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Operations

When used in this Repors, the words “intend,” “expects,” “plans,” "estimates,” ‘“anticipates,”
“projects,” “believes,” and similar expressions are intended to idemtify forward-looking statements.
Specifically, siatements included in this Report that are not historical facts, including siatements abowr
the Company's bellefs and expeciations abows Us business and Us industry are forward-looking
statements. Such statements are subject to risks and uncertainties thar could cause actual results or
outcomes o differ materially. Such risks and uncertainties include, na are not limited to, the degree to
which the Company is leveraged and the restrictions imposed on the Company under its existing debt
instrumcris that may adversely gffect the Company's ability 1o finance is future operations, to compete
effecrivel against better capitalized competitors and 10 withstand downturns in it's business or the
economy generally; and other factors discussed in the Company's filings with the Securities and
Exchange Commission. Forward -looking siatements included in this Report speak only as of the date
hereof and the Company undertakes no obligation to revise or update such statemenis 10 reflect evenis
or circumstances afier the date hereof or to reflect the occurrence of unanticipated events.
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Juoe 30,
1998

Currenar agsets: _
Resmicted cash ..
Shor-term nvestments
Trade aceounts receivable, net of allowance for doubeful
accounts of mpuctively
Prepaid expenses and other curment assens
Towl current mspets
Property and equipment
Less accunmiated depreciaton
Total property and equipment
Restricted cash, non-current
Goodwill, net of amortization of . . respectively
Other mangible amers, ner of amortization of
respectively
Investmpeprs and other assets
Total atsery

LIABILITIES AND SHAREEOLDERS' EQUITY

Current liabilies:
Trade accounts payabie
Accrued compensation
Accrued inevest
Other accrued [iabilities
Current pordon of lopg-term debe
Current portion of capital lesse obligatons
Liabiliry refared o busi

Long term debt. net of discount, net of cxrent portion
Loag term capical lease obligations, aet of current portion
Toruai liabilities
Commimenrs (aote 6)
Shareholders’ equity:
Preferred siock, | million shares stthorized, nooe issoed
Common stock. 00 par value, 100 million shares surhorizad,
26,859,000 and 77,473,507 izsued and outstanding, respectively
Warrants
Treasury stock
Deferred compensauon obligation
Accumulated other comprehensive income
Uneamed compensation
Accumuiated deficu
Totai shareholders’ egquiry
Towal liabuites and shareholders” equiry

The accompanying notes are ap boegral pert of these consolidated financisl statements
l
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CONVERGENT COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
_ AND COMPREHENSIVE INCOME

Operating revenue
Data and voice products
Data and voice services

Total revenue

Operating loss

Other income (expense)

Interest expense
Interest income
Other, oert

Net Loss
Other comprehensive income,
Unrealized holding gains on securities

Comprehensive income (loss)
Net loss per share:

Net loss per share (basic and diluted)

Weighted average mumber of shares
outstanding (basic and diluted)

The sccompanying notes are an integral part of these consolidaed flnancial statements
P4



Owher comprehensive income:
Unrealized gain on securities
Net loss
Balance, June 30, 1998

CONVERGENT COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF SHHAREHOLDERS' EQUITY

—d

Accumuisted
Deferred Other
Common  Common Treasury  Compensation Uncamed Comprehensive  Accumulsted
Shares Stock Stock Obligation Warrants ~ Compensalion lacome Defici Total
— me_ - J(unsndited) _____
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The asccompanying noles are an integral parl of lhese consolidated financial stalements






C&EIGENT COWUNICATIOM,RC. '

CONSOLIDATED STATEMENTS OF CASH FLOWS (Coatinued)

Noa~cash dieclosure:

Cash paid for merest

Cash pzid for income taxes

Acquisition of property and equipment through the
issuance of capital leases

Common stock lssued for business combinations

The accompanying notes are an integral part of these consolidated financial sutements
5
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CONVERGENT COMMUNICATIONS, INC.

CONSOLIDATED FINANCIAL STATEMENTS

as of December 31, 1996 and 1997 and for the year ended
December 31, 1995, the period freem January 1, 1996 to December 16, 1996,
the period from Inception (March 1, 1996) to December 31, 1996
and the year ended December 31, 1997
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