. Lnability ta preperly assssa
petencial oredit risks could alee bave & saterial sadverss soffsitc on ths Company.

a The Company regulerly evalustss poseible scgquisitien cppartumities. TRare can
be no assurance chat che Cospany will witimately sffect say scquisitios, thac
cha Company will net axparisncs Locresssd custosar atcriciom as & result of aay
sfguisition, that the Compamy will be abls s successfully Latsgrats inia Lt
cperstlions any Dusinsss of Custoser base which Iz may scguire. oFf Lhat tha
Company will ba able to service amy dabt cbligatiom Ln comsesctlion with any
scguleition, Aoy loability co do se, particulariy i Lastesces in which che
Cospasy has mads aigniflcant caplital Lovestsasty, weould bave & material adverss

sffect on the Company.

2 Tha Cospary's recent expansien has placed and Ll sspected to contlbos Eo place
» BLrals om Lty sanagesest, sdsiniscrative. cperstiomal. fimascisl and other
rescurczas. Thae Cospany s fontineed sxpinsicn will be largely depesdsat opoa LT
abllity To malntaln LEs operating margine, sbialn sompetitive Cels¢ommusicaticns
Eatwark asrvices oo & tlealy basle and on cossarcially resscnable tarms. hire
et recain akilled sacagesenc. BAarketing sad cchear perscoael and seccessfully
sAnage growih |iLhasiuding seaitering speracisas, ceatFolling cesta aad
majntaining affsctive mansgenent and credit controlsl  Thare can be B asEurance
that tha Cospany will be abls £o sucosssfully espand Lts operations ar sansge
Frowil.

2 The Cospapy faces lntense competition ila the marksting and sals of lta
sarvices and products. Many of thesa sarvices and products ars marksted &y
conpanies which are well-setabiished and have sigmiflcently greater financisl
ressuscen Lhia the Company . Batauss ths ressller segmant of Lhe
talecosmunications lndustry has oo substantial Barriefs Lo encry. competiiion
from ssaller cessllers in the Cospany's target markets Ls aleo axpsctsd to

SaAtinmas
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o lecrease signiflcancly. Recent regulatory chasges may &les rewul: Lo
significentiy Increassd competitics.

o The Company Lo seliect to Cedersl and scate regulation. Fallure ez somply with
agplicable Lows, requlitisas aad licensing requireseacs couid result in civil
penaities. incledisg substantisl flass. and certifleacas of sutharity say be
gpadiilonsd. sodifled, canselled, carminated or reveasd, say of which could Rave
& matarial sdverss sflect om the Company.

o Friss t3 & LMY deurt desisien, domestic sen-dominant carciars wars allewed by
the FCT €0 flle cariffe with & *redsesable rasgs of rates® Lnsgesd of che
gatilled schedules of (ndividual charges reguired of dominant carrisrs, Aftar
Fuch Sourt daclelon, which reguired dacalled rate schedules for domastic
effarings Lo chelr tariffs. Che Company and msst of Lts dompecitors relled aa
tha FCT'8 past practice of allowing relased cariff fillsg requirssesta for
pon-dominent carvlers and 4id net malmtaln e regulred datelled rates schedules.
The Company cculd be Beld liable for dessges for ite falluse iz do s, altmcugn
it Belleves tRat such AR cutseme L highly wnlikely asd would net have an
sdvarss sflest om (t. [6 ordar ©o Tecover damaged, & compat ing
talecsmmanicationg provider weuld sesd to demcastrate that ths Cospany's fallure
£ fhle datsiled race scheduled caused that Siler sarvics provider to lses
Fedtmary and chat the aSould be hald liable for the damages. Hansgesant
ls unable T2 maks & Esaning sdtlaate of the smeunc or range of loss that
eould resuit from aa wafaverabls outooms of amy potentisl Litigetien lAvelviey

thls saiiar.
Item 7, Finsncial Stacemsnis

The consolidated flaancisl statessats sf ths Cospany are filed am pare
of tale Form 12-E30 ere et fornh on pages F=3 t3 F=33. Tha report af Crant
Tharnton LLP, indspendant certifled public scooustents, deted July 15, L1997, ia
set f3rTh oo page F-1 of this Ferm L0-023,

tes §. Changes ln snd Clesgreaments with Aossumtants sa Accownt ing asnd
Floancial Disclesurs

n Juna ¥, 1904, the Cospany dimmissed Timsthy M. Sshl Company F.A
(*HeR1®) . The dlemisesl of Nehl was spproved by tae Board of Direstars. The
Cospany Balleves. anid has besn sdviesd by Mohl that It comcurs Ln such ballaf,
that during the fliscal pear eaded April 32, 1093, cthe Company and szl did sat
Eave Any SLSAfTesmant on amy satter of scocounting primgiples orf practicas.
financial statement disclosure or swlitisng scops or procedurs, which
dlpagresmant. If sot resolved o5 (54 satlefection of Mohl. would have caused it
td make referencs Ln comnectles with LEe reperts en the Cospany s floansisi
ALatEmants E2 LAs suBieCt BARLEr & the dlssgressant. Mo report af Heml on cha
Company's financisl statesants contslmed &n adverss opialss ar & dleclalser of
piaion, oF wad Sodified a8 o uwnoertainty, sudit scope or scceunting
principles. On June 3 (994, Lha Company sagaged Graat Thermtom LLP
i*Therateat), Certified Publie Acoechiasts. &4 ita independenc suditars. The
Foneolidaced flrancisl statamancs af tha Company (ar Cha years saded Agril 18
LOFY mmd 190 ware ssdited by Therntos.

PART [IF

Fromotars and Congral Persons.

ftem B Digectors snd Executive QCCLcwrs,
et

Complisnce wizth Bectisa ldia) of tha

TEe lafirmation reguired by thle ltes Ls Locerperated by cefarenced ts
Lh4 Cosgany @ Frovy Jtatemsat for cthe 1097 Ansual Nesilng of Fharehaldars which
will D Fllad with the Fecuritieod and Enchange Commission =a of Bafare Auguat

ib. Ewe7
ftem 33 Lisritlve Compefasllon

The nformatiom regulsed by this ltem ia lacsrpersted By refarenced to
the Comgany s Frowy Statemant for the 1147 Anmcal Eeeting of Snareha|dars smics
Will ba filed wins the Securlties aAd Exchange Comsission on sy befars Augusi

an, LT

i
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frem 13 Security Owmarship of Certals Bemsficisl Owmars and Eansgesant

Tha information veguired by this lcea L Lacerporsted Oy refeceanced to
the Cospany's Prowy Statesent for the 1097 Anmual Mestlng of Sharshalders which
will B fiisd with the Sscurities acd Exchasge Commissiza sa of Befors August

i, i,
feem 12 Certain Relatissships and Ralsted Transsctlioas

Thae infarmacion reguired by this ites is Lecorpareted by refersaced to
tha Company 8 Prowy Biaiessnt far the L00T Anvusl Mesting of Eharehsldads =hich
will Se filed with toe Securities and Eschasgs Commiaalon &a or Bafare AdLgest

H P G

|
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fesm 13, Exnibits, Lise and Reports sa Form 0-K

is Exhibics
ExhiBit
uabe T Deacription of Exhibica
1.1 — Asanded aod Rescated Articlen of facorparation aof
Bagistrast. (PLlsd &s an Eanibil ts Assndmmni We | 4= the
Canpany 8 Bagiatrstisn Vistsssns =m Form @8- iNs
BAD-LTENED Filed masss 0. LERE and inaarporated harsln oy 1
ralsiande |
1.3 = imanded and Restated Fy-lews of Bagistrsnc. (Filed ss an
Exhibit to Asendsent Bo. 1 ta the Comgpany s Ragistirutiea
Statemsat on Porm B3-0 (Ma. JND-0THRL) Filed Maich 3, LOVR
and Legserparaied bareia by relerssce |
[ pa— Fors of Rspressacstive s Marrent Agresssct (ncluding Torm

of Bapressncative’s Margeat Cerzificatss. (Filed as &a
Exhible te Amsndmsnt Ho. 1 €0 Cha Company’ s Raglstratlon
Etatement o Form E9-1 (Mo, JX3-ATH00) filed March ). 1078

and incorporsted harsin by refsrascs. |

4.3 = Form of Redessab)s Sarrant Agressent lacisding Form of
warvask Carcificats. (Filed as aa Exhibit 3 Asendsent No
i te the Compamy's Reglstratioa Stacessnt oa Form EB-] Mo
3133-07e0i) filed arsh 3. LVM sad lacerporsied Ravela by

refarancs. |
4.3 o Form of Commen Biock Cartlflcacs
18.L i Farcition Agressesi Betwssn Begiitrent and Tel-Bave, Inc.

daced Fsbruary 3. 109) (lAcluding Becurlity &nd Asslgmsant

Agresssnt snd Lock Box Agresseni) . (Filed as aa Exhibit to
Amsndnent M. 1 Us Lhe Compasy's Regletratien Ststemant oo
Form EB-1 Mo, 1i-FPR3N) and Lnsorporsted by falefsnds
Harels asd Lacorparatsd Barals By refersass |

18.2 — Percsiss nd Lale Agressant batvesn Asglotoant and
Rockwel]l Cosssnications. [ac. dated Fesreary 34, Q904
iFiled as an Exnibic te the Company's Raglanretios
ftatesent om Form EB-1 (Ba J1J-17081) filed Secesder LI,
1901 and LocsrporsCed herein by refarsnce.|

Purchase Agressant betwsen Reglocrsat sad ACTI, Ims dated

Y- | -
June 10, (Filed s &a ExRlSIE 5 tha Cospany ' s
Reglatracion Ststmsest o Porm EB-] /Ma. JJ1-iTERL) filed
Decemper LI, 1008 and lnsorporated Kareln By velavence |
H-I) — Espeller Agresasnt betwesn Magistrasat and Teuchisss
metwers, LA, dsced Earch 10. 1993, (Filed as an Exniblc

1o the Compamy s Tepert ea Porm LO-RED dsted hegust LI,
1991 and lacsrporsted Rarala by refersace. |
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19.3 e Rassllar sgressent betwesn Registrant and ARN
Commenjcitions Corperatisa dated April 1. 1993, IFiled aa
&n ExhiblE e Assndmest Mo, 1 ©e Che Company's
Ragiscration Fistement oa Form FB-1 (He. 1J-00000) asd
lacarperated by ralerence Bereia.)

H-N ] s Loan Agresnent betwess Regiitrant and Catsway Amaricsn
Sank af Florlda daced June 7. 1906. (Filed as aa Exhibit
to Assndmeat Mo 1 To the Compasy’s Registratiom Foatssent
on Fors 883 (Mo, 13=00998) and Lacorporated Barels by

rafsrsnce. |
Fromimsary Mote payshls to Jobn L. Temilases and Mullip €.
Capsaux, dated Feptamber 33. 1999, (Filed as an Eshlbit €2

Amsedmant Mo. [ 09 the Compasy’s Registracios Staisssnc ==
Form SH-3 (Me. )1)-309PE) sad incerporsted hersis by

0.7 P

19.8 - Firchasa hgresseni Betwesn Reglotrant and Touchiens

[ | Hetwsrk, [as. dated Octsear LL, LO#S. (Filed aa an Exaibic
to the Company’'s Rsglscratisn Statenent oo Form B3-1 (Ms.

3351703} filed Decembar 11. 190 and Locorparated Rarein

by refarsnce.)

1% ] —_— Addgndom fo the Parchase Agresmant Detwssn Reglatfsat and
Touchtons NeTworE, Inc. dated Novembar J1 and 33, 1993
iFllied as an Exhibie co the Company"s Reglatratioa
Statement on Form EB-1 (Mo 113=i7#0ki filed Decesdas 11,

1994 and lacorpersted harsla By relarsmce.l

19.18 — Lasss Agressant Detwess Reglacrent snd Chantilly
Mansgement Carperation regurdisg 1391 Sewsll Rranch BRosd.
Winter Park, Florida daced Decembsr )1, 1993, (Filed as an
Eamibig oo » Bsgisiration Fiatsssat on Form

the Compdday
E3=] e 113176810 [iled CecesSer Li. 1M aad
lncarporsted hersis by refersnce. |

19.52 s Commignion Agresssc! Betwses Reglecrant and Jlobal Telecom
Natworn, [ns. regardisg Target Storss. & divialaen al
Cayton Mudsen Corperstion, dated Pebruary 1. i394, (Filed
as aA ExfiBlz to Ansndusnt Ms. 1 £o the Company '
Esgistracion Statement on Form §B-1 (Me. 33-F980i and
incorporated by bareia refersncs.)

i — fecond Asendsent end Mesews] 5¢ Leddd betwuen Aaglsiraat
i5d Catevay Investaancs Corperstion regerding 1431 weet
Cyprass Cresk Mosd, Forc Lauderdale, Plorida dated
Fasraary 9. L9904, [Flled as ss Eshlbit ©o che Company’s
Aegistration Statement on Fora §B-3 (Me, JIJ-1Tddi) Eiled

Secembar 13. 1904 and incorporstsd Barsin by refacance.|

H-F S — Matworn Services Agreesest betwess Asgistrant and UREAET
Technologies, Ing, dated February ¥, 1906, [(Filsd s an
Eemibit £o Assndsant Mo, 1 to che ‘e Ragimtration
fearement o Form E3-1 (Be. J)-800000 sad incorperstied

Barsin by rafersnss. |

- X ] s Basillar Bervices Agresmsnt Detwsssn Leglatrant sad
weridcss, [ac. dated Pebrsary 13, 19904, (Filasd as aa
Eanibit £o ths Company’'s Rsglstraticn ftstssent oa Fors
§3-1 (Mg, 331-1T88L) Ciled Cecember 1I. LPHI and
incerperated harals by refarsaze. |
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ignnswledgemant. Agresnsni and Dslesss Batween Méglatrasc
and Tousheons Metwork, [ne. dated March L1906, (Filed am an
Exnibic co the Cospany s Reglstracion Ftacesant sa Farm
£0-1 iMa. 33)-17d81) filed Dacembar 11, L9904 and
iscorporated harsls &y refersnce. )

Peitched Bassller Sarvices Agresasnt batwvesn Reglitrsat
and FMhone Soe, Las, (lacermedis Comsunicetions Isg.| daced
April 10, 1998, [Filed as an Dxhibie ts cha Company’s
Rsgistratlsn Sracessnc on Form #8-3 (Mo, 103-1T4010 Bhlwd
Decenser 13, 100§ aad issorporated Bariia &y refersnge. )

Purchass AgTeemeci Selwessn Rejletren: and Er. larvy ©
Cormwall regurding Oulf Commsicstisss Bervices, lac,
daced may 1, 1904, (Filed as an Exnibit te che Compasy's
pegistration Statessnc on Form §8-1 (Mo. J13-174810 flled
Decemtar 13, 1994 aad lncorporaced harsia by refersace. |

Lans hyTeament betwess Reglitraat and Catewsy Anaricea

Bann of Fierida dated May 2. L. (Filed ss aa Exnibic o
on Ferm §3~1 INe.

the Compamys Reglitratios ITstssen
130-17001) Eiled Decembar 11. 1006 snd Lncerperated harsia
iy refarsnge.|

Promissory Nets paysbls by Registraat to Werlalce, [ac.
dated Jume §, L004. (Piled & aa Exhibit €5 tha Compasy '8

Asglatratics Statemest om Fers S8-1 (Mo, JDI-G788L) Dhied
Cecempar 1d. LIV and Lacorparated Berelan by Fefersncs.|

Purchass Agresment and Flan of Exchasge batwesn Reglikraat
and Adventufai-in-Telelam, Ise. dated July 1. 1000, (Flled
as aA Exnisit te the Compamy's repert oa Form L0-EZD dated
Asgest 13, 1900 and lacorperiied Befdla Wy refareacs. )

Loss Agresment betwsss Aeglstresnt and Tal-fawve Iac, dated
July Li. L8, (Filed as an E=RiDIC T0 cha Compamy's
ropare on Form 10-EED cated Awguac 13, 1998 and
incarporaced Barsla by refaréass.)

Consent and hsendesst betwsss Tel-Save. [ne. . and
Regiatrant dated Decester J. L1396, IFlied &8 aa DxRADLE T2
ths Compasy' s Registracion ftatesant oa Form E8-1 (Ws
131-1T801) filed Dwcesbear 1, 1904 and incorparsted hersin

by refersace. |l

Conaent aod Amsndssnt Detwssn Tel-Bave, Ing. aad the
fegistrant dated Jumsary 11, 1997

Agresssnt Batwsen Tél-fave. l82 and the Raglatrsnt,. dated

Fabruary 10, 10BY

Cosmon Stock Purthass Marrant £ purchase 30.000 Shares of
Comman §tack granted €3 Tel-fave Moldings. Lna.. by
Eegiacraat, dated Cecesbar I. L0%H. (Filed as an Exzibic
t3 the Compasy's Asgistratica Scateseant ea Porm $B-1 (N&.
137-1T001) filed Decemsar 11. 1994 and lscarpersted hefein

by rafarencs. |
b ]
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e Lins of Credic Agresssai Setvesn Ragistrant and Jatsway
Asarican Bank of Florids daced August L, 1FFM0. (Filed aa
an Exhibit to tha Compamy’'s Reglstracion Statessnt on Form
an-J (Ma. J)I=LTH0L) filed Deceabar 11. LIPH and

lncarperated hacreis by referemca.)
- ploymant Agreasent of Sarsld B. Dusne, Jf. with
Registrant. (Filed as an ExBibit to Amendsssc Na. ] to tha

Company's RAsglscracion Statessnt on Form OB-1 iMHo.
135-0176000 Ciled march 3I1. L#9T and locsrporatsd harsls Dy

rafarsace. |
ivhd Srtock Optiem Flaa, (Filed &8 an Exhibic Ea [y T
5, L £ the Cospany's Regiscration Ststessnt on Form BB-1
iBa. 333-1T60E) filed march ), 1994 and imcorporated
Baraln by refearsacse.|

payalle by Eeglstrsnt to Marlaloss,

e Lasnded Fromissary Mote
inz. dated Decembar JO. 1994, (Filed as an Exhibit to
Amsidmant Mo. 1 to the Company's Reglatratlon Jtatsssnt on
Form EB-1 (Ma. J33-L7Td0l) filed warsn 1, D994 and

isserporated hareis by raference . |

= Bioch Purchass Ajresssnt dited a8 of Auguat 11. 1007 among Che
Registrant and cthe salling sharshaidere of Esmcern
falessmmunl@ation Dnsarparated. teyethar =ith all sahibite

Lharetis.
Statemasz rei computatiea of per Ehare sarmiags.
= Lettar on changs Lo carcifyisg secouncant. (Filed as an
Exhibit co Amsndment Mo. 1 to the Company @ Reglatretica
Statsmecs on Form £3-1 (Se. 13-0iihl) asd incorperated
sareln by refsrsacs.)
Subaldlaries af Raglistrune.
Financial Dats Bchosdule.
Raparis sa Form I-E
Mo reports on Farm B<K were flled for the guarter saded April 19,

e

Page 11
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Pursuant £o the regquiresencs of fectiea 1) or 13141 af the Securities
Exchanges Act af L¥)d, che cegiatranc Bas duly caused Chis MEPSTE to be signed on
ies Bshal? by the underaigned, tharsunca duly sucharized. on the 1Jth day of

August. L1397
SROUP LOMI DIFTAMNCE, INC

By i/ Garsld m. Duenns

CT T TR ———

Garald B. Dunna, Jr.

PursuaAt to the requiressats of the Becuritiss Exchange Acn of (043, this
Eepart has Besa signed ¥y tha follewing paresns oo Bahalfl af the reglsirsat in
cha capacities and on the dates Indicived.

«TRRLE>
sCAFTTON®
Sigmaturs Title
o e i e I A i Al el et - ———— e R A S
afle L]
ini Garsld WM. Desne. Jr. Saief Emecuzive Officer
e I L iPriBcipal Esscutive offlcar)
Garald M. Dunse. JF.
‘ni Fatar J. Busse Chied Fisasgial 3ficer
D L L e e L e L el ] ireincipal Floancial QECLoer)
FecEar J. Buasd
‘i Sam 3. Mitmar Contraller
e T LT TR ] iPrincipal Accsunting SCLLcari
Sam 0. Hitsar
i Ddward Rarwsed Direstar
Eend R rwessd
imi € Shalton Jasas Direetar
B L
¢ Enaliom Jamas
iaf Glemn 5. Esach Slrsctar
L ——
Glena §. Esach
‘od Jehls L. Temlimson Pirsoiar
Juba L. Toaliasss
#/ TABLE=

Saie

Ersmms s e

=g
Rogust 13, 1897

Auadl

At

hogust

hugail

Luagant

hugant

i

197

17

1987

4 LL

fa?
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AEPORT OF [NDIFDNDENT CIATIFLED
FUBLIC ACTOUNTANTS

poard of Direccars
sroep Long Distaace, Ing.

we Bave sudited the sccompamyilsg consclldated Balamce sheets & Group Lang
piscance. Ing. and juBsidiaries &s of April Jo. 1097 and 1000, and tha felated
consollisted seatemants of opersticas. sCagkholdars’ equity, and cash flows far
tne ysars chen eoded, Thess [lassciel SCACessncs ade the respecsibilicy of the
Cospany '} BARSJeRARt. Dur responsibility s to express an spinion on thass
ripancial sEaCemantsd Dased oo our ssdics.

e coaducted sur sudics Lo scverdasce with genarally sccepted ssditing
ptanzards, Thoss standards requlre that we plan and parfars the sudlt o obialn
reascosble sEruFfifce Absut wBaLBar the flasssial sustessests are fres of saterisl
slsstatemant, An auwdlt lecludes ssamining, oa & test Dasls, evideace uppert Loy
tha amoante snd discicsurss in the flasssial SEAlameSEs. Aa sellt alss Locledss
sEpedileg the ascounting principles weed and signiflcant sstlmaces mads by
managesant, a8 well a5 evaluatlag tha overall Slaascial statesesnt pressstatios
we Balleve that sur sudits provide a ressonabls basis for sur oplmlen

ta wur opinion, the floancial statesents Fefefred to ADGVE prassnt falrly, In
all material respects. the csosslldated (loancial pesitisa of Group Loag

Sistance, Inc, as of April 30, 1997 snd 1006, and che conselidaced results of
thair cparaticns and thalr csaselidated cass flews for the ysars Lhem snded LR

confarmicy with genarslly sccepted accmumnting principles.

Far: Lauderdale. Flarida
July 3L, 1907
iapncwpt for Mate @, &N Ea
which the date (8 Augesc L1, LE97)

Pagn 36
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Grvep Long Dirtaage, I88. aad Sebaldiaries

CONSSLIDATED BALANCE EMEETS
aprii 38,

«TARBLE®
sCAFTiCH-

afls
CurTent AREACE
Caal
Accounts recaivabla less allowancs [or doubtful
accousca of FEI0.500 sad B350, 300 at April 10,
NPT snd LVM. respectively
sote receivable - relaced party

Dafarred CaN AnEata
Frepald arpances ond OUASF CUrreni assets

sets reseivasle - related party. ast of curreat portiss
Froparty and eQuipment, Bt

Customsr scgulslcica conts, aat

Cefarred tax sssets

Jthar sasaLs

Total assacy

LIABILITIES AND ITOCEHOLOERE " EQUITY

Currant liakilicties
Line af credic

Accounts payabla
Aczrued axpenses and scher liabllitlies

Carfent partisa of long-term Sabi

Long-tearm dabt. net of ocurrsat pertlon

Tocal Llabilicies

Sracamaliars’ egulty
Frafacsed atock, B par velus, J.000.288 shares

suthoriied; no shares lesued and eutacanding

Common Btock, po par valus, 11,000,000 shares
surhariged; 3. 402,304 amd I.097. 354 amares larued
and putatanding sa of April 19, LT ang DM9A.
rEEpact ively

Addicional pald-in capical

Aopumslated Jafigit

Total stochhalders” equity
Total liamilliziss asd stochiboldars” sguity

4/ TANLE®

The scommpanying motes are kA [Ategrel part of Lheesd ICACEaants

l Rev 173323 V1397

i L0784

1490, 104
12,261
111.184
1.1
L]

SR 1Y |
3,300,300
did_dGe

.am

] PoATL.IER
sasamssssas s

1.072.387

SRS es
Towyd, Ry

S BB ALy
[, 383, 843

] FoATLL 3

SEssEEmSsIEEEE@E

e
(] "W,y

LARL.TIR
[ IBELT)
LT 200
TE. AN
LR T

TErssTeTedded e
[E -1 0

¥, 3%
T 5

LB !.;Il-
T

FEsasssssssREEs

3 ada 4L

i}, 130

3.930. 7%

T T T R
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Wi el Lang Bisiaaas, Ing. and Bebsidliries
combbi IBATED ITATEMENTE OF GFERATT ol
Fag ibha Teais Endad April )0,
aTARLE®
wCAFT DN
aile
[TRL L)

cagh &l salnd
arsan grafii

py, geaainl i sdmiplaiial Ve aspanien

L | mind s faar T g LI

pagiaa L al R gl amagtlaanlm

parninga (ladnl e speralisnd

AREIENL aEpeiae. BRL

Gaininge (lesed palaie IHdune TRedd

[Resna LAa sspanid imanalini

Wai sarmingd |leasl
gaynimge (lweni pai dammmng) Bl 0 R— sqalveleal shars

o TARLE®

pait &0 thase PLAL mmant s

Tha sodespsfylng neles &Fg an Lniegial
Fel

. Rev 1733201097

1ERT
-
=Cr
B 2).a00.0ui
17.119. 738

6,715,114

ale
(P T ]
LA S Y

l,::;:ﬁ: .'I,ll!..l:
4,408, 8 131,21
PPN PP
19,092

T T T T

1983, 0084

TR T T T
: ~ . T l‘_ 1]
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Qreup Long Cletance, Ibe and Bubsidiaries
CTHIOLIDATED STATINENT OF STOCENOLDERS ' EQUITY IDEFICITI
For the Tears Esded April 30, 1097 and 1904

<TAALE®
«EAFT I
Total
Ehares of Additional ftpennalders’
Commsz == Faid-ia Ao laced Equicy
ftack Fleck Capital Dafieie ibeficie)
afi= atw ate = e ]
Balance, April 10, 1093 .03, 000 ] - 183700 B O13TT A § 113 Men
Exsrcise of optlions 132,384 - 110,000 s 118,300
Costs of regletering
sharas - .= (139, 330 e 1133, 334
He: sarsisge - i a M IT
Balanze, April 18, L1094 1,987,134 - 0. 304 (YLt T T}
[aspuance of common stack
for AIT acquimitleos 199,080 - 1,001,000 .- L.ans, a0
Sapltal ceatributlon by
Tal=Zavae am == #249.800 - 144,204
Hat procesds af salw
af common wtogh
And wETTRRLE 1.3%0.000 - P LI Lt IR, a0
Bat loss . - - (4. 1437201
Balance, April 19, 1¥B7 1400084 Y. 0En, BLY I EEFriT I Isll
LR LE L] sEssssse e sEmssssssss

i TABLE®

The accompanylag netes are an Letegral part of chis

sratemant
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Croup Long Discance. Inc. and Pubsidiariss
COMBOLITATED FTATEMENTS OF CASH Fiows
Far the Tesrs Daded April 18,

ATABLE =
«CAFT I Ops

agr
Cash flows from cparating sctivities
Wat (lossl sarnisgs
Adjustments 8 recsacile sst (loss) sArRlage Lo At
caan provided by sparsting sstivitlies
Cepreciscion and issrtination
Frovisien Cor bed debcs
Chasges Lln aseecs and [labilities
Iincreass) Lhn scopunis fecelvabls
Eatreasd |Ladreasai L setas recelvabls
liscreasal Sscreass Lo defsrred fax sssst
IineTeassl La prepaid swpenses snd
BERAr Currant sadaca
IBcreass LA accouncs payabia
lasrease Ln sccrusd sspessas and
ather Liabilitins

Nat cash provided by cpersting activitias

Cash [lows f[rom (nvesting setivitiss
Arguleicions of property and equipsant
Acquleicions of custoner Dases
Decreass ([noreasa) Lh othar assets

Bat calf caed L8 Lavestisg sctivities

Cash flows from flnancing sctivicies

Mat (paymants) BorTewisge undsr liss of ersdie
AFT e

Frocesds {rem loam sriglaacicas
Frincipal repaymeaca of long-tamm dabe
Frocesds Syom the sale of commen stock and warrsncs
Frincipal repaymsnts of capital lesss cbligstions
Gffering coots Locurred

Ket cash provided by (used Laj
flnansing activitias

Esl lncTsass (dscTaidel LB caal
Cask at begianing of yewar

Cash ac wAd of year

Moncash lavwating and [lassding sELivigy:

Tha Company sdguired & customer base partially
with comman SLock with & welus af 5,000,000,

o TARLE
Tha scoompAnyLng ASLES Are aa lazegral Part af Lhess staiements
r-3

Rev 173210 W1297
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13,821
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(LY, 07}
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Group Long Distancs, Ing. and Subsidiariss
MOTES TO CSMEOLIDATED FINAMCIAL FTATENENTE
April J0. 19T and L0904

HOTE A - FCRMATION AMD CFERATIONE OF TWE CONPANY

in Movesser 1093, Creup Loag Slstance, Ise. (the "Cospany*| [which was
eriginally Lncerporated L July 1390) sarged Lnto Secend ITC Corpurstion.
the muEviving cerperatisn. whoss nans was changed ta Crowp Long Dlezascs,
Inc. The smisting stockholdsrs of Group Long Dlstance. [ng, retaines ¥4V of
che lisued and sutstasdlng stock of che merped company (kes Nots [i. Feor
accounting purposed, the scguisition has been treated as & recapitalisaclien
of Croup Lomg Olstasce, [, with Croup Casg Discescwe, Inc, as the scquired
company [(reverse soguisicion), and che [lnancial stacesescts of Sroup Laeng
Sietance. Ing. afe censldered Lo De the flsancial suacesssts of che Cospany
Histsrical scockholdars' equity of Group Lang Olstance, Img. prier £3 tha
marger Sad Sean retrcactively restaced.

The Company Ll & men-facilities Based resallsr of loag distance
celecommunication sarvicas, Tha Cospany utilises servics ceairacis @
previda Lt custesars with svitcSed. dsdicsted and privece line sarvices ta
various leng distance telecommunications netwarks such as Tel-lave, Wopldcom

and [ICI.

MOTE B - FDOURY GF STSNIFICANT ACCOUNTING FOLICIES

of the significant sceounting polleled conslatsatly spplled ia the

I
pregarstion sf tha sccospamying Ciaancial scatesents (ollows.

rrinaipiss af Consalidatien
The flosascisl statemsats st April 38, L99Y includs the senasllidated Feasults
of the Cospany and Loe whally-owned sebaidiariss. All lacarcoegany e mECRE

nave besn wlisissced in cosselidstion. The fissncisl stacemests as of April
10. L9946 and for the yeAr Chen ended only Lagluded Lhe sparstisns of the

Company withous amy websidisries.
Casn sl Canh Bgelvalssts

Tha Casgeny considers all highly liguid lewesthantd with saturitiss af thres
months of lass. when purchased, T4 be Cash eQuivalsats.

|t Lesand b
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Sroup Leog Sletaags, ine. and Babsldlaries
MOTES TO COMBOLIDATED FiMANCIAL STATEMENTS - CONTIMIID
Aprll 18, L1997 amad 1994

HTE B - FNMSOAY OF SICNIFICANT ACTOONTING POLICIER - Zamt | maed

rFroparty aad Epuipmaent

Adsitiona and sajor reaswvals €2 progefty snd squlpssni are recarded at Soet
HELATaAARSS AAd repalrs Are charged Lo espenss whan LacuiTed. The cast and
scoemilated depreciscion of sssets seld or retired ars ressved (P tha
respective scoounts and siy resulting gala or losa is reflecisd LA Leceas.
Tha Cospany providas for depreciation using tha SLralght-liss saidod ever &4
astinated useful 1ifs of five yeard for offlce equipssat, Durnlturs asd
Fisturas asd lesasshsld leprovessnts. Tecsl scoumulaced deprecistion weas
$120,114 and 138, 44T ac April 30, 1997 amd 10M, respectively.

Coatomer Aoguisition Coats

Custossr acguislilsm Soste reorasent tha oot of purchased Custemar ascounts
whlzh are genarally ssertigsd over Cive years utilisiag an sccelerated
mathed. Marketlsg sdveances pald to Celesaristers Lo ADLALR CUATOESTE
scguired Ln tha Jums LM ALT ssgulsitics are being ssortizsd TN LA the
first ywar, 134 in tha second year and LOW i the third year. The Cospany s
asartiznclion sethed and life are Based &8 sstimated sttritlom rFatas and
Attampt £5 SACCA Chass COSCA wilh Cha corTespendisg revemues. Ao Lated
esortisation wea B8, 310,744 and §i34. 803 s Apeil 30, 1997 mad 100N,
respedtivaly.

on an cegeisy basls, sansgesest reviews the valostiom and amarcirstiion of
customar scguisiticn costs. As part of this review, Lhe Company £evliews
SLErLtion rates of revencs gensrsted by thess Toltsser Basss ls datermine

that no ispslreent has socurred,

tn Decesser L9946, a8 & Tesuli af highar than custmmer SLTFLLIGA,
tha Cospany accelarsted che ssertisaticn of the scoguisitien coeta of the AT
cultosar Bass, THLS chasgw La sstisats resulied in £31.33),300 of sddltional
ARGELLERCLOn aspenis [or Che year snded April 130, 1M7T based upon Lhe naw
tirst yesr smorticacion rate of THV compared to the sstimatsd rats af JON
which the Cospany wal Brevicudly uslsg. The Company will ssertige the
ramaining balancs using 196 La year 1 and (0% L8 yedr 1. Ths Righar than
sapected sttrition resulted from delays LA Lsplessar Leg the Cempany §
sarvice shd felsAtlien progras wAleh rellies. Lh parti. oA Tal-Bave ' n
imataliatien of Lte sew ATRT (new Leceat Technologlss, Iacg. ) dlgieal

gwitdhing eqiipssn:. Asdltissally. LasTessiagly cospetleive sonditions in
che Lndustry have affected Lhe SLETICLaA FRES.

Frepald axpenses and OCher CUSTeAt adseta
which are in the fors of maresting sdvancas

paid to telssaristers €0 SBTALA Aew CullaBars. aiw balng espensed J0N in tha

year of the sdvedcs aid 10V L cha subssguani yedr This pariod sp@rosinates
che Cims in which the comslasisas sarmed 3= L34 new Fevenuss sJuits B0 Lhe

advances pad.

fn the fourth quarter of the fiscsl year ended April 18, 1997, the Company
sapensed appreaisately 5170, 300 of markscing sdvasces that are bt Lo
e Marzal/hocutal Lewedlt ipes Mata I)

Cartals Sinar Surreat SAReCE.

(eenkonued)

Page 42
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droup Leng Cistance, Ing. and Sebeldlaries
WOTES T CONECLIDATED FDGANCIAL STATEWMENTE - COSTINUED
April 38, 1¥07 snd L1004

NOTE B - FUNWMARTY OF SIGMIFICANT ACCOUNTING PMOLICIER - Continued

Eaployes Semsfit Plaa

Tha Caspany sdoptsd the Croup Lemg Clstisce Ise. Rstiressat Lavings asd
931kl Fisa (che *Plaa®) sffective Jeswary i, 1097, Merticipatios i the
Flan is offared E5 allgible aspl #f the Compamy. Censrslly, &il
smsioyess of che Company who ars 31 ysars of sge and whe have cospletsd
thres months af ssrvies ars sligibles for parcieipatisn Ln the FPlan, Tha Flan
is a dafined sentribution plas whlsh allews pariicipssts te maks veoluatary
salary daferral csacribetions of Detwsss 1% aad 13V of thalr compamsalisa o
£3 8 BANLEGE ARSURT AF statutorily detarmined, Im fissal 1997, ithe Company
mads matching cemtributions of 30V of the first dV of tha participant s

esacribution,

lacoms Tasnes

Daferted Lacoms faxes have bDesn provided for slesscts of locoms and aapanss
wBRLiZE afs reccymivsd for flaassial cepertlog purpesss la perisds differesc
thaa fech Lleas arfe recogmised [for Locoms Cax purpsses. The Comgany sfor=ats
for deferced tamss utilloing the liabilicy meched, which sppliss Lhe snacted
statutory rates in effect ac che balsnce shest dats to differsnses betwssn
the book and Zax Basis of Assens aad llasilities. T=a resulcisg daferred tas
liabiiities and sasets are sdjwated e refisct changes io Caxm Lews

iLaan! Earniogs Per Ehars

|Lasal SAIMiISEe P BRATe Afe Dased upon Lhe welghted sversge mamsar af
comaed and soemen eguivalsat thares sutstasding Surlng sach yearf Tha tatal
numser of Fech welghied aversge Shares wes 3.J37.004 mnd 3,010,474 for che
yaars endsd April 30, 1997 snd 1990, respectively. Bcoch optlons and
whFTAALS AF8 considared common stock sguivalsats ualess their laclusien
wiruld ba aRTidllutive

lcont imuedi

. Fage d)
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Group Leag Discanze. Iasz. and Subeidiszies
NOTEd TO COMBOLITDATED FDMAMCIAL STATEXDNTS - CONTINUED
April e, L9H? mns LDV

HOTE 8 = SUMOOAAY OF SICMIFICANT ACCOUNTING PCLICIES - Contifed

Uss of LitlSatas

in preparisng finsscisl statements in confermity with jenarally sccaprad
actounting principles. sansgesant Lo reguloed 19 maks ssiisated and
sprumpcions chat sffect che reported ascuncs of sssecs and Liasilitiss sad
cha dlsclarsre of contlagent aspets and llasllivies ac the dats of the
floancisl statesants and revenuss and epetsed during the repertisg peried
hcyveal rersits could differ from thoss sstlmaces

rair Valua of Floancial Cnetremants

feacament of Financial Ascountlsg Standards Me. 107, "Cisclessres Abeut Feir
veiwa of Fisascial ImRstrumencs.” fequires disclosurs of estlmaced Falr
valiss of fleamsisl lnstresssts. Thase estlsated Cfalr valess are to be
discliossd whethar oF Not Chey sre recognised ia che belesce shest. provided
it is prectical ta edilsats such valuss. The Compiny sdcimaces chat tha falrs
valus of its Clnasgial tes the carrying vales of ite

LAt ramast )
fisaacial lnstrusencs st April 30, 1997

ftock Optiens

Cptions granted wndar the Company’s Steck dptica Flans are sccowated fav
wndar AFS 11, ‘hccounting fof Piodk [aried £ Esployess, * and related
LAcarpreatations. I8 Cctabar L399, i5e Fleassial Accownting Standards Board
iasued Statessnt 13), "Accouncing for Stach-Based Cospemsation. ® which
roquire sdditional proforaa discladcred (o7 companiss that will conclnus o
sccount for esployes stoch cptlons wader the LACFIBSLE valse saL3ed

rpecified in AFE 13 (ses MHots K),

Raeclasmificatiens

cartain reclasslfications have Desn mads To the priss year s flsancial
statsaents & csnform with the Current year pressntatlon

NOTE T - FUTURE EFFECT OF RECENTLY [SRAID ACTOCNTING
FRONCUNCENENT

In February 1397 che Fissacial Accounting dtandapds Board Lésusd JEatamant
of Firsscisl Actounting Standards 130, Earnings Per fhare (AFAS LI0F. §FAS
120 ceg:ires pudlis cospamies To Predent badis sarminge par Bhars and. &I
sppilcable, diluted sarnings par share. LAistesd of prisary aad fully dilutes
EFS. It ressices eACLITies with cosgplex caplisal SCrucCturss €0 pressnt Sasic
and dilutes EFE on che face of the lncome stslemedt. Provisisas of SFAR 110
ars sffective for [lmancial stacemancs Lasusd for paricds snding sffsr
Dwceabar L3, LFFT, The Cospasy Bas made oo sasessmsnt of he potentisl

impact af sdopting SFAS L3I0 at thia tiss
r-y
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Group Lang Discasce, [ag. and Scbaldiariss
MOTES TO COMIOLIDATED FIMAMCIAL STATEMDNTI - COTINTLD
Agril Je. L1997 amd 1904

HOTE 0 - CONCDNTRATIONS OF RISE

Fisancial Lastouments that potentially sediect the Company o condsatiatiens
ef credit risk ceasist of sccounts and sotes recalvable which dre Sus from
small and medlas sloe Doslssadeds. The Comparny contisually svaluates the
creditworthiness af L custsmars; bowever. L: pesarslly does Bat reguire

callateral.

The sajority of the Company's cevenuad are darived Erem calls routed LRIDuUgS
Tal-Bave. Ims ‘s (*Tel-fave®| setwerk switchlog eguipssat utliising ATET'»
creasmisaion [scilicies. Puch reveouss gad Tdb and d1% of total
revenses Lln fipcal 1997 asd 19, respectively (sse Nots O) .

Wil B - LINE OF OREDTT

In Auguat LPP4, cthe Company entersd Lot aa sgresssat with s flssacial
lnstitution which, as saaendsd as of Pabruary 1997, provides for & lina of
ersdle of up £a §190,.000. bearing (Etarest &t the priss rets plus 1% asd
which Baturss oo fepteaber 3, 1M7, The lina of eredic is collaterslined &y
all the Company’# epilpsent. . furmiturs ass lacengibles and Le

parsanally guarsntesd Dy the Campany's predidsat.

NOTE F - LONG-TEAM DENT

Lang-tarm dabz L comprised of cthe following at April 13

«TARLES
SCAFTIONe e

Al

Secured Tel-fave Lntarest baarisg lLoaa st 4.3%. The
lean Le paysble ln sgusl ssachly lostallsaacs of
§11%.000 plus Lacersst begissisg after Seprambar LPFT. Bi.934.

fecured sroalassry Bots paysble to a fimaacial

inetitution, The note la paysble (o egual sescaly .
ar.am3

installeents of 62,800 witil may 3. 1090,
Unascured promissory Aote payabls ta a Corparatlea Ln

copsection with aa scguisities. Tha NocCe Lo payable in T

wgual msonthly inscallsesces of $10.000 wacll Jameary L. 1390

= TARLE=

[eenEinGsdl

F=12

O -

e

e
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Sroup Leny Distamce,. Inc. and Bubaiglaries
MOTTS T0 CONSOLIDATED FOUICIAL STATDEDNS - SN
Agril 39, L1997 snd 1500

pOTE F - LONG-TIEM DEFT - Continued

«TARLE®
«CAFTION®

afe

Cnsscursd nan-Laterest bearing sscclessat payibls to
ATAT, Ths Company Bas been and contimues To B L
default under this ebligetion and has Besn misd by
ATAT [aea Houa 1.

Unascured proalysery Sots paysble o & digFeccor af tha
Coapany and a8 wnaffilisced rhird parzy. The Asts.
whigh maturss on Septembar J3. 1999, L& dus Ln 48
egaal monczaly payments of 83,600 and Dears latsrsst at
prins plus 1IN [#es Moce J1.

Oosecured son-lntersst Dearing nots payshle ta an
ipdividusl, The note, which matured on April L, 1997,
e dus Ln egsal seathly priscipal paymesis of §i.683

Grgecsred 100 lAZarsst Bearing nsts waiss L payssle
in monchly lastallsescs of 1,900 and sagpures 18
flascal L3930

L&V Llatsrest Bsaring ASta payabls to an indlvidual
tha mats L8 collatarslilsed by 109,340 shares ol the
CompaRy' s comman NEsck (ess Mote 1)

Lazs ~urfeat portiom of lLoag-tarm dabt

« /TABLES

Taar Ending
Aprii 18
L LR
j8 0 1 | | L.oARE R
1890 waeip 207
1e6Q 11.900

e
] 1,771,371

rrmsssdEEss s nE

r-ii

113?

O TR -

g, 0

1.7

Fessssmmen

1,771,373

Loann. e

GEsssammT @

WL.973, 387

-

principal saturitiss of long-tarm dabe at Agril 10, 1907 are as follews

LI

sl

B v

39

-

FrLrTr T
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Group Long Dletance, Ine. wnd Subaldiaries
NOTES TO COMSOLIDATED FINAMCIAL FTATEMENT] - COMTONUTD
April 18, 1997 aad 18M

MOTE @ - INCOME TALLS

Tha Company sCoounts far Lncamd CAXSE LA sSTOrIAncCs with Statesant of
Financial Accounting Standafds Ma. 100, “Aszsuntisy for lncoms Tamss®™ whlch
reguires Lha wie £ che *llasility seched® of scceunting for lacoms Casxes.
hezardiagly. Sefarred tam Liabilities &Ad sassts are Sslermisnsd Dassd oo toe
diffarance Deatwssn the [lRancisl statessnt asd CAN Bases of asaets and
liabElities, using stacutsry fedaril locoss Tax rates ln effect fav the

yOAL.
*ha (bansfit] provisioa for lncses taxes comalscs of Lhe fellowing at
agril 3%,
17 1
Currens 1 - [ ] 103,000
Dafarred 1303, 0001 64, 100

i iRE.0000 B LER.BES

he (Dansflt) provisiea for Lncoss tasss differs from tha sscunt of lacome
tax daetermined &y sppiying the spplicadle statutory federsl locoss tax races
to pratax lncoms as & result of ths fellowing differsnces st April 29, 1997

and LIV
A TRMLE.
aZAFTI0N
17 Laia
............ . i e
Ll 1 El=1 L=
Provislen {benefif) for locoms tases, &t Jd%  F  15,373.000) ¥ 139.000
fncreane (decressel LA Ehx resulting from
Change in wvalustion allowance 1,280,000 13,480
Sondetectinle |uame 3,080 T, 100
Altarmative misimas tam credits - rid,8ed
Effect of gradusted Tam ratsd e 1. Beai
ftate taxes. net of fedaral tas bessfit (18, 389 1. 700
taar 134, 290) LB )
o e IR
H 1303, 00 ] Law, ¥
EEL LTy EsEEFssanEs
« TARLES
(oant Laced]

rF-id
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Group Lomg Slstance, Iac. snd Subdidiariss

MCTES TO COMSCLIDATED FINANCIAL STATINDITI - CONTINCED

April 3. L¥T and 1904

BOTE © = IMCOME TANLES - Contimsed

“H-E-ﬁ‘-q Cax asssts are comprised of che following at April Jo,
iy

197

Allowance for doubtiul scoeuats ] 221,300
Custosar scguisition zasca 1,435,300
Rarsetlng sdvanced Lép. 760
Est sparasting loss 131,304
AccTued bonus i
Coferred tas sspels ".;.l;;-;;;
Sepreciscioa 131,896
Fat daferred Las aasals "-;-;;;-;-&;
Lass valustisn allowancs L. 100, 180
i 40000

] B34, TR0
17003

iba. e

FL I T
¥, 300

SEsEESESLEE

BL&T, 000

Tha vaiuatlon allowance lnoressed B1.360,.180 Ln 5007, This wes primarily the
reeult of the differsnce La customer scguisition st ssortiiatlosm betwsan

tas and flaamcial reparting

SCTT M - LEANES

The Cosgany lesssd Dwe affice facililities undar nomzancellable opersting
tessas which avpire &t verious dates tRrough March 2290, The lessss contala
refmwal opticns and provida for remsal lesrTeasss by alther Ladas or
rensgotiation. Further, scose of the leases requirs payment af Commof areas
LEp?

maintensnde and uillltles. Asat sxpenss
and 19W totaled appromimately #113.730 and 74,800

far e ysars ended April )0,

Agpiosimate Pubiore mlalmes lesss paymsacs applicable ts moncancellable

cparating leasas are as follows,

Tear Ending
Apeil 10
1 13874
127, T
93,138
[ TR

F-=11

T TRTC T

L

@ e
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Greup Leag Clitance, Iar. ssd Pubaidlaries
WOTES TO COMSCLITATID FINANCTAL ITATINENTS - CCTNTINUED
April 10, LEDT and L30d

WOTE I = COMMITHENTS AND CONTINCDRCIED

Carcaln of the Company's oetwork service sgresssnts contaln provialons far
guarasCesd ssathly voluss and netwers usege which ls the basis for
detarainicg veluss discounts and ocher special billing Cescurss. If tha
Company 18 ulable Lo afhiers the Fuarsatesd memthly woluss . the a@feshestii
provides for various murcharges.

fn Faczuary 1917, tha Cospasy aod the Compamy’s Fresident and Chief

Dewcative CESfser sntered LBfs & Ced-yoar abploysent sgreasstt groviding o
bace salary of BL30,000 and & boous based on certals sarmings criteris. In
addiction. Be was greated sptiooa o purchass 110,008 shares of Comman Jroan
AL A0 axsrcies price sgual oo the falr sarmet velus of the Commsn Froch as

the dats of graac.

The Cospany oved ATAT F347,.900 wnder & previsusly scecuted settlessnu
sgresmant relsting ta certals billing disputes [(ees Mota F). Tha Company i
a dafendant in & eivil setion scyled ATAT Carp. v. Orsup Long Distancs.
ing., Civil Actlion Mo, 971234 [EAF). pending ln the Unlted States Slscrict
Crurt for the Dlevrict of Mew Jersay. In this actlem brought Lo Agril 1987,
ATET seaks FE13.304 and atcormayn” fess o desages for bresch of &
settilenent sgTeassnt satersd lats batwess ATLT and e Companmy La 100). ATET
alse seaks T4 recover Chis 013,334 under & separstse claim for wnpaid cariff
SEATEES. TRa Compary BAs Ahiemied t54 coaplaini and seserted certais
SHUATArTIALAS . Thesa oomtarclaiss inglude clailms for rescissiom of ohe
FELIleBant AgTeaRAnT Ad well as far damages Ln semtrsci. Lo ooy and
Furraant t2 the Fedarsl Commmizatisas Ast. The Company vwigersealy plans ta
Licigacs this sattar. Whils the Compasy chAnst predict with caftalnty tha
outcome af Chle ligigeclen, the Campany s results of eperation ar cash (low
in s partioular guartarly sf ansiual parled éould be saterially affected by
procyacced Litigecien or an usfavorsble desision.

fn 1084, Mortel. fmne, (*Nartel*) snd Accutal Cossunlgstlona, Inc.
i"Accutal®l filed comblaed salts spalnst the Cespany o & clvil actien
styled Nortel, Iac. and hecutsl Comsusicatisas, Inc. . Grewp Long Distangs,
fnc.. Mo. CACE-PE-0LATTR (67 (Broward Coumcy, Fla.). alleging causss of
sction for saticipatery Breach of contrect and Bresch of CobLrect &rising
from the termisstion by Che Cospany of service uader & Service sealract snd
indepandant sarusting dlitributor sgresnsat with ssdh party The Cospany
tarmisated the tolephons services of Hartal and terminated the dlstribetor
relablonanip wilE Aivwtel for bessciss of contrset, asleling cha fallvre L3
comply wilh Lhs paymant terms of thelr contrsets. Martel and Azcutal Rave
alleged thit the Company astleipscarily and wresgfully termissced thalr
contracts, and Aseutel clales thac the Company owss Lt I i in wnpald
commisnions. Mortal susd for an lafuscticon sgalnat the Compadny s tarmlaacisa
af talsphons services and was swarded 4 sa-pArts LEEpOTAry Lojwaction. bt
ac & haaring for dissclutien of the ordar the Court isesdistely srdared the
dipsziution of the prier Lnjunctlen and ardered all parties ta atcwead
esdlacica scheduled for Movembar L997. Tha Company balleves it wan Justified
in tarminsting ssrvige Ln sccordance wilh the contracts and Lotsads £o
dafend vigarously LLs posltion. Howsver. thars cah b no SENUrAnce L0 Lhe

putsome af chls sctiom
F=1d




L\lling\ 0287028 Ta vl . Rev 17032 M1397

“PASTe

Sreap Losg Distance, Ing. snd Bobelaleries
HOTES TO COMBCLIDATED FINANCIAL FTATEXENTS - CONTIMUED
April 18, 1997 and L0W4

In L1001, tha Company bEsrrowed appromimately 8033.280 from Mr. Mareld Sweten,
whizh wan ariginally secuzed by 100,504 adaces of the Company 8 Commos
Stock, AL April 3O, 199, the Company swed Mr. Button BL7.C040 and Mp. futton
and the Cospany weis Lo a dlepezs sves Lhe swnsrsaiy of tha 150,000 shares
sriginaliy pledged, [n Jasuary L997, the Company sought & daciarstany
fudgsant and Jodicial SeTarELASELES &8 L3 LN Ameunt L dleputs. On April
0. 19¥7, cthe mActer was settied for 833.000 Ln Ciaal settlessnt of sii

2liled Bfulese the Company.

Pardusnt 3 the Plan asd Agresmsnt of Merger dated Noveabar 1d.
"planti, Group Leng Dletance, Iac., & Flarids socrperetisa (“SLO*1, wea
marged (Lha “Barger®) lnte Jecoad ITC aad Becond [TT changed Lts nama to
Group Long Distance, Ing. The Flan stated thar che sharsholders of GLD would
gwn 340 of the ocutscanding shares of Cecoad ITC and the amisting
scarsboidars of Becend ITC would swm the resaining 4% of the sharws
putscanding. Recsuss tha [oundary of GLD Beld gertaln foundlsg shares ILBa
*Frendars” Sharse*) in Secomd ITC, chers wes & pertisl dilution of the
(ntersats received by the sharehalderd of &0 i the Earger [rom #4% ts
§7.3% jthe *Dilutiem*). While che Nerger was spproved by the Beard of
Sirsccars asd & sajerity of ioe sharshaliers of the Company Cthal waie
searsholdars of SLD (the predecessar) it tha tiss of tha Merges and
saterity of the Chen Current sharebalders of the Cowpamy, sharehsldscs
sffected by the Dilution may have & csuse of actlea apulast tha Campany
Thare CAD Be 0O AEFUTEACE CRAC & sharsbclder may not seak legal rasedy
againat the Cospany of the ladivideal fowsdars. notwithatsndlsy Lhe
foregoing approvals, In the eveat Aoy such aation 1§ Brought, the Cospany &
results of operations or cash flow for & particular gearterly o smnusi
pariod could be saterially affectsd by protracted litlgeilion or aa
whfaveiable oulooss

is commectisn wilh the foregulog matter, purseant to an IndesniflicsCien
syresmant, ths Coppany and esch of the founders. Jolstly and sevarally. Bave
sgreed 10 indeselfy the wndarvriters ta cthe Offering idascéribed Ln Msta W),
and ssch of the founders his sgresd s (adesslfy the Cosgasy. for amy and
511 lcasss, clsims, dessges, ecpenses oF liabillties |including reasenable
legal fees and sspenses) 28 & result of ey clils arising out of or Based
upon the failure te discloss the Lasusnce of the sharss o Lhe foundars and
Lm tha eweAt tRat as & result of amy merd slals. the Company I8 Teqilred 2
issus additional sharss of Comsen §rock. the (oundsrs have agresd ts deliver
i sgual susber of shares of Commes §tock o the Company ler cancellation

1FFE (Lha

F=13%
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Group Long Clstance. Inc. aad Babaidiariss
NOTES TO COMSCLIDATED FINANCIAL FTATEXDNTS - COWNTINULID
Agril 19, 1997 ana 1394

SITE S - RELATED PARTY TRANEACTIONS

The Company has satered LAts am sgressent with &4 Felated party smich
providas for monthly Toyalty PAymencs based upon & Fliding scale percantags
af ths Company's Boathly net revecuss. Reyaltles pald for coe yesrs snded
April 38, 1097 and 1994 Cotaled sppromisacsly 160,730 and B111,000

This sgresmsnt terminacted o the cloeisg of the Laitisl public sfferiag of
the Company's COmRSA ATOSK.

in 1997, ths Company compleited Lts publlie sffaring of the Company's common
stock and sntersd LAco & setClement sgresssat with the relaced party ta
saccle smcunts owsd by the . Tha sgressancs callsd for ths Company t2
pay B3, 470 of which S4i, 444 remains unpald st April J9. M7

In Gsptenber 1093, &8 an lnSuresant to lsan the Cospany B109.530, the
Company (swusd stock options ©o & dlredtsr ind =a wnaffillated thied party
ta purchass 47,.8)3 shares of the Company's common stock &t #3.13 per share.

BOTE X - @TOCK QFTIONS

he folicwing optlen Laformatlss has besn sd7usted te relflect the chaage
reguired by the sarger of Bectnd ITC Corporstion la Novemdar L993. Ia
Neventar 1990, &8 an inducesent to loan Che Compamy §i00,900, the Cospany
igpusd stock sptlons co purchase 30,309 shires af tha Company's common ECOcR
far 91.0% par share. Optisns to purchase §0.978 shares of the Comgany #
common §Lachk have been amsrcised as of April JO. 1094, The resalning @pticona

axpire Ln Novesdar LIFT.
Tha Cospasy's 1904 Espleyess’ Stsck Opties Flas provides for graating of
cptions of mot mere thas @00, 300 ahares of cosmon stach. During LMY, eha

Company granced 934,300 options wndar this Flaa. A Cossittes of che Board of
Dirsctors has the sols disereilon to detarmina to whaes eptions will be

granced and ths terms and conditions af sch sptions
Teany i o |

. Page 11
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Zitap Long Distande, Lng. and Subaldlaries
NOTES TO COMSCLIDATED FINMAMCIAL STATEMINTY - COWNTINUED
April 18, 1997 and 1904

NOTE B = FTOCE QFTICNE - Comilmsed

Frier te Agril J3, I99i, che Cospasy sccounted for such sptisas wndar APFS
Spialoa 21 sad related Intergretations, Cossencing Hay 1. 1996, Lhe Csmpany
actmants for nan-gaallfied options fesved (o non-espliyess, undsr EFAS 110,

decaunting for Brocw Based Cospensation,

The ssarcies price of sll optlons granced by the Compamy sguals the saruet
price at tha dace of grant. No compansatlics aspenss has bean recognlisd.

Mad compensatios coet for the Deploywss® Stock Opciom Flaa's optlons lawssd
T3 smployesas besn dacerminsd on cthe falr valus of the opticms at the
gran: Astes ceaslscent with the sathod of FPAR 11), the Company's aet lacoss
[lean) and iecome (loss| pear ahare would Bawe besn chasged to the pro forma
sncunts lsdlcsted balow,

i 1808
FraetEeteeew LR R R T
et sarminge |(loani

As reparted (AT b s ] BiNT, 043
Fro farma Fid. 414,047} $194.1M1

Frimary saralage (lossl par sbars
Ay reparted 3 11. 70 ¥ 10
rro forma 1 w8 &7

The above pro forma disclomurss may Aot be repressststive of the effects on
reporced net Locoms (lowsl far Duture yesard as espticas vest over seversl
¥YeArs and Lhe Comgany say contloue to grast sprions o eaployees

T™he fair valus of sach optlon grent (s estimated om the dace af grant uslng
the binmmial sption-pricing medal with the fallowing welghted-aversge
sasuspticns weed for graats Lo 1997 and 10M. respectively) dividesd yisld
af 3.0 parcent far all years; aspected volacilicy of 64.4d0 parcent LA bath
yearw; risk-fres interest Tate af 6.10 percent; and sspected holding perioda

ranging up to 3 ysars
[edmit el

Page 32
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Group Leng Olstance, Ips, and Subeidiariss
BOTES TO COMESLIDATED FINANCIAL STATEMENTI - CONTINUTD
April 18, 1397 and 1004

BOTE E - FTOCE QPFTICHS - Contisced

A waamary of tha scatus of che Company's fleed scock sprions as of April 10,
1397 and L1996, and changes Surisg ths ysars snding oa those dates Ls as

follows)
«TABLE®
~CAFTIONs
it
walghted-
Avessgs
Bares Exsrciss Frics
ifw =] alw
TRIBLARGING a% DeglinlEg
af year T304 0.2
Greated 138300 8.0
Eaarcioed .u -
Expired == -
Farfaited - e
Cutscanding st end of year #321.718 6.0
EEE L LY ]
Sptlons sxarcisable &t ead
af year ITT.
wWelghted-aversgs Lair valus
af opticas granted during
thae yeir § .22
W/ TARLE"

Tee fallewing lafersation applies to opticss outstanding at April 10. 1997

«TAALE®
kT D Ond
Optiona Outatand
RS AR
Walghoed-
Avaidge Halgated-
Range af Bamaining Avarage
Exsrcine FriZes ITharss Coatragtual Lifs Exmrviss Frice
--------------- rmwmE spsasresssnsnane rmmm s s m——
afe alw Al® aCw
2 - 5.3 .84 1.13 | 1
B34 - 51,83 .4 L i.0%
§L.58 - §).23 T a3 1.E%
0348 - 1304 Jie. 500 AT § 34
4/ TAELL»

r=1a

T
—————————
Waighted-
Avarags
Eharss Exargins Fride
e ————— &
age L=
an. 1 ] -]
AT, 41 1.1%
3 -
.41

Cgptiens Lasrelsable

Rl
Avarige
Eharan Exarcise Price
alw w#CE
1§ 3% ] 1
#.527 L33
AT a4l 113
lol, sa? LT ]
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« FASEs

Greup Long Cistaase. [ad. cbd BeRaldlaeried
NOTES TO COMSCLIDATED FINANCLAL STATENDNGS - CONTLMUED
dpril 18, 1997 axd 1994

NOTE L - SUPPFLEMDNTAL CASM FLOW INTORMATION
fupplenancal dississurs of oaan [l aforsacien:

sTARLE=
WCAPT ICH=
LT (E1]]

afe ale ale =

Cash paid during tha ysar for Lotersst ] Lid. oo [ 31,000

SEssaREeE FREEES samssrliiSERsSEES

canh pald deriag the yrear far tases [ ] .08 ] 3.0840

Frepesoy and squipssnt scgulred
wndar capical leass obligaticns 1 Ti. M3 ] 11,948
lescancs of 139,000 sharsa in cesnsctisn with )

sopubalcion of AIT (ees Hots HI ] L.ons, 000 ] -=

SASSESsssIEAREEEE EELE L L L Ll
ai TABLE>

WOTE W - EQUITY
fha Cospany was suEbarized co Aseus 1,000,000 shares of preferved stock nans
af whisE were LEmesd, On Cecesber 1. 1994, the Bsard of Directors and
Jteckbcldars appreved an LocTesss (2 sethoriped stock to 14,000,090 shares.
Comssn stock was Lncrassed from 3,000,000 to 13.000.000 shares and preferred
stack incressed from 1,000,300 te 3,000,000 shares. The rights and
provigions of tha preferred stock, Lf and wnan Lesusd. L8 €2 be datsrmined

by the Beard of Dirscsare

in Magsh (997, the Cospany cospleted san undsrwelttan public affering of Lta
fasmon Etock and warrsAlsS. The Cospany sold 1. 380,000 sharss and warrante ta
purchans §.437, 908 shares st an smarslés pride &f 19_ 40 par shara (tLha
Becesmanls Marrsatst). The Cospany redlissd procesds of #), 099,433, met of
whdsreriter s dléesunt and out of pochst sxpensed, [0 ConAsCtion with the
affaring, tha undervriter was granted warraats to purchass 113.000 sharss at
common stscE At §4.39 por shars. Tha undarvriter alsc was graanted Loe iRt
to purcnass 139,909 redessabls warracts st §. 11 per redessable warvaac. all
§f whi=s are smerclisaBls A amy Lieé within the LAres years snding Rarch i,
3000, Nens @f the warrants Lesusd to the underwriter hive besd ssarciesd,
and mane af che redssmsbls warraats Bave Seen szarcised.

rF=i7
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4 FASEs

Growp Lomg Distence. Ine. snd Bubsldiaries
FOTES TO CONSOLIDATED FONANCIAL FTATENINTS - CONTINUED
April 32, L99T mad LPM4

NOTE N - ACOUIEITIONS

i May 1976, the Company purchassd, far §I07.000, the stock asd sassts.
includling e customer base. of Oulf Cosssmicetlons Service, Ing. (*"Sulf*)
in considarscion of §i3.949 in cash and Ehe assuspilcos of & promissery nate
in the prlacipal amount af 103,080, Sulf has switching equipssat which
slizws AL C9 BCC &4 &8 [ncermatiosal call back sad call threugh providar.
The promlasory aote of A100.0300 is paysble soathly Lo isstallsencs of

Bil. 290 chrough Febmuary 1. 1M

ia July 1916, the Company satered lato & Purchass Agresmsnt snd Flan of
Eachangs with Afvestured LS Telecos, Ise. ("AIT®) wsharsby the Company
purchased 100V of the common stock of AIT. AIT (s & sensfacilities based
redalinr of long distance commmicatiss services. The purchisd price was
comprieed of 13,171,300 in cash and 100,000 restricted sbares of commen
#toch af the Cospany. [n Decesbar 1384, the Compeay sgreed with the fozmar
rharsholders af AIT co cansel 453.000 of che 30,300 shares That were subiect
te the haldback provisiesas. s ssttlessnt of dertala élaims by the Company

sgainet Lhe AT shareheldsre.

T™he Cospany ia July 104, to flasnce Che AIT soguisitics. socsred Lots aa
agresnant with Tel-lave pursuast (9 whieh It borrewsd an spgrepacts of
$3.300.230. This lean bears LEtarest ot 430 par sanes. The laan sgressent
was aserded ln February 1997 ©8 provids lor tha repaymant of the lsan ia
samthly paymsats of $135.000 plus imcersst begimning afrer Septesder 1997
insleded 1A Lhe face of Cha ASLS are sasunts Sus Lo the Leading corparstiem
ac April 10. 1996 thac sggregete #390.900. In 1004, the §130,000 was
paysbla

reaflecied Lo ACCoGnEE .

To iadece Tel-Bave ©o provids the [loancing nesded to purchass AIT. the
Cospaay Lorosd a warTast to purtlass 00,000 shares af comman #leck of Lha
Company ot 3. 7% par share and & werTant to purchase 30,000 shares af common
stacn of the Cospamy at §3.00 par share. Beth warrastsd ars assrclsabls
Ehrough July 000 aod subject Lo Sertaln registratiom righce. In June 19T,
thass waiTancs weie purchassd by the Company from Tel-Sawve foar §100.000 iBss
Hata Q)

™a lospary s loan apressent with Tel-Bavs was ssesded ln FPebrusry 1097 Es
previde for the repayment of che Acguisition Loan in somchly payments of
BL39.200 plus Locersst. Beglsalsg after Feprember 1907,
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Oroup Long Distasss, [ne. and Sussidiaries
NOTER TO CONECLIDATED FINANCIAL STATEMINTS - CONTIMUTD
April 30, L9HT asd L0Me

NOTE N = ACQUISITIONS - Comtlausd

ia January L1M7, tha Company purchased from Creat Lames (L & Sustoasr bBass
consliting appromimately 7,000 customars chat ware Pubiefi L2 A sgTeeRant
Betwhal Jreat Lakes and Tel-Bave and (Ql) & warrant to purehass 300,384
sharss of comsen stack of Tel-Save Ln censlderutisa of §1.300.000 in rash
I connection with such scmilslilen. the Company borrowsd B1.J00.080 from
Tol=fave. In Jamaary 1007, Tel-S4ve repurchased the Tel-Bive Warsaats from
the Cospany La conslderstion of §1,000.000 and ereditsd ohe Company with
such amgunt (01,299,000 toward the Cresat Laxes scquisitlon snd $400.350
toward the Company s sutstasdisy principsal balance undar the Asgulsitles
Loan). The (600,000 reduscion of dast has bean sccousced for aa &
contribution t5 pald-in-capital by Tel-Tave. Ho velcs Ras beah ssslgned o

the Custaser bass acquired (rom Sreat

NOTE O = RISNS AND UNCERTAINTIES

The Compasy s sperations are bheed upen sgresssntis with & Lislted mastar aof
leng-dlscancs carrisrs wha provides scosdd Lo phons lires and trensmisslsen
Eaciliction. The carvisss sles provide call dates recérds, snd Ln the case of
Tal-Gave. tha carvier alse bills the Company's customers oa the Company &
benalif. The Compamy e dependant upon sl carriers Cor rech services. and
chare L9 & reascnabls possibilicy that thare Sould be epilpment fallurss or
SLhar sarvice Latermipticns that oould saterially affect the Company . Buech
Salays could result in postpensd or pessibly lost seled, which eould
sdversaly affect cparsting results.

Tha Cosgany s asortisstion sstbed (or customar scgulsition coats ié Bassd aa
Eansgemant s bast sstisats of che pariod of tims and ssounce of revenuas teo
ke darived from sach applleabls custsmer Bass. The caRASL predict
Customar BELrLCism cated with abseluts certslscy s Lt Le reaspomably
possible That such sacriisation say nesd to be Locressed LA the future

MOTE P - CNUSUAL AND MON-ALCTREDND ITEM

The Company had ssparisaced wnsutharioed scouss ©2 Lte call-Desn gwitihing
servides by uhsutheriged uasge of Los Diredt Imeard Dlaling 1DI0) firculta
This whauthorloed ussge resulted Lo & charge of §400.710 ta incoms in LPOT
Fna DID girowuits have bean discensscted and no Durthar esssiboriied csage is
peanible. The Company has B2 plams to use gall-bagk switdhing servises i
the future and charefoge consldars thls sharge & aon-recuffiag dvent
Fubseqient €2 April 10. 17, tha Caspany disceatimued ifs iAtarnational

chiicback switahing services
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NITE Q- EARSIGUENT FVENTH

Yors-bised long-distance ressllar, ThS purchass prics sgyregaces §i 151
sililon and comsisted ts mws 1.5 million moces ithe *ETE Bates®) and tha
mamasgzisa of 1.3 miilion of certais af ET2'0 LIasiliting and the payment
of claslng oo0ts LA tha amewnt of §113.000. ETI's sasets conalse af v
wAfTANTE ©3 purchase |.J47,000 sharea of tha commen stock of Tel-Save (che
"I B customar base of 7,000 and recalvables. A&

Tha ETI Motes bear Lncsrsst ag 10W PAT AR payible moathly and are Sus on
Aogusr [, 1900, although the B8t procesds [rem the sals of tha BaTUriciee
=Rlaririsd the ETI Tel-Bave Warraats BEall be ceed to prepay tha Prineipal
af the LTI Motsa. Upan the eveat of dafault, Lacerset usdes cha ETI Motas
iacTessan to 1i0 par anmum until ths Safault Ld cured. The ETI Motes also
REovide penaliy paymast of §960,000 for failurs Lo make Cimsly paymants of
principal snd lncarest shes dus afper Fiviag slfect o certaln grace paricds
S50uLd wech unsured dslsult scsur prisr co Adguat Li. L9 amd §1.509, 008
should sech waoured dafeult sceur sm or Sleer Auguecr §, 1999, Events of
include failure to sans 4 whan Ous,
acdiflcation ar dispoaitien of sansts pledged as collataral (described
Belowl, Bankfuptey asd materisl Sisrepresentacioa La the ETT Motes or any

falated pecurlly sgresssnt

(ndar the terms of the ETT scogh Pirchase agressent (the *ETI Agressent|.
the ETI Tal-fave Wafrants have bess Pledged to guarsnces tha Company o
apligations under the ETT Metss. In adalelon, all sther sesets of ET7 have
besn plasdgsd as collstersl and the Company has pledged & sederdlssted
intersat La all ite sssets as collatersl.

will Lndessify che selling
irising frem ths

Ltlse to ETE

Tha ETI Agresssnt also provides thae the £ oumgany
sharsbolders Erom and sgalsst say and gl lennan
fransaction and relssses thes from certals Liamil

Cf tha I8 113 mijilon scqulsitien ceme af FTI. §7.71) alllisa has been
dillacated to tha ETI Tal-Save Wirraacs asd the balance of FH00,000 has besn
dliccated ta the customsr Bass, Mo valus waa assigned £9 Tha Feceivabiss
Falthased dus {9 the wAcertalaty FarTounding their eallectibilicy
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GROUP LONG DISTANCE, INC.
MANAGEMENT

Gerald M. Dunne, Jr.has been President, Chief Executive Officer and a director of
the Company since February 1992. From May 1989 to February 1992, Mr. Dunne was
Senior Vice President and Vice President of Sales of the Company. From January 1986
to September 1988, Mr. Dunne was in the Accounting Department at the Battery
Products Division of Union Carbide. Mr. Dunne is a member of the

Telecommunications Resellers Association.

Peter J. Russo has been Chief Financial Officer of the Company since December
1996, From February 1992 to June 1996, Mr. Russo was Executive Vice President, USA,
and from May 1988 to January 1992, Mr. Russo was Senior Vice President and Chief
Financial Officer for the United States operations of the Statc Bank of South Australia.
From April 1979 to April 1988, Mr. Russo held various scnior management positions in
New York, including First Vice President and Chief Financial Officer for th~ U.S.
operations of the Australia and New Zealand Banking Group Lid. Mr. Russo received
his Bachelor of Business Administration degree in Public Accounting from Pace
University, New York.

Andrea A. Morey has been Vice President - Administration of the Company since
November 1994 and Secretary since April 1991. Ms. Morey joined the Company in 1989
as an account representative and became Director of Operations in 1991. From 1986 to
1989, Ms. Morey was Director of Administration of the South Florida law firm of Tew,

Jorden & Schulte,

Michael A. Mueller has been Vice President of Marketing of the Company since
February 1992. From August 1991 to February 1992, Mr. Mueller was the Company 's
Director of National Sales. From December 1990 to June 1991, Mr. Mueller was the
General Manager of the Traditional Products Division of MODCOMP, an industnal
automation company. From December 1984 to September 1987, Mr. Mucller was a
Product Marketing Manager at Gould Electronics Corporation ("Gould 9, a computer

manufacturing company.

Sam D. Himer has been the Controller of the Company since August 1995. From
November 1994 to August 1995, Mr. Hitner was employed with John L. Tomlinson

C.P.A..P.A..as a tax consultant. From September 1992 to July 1994, Mr. Himer was
Controller of the sales and marketing division of South African Druggists, a publicly held

pharmaceutical manufacturer and distributor. From October 1989 to September 1992,
Mr. Himer was controller of the sales and marketing division of Protea Electronics, a
division of Protea Technology, a publicly held corporation, which division was involved in
the sale and repair of sophisticated electronic equipment. Mr. Hitner is qualified as a
Chartered Accountant (5.A.) in South Africa.




Edward Harwood has been a director of the Company since September 1995. Mr
Harwood retired in 1989, For the 19 years prior thereto, Mr. Harwood held various
exccutive positions with Gould.

C. Shelton James has been a director of the Company since September 1995. Mr.
James has been Chairman and Chief Executive Officer of Elcotel, a publicly traded
corporation and manufacturer of telecommunications cquipment, since May 1991. Mr.
James also serves as a director of the following public corporations: NAI Technologies, a
manufacturer of computers, SK Technologies, a point of sale software company,
Cyberguard Corporation, an Interest Security company, Concurrent Computer Systems,
real time computer company and CSPI a manufacturer of high performance computers.
Mr. James also has been the President and Director of Fundamental Management, an
investment management company, since 1990. From 1980 to 1989, Mr. James served as
Executive Vice President of Gould and as President of its computer systems division,

Glenn S. Koach has been director of the Company since September :.95. Mr.
Koach has been a Principal and Investment Manager of Riverside Capital Advisors, an
investment company based in South Florida. Mr. Koach also has served as Chairman of
the Board of Metro Airlines since 1994.

John L. Tomlinson has been a director of the Company since November 1995
Mr. Tomlinson is a Centified Public Accountant und has been in private practice since
1990. Prior to 1990, Mr. Tomlinson was the Vice President of Finance for All Metals
Service and Warchousing, Inc. Mr. Tomlinson also serves as a director of Gateway
American Bank of Florida.
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