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February 5, 1999 

VIA OVERNIGHT DELIVERY 

Blanca S. Bayo 
Director, Division of Public Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

Re: Application Letter of Excel Operations, Inc., Telco Holdings, Inc. d/b/a Dial & 
Save and Long Distance Wholesale Club, Inc. Pro Forma Reorganization and 
Assignment of License 

Dear Ms. Bayo: 

Excel Operations, Inc. ("Excel Operations"), Telco Holdings, Inc. d/b/a Dial & Save 
("Telco") and Long Distance Wholesale Club, Inc. ("LDWC") (collectively "Applicants"), by their 
undersigned counsel, and pursuant to Section 364.33 of the Florida Statutes, hereby notify the 
Commission of the pro forma reorganization (the "Reorganization"), and to the extent required, 
request authority to reorganize their corporate structure and operations and assign their respective 
certifications to Excel Operations. I Telco and LDWC, indirect subsidiaries of Excel 
Communications, Inc. ("Excel"), are authorized to provide a variety oftelecommunications services 
within Florida. 

As part of a pro forma corporate reorganization (the "Reorganization"), Telco and LDWC 
will, among other transactions, transfer their operating authority to Excel Operations. As described 
in greater detail below, the Reorganization involves no change in the ultimate ownership or control 
ofTelco's and LDWC's licenses and operations. The management team and ultimate ownership of 
the proposed licensee (Excel Operations) following the Reorganization will be the same as Telco and 
LDWC. 

For the Commission's convenience, we attach as Exhibit A, pre- and post­
Reorganization organizational charts depicting the relatively simple changes contemplateAr-- - --- ­
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Applicants respectfully request expedited treatment of this Application Letter to permit 
completion of the Reorganization no later than March 3 1, 1999. The Applicants submit the 
following information in support of this Application Letter: 

I. THE APPLICANTS 

A. Excel ODerations 

Excel Operations, a Delaware corporation, maintains its principal offices at 8750 North 
Central Expressway, Suite 2000, Dallas, Texas 7523 1. A copy of Excel Operations’s Certificate of 
Incorporation is attached hereto as Exhibit B. Applicants will provide its Certificate of Authority 
to Transact Business in Florida under separate cover. Excel Operations is a wholly-owned 
subsidiary of Excel Telephone, Inc., a Delaware corporation, which in tum is a wholly-owned 
subsidiary of ExcelCom Inc., a Delaware corporation, which in turn is a wholly-owned subsidiary 
of Excel Communications, Inc (“Excel”). 

Pursuant to a recent corporate merger, Excel became an indirect wholly-owned subsidiary 
of Teleglobe Inc. (“Teleglobe”). Teleglobe is a Canadian corporation, which is publicly traded on 
the New York Stock Exchange, the Toronto Stock Exchange and the Montreal Exchange under the 
stock symbol TGO. Excel Operations is not currently authorized to provide telecommunications 
services in Florida. 

Excel Operations will rely upon the substantial financial resources of its parent companies, 
Excel and Teleglobe to provide telecommunications services in Florida. Excel Operations has 
attached hereto at Exhibit C: (1) the 1997 Annual Report of Excel; and (2) the 1997 Annual Report 
for Excel Operations’s ultimate parent company, Teleglobe. Excel Operations will have the same 
management team as Telco and LDWC, and therefore, the same technical and managerial resources. 

B. Telco and LDWC 

Telco and LDWC are Delaware corporations qualified to do business in the State of Florida. 
In Florida, Telco’ and LD WC3 are authorized to provide telecommunications services throughout 
the state, including local exchange and interexchange services. Together, Telco and LDWC are 
authorized to provide resold long distance telecommunications services and/or local exchange 
telecommunications services in virtually every state, pursuant to certification, registration or tariff 
requirements, or on an unregulated basis. 

2 See Docket No. 970706-TI. 

3 See Order No. PSC-94-1439-FOF-TI. 
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11. DESIGNATED CONTACTS 

Correspondence or communications pertaining to this Application Letter should be 
directed to: 

Pamela Arluk, Esq. 
Maria Florencia Maggi, Esq. 
Swidler Berlin Shereff Friedman, LLP 
3000 K Street, N.W., Suite 300 
Washington, D.C. 20007 
Tel: (202) 424-7500 
Fax: (202) 424-7645 

With a copy to: 

Robbin Johnson 
Excel Communications, Inc. 
8750 North Central Expressway 
Suite 2000 
Dallas, Texas 75231 

111. REQUEST FOR APPROVAL OF PRO FORMA REORGANIZATION AND 
ASSIGNMENT OF LICENSE 

For internal corporate reasons, Teleglobe and Excel have determined that the proposed 
Reorganization will improve the operational efficiency of the Company. By way of background, on 
October 14, 1997, Excel purchased Telco Communications Group, Inc., (“TCGI”) a long distance 
service provider. Telco and LDWC were operating subsidiaries of TCGI. In light ofthis acquisition 
and the further acquisition of Excel by Teleglobe, both Excel and Teleglobe have determined that 
consolidation of its technical and managerial resources will significantly improve its operational 
efficiency. This realization of operational and management efficiencies, and thus cost savings, will 
ultimately inure to the benefit of the customers of Telco and LDWC in Florida. 

This reorganization will occur in two steps. Telco Holdings, L.L.C. has been created as a 
fourth tier subsidiary of Excel, and Long Distance L.L.C. has been created as a third tier subsidiary 
of Excel. First, Telco will merge into Telco Holdings L.L.C., and LDWC will merge into Long 
Distance L.L.C., leaving Telco Holdings L.L.C. and Long Distance L.L.C. as the surviving 
subsidiaries. To the extent required, the Applicants request approval of this pro forma 
Reorganization. Second, once these mergers are completed, the operating authority (including the 
certificates to provide telecommunications service) of Telco and LDWC will be transferred to Excel 
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Operations to allow Excel Operations to provide intrastate interexchange and local exchange 
telecommunications services to the public in Florida. To the extent required, the Applicants request 
approval to transfer Telco’s and LDWC’s operating authority to Excel Operations. 

Telco Holdings L.L.C. and Long Distance L.L.C. will never provide telecommunications 
services to the public. Operating authority will be transferred directly from Telco and LDWC to 
Excel Operations. Thus, upon completion of the Reorganization, including grant of this Application 
Letter, Telco and LDWC will cease to exist, and Excel Operations will be certificated to provide 
telecommunications services throughout the United States, including in the state ofFlorida. For the 
Commission’s convenience, pre- and post-Reorganization organizational charts are attached as 
Exhibit A. 

The Applicants propose to consummate the proposed Reorganization by March 3 1, 1999, 
subject to the approvals of the Federal Communications Commission and various state authorities 
and other customary conditions. The creation of Excel Operations and the transfer of the operating 
authority from Telco and LDWC to Excel Operations will be made in a seamless fashion that will 
be transparent to consumers and will not in any way inconvenience or have a negative effect on the 
service provided to the customers of Telco and LDWC. Customers will be able to purchase the same 
high quality services from Excel Operations that they currently purchase from Telco and LDWC. 
In addition, upon consummation of the Reorganization, Excel Operations will maintain a tariff that 
duplicates the service offerings, rates, terms and conditions as filed in the current tariffs of Telco and 
LDWC. Thus, the former customers of Telco and LDWC will continue to receive the same services 
that they presently receive at the same rates. 

The Reorganization will not effect a change in officers and directors, nor will there be a 
change in management, operations or service quality provided to customers. In short, after 
regulatory approval for the Reorganization has been obtained and the certificates of Telco and 
LDWC have been assigned to Excel Operations, there will be no change in the manner in which 
service is provided to the public. The proposed Reorganization is simply a paper transaction that 
will be virtually transparent to customers. 

IV. PUBLIC INTEREST CONSIDERATIONS 

Consummation of the proposed Reorganization will serve the public interest. Consolidation 
of Telco and LDWC operations will allow the Company to realize maximum efficiency as well as 
significant cost savings. Enhanced efficiency and improved financial viability will not only ensure 
the continued provision of high quality and innovative telecommunications services to the existing 
customers of Telco and LDWC, but also will allow the Company to accelerate its growth as a 
competitive telecommunications service provider. Consequently, the proposed pro forma 
reorganization is consistent with the public interest in promoting competition among 
telecommunications carriers in Florida. 
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V. CONCLUSION 

For the reasons stated above, Excel Operations, Inc., Telco Holdings, Inc. d/b/a Dial & Save 
and Long Distance Wholesale Club, Inc. request grant of this Application Letter to consummate the 
proposed proforma Reorganization and assign the operating authority from Telco Holdings, Inc. 
d/b/a Dial & Save and Long Distance Wholesale Club, Inc. to Excel Operations, Inc. no later than 
March 3 1, 1999. 

An original and twelve (12) copies ofthis letter are enclosed. Please date-stamp the enclosed 
extra copy of this filing and return it in the attached self addressed, stamped envelope. Please do not 
hesitate to contact the undersigned with any questions or comments regarding this filing. 

Respectfully submitted, 
EXCEL OPERATIONS, INC., TELCO 
HOLDINGS, INC. D/B/A DIAL & SAVE AND 
LONG DISTANCE WHOLESALE CLUB, INC. 

,- "lC Y--,.' 
.%-- --,"_-- L ---\ By: 

Pamela S. Arluk, Esq. 
Maria Florencia Maggi, Esq. 
Swidler Berlin Shereff Friedman, LLP 
3000 K Street, N.W., Suite 300 
Washington, D.C. 20007 
Tel: (202) 424-7500 
Fax: (202) 424-7645 

Their Counsel 

cc: Tom Williams 
Robbin Johnson 
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EXHIBIT A 

Pre- and Post-Reorganization Corporate Structure 



EXCEL COMMUNICATIONS, MC. AND SUBSIDIARIES 

Teleglobe, Inc. 

PRE-ORGANIZATION STRUCTURE 

w 

Teleglobe (US)  Corporation 

I 

Excel Communications, Inc. 

ExcelCom, Inc. Telco Communications 
Group, Inc. 

Excel Telephone, - - Inc. Service, Inc. LLC Telco Holdings, Inc. 
A 

Excel 
Telecommunications, 

Excel 
Telecommunications 

of Virginia, Inc. 

Long Distance Wholesale 
Club 

<-. Mergc 

Transfer Operating Authority e - - -  



EXCEL COMMUNICATIONS, INC. AND SUBSIDIARIES 
POST-REORGANIZATION STRUCTURE 

~ ExcelCom, Inc. 

I Teleglobe, Inc. 

Excel Telephone, 
Inc. 

I 

Excel Management Long Distance, LLC 
Service, .Inc. 

I Teleglobe (U.S.) Corporation I 

Excel Communications, Inc. 
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Telecommunications, 
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Telecommunications 
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Articles of Incorporation 



EB, -02' 9 9  ( T U E )  1 1  : 1 4  E X C E L  TE F LEGALIREG b T E L :  2 1 4  88215 
state bf Deiaware 

Office of the Secretay of State 

P. UOZ 

PAGE 1 

I, EDWARD J. ??REEL, SECRETARY OF STATE OF THE STATE OF 

DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT 

. COPY OF THE CERTIFICATE OF INCORPORAT~ON OF "EXCEL OPERATIONS, 

I N C " ,  FILED IN THIS OFFICE ON THE TWELFTH DAY OF MAY, A.D. 1998, 

AT 4 : 3 0  O'CLOCK P.M. 

A FILED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO THE 

NEW CASTLE COUNTY RECORDER OF DEEDS. 

2895733 8100 

98 1183064 

AUTHENTICATION; 9080515 

09-14-98 DATE. 
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EXHIBIT C 

Financial Qualifications 



TELEGLOBE INC. 
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TE LEG LOB E 
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L NAME AND INCORPORATION 

Teleglobc Inc (the "Corporauon" or "Teleglobe") is a corporauon rrsultlng from the amalgamauon on 
December 31, 1985 of the Corporauo~~ then known as Memouc Data Inc.. and Real Tune Datapro Ltd. pursuant 
to the Canada Busmess Corporauons Act. Arucics of amendment wcrc obtamcd on May 14. 1987. Augun 13. 
1987, May 22, 1991, August 9, 1991, May 28, 1993 and March 8. 1994. m each case & m g  changes to the S h a r e  
capital Furthermore. arucles of amendment were ob& on August 6, 1991, cfurnPlng the corporate name from 
"Memotec Data Lnc " to "Teleglobc hc." Finally, the Corporauon ob- restated ceruficate and m c l a  of 
incorporauon consahdatmg the arucles of amalgamauon and aruclcs of amendment k n b e d  above on June 28. 
1994, and aruclcs of amendment a l l o w  the dvectors to appomt a hmtted number of &rectors bcnvecn 
shareholders' meeungs on June 6, 19%. The head ofice of the Corponulon is located at loo0 de La Gaucheuerc 
Street West, Montreal, Qutbec H3B 4x5. 

IL GENERAL DEVELOPMENT OF THE BUSINESS 

For the purposes of this Annual Information Fonn, unless otherwise indicated or the context otherwise 
requires, references to "Teleglobe" or the "Corporation" refer to Teleglobe Inc. andlor any or all of its 
subsidiaries, as the case may be. Substantially all of the corporahon's operations are conducted through 
subsi diaries. 

The Corporauon has been a faciliues-bascd provider of intemauonal telecomwcattons s c ~ c e s  for over 40 
yean. Hmoncally, the Corporauon's pnmary market has been Canada, where Tclegl& Canada Inc. ("Teleglok 
Canada" or "TCI"), its pnnclpal opcatlng subsidmy, IS m t l y  the sole authorized opaator of Cana&an 
faciliucs for Canadun-oversea~ te1eco"urucauons m c c s .  In con~unction with the dengulauon of the 
internauonal telecomxnwcauons markers, the Corporauon will no longer have its Cadian exclusive mandate as 
of October 1, 1998 

Since 1996, the Corporauon has expanded its corporate rmssion to k a global pravidcr of a broad range of 
internauonal telecommmcauons scmccs to C~HICK, busmesses and consumers throughout the world. To pursue 
that ObjeCUVe. the Corporauon has sought and successflluy obtamcd operatag hcenses m various counmes 
includmg the Umted States. the Umted Kmgdom and Germany. In the last three financtal yean, the Corporauon 
has experienced rapid growth m its global traffic. 1.e traflic that nuther o n g "  nor terrmnatcs in Canada. In 
1997. the volume of t.ral€~c camed globally was almost as mponant as Canacban traflic. The Corporauon provides 
its telecommwcauons SCMW worldwde through its Teleglobe Commwcauons busmess wt. 

The Corporanon's other busmess mts an Telcglok World Mobility, whch cons~sts of interests in global 
mobiie satellite data and messagmg commu~ucations systems such as ORBCOMM; and Teieglok Entcrpnses. 
Teleglobe Enterpnscs consists of Tcleglok Mannc Group, whch installs, mainmns and repavs undersea cables, 
and Teleglobe Medra Enterprises, which is mcd a! explonng new oppolnrntues LII mulumcdia and new 
technologes, through alliances or pamapauon wth others, as appropnate. 

Through the years, the Corpomon has & V ~ K I ~ I C ~  its acuylues from its telecommun~cat~ons core business. 
thereby m u n g  busmess mts m the field of ~ ~ m m ~ c a u o n s  products and insurance systems. Dunng the course 
of the last five years and m accordance wth its srratcgic o b j m v a .  the Corporauon &vested itself of its 
Commwcauon Products busmess umt m early 1994 and of its insurance System busmess mts in late 1997, both 
non-corc assets 

D u n g  the same pen& the Corporauon launched the CANTAT 3 and CANUS 1 cable systems (now known as 
Globesystem Atlanuc"9 as well as the ORBCOMM satellite project. In December 1997, the Corporauon signed a 
memorandum of undersrandmg to become an mual  party, and to m v s t  approxmauly U.S. S 78 million. in the 
new proposed Ciuna - U.S cable system. See "Descnpuon of the Business - The Corporation - The Teiegiobe 
Network" and "- Other Businesses - Teleglobe World Mobility. " 
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Sigmficant changes have been talung place in the te1tcom"catlons lndustry in the recent ycan There IS a 
growng global trend towards p n v a u i m ~  compcuuon and dcngulauon. Technolog~cal developments have also 
blurred nauonal and intemauonal b o u n h ~  Thrs libcralllzauon of global tclecommuxucauons markets prokldes 
oppormruues for camcrs to expand their busmess beyond the ngons they Uarbuonally served Voice telcphon! 
SCMCC IS expected to wnunue to expvluur growth and expansion m the foreseeable future In that regard. 
increased mmpeauon from a l u m v e  tamers 1s expected to contribute to a decrease III accounting rates and a 
rccvaluauon of the accountmg rate system. Th~s decrrasc IS generally expected to result in lower pnas. wiuch 
should sumulate demand for mternatlonal telecommun~cauons semces. In addmop the Corporauon believes there 
is signtficant potenual for growth m devtlopmg counmes for global camen wth extensive exlsung intcrnauonal 
ncnvork and long-standmg relauonsiups wth -CIS throughout the world. Deregulauon has also created an 
o p p o m t y  for the Corporauon to broaden its c~lstomu base to rnclude busmesses and rem1 consumers The 
intexnauonal telecommmcatlons network is mcrrasmgiy usmg hg~tal fiberoptlc cables m response to compcuuve 
pressure for hgher quality and lower cost ttlecommmcat~ons SCMCCS. Monaver, satelhte wmmun~cauons will 
rcmam imponant for spcuahd apphcauons such as telmion, broadcast lntemct and mobile =Mas. as well as 
to sewe remote artas of the world not readily accessible by cables.. See 'pescnption of the Buslntss - The 
lnternauonal Tc1amn"mcauons ladustry." Teleglobc Canada's regulatory framework has also evolved 
substanually slllcc 1987. most notably from the rate basc rate of mUrn ngulauon to the 19% pncccap ngulauon. 
See "Descnpuon of the B w c s s  - Regularion." 

The followmg chart presents each of the direct and indirect company and parmcrshp parocipaucms of the 
Corporauon as at December 31, 1997, thur rrspecuvt place of hcoxporauon and the percentage of voung 
secunues benefidly m e d  or over whch a m m l  or w o n  IS excrascd by the Corporauon. The Corporauon 
does not own, either dvectly or inducctly, any non-votmg &Qcs m such compames, except for Optel 
Telecommurucauons, Inc. (fomerly Optel Commu~~caUons, Inc.) ("Optel"). The names of cemn subsidiana, 
each of whch represents less than lP? of consolidated assets and less than IP? of consolidated revenues. and all 
of whch. in the aggregate, nprcsent lcss than 30% of total cansolidated assets and total consolidated revenues of 
the Corporauon, have been omned 
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;LOBE INC.‘ 

CORPORATE STRUCTURE OF TELEGLOBE INC. 
(as at December 3 1. 1997) 

- TWGLOBE 
CANADAhC.  

IC-] 

I T ~ G L O B E  
HOLDING Cow. 
Wa-1 

- stratos Wireless Inc. 
(29.12%) [a) 

- T~l@okUarme 
(U.S.) Inc. plaware]  

- Tei~@ok lnvesPnat 
corp. pelaware] 
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- Teleglobe Mobile 
Partners (70%) 
[Delaware] 

- C.S.LongLiUes 

pels-1 

Dla-1 

L.P. (45%) 
lDcla-1 

L.P. (45%) 
maware]  
C.S. Glohal Link 
L.P. (2S%) 
DlaWanl 

Inc. plawarc]  

L.:P. (25%) 

- C.S. Charle~L. B ~ w  
L.P. (25%) 

- C.S. Global S-ttnel 

- C.S. Global Manna 

- TelegiobeSubmannt 

- Telegiobe USA Inc (Delaware) 

- Telcglobe Itaha S.p.A. ptaly] 
- Telegiobe H d  Konp Llrmted ~onk-Kong] 

- K.K. Telcglobe Japan [Japan] 
- Teleglobe l n ~ ~ o n a l  Commurucations. 

- Telegiok F ~ C C  S.A.S. Fmcel 

S.A. (Spatn] 
- Telegiok A 6  
- Telcglok N ~ c  AS p a n ~ a y ]  

- Telcglok A d a  ptV Ltd. [Ausaalia] 
- Telcglok Columbia S.A. [Columbia] 

- Telecom Vislon Int’l Inc plaware]  
- T~leglobc El Savad~r, S.A. PI Salvador] 

- Orbco” Global L.P. (50%) plawarel  



LEGLOBE INC.' 

CORPORQTE STRUCTURE OF TELEGLOBE INC. 
(as at December 3 1. 1997) 

- TELEGLOBE 
h E R N A T I O N A L  
L m  w.K.1 

-TELEGLOBE GmbH 
I-YI 

- TEEGLOBE 
I~TERNATIONAL hc. 
(c-1 

-BWC INc. 
parbados) 

-0RBcom 
CANADA~C. (97.51%) 
[C-I 

. L c o K ~ V  
( o h 7 A R I O )  kC. 
(74.5%) [Canada) 

-JAZZ mu. 
NETWORK INC. 
(8 1.8 15%) 
1c-1 

- TeI@ok Canu~ 1 (USA.) LLC 
IDcla=I 

- Ope1 Tel-UcMroru, 
Inc. (1 9.9992%) [Delawarr] 
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III. DESCRIPTION OF THE BUSINESS 

THE INTERNATIONAL TELECOMMUNICATIONS SERVICES INDUSTRY 

The internauonal teleC0"mcauons SCMCCS m d w  IS composed of numerous inEm,auonal camefs whose 
networks M y  or induectly lrnk caunmes to tach other. These networks w satelhtes, ~mst.nal and undersea 
cables to transnut &@tal or analog m f o m o n  m vanous forms mdudmg voice, data and W g e s  for a vmety of 
products or Semm The market m any camtry Can k dlvlded mto two major segments "outbound t& iC"  

consisung of calls ongmaung m such caunvy and "mbound m c "  conslsung of calls termmaung in the counuy 
In ad&uon, mtemat~onal ~ C K  wth global conncct~ty such as the Carpomon may also p m d c  "transit" 
SCMCCS under arrangements pursuant to whch a long &stance prwidcr 111 an mtem&ate counuy cam= the 
tra&c to a dcsunauon country. The p m a o n  of tradtuonal transtt SCMCCS requves among the camers 
in all countnes lnvolved and such semccs arc gcncrally used for ovexflow traffic Or where a direct c i m t  is 
unavrulable or not volume jusufied. 

Tr8dition81 routing of internrtionrl telephone services 

c 

I\- - - . 

Countnes that are not physically conuguous arc connected by a network of satellites and undersea cables 
operated by internauonal CUTKK such as Teleglobe These internauonal camen have networks that are physically 
interconnected to the domesuc networks of each counvy through m t c h n g  centers owned and operated by the 
\anous internauonal m e n .  Bilateral and mululateral opraung agreements, whch are key components of the 
internauonal long &stance telecomm~cauons markes arc negouated between the rrspcctlve internauonal GXIICK 
to establish the range of s e ~ l c e s  to k p m d a i ,  the accounung rate to be charged for each SCMCC, the rouung of 
the " ~ s s i o n s  and the procedures for mamenancc Typically, under a tradmonal operaung agreement. tach 
camer agrees to temnate  uaflic m its local market and to p m d c  proporuonal return trafF~c to its correspondent 
camer The internauonal satellite networks hnlung ~ a m c r ~  an typically established through internauonal 
orgarutauons such as MTELSAT and MMARSAT The Corporauon is a member of both of these internauonal 
orgaruzauons lntcrnauonal undersea cables arc predomnantly jointly owned and operated b j  c o m m a  of 
internauonal camers. each of whch has an o w n e ~ h p  interest to the theoreucal md-point of the cable and usually 
has operaung agreements wth  the other countncs served by the cable. 

Hmoncallq. the intemauonal telecommmcauons semces indusuy has been served by govcnuncnt-owned 
monopolies known as FITS, whch usually provide domesuc and internauonal scmccs in a hghly regulated 
framework Under t lus t.rad.tuonal model, a P'TT enters into a bilateral operaung agreement wth a m e r  in 
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another country III ordcr to connect to such coulltTy. These agreunents typically q u u r  the payment of a 
negouaud senlcment for cach mnue of vaffic sent from one m e r  to the other (the "aecounung rate system") 

There IS a g"g global trend towards pnMuzattos compeuuon and deregulauon Ttchnologcal 
developments have also blumd nauonal and mternauonal boundaries Th~s hberahzauon of global 
tekecommuucaUm markcts provides oppomrntues for camers to expand ther busmess beyond the rcgons the! 
trad~tloulh, send.  More and more camers arc usmg rwtlng arrangements other than tradruonal bilateral 
arrangements wth corrrspondent camers. In many casts, m f6c  IS muted v u  thd-counm camcrs under a 
pracuce known as "mtched hubbmg" ("ISH") or " r d e " ,  m wtuch the destlnauon camer receives a settlement 
payment from the "hub" camu, typically at a lower rate than if the trafIic were settled dvectly by the ongnaung 
m e r  

Vola telephony m c c  " n U y  domrnarts the m t e m o n a l  telecommun~cat~ons business and is expected to 
conunue to expcnena growth and w o n  m the fanseeable future. While the Corporauon believes that the 
accounung rate system will remain a key factor m m t u n a u o n a l - t c l ~ u n ~ c a u o n s  raus ~II the near term. 
increased compeumn from alternative camm IS ucpeeted to contribute to a denease m accountmg rates and a 
rc-cvaluauon of the accounung ate system. Although thts decrease is expected to vary depcndrng on the mute. it IS 
generally expened to result 111 lower pnces, which should samulate dmrand for mtcmat~onal telecommun~cauons 
semccs. Other fundamental dmtcrs of intcrnauonal traffic growth indudc the globalizauon of tradc and the rapid 
advancement of technology which have ma& it possible to ndu# mtcmauonal teleco"unrca~ons costs and to 
develop new and a d v a n d  tcl"municatlons SCNICCJ. 

Accordmg to the International Teleco"unica!ions Union ("lTU"), from 1986 to 1995, the number of minutes 
of mtemauonal t d i c  cam4 worldwide rnrreased ata compound annual growth rate of 15.4% as compand to a 
compound annual growth rate of 5.4% in the number af new telephone lines. In addition, regional outbound 
international a c  from 1995 to 19% in Norh America achieved a 21.7% growth ate. whch outpaced the global 
average growth rate o f  12.5% for the samc perid Thc strong growth in telephone t d i c  is complemented by an 
even monger growth in data m c ,  curnntly king drivcn by the Intcmct and evolving data services. 
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THE CORPORATION 

Teleglobe Com~Unications 

Teleglobe IS a global faclhUeS-based provider of internauonal t e l e c o m m u c a u o ~  X M ~ S  Since 1996. the 
corporauon has expanded ~ t s  corporate m s i o n  to be a lcadmg global p m d e r  of a range of internauod 
telecommwcauons seMCeS to camen. businesses and consumers throughout the world. n e  Corporation pro\-ides 
tclccommwcauons SeMW worldmck through its Telegiok Commumcauons business u t  Global 
telecommwcauom mtegy,  markeung and product development global development. network. infomuon 
technolog), processing seMces and Support. groups an managed from the Corporauon's offices in Montreal, 
Canada and in the Washungton D.C. a m .  

Teleglobe's global traf5c, whch 1s UafEc that neither o n g "  nor termnates m Canada. has grown at a rapid 
rate In addtuon to its base of 1.8 bilhon m u t e s  10 Camk-overscas m c .  Teleglobc's global traffic grm 
nearly 300% m 1996 to reach 447 &on mutes.  Growth m global tra€6c bas cDntmued. reaclung 951 mllion 
mnutes in 1997, accounung for approxlmately ?4% of Telegiok's total aaffic. 

The table below provides the number of paid minutes of international telephone calls handled by the 
Corporauon in the last five yean (outbound lnbound and global) : 

For the Year Ended December 31. 

1997 1996 1995 1994 1993 
(unaudited, millions of minute) 

Telephone Traffic 
............. Outbound (Canada) 1,112 915 898 86 1 762 

Inbound (Canada) 737 67 1 603 544 503 ............... 
Global ................................. 95 1 441 113 64 39 

To tal ..................... 2.800 2.033 1.614 1.469 1.304 - - 
In the penod from 1993 to 1997. outgoing traf€ic from Canada increased by 45.9%. whereas lncormng vaffic 

increased by 46.5% The relauve proportion of outgoing traflic to total t " ic  demased from 58 4% to 39.7% 
dunng the same penod due to important mcrcases in the volume of global overseas uaffic. 

The Corporauon has an intexnauonal network W n g  approxlmattly 240 countnes and temtoncs that it 
believes is one of the most extensive interconmental facilitlesdased networks among North Amencan camcrs 
The Corporauon provtdes comprehensive t e l eca"mcaU0ns  s e ~ c t s  mcludmg vola. data. Internet and value- 
added semces. pnmanly on a wholesale basis, to over 275 camers and Internet XMCC prowden in over 140 
countnes Teleglobe's nehvork. whch connects to wnually every country in the world, includes interests in both 
the MTELSAT and MMARSAT satelhte synems as well as in approxlmately 100 undersea cables including Such 
nstems as Globesynem Atlanuc, TAT 12/13, TPC-5 and FLAG. The Corporauon also o w  or have access to 
cable landing muons on the AtlanUc and Paclfic coasts of Nonh Amenca as well as satellite earth muons that 
provide access to the INIELSAT, INMARSAT. INTE€GPuTNIK. PanAmSat and Onon internauonal satellite 
networks and back-to-back connecuwty to U.S and Canadtan domesuc satellite networks. These operaung 
faciliues are connected by fiberopuc lmks to the Corporation's internauonal mtciung centers and Internet 
gateways 

The Corporauon has opcratlng agreements and nlationshps wth nearly every major internauonal 
telecommwcauons camen in the world. The Corporauon's foreign correspondents include nauonal ms. 
incumbent Camen and emergmg camen recently established as a result of .the deregdauon of telecommurucauons 
markets 
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The followng table mhcates the relauvc i m p o m a  of the revenues from each category of SCMCCS in the past . 
five years: 

For the Year Ended December 31.1997 

1997 1996 1995 1994 1993 
(in thousands of ON$) 

Consolidated Income Dad') 
Revenues * 
Teleglobe CommwcaUon~'~' 

Telephony Canada .............. S1,078.390 S1.063.554 S1.110.252 S1.124.636 S1.132.W 
Telephony Internauonal ..... 776.28 1 399,241 172.613 134.988 109.724 
Transmssion and Data 
SCMCCS ...................................... 106 074 52 155 39 929 26 814 23 354 

Total Teleglobe 
Commwcauons .............. 1,960,745 1,514,950 1,322,794 1,286,438 1.265.122 

Telcglobe World Mobility'" .... - 19,016 25.220 28.839 26.273 
Teleglobe Enterprises ............. 27.203 28.712 50.303 49.574 28.626 

Total 1987948 s l A u U  ' 39831 7 s  L?fuu Lu!uu 
( 1  ) As at January 1,1997, the CorporaUon adapted a poky of stgrrgatrng its telephony menus on a busmess u t  b a n s  

mmd of a lqal enUty bans. Under the h c s  u t  bass. telephony revenues arc segregated as to Telephony 
Canada Telephony Intcrnatrd and Transnusslon and Date savlces whlch together compnsc the Tcleglok 
Communrcauans scrnces Under the legal amy hem, telephony revenues were Qstmpshcd as to Regulated semces 
and Non-regulated m c e s .  As At  September 30,1997, the CarporaUon restat& the results of opaatlons of the fanna 
Insurance Systems busrness u t  as a "Qsconanued 0pcraUan" III the Colwlidatcd Income and the Consolidated 
Changes ~ IL  Financial Pmtlon. As a result of thesc changes, it may k ddlicult to compare ~ ~ ~ Q n d u a l  financial data 
c o n w e d  hcmn wth hstoncal f inand  data 
Telephony scrylces arc Jwrltched m c e s  measured m mt~~utcl of traffic whereas Transl~llsglon and Data m c c s  M 

non-nvltched s e r ~ l c e ~  
As a result of the sale of the CorpomUon's 50% mtrrest III IDB Mobtle Commmuurans Inc.'s operations to Stratos 
Wlreless Inc on October 31. 1996. its revenues arc no longer accounted for as revenue of Tclegiobe World Mobihty 

( 2 )  

13) 

Principal Markets 

The Corporauon has structund its rcg~onal operauoas to be managed locally, while benefiung from antral& 
financial. network. informauon technology and development SCM#S, and expects each such operauon to be 
profitable The Corporauon entm new markets primarily by h m g  expcncnced local professionals who 
understand the relevant markets. Telcglobe conunucs to enhance its global network by m v m n g  in m t c h m g  
faciliua and addmg acccss pomts to its global network backbone where regulatory reform pcmts and tm5c 
volumes jusufy such mvcstments. 

Can& The ranadlan market is wque because Teleglok Canada p m d c s  exclusively overseas, and not 
domesuc, long &stance SCM# m Canada. In add~uon, because of the close geographc proxlmty and emsung 
interconnecuon between the domesuc long d~stancc C ~ ~ C K  in the Uwted States and Canada Telcglobe does not 
provide long Qstana mce between the Umtcd Stat# and Canada. In add~uon the rnnndlan market is different 
from other markets that Teleglok smes pnmanly because of Teieglobe Canada's exclusive mandate. Thrs 
exclusive mandate, whch wil l  end as of October 1, 1998, has focused the Corporauon on a wholesale role wth 
wtually no Qrect access to the end-users. 'hs dcregulauon is ucpected to rrtatc an opportu~llty for the 
Corporauon to broaden its customer base to mclude busmcsses and retail consumers. As a result of Teleglobe 
Canada's exclusive mandate and the h a y  regulated ranndtan domesuc markct, the Corporauon's temnauon 
costs in Canada and a m n  other cosu were hgher than those of U.S. internauonal camcrs. The Corporatlon 
believes that. as the Canad~an ulecommuntcauons market becomes more compeauve, Teleglobe Canada will k 
able to achme signrficant cost reducuons pnnclpally by negouaung lower temnauon costs The Corporauon also 
intends to Qverslfy its products and client base in the ranndlan market. 
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United Smes Crrated ~n 1994, Teleglok USA hc. (TelegIOa USA") has a full anay of operaung 
authonucs from the FCC The hcews granted by the FCC allow the Corporauon to p e t r a t e  the three market 
segments of camen. businesses and c o m e r s  Teleglok USA has b a t  an mteraauonal sulltchrng center and 
Internet gatcway m N t w  YOrk City and a pomt of presence m Los Angela. Through the -on wth West. 
the Corporauon has now an extensive U.S. domtsuc network. Set "Reccnt DmeIopmen&' The US. market is the 
single most important tekCOmmurucauons market in the world and represents for the Corporauon a n a n d  
extension of its network. S m a  the U.S. market IS approxumtdy seven tunes larger than the Canad~an market. 
even a small gam 111 market sharr rrprescnts signtficant rcvenue o ~ u e s  for rhc Corporauon In 1997. 
Teleglobe has entered into agreements wth BellSouth, Anentech, SBC and U.S. West for a Home  count^ Direct 
SCMG and signed busmess chcnts such as TIHE Inc., Donna Kaan hternauonal Inc. and New York Uruvcnip 
for a poruon of their mtemauonal telcwmmmcatlons IIccds. Teleglok USA has also developed and launched 
products such as an mternatlonal lOXXX WMCC tailored to specific e t b c  ammmues m New Y ork Ciw 

United Kingdom. In August 1995, Teleglobe (VK) Llrmted ("Telcglobe UK") reccived a resale hcensc and m 
December 1996 an mternauonal facili~cs-based license that perrmts it 9 provide mumauonal s c ~ c t s  in the 
Uruted Gngdom using its own faciliuer. These h c e w s  enable Telcglobe UK to address all thnt market segments 
Telcglobe UK has bllllt a mtchmg center m London whch may svvc as a hub for European desunauons in the 
future Teleglobe UK has also established acctss to the CANTAT 3 cable from London and established an 
intcrconnecuon agreement wth Bntish Telcwm. In 1997, Teleglobe UK was awarded a convatt to prom& hgh- 
speed access to the global Internet for SuperJANET, the aadcrmc network of the Uruttd Ktngdom's Educauon and 
Research Networlung Asociauons. Tcleglok UK also affcrs to U.K. consumers a speaal access code m c e  
SlIl'IIlU t O  the lo]OIx SCMCC. 

Germuny. In 19% and 1997, Teleglabe GmbH received licenses to m and aperate transmission facilities 
and. effccrive January 1, 1998, to provide public switched telephone services (international direct distance dialing 
or "IDDD" services). It also received one of a limtted number of access cocks for w in offering such services. 
Teleglobe GmbH has installed a switch in FranWlrt. It has also obtained access to the CANTAT 3 cable landing 
in Sylt through arrangements with h t s c h e  Telekom. 

Frunce Teleglobe France S.A.S. ("Telegldx France") operates punuant to likraliung legslation whch 
allows it to provide deregulated services and has pending an application to provide end user voice telephony 
semces. Teleglobe France signed. in the course of 1997, agreements with Societe francaise de radio-ttilphonie. a 
French GSM mobile operator, 0"com an cmergmg m e r  in the business telecommunications market. and 
L y o m s e  Cable. a French cable Internet provider. Teleglobe France also filed an application to obtain a license to 
prowde switched voice services, which wen deregulated on January 1, 1998. 

Hong Kong. Teleglobe Hong-Kong Limited holds a public non-exclusive telecommunications service Iiaw 
for the provlsion of wnual private network service in Hong Kong. 

Jupun. The Corporauon has established a subsidiary, Telcglobc S e ~ a s  Japan (TSJ), whch was granted a 
Special Type 2 license on March 3, 1998 to provlde lntemauonal voice telephony, Internet and other semca over 
leased lines TSJ is in the process of establishmg a network center in Japan whch it expects to be operauonal in 
the second half of 1998 The Corporaton also mends to procure a Type 1 license whch ullil p c m t  it to use 
owned submanne cable capac~ty to p m d c  SCMCCS on@naung and temnaung 111 Japan. 

Denmurk Teleglobe Danmark S.A. IS authonzed to provide voice and Internet SCMCCS in Denmark subject to a 
hghl!, liberal telecommutucatlons statute. Teleglok Danmark and TeleDenmark SA the incumbent nauonal 
operator. arc presently tn medrauon before the Nauonal Regulatory Authonty ("NRA") to establish a leased line 
rate to link faclliues located in Copenhagen wth the CANTAT 3 landmg at Blaabjerg. 

Netherfunds The Corporation through a subsidmy. Telcglobe B.V. (Netherlands), has registered as an Arucle 
23  senice provlder in the Netherlands, whch authonzes it to operate as a faciliues-based rnternauonal m e r  for 
\ oice. Internet. and other traffic 
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Spoin The Corporation h u g h  a 
authorizations to provide Internet and 

subsidiary, Tdcglok Intcmatlonal Commwcauons S.A.. has o b m e d  
certain other corporate communications SCMCS and has pcnhng an 

apphcauon to p&dc dosed w r  group semces. The Corporanon is also scclang authonty to provlde these 
SCMCCS usmg its own sub" &le capanty. 

M y .  Teleglobe Itah SpA has obtained authonzations to provide closed w r  group, htemet and c e m  other 
corporate communications services and has pen- an application to provide voice telephony m c e s .  It also has 
an office in Milan and is establisbg a network operauons center. 

Marketing and Product Management 

The Corporation ~~uceur rs  its marketing efforts in the following six repons: Canada. the United States, Laun 
America and the Caribbean, Europe, Asia-Pacifx and ROW (rest of the world). The Corporation's global 
markeung and product management strategy is to develop and d e r  a wide range of products targeting thra matn 
market segments (Carriers, busincsscs and consumen) in each npon. Thc Corporation marLC& its products and 
services through a sales force of mort than 135 persons located in more than 25 counms, as well as through 
agents and resellas. 

Corrirr M u r k  Teleglok's marketing strategy address the spedfic needs of Carriers with targeted products. 
The Corporation has hstorical bilateral relationships with most FITS around the world and has been expanding 
thesc prcfercnual relationships beyond the traditional acchange of telephone trafKc by &exkg increased network 
connectivity and sexvice options such as digtal tranSit Services, Globesystun Atlantic and Gloklntemct services, 
among 0 t h ~ ~ .  To enable other established Carriers, such as RBOCs and Canadh carriers, to provide international 
telecommunications services, the Corporation is marketing its global coopectivity combined with platform services 
such as Home Country DirefS IDDD and operator handled SCNiccs. 

Teleglobe is also addressing the needs of cmerghg Carriers in markets worldwide as they deregulate. Today, 
Teleglobe provides global connectivity services to more than 300 global orrrius, supporting their basic 
transrmssion needs as well as providmg value-added platform-based services such as collect calling, in-language 
operator-handled services, caulng cards andmll-he services. 

Buszness M u r k  Teleglobe markets hrect access to internauonal telecommurucaUons servlccs to large 
mulunauonal businesses and " m o n s  m compeuuve markets. such as the Umted States, Canada and the Uruted 
k n g d o m  Teleglobe targets pnmanly mulunauonal corporauons wth significant reqrurements for internauonal 
telecommwcauons s e ~ c e s .  The Cmporauon offers these busmesses and mutuuons compeutlvely-pnd hgh 
qualin voice and data telecommuntcauons s c ~ c e s .  Thc Corporauon also intends to market to businesses and 
insutuuons in other markets whue it has the appropnate hcenses. 

Consumer Market The Corporauon has developed and is selectrvely markcung vanous products to e h c  
c o m e r  groups and rcsidenual and smaU business customers in compeuuve markets, such as the Uruted States 
and Canada. Teleglobe is targeung etluuc consumer groups 111 parucular because they generally have heavy 
intemauonal calllng patterns. arc nceptrve to dnl around products and can be reached through focused markeung. 
For example, the Corporauon lruuated an mtcmauonal dnl-around product mlored to specrfic ethxuc groups in the 
New York metropolitan area. Tius campgn, wiuch was lruuated in May 1997. has succesfdly created over 2.5 
rmllion rmnutes of traffic as of December 31. 1997 These products arc marketed through agents, resellen. hrect 
marketers and telcmarketers. In September 1997, the Corporauon expanded its consumer d e u n g  efforts to 
addruonal locauons and groups and added a prrpard calling card program 

f i o d u a  Teleglobe's product portfolio has grown from basic voice and data transrmssion s e ~ c e s  offered to 
Canadran camcrs and lmted  transit SMCCS offered to correspondent camers to more than 30 vanous products 
currently offered to camers, businesses and consumers. Data and Internet-related products have been among the 
fastest growng of Tclegiobe's product offenngs. 
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The followmg is a summary of the Corporation's m n t  products and their target markets: 

Product (Televlobe brand name) Tnreet Markct 
Cnmer - 

ATM S e ~ c u  (Glob4 mm> 
Broadorst SeMm 
Camer Leasc 
Collect C a h l g  
Digtal T m t  S e m a  
Frame Relay (GlobefiomeTM) 
Global Passatem (VHCD) 
GIobeDinct W) 
Globeln&rectm CUK) 
GlobeLint (EDAL . Expanded D m  Access Lmc) 
GlobePCSm (Wireless Semce) 
Home Country Direct (Cunodu Direct, Home Direct) 
Infomuon Semcu 
MMARSAT SCMCCS 
Int'l Direct Distance D u g  
Int'l Pnvatc Line (Globesfma", Globesarm) 
Int '1 Toil-Free SCMCC (Globcucces~800~,  Globc80Um) 
Internet Backbone and Access GlobemremrrTM) 

Packet Swtchlng ( G l o b e d ~ t ~ )  
Pad 800 
Prepud Card 
Swtched Transit 
Switched Transit ISDN 
TeleBndge 
Teleflelegraph 
IO= (10609) 
Transatlanuc Cable Semce (Globesystem AflmrbcTM) 
Umvenal Int'l Freephone Number (Globe 800 UnivcrsolTM) 
Virmal Pnvate Network (GlobeaccesspNm) 

ISDN SCMCCS (Globeaccess& A4 ) 

X 

X 
X 

X 

X 

X 

X 
X 

X 

X 
X 
X 

X 
X 

X 
X 
X 
X 
X 
X 

X 

X 
X 
X 

X 
X 

X 
X 
X 
X 

X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 

X 
X 
X 

A TM Services ATM SCM~XS, which an sold under the Globe ,TM bran& p r o v ~ ~ *  vu tu^ pnvatt me SC~VICCS 
to camers and lntemet Semce providers connected to Teleglobe's ATM mtches  m North Amenca and Europe. 
A T M  p e m t s  voice. data, video and mult imda signals to k transmttcd nmultaneously betwecn network access 
points 

Broadcasf S m i c a  The Corpomon provides a WI& range of intcmauonal vldm transnuson S ~ M C ~ S .  
Teleglobe's INTELSAT signatory status and global network of satehte eaRh stations and t m " c  cables 
enables the Corporauon to uan.uxut full-time broadgst channels and occasional use news and sporung events 
around the world Dig~tal VI& m c e s  are of€erd both v u  satellite and over fiber opuc cables wth new telmsion 
swtchng Centers 111 New York, London and La Angcles for customer mtercomects. Teleglobe offen access to a 
ulde range of satellites lncludtng INTELSAT, Onon, PanAmSat INTERSPUTNIK and Telcom 2A. 

Currier Leuse. Camcr lease service is the leasing of the Corporation's facilities to FITS or fac&ues-based 
camers for the purpose of carrymg public telephony and business SCMCCS between two temnal cou~~vles. 

Coffecr Colling. Inbound collect SCMCC IS an easy method for intemauonai customers to call collect to the 
United States. Targeted at camers around the world th~s SCMCC allows an oversas caller to w an tnternauonal 
toll free number to reach an operator in the U.S.. and place a collect cail to a U.S. telephone number. Charges wl l  
be billed to the called pany in the Umted States at a compeuuve rate. 
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Digirul Transit Service Dignal m m t  =Ma is a cost~ffecuve tram1 sema whereby a m e r  sends a 
poruon of its intemauonal vaffic to a final desunauon Ma Teleglobe's network. 

Frume Reloy. Globeframem is Tcleglobc's frame relay offcnng. This advanced bandwidthon-dcmand Semce 
provides hgh speed reliable CONI~CUV~N around the world. It transports WAN-WAN ~ ~ m m ~ c a u o n s  at spads 
ranpng from 4kbps to 2.048 Mbps. GIObeframen' prowda a stausucal mulupleung capabihp for costefficient 
bandwidth shanng. 

Globd Pwug$M Global Passage is an acctss product designed to allow camcrs worldwide to enter the 
intcrnauonal travel telecommmcatlons market. Global Passage is med at all camers. from established p?Ts to 
new emerpng prowders, who an unable to offer thelr travclmg customen the abihty to usc telecommuxucauons 
semces uullzlng Home Country Duect/lntenrauod Toll Free S m a  based access methods. T h s  scma cnabla 
the m e r  customer to have their own brandug and scnpu while usmg Teleglobe's nun key soluuons wtuch 
prowde the product. b i h g  and live operator assistana. 

Globdire# GlobcDict" is Tcleglobe's m n  basic product whch offers dvect inurnauonal outbound 
calling ('Dial - 001') from a United hngdom @nmarily London) - based corporate office to the Rest of the World 
(ROW) On behalf of the customer, Teleglobe will estabhh a local loop from the customer's premst demarcauon 
point @emarc) to Tcleglok lnternauonal (U.K.) Limited London mtch at Telehouse. Local loops will k 
provided by a U K local loop prouder. GlobeDirectSM features mcludc: four - & p t  accounmg codes. one-second 
roundrng per call. compeuave pnclng for all m e  pen& free local loop amnccuon from the customcis &marc 
to Teleglobe sultch and monthly Call Detail Records (CDRs) delivered wa paper or &skate. 

G l o b e l n d i r r e  GlobeInQrect" is a serwa whch allows busmess customers. who do not have a direct 
connecuon to Teleglobe's facihua. to access Teleglobc's network by W n g  an access codc. and in some cases. an 
authonzauon code, to place naUonal and international calls. GlobcIndvectSM features mclude: 1 second billing; 3 
digit accounung codes, paper, magneuc tape, &sc, or CD ROM billmg; m o n w  volume/call c o m t m e n t s  (to 
reimburse autohaler cost) 

GlobeLineSM G l o b e L ~ ~ e ~  p m d a  a c a s  to Teleglok's world-rcachtng vo la  and GlokIntemetSM m c e s  
for intemauonal businesses, agents, ~ t s e l l c ~ ,  or ca" UI countries where Teleglok does not have a nvltch 
facilig More specifically, GlobeLineSM serwa combmcs an intcrnauonal pnvate h e  (IPL) ulth Teleglobe's 
outbound Internauonal D i m  Distance Dialing (IDDD), mbound mtemauonal Toll Free Scmce (ITFS). and 
GlobeIntemetSM semccs 

GlobePCSrM Developed for the wireless market, GlobePCSSM is an intcxnauonal roarmng signaling conversion 
semce whch allows GSM (Global System for Mobile commun~cauons) network operators to offer r o m n g  to and 
from North Amenca ThIs scmce has opened the door to more than 75 wireless network operators worldwde to 
whom Teleglobe now plans to propose other movaUve emas. 

Home Counby Direct Home Country Direct is a toll-free sema marketed to a camer's customers traveling 
overseas whch allows access to a U.S. based enhanced SCMCCS platform or operator a n u r  for the purpose of 
placing calls to the traveleis home country uslng a proprietary toll-& number assigned to Teleglobe However. 
Teleglobe is usmg its o m  Home Country Direct numbers for access to the Corporauon's wholesale and rem1 card 
semces. and in some cases for inbound collect SCMCC. In Canada. Cmodu Direct and Home Direct telephone 
semces provlde &rect access to Cami~an or foreign telephone operators, as the casc may be. for people traveling 
outside of their home countries who wsh to place collect and &t card calls. 

I n j o r m h n  Smites. Teleglobe makes its network available to informanon pmders 'who offer live and 
interacuve voice and data informauon serwces that allow wrs to access voice mail. data banks or live O p c r a t O K  
for entemnment and informauonal type SCMCCS wa the PSTN. 

I N M R S A T  Services. Tcleglobe is a wholesaler of overseas telecommmcauons 
commwcauons on land and at sea Teleglobe can terrmnatc calls to locauons in the 
world. as well as shps at sea wa the Corporauon's INMARSAT routes. 

servias, offering mobile 
most remote pans of the 
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i n t e m d o n d  Rivare Line IPL SCMC~ allows corporate customers wth  we^ to a n n e ~ t  their 
telecommmcauons networks through a dcd~catcd. &@tal pomt-to-pomt m m t  Users integrate a number of 
applicauons on th~s smglc hgh-speed ltnk mcludmg voia, data facsm.de. messagq a d  mdeo conferencing 
IPL consists of Globestream (cable), Globesat (satehte) and the soon to be mtnxtuced IML. whch will 
prowde CUS~O~ICK wth the convemena of a fully managed end-toad serwa 

In~emotionol Toll-Free Service I'FS is uscd to enable carriers and resellus to add ms to their own product 
portfolio by b m h g  Teleglobe's ITFS a~ their OWIL. This allm thur custom- to m i v e  incoming toll-free calls 
from selected international locations. In Canada the Corponulon markcts this scrvic~ under two brand names: 
Globeaccess80P and GlobeBOP. Camus may ais0 use ITFS to provide card- sew=. 

I n ~ e m e f  Backbone and Accrss. The Globelntcrnct service is mquely designed to provide Internet serwa 
prowders and camers wtb costcffectlve and hgh pcrfoxmana dedicated access wnn~ons to the Internet at 
mduple speeds (64 U p s  to 45 Mbps) ma either htcrnatlonal satehe or cable facilities. Teleglok's stam as 
INTELSAT signatory for Canada allows it to provide artenslve cowrage, htgh pcrformana and compeuuve 
pncing Th~s  sema pravides duect access to North Amencan Intema networks and transit to internauonal 
networks 

Inregraretf Services Digital NcrWOrk flson3. ISDN scrvicc allows domestic carriers and rtsellcrs to 
interconnect with Teleglobe in order to Mer end-tmad digital circuits. This senice features many advantages 
such as increased transmission speed access to mUltimrAil applications and integration afvoia, data and image 
uansmssion. ISDN services arc also marketed to businesses. 

Packet Switching. Globedat is a packet switched data scrvia that allows two-way data transmission between 
Canada and more than 120 overseas destinations. Globeclat suppons mauy Merent applications such as 
documentauon searches, sofnvare development, data collection, clenrOnic mail and file transfer. 

Paid 800. Pad 800 is an inbound d e r  service that enables an overseas calla to access a Canadian or U.S. 
toll-free number for mditlonal toll-* semccs, such as customer SCMCC inqwes  or placmg O ~ ~ C K  While the 
caller IS not charged for the Canadan or U.S. pomon of the 800 call, the caller must pay the foreign camer the 
pnce for maiung a regular in t emona l  call. The correspondent m e r  then makes a settlement payment to the 
Corporauon 

Prepuid Cord Teleglobe issues a propnetaxy calling card purchased by consumers. The card is then used by 
the consumer to place and pay for long distance telephone calls. The COR of these calls arc subtracted from the 
balance of dollars or mnutes that arc associated with the calleis card number. 

Switched TrMsa Swtched transrt is the rouung of u-afhc that does not o n p a t e  or temnate  In Canada ma 
the Corporauon's faciliues. Tb~s is often used for memow M c  and traf l ic between tw countries with no &rea 
faciliucs 

Switched Tronrir ISDN Swtched ISDN Transit S C M ~  is promded through the Teleglobe network. Swtched 
ISDN Transit IS p m d e d  to and from any camer wtb whch Tcleglobe has a bilateral intcmnntctlon. With 
ISDN. WTKK can recogntze: a hgh-spad method of connecung computers or networks together, a purely &gtal 
means of commurucauon that uses the ensung telephone network; a way of combuung voice. &a wdeo and more 
over the same commmcauon hnes; an oppofllruty for tamers to leverage t h c ~  exlsung investments in &@tal 
technologes and make money from their telephone lines; a faster replacement for data c o m m ~ c a u o n s  commonly 
served by normal telephone lines and modems now 

TefeBridge. TeleBridge sema allows callers to &al a toll-free acccss number to complete a call to an 
intemauonal or domesuc U.S. number through Telcglobe without having to change their presubscribed long 
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chance p m d e r  The callers pay for thev onpaUng calls on theu LEC mvoia. thus elimnaung the need for 
separate b h g  by Teleglobe. This SCM~X is targeted primarily at tUgh volume m t e m o n a l  consumers 

T e k  / Te&grqh. Telex and telegraph an law-specd corporate messagmg SCMCCS that p c m t  the 
m r m s s i o n  of telex and telegrams betwecn Canada and approximately 240 overseas countries and tcmtones 
These SCMC~S an usdul to reach ~ u n t n s  with unreliable telephone networks. 

IO=. Known as "10609", ths is a U.S. residenUal servia. by whch U.S. customers can "dial around" their 
presubsaibed tntemaUonal camer to rake advantage of the Corporation's lower intemauonal rates. Calls art billed 
to the caller's monthly local phone bill under thc Telcglobe brand. 

T r u n d h t u  ' Cuble SmticL Globesysum Atlanuc hks North Amenca and Europe through two fikr-opuc 
undersea cables, CANTAT 3 and CANUS 1, enabling voice, map and data to cross the North Atlanuc at speeds 
up to 155 Mbp/s. 

U n i v d  I n t r " 0 r r o l  ' Freephone N u d e r .  Telcglok is in the process of c0"Crcializing Global 800 and 
Untversal800, whch an options ofthe cxm.ng Intanauonal Toll-Frce Service that allow a customer to have one 
toll-free number w&ch may be d b l e  from muluple countries. 

V i  Bivcrtr Ndwlolk Globeaccess" IS a safrwaredcfined mtcW network that p m d t s  the features 
and funcuonaltty of a pnvatt network without the COSS aperbse and manpower requvements normally assocrattd 
wth a pnvate mternauonal network managed by an lndtviduai customer. 

The Teleglobe Network 

Teleglobe has built aver the past 40 ycars an extcllsive global tel"municat10ns network and mamtatns 
sophsucatcd lnfoxmauon systems which allow nctwork optmuation, least cost routing techques and centralmd 
processmg funcuons. The Corporauon's ncnvork combines multiple internauonal submannt cable and eaRh 
stauons hnked to satellites systems usmg a wmprchensm range of modern technolopcs to lrnk approxmatcly 240 
countncs and tcmtones. The network is supported by U L t e ~ v e  momtonng and tcchcal systems pnnapally 
located at the international network operaung center m Montml, Canada. T~~ecommurucauons systems between 
Europe and Asia arc generally underdeveloped and the avatlabihty of modem fiber opuc land lines is lirmtcd. 
u h c h  could pve North Amencan camers a parucular geographcal advantage III servlng global markets The 
Corporauon believes that its mvestment KI its basic backbone network is substanually complete The Corporauon 
also believes that its network capital e x p e n & m  III the next several years will k pnmanly hrected towards the 
suategx augmentauon of its network such as building new mtches and addmg capacity for fast growng route  
Set "Descnpuon of the Buslness - Capital Expendttures." 

Because Teleglobe owns its network, It is generally not dependent on other camers to handle overflow t d l i c  
The capacity of Telcglobe's exlsung network should enable the Corporauon to accommodate growth in its business 
and make it less vulnerable to short-term fluctuations m pncmg. In addmon as a memkr of INTELSAT and 
MMARSAT, Teleglobe has access to wholcsalc pnclng €or traffic camed m those systems..Further. because 
Teleglobe's global network is fully developed its future capital and finanang rcqurcmcnts ax expected to be 
proporuonately less than those of most emcrpng camers 

Swircking Fucilitics. The Corporauon's m t c h n g  faciliues include international swttchng centers (or 
"gateways") in Montreal. Scarborough (Ontano). Burnaby (Bnush Columbia) and New York City, where outgoing 
t d i c  is routed through Teleglobe's cable or satellite earth stauons and tnconung trafiic is collected from such 
cable and satellite fanliues. These switchmg centers w Northern Telecom DMS-300, DMS 250-300 and 
DMS-100 telephone switches and other equpmcnt neceSSary for handling international W c  Some of the 
Corporation's m t c h n g  Centers use addmonal m t c h n g  systems and faciiiues, such as enhanced services 
platforms. telex message and packet switchmg. Ail of these mtches arc &@tal and can handle a number of 
related funcuons, includmg ma" and automauc SCMC~ restorauon. The software in Teleglobe's surltches 
prowdcs conunuous and detailed feedback about incomng and outgoing traffic to the Corporation's proprietary 
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network management so- and to its billing system. The rrporUng software provdes detaded real-ume vendor 
and customer usage reports, wluch allows the Corporauon to seek the most con-effmve muung of calls and IO 
target customers who mght absorb increased levels of t d i c  The faciliues have mduple dun&ncies  to d e c m  
the nsk of a network failure. 

Teleglobe also has or is mStaihg mtches m London. Frankhrt and Pans pn&lv to provlde access to 
addruonal sources of hgh mcm”anal I A 5 c  volumes. These sites w Northem Telex& DMS-100 or MMCS 
telephone mtches and other qurpment ntc6ssaq for handhng mtemauonal traffic The Corporauon plans to add 
witches m other sites around the world or to convert certam of these sits mto lntcmauonal gateways Such plans 
include addmg m u h e s  in Los Angela. Mtarm. Madnd. Tokyo and anam other ciues d n n g  1998 

The Corporauon has routers in New York City, Los Angela. Montreal. Scarborough (Ontario). Pennant Point 
(Nova Scoua). Lake Cowchan (Bnush Columbia), Vancouver. FranLfurt Pans and London. and ATM witches in 
New York City. Monucal. Pennant Pomt (Nova Scoua). London and other equtpment n e w  for handling 
Internet and broadband SCMCCS. The Corporation plans to deploy addiuonal routers and ATM srvltches in its 
intemuonal network. 

Links between the Corporation’s switching centers and its cable and satellite stations arc provided through fully 
&@tal transmission facilities primarily leased within a pven continens from domestic &en. 

Cuble Facilitis The Corporauon’s cable faciliues mclude cable m o n s  and ownenlup interests and 
Indefeasible hgh t  of Use (“IRUs”) m undersea cables. The Corporauon’s cable staUons at Pennant Point (Nova 
Scoua) and Pon Albem (Bnush Columbia) sene as landmg pomts for t ” c  and transpacifk cable systems 
respecuvely The Corporauon uses the Pennant Pomt fachty as the landing site for the TAT-9, CANTAT 3 and 
CANUS 1 cable systems. and the Port Albcm fadity for the TPC-4 cable system. The Corporauon has ownerslup 
nghts or IRUs 111 about 100 cable systems and cable segments, for a total of about 5 1.OOO cable and satellite amts 
in semce as of December 3 1. 1997 

The Corporation has a significant interest in the GlobeSystem AtlanticTM cable system which comprises the 
CANTAT 3 and CANUS 1 cables and provides the first highspeed superhighway between North America and 
Europe based on the Synchronous Digital herarchy (“SDA”) fiber optic technology. Thirtycight international 
telecommunications Carr ic~  had entered into the construction and maintenance agreement for the CANTAT 3 
cable system. As of December 31, 1997, the c a y n g  value of its ownerslup interest in the system was $224.8 
milimn. The CANUS 1 cable system is a private fiber-optic undersea cable benveen Canada and the United States 
designed and connructed by a joint venture involving the Corporation, TCI and Optel. As of December 31, 1997, 
the carrying value of the Corporation’s ownership interests in the system was $20.1 million. Addrtionaily. the 
Corporation holds a 20% interest in Optel. which o m s  capaaty in the CANUS 1 cable system having a carry value 
of U.S. S4.5 million as at December 31, 1997. See “Recent Developments“. 

The Corporauon has ownenhtp interests m two fiberopuc cable systems wth  branches landrng in Canada. a 
6 7% interest in the TAT-9 transatlantic system and a 9.2% mterest m the TPC4 transpacrfic system. The 
Corporauon also has ownershp mtcrests m other cable systems in the Atlanuc. Indtan and Paclfic Oceans and the 
Canbbcan. Mcd~terranean and North Seas. The Corporauon also signed as an Imual Party in December 1997 a 
Consuucuon and Mamtenancc Agreement and a Supply Agreement to build the Cluna - U.S. cable system. the 
first dnect fiber opuc cable lmk between the U.S. and Cbna, w th  an mual capacity of SOGbps, to be completed by 
December 1999 The Corporauon will mest apprownately U.S.S78 d l i o n  in tius cable system. 

Surellite Faciliiilr The Corporauon’s satellite faciliues mclude satellite earth muons as well as the 
Corporauon‘s paxucipauon in MTELSAT and MMARSAT The Corporauon currently operates satellite earth 
muon in Canada at Lake Cowchan (Bnush Columbia), Weir (Quebec) and Pennant Point (Nova Scoua) These 
stauons transrmt and recave messages wa INTELSAT. -AT, INTERSPUTNIK. PanAmSat and Onon 
satellites over the Paclfic and Atlanuc oceans and also prowde back-to-back connecumy to North Amencan 
domesuc satellites 



As a signatory to the INELSAT and -AT. TCI has the nght to use the satellite faciliues and the 
obligauon to pay appropnate uuiuauon charges accordmg to the saulhte organuauons’ d s  The I N E L S A T  
and INMARSAT faciliues arc allocated to TCI accordmg to its reqmments. As a signaton. TCI contnbutes to 
each orgaruzauons’ capid expen&turcs and is cnutled to a share of the revenues. based upon its propomonate 
investment shares in each orgamzauon The investment share. or propomonate lnterest of each s i p t o n  is 
established on the basis of the expected uulizauon by the signaton As utiluauon increaKs or decreases. the 
investment share is adjusted upwards or downwards III propomon. TCI’s mterest 111 each of INELSAT and 
INMARSAT is approxlmately 2% and allows TCI to hold a scat on the Board of Governors of each organuauon 
At tlus tune. TCI is the only Nonh Amencan based mternauonal m e r  to have access to INTELSAT and 
MMARSAT wholesale pnces and the sole Canacban signatory to such orgaxuzauon. 

Information Technology. The Corporauon has built an tnfonnauon technology lnfrasuucturc to support its 
nauonal and internauonal operauons. The Corporauon’s systems allow its vanous operaung wfs to carry a lugh 
volume of t&ic and to bill customers. The Corporauon mamtam a staff of p r o g ” m g  and management 
informauon personnel. as well as contract progx”crs dedicated to the mal~ltc~lil~lcc. operauon and conunued 
development of the Corporauon’s management mformauon system. 

The Corporauon unplemcnted an mformauon technology program 111 early 1997 to evolve its present 
infrastructure and to enhance it to bener support global operattons, fast g ” g  volumcs of Uaflic and the 
inuoducuon of many new SCMCCS. PreMously, Teleglok rcl~cd heavily on outsourcing for its management 
informauon systems. All mformauon technology acuvi~es 1~ Teleglok have been antraltzed in one single 
informauon technology deparunent headed by a Chef Iuformauon Oftiar. 

In 1997. the Corporauon esrabhshcd a worlung comrmttec to address all aspecu of the Year 2000 computer 
problem Commrnee members represent the f o l l m g  four saxon: infomuon system conduct 
telecommwcatlons, computer opera~ons/office systems, and buildmg systems. The Comrmttee repons to the 
a u l t  c o m m  of the Board of Directors of the CorporaUon. The Comrmttec has drawn up and implemented a 
strategy umed at using the year 2000 bug as a cataiyst to nposluon and rapidly enhance its present Mormauon 
Technolog infranructurc Most of the applicauons wdl be rmgratal to a new e n m n m e n t  tarlored to supporr the 
Corporauon’s rapid global expansion. The Corporauon expects th~s mgrauon and conversion to be completed by 
\ w e n d  1998 The impact of the year 2000 on computer systems ullll be felt largely by eqrupment vendors wth 
whom the Corporauon deals The Corporauon ensures on an on-going basis that its suppliers have taken 
appropnate acuon so that the transiuon will not have any signrficant impact on its business acuwues. internal 
operauons or financial situauon Supphers arc assurmng all costs associated wth the requred mwicauons  to 
their hardware and operaung systems. 

Carrier Relations and Distribution Arrangements 

Camer rclauons arc an essenual aspect of Teleglobe’s busmess. In order to prow& end-to-end internauonal 
telecommurucauons SCMW. the Corporauon typically connects wth corrrspondent camers by satellite or 
undersea cable cimuts and enters into intemnnccuon agreements wth domesuc servlcc providers and 
correspondent camers. 

Tradruonally. the arrangements for the dehvery of rraf€ic were made wth domesuc s t ~ c e  provlders and 
correspondent camers on a bilateral basis. Bilateral agreements with correspondent m e r s  arc generally based on 
intcrnauonal pracuccs reflected LU ITU rccommandauons. The regulatory framework 111 each country de tcmnes  
whch SCMCC prowden may p m d e  local, long &stance and lntenratlonal telecomm~cauons s e ~ c e s  In 
addmon to the twhuonal bilateral arrangements. vanous other forms of uaffic delivery have evolved. includmg 
tradruonal transit arrangements, non-mubuonal resale and transit arrangements (notably ISH) and alternauve 
temnauon arrangements such as Internauonal Simple Rcsale (“ISR”), ownenlup of w tc lung  faciliues in foreign 
counmes and voice over data networks The regulatory framework m some of the countncs in wluch the 
Corporauon cames on business, however, may prohbit the use of such arrangements 
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Intltconnedion Agremcnts Teleglok has IntCmmectlon arrangements twh d0m-c camers and some 
resellers wth large volum6 for the roumg of theu overseas mtched telephone traffic several counmes. the 
most important of whch is Canada whch is stili p m d m g  approxlmatcly 50?! oft& Corporauon total outbound 
mftic More spect t idy,  Teleglobe has mterconntctlon agreements wth major camen Europe. South Amenca 
and Asia Pacrfic regon lncludrng umtcd Kmgdom hdy, Argentma. Ausvalra and New Zealand and IS in the 
process of f imhu lg  several addiuonal agreements ulth other major mtexnauonal ~ a m ~ f ~  

in Canada. the mterconnecuon agnements also p m d c  for the &hvezy xn Canada of incormng internauonal 
telephone t r aSc  These rnnldlan mtcrconncmon anangunents tsseLltlauy p m d e  for gateway acctss rates set b> 
TCI based on a tanf€ approved by the CRTC. This tanff, k n m  as the Globeuccessm SeMa Tari€€. is offered to 
all  CIS and resellers wlth an annual overseas W c  volume of two million m u t e s  Or more. and applies to 
d c  delivered by camers or resellus to TCI's mtchmg centers for delivery to fomp desunauons In some 
cases. the m e r  or reseller agre~ to supply 'E1 with outgomg traflic and TCI t~ tm conuactudly agrees to 
prowde an allocation of Incomrng t d i c  propoxUonate to the outgomg t d i c  volume supplied by the m e r  or 
reseller to TCI. 

As part of these arrangements, TCI signed interconnection and apUating agnements with Stentor, AT&T 
Canada Long Disrana S e M a s  Company ("AT&T Canada"), fbnorola Inc. ("fonorola"). Sprint Canada Inc. 
("Sprint") and ACC Long Distance Ltd. ("ACC"). 

TCI and its largest customer, Stentor entered into an interconnection agreement &&e December 1, 1993, 
wluch spcc~ed the arrangements gwCrning the interconnection of their rrspectnn networks for the supply and 
development of international seMccs. In July 1997, in connection with the WK) Agrement and the Canadian 
govtmment's decision to terminate the mandate dTCI  on ocrokr 1, 1998, which materially changed the duration 
of the agreement the Corporation notified Stentor that it considend the agreement to k no longer appropriate nor 
legally bindmg. On February 5,  1998, Teleglok Canada and the shareholders of Stentor reached agreement on the 
principal terms of new arrangements for the continuing supply of services between TCI and the Stentor 
shareholders. See "Recent Developments". 

The interconnection agreements with AT&T Canada SprinSfonorola and ACC contains provisions dcaling 
with proportionate renun t r a f k  Each senice provider has the obligation to route its outgoing overseas traffic over 
the Corporation's network. The Corporation has separate interconnection agreements with AT&T Canada 
covenng the telex and telegraph services. The AT&T Canada agreement will be in force until September 30, 
1998. the Sprint agreement wdl be in forcc until terminated by either party upon a three-month written notia to 
the other p a q ,  the agreement withfonorola wiil be in force until November 30,1998 and the agrument with ACC 
until January 9, 1999. The interconnection agrrcmcnts with AT&T Canada Sprint, jbnorola and ACC are 
renewable in accordana with the terms and conditions sptcrfied therein. 

Stentor, AT&T Canada Spnntfonorok ACC and Canadian Internauonal Telecom Corporauon ('CITC") 
have also subscnbed to the Globcuccesm SCMCC. AT&T Canada and Spnnt have comrmtted to 15 million 
rmnutes of tr&c annually, fonorola to five million mnutes, CICT and ACC to nvo million m u t e s .  North 
Amencan Gateway Inc. is a reseller who subscribed to the GIobeuccessnL SCMCC and who has comtted to two 
rmllion mnutcs annually for a penod of two years. 

Bilpterof Agreements Bilateral operaung agreements between camers typically provide for the exchange of 
internauonal long d m n a  traftic between mtunauonal long &stance prowdcrs 111 two countncs, wth each camcr 
agreeing to temnate m f 5 c  III its country and to p m d e  return m c .  Bilateral operaung agreements arc 
negouated wth each comspondent m e r  to establish the range of SCMCCS to be provided, the per-mnute 
accounung rates to be pad  by each of the ~ C K  for each =Ma and other teciuucal and rouung matters The 
accounung rates in each bilateral operamg agncmenf whch may not reflect the cost of providng KMC~S, are 
penodmlly renegouated d u n g  the term of the agreement. 

To settle the fees payable under a bilateral agreement Tcleglobe either makes a payment to the comspondent 
camer or receives a payment from the comspondent m e r  based on the net volume of inbound and outbound 
traffic. For other semccs. such as international leased services, slmilar revenue arrangements typically do not east 
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because each m e r  gemay charges its own rates d i d y  to its CUStOmer for the pomon of the network that it 

provides, although one m e r  could, under a one-stop shoppmg arrangmenf agxec to be rtsponsiblc for the 
billing and colldon of the rat# on behalf of all the mvolved camen. 

Teleglobe o p c d g  wmparues cumntiy have mr 180 dm3 operatutg agreements wth corrrspondcnt 
camers m approxlmatdy 140 countries. The operamg agreements typically provxde for an irzlual term. whrch in 
pracUce 1s freqwtly "ed or extended, and may be t e " e d  by either party usually on nouCe ranpg from 
three to twelve months. 

In order to collect and &stribUte mfk in counmcs where it has a facilities-based liansc. the Corporation 
enten into mtched i n m n n d o n  agreemeats with the domcsnc scrvicc pmvide~  for each servia. Other 
agreements with these &ce providers cover services such as p r i w  nenvorks and data services, as well as 
backbone to cable landrng pints. 

Trocfitionul Tram& Amgonorfr  In addition to utilmng an apcratiag agrrement to temnate uaflic 
delivend from one country dvealy to another, an i n d o n a l  l&g provider may enter mto tramit 
anangements punuant to which a long distance provider in an intermediate countq carries the traffic to a tturd 
country destination. The provision d transit services requires agreemats among carriers m all the counmes 
involved and is generally used for Ovemow M c  or where a dirrct circuit is UnaMilabe or not cost j~~t i f ied.  

Non-Tra&onal RcsoL and T r d  Arrangemats Rcsale ~l~dogtmmts typically involve the wholesale 
purchase and sale of " m i s s i o n  and termination services between two long disrance providers on a variable, per 
minute basis. The resale of capacity enabled the c m c r g c ~ ~ ~  of new international long dissaace providers that rely at 
least in part on capacity a c q d  on a wholesale basis from other long distance providen. International long 
&stance calls may be routed through a faciliaes-based d e r  with cxccss capacity, or through multiple long 
&stance resellers between the origmmg long &stan# provider and the facilities-based carrier that ultimately 
terminates the aaffic. Rcsale arrangements establish per-minute prices for Merent routes, which may k 
guaranteed for a set timc period or subject to fluctuation following notice. The resale market for international 
capacity is constantly changmg, as new long &stance resellers emerge and existing providers respond to 
fluctuating cosu and competitive pnssurrs. In order to manage costs &cctively when utilizing male 
anangcments, long distancc providers need timely access to changmg market data and must quickly react to 
changes in costs through pricing adjustments or routing decisions. 

Non-tra&uonal Vansit arrangements mclude rcfihg of uafiic also known as ISH. Thls arrangement takes 
advantage of drspanues in settlement ram betwecn Merent counmes. The FCC has progressively moved toward 
a policy in favor of non-uadmonal mternauonal vaffic routmg, mcludmg ISH yla ISR routes. In November 1997, 
the FCC codified its ISH phcy perrmttlng h r d  country rouung bemeen the Umted Statcs and desunauons where 
ISR is prohbited proylded such mf6c is routed through an ISR route, such as US-Canada ISH is pcmtted either 
inbound to or outbound from the US. 

Aberndva T c "  Arrungmmts Long &stance pmders  have developed altemauve tcrrmnauon 
arrangements m an &on to decnase thelr costs of t c r m " g  mtexnauonal traf€ic m response to detegulauon. 
Some of the mort slgnrficant arrangements mclude ISR ownerstup of mtchmg faciliucs in foreign counmes and 
voice over data networks. 

With ISR a long dtstana provider avoids the intcrnauonal settlement system by connecung an intemauonal 
leased pnvate line to the PSTN of a foreign country or directly to the prcrmses of a domestic m e r  in the overseas 
desunauon ISR is sancuoncd on a growng number of routes. inclu&ng most of the Umted States, Canada. the 
European Umon Japan, South Korea Austraiia and New Zeaiand. The Corporauon expects the numkr of ISR 
desunauons to increase in the comng yean. 

Deregulauon and ISR has also made it possible for global telecommucauons stma p m d e n  such as the 
Corporauon to establish their own swrtchmg facdmes in c e m n  foreign countnes. enabling them to &rrctly 
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termtnate traffic and to w thtst m t c h t s  to aggregate and to hub d c  to other d a n a u o m  around the uorid. 
thereby pemtung such service promden to potenualiy bypass the uadmonal accounung me "m 

Other methods of alternauve temnauon such as voice over data networks arc being explored Data netuorks 
tend to have different settlement and rouung arrangements than voice networks. T~&&ges. such as Frame 
Rela), Asynchronous Transfer Mode ("ATM") or the Internet allows the scndmg of voice c o m m ~ c a u o n s  over 
data networks Routmg voice over data networks may pcrrmt bypass of the accounung rate *stem whch can result 
in cost savings I.II addiuon. some camers may uung voice aver data mtema.~y wthm their nenvorkS as a %.a\ 
of provldng access to markets where data co~un~cauons are lrberallzcd but voice c~mmmcauons arc not 

Deregulauon bas a simcant opportum~ for camen that can offer hgh quahty, low cost internauonal 
telecommmcauons s c ~ c e s .  Deregulauon, pnvawauoa the expansion of the resale market and other trends 
influencing the internauonal telecommwcauons market arc leadmg to lower t e m u o n  costs. a prollferauon of 
rouung opuons and "sed compeuuon. The Corporauon believes that it can aggregate a substanual amount of 
U a a c .  pemtung it to offer compeuuve pncmg for both faciliues-based and resale customers. The Corporauon 
manram systems whch enable analysis of muluple rouung opuons, and it is mvesung 111 faciliucs and mtches  
whch will assist Teleglobe to locate and route &c 111 the most cost~ffectrvc manner. 

Other Businesses 

Teleglobe World Mobili3, 

The O R B C O W  System The Corporauoa through Teleglobe Mobile Partners ("Tcleglobe Mobile"), and 
Orbital Sciences Corporauon ("Orbital"). through Orbital Commuzllcauons Corporauon ("OCC"), each hold 50% 
of ORBCOMM Global. L.P ("ORBCOMM"), a jomt v e n m  formed to finance and operate the ORBCOMM 
global satellite-based data commwcatlo~ls system. Teleglobe Mobile is 70% mdmctly owned by the Corporauon 
wth the r e m m n g  30% interest held by TR (U.S.A.) Ltd., a wholly owned subsidmy of Technology Resources 
Industries Bhd., a publicly held Malaysian company. OCC and Telegiok Mobile's total equty capital 
conmbuuons to ORBCOMM arc apprownately $85 rmllion and S95 million, rcspecuvely. 

On Apnl 21. 1998, O R B C o ~  corporaUon, a company orgaruztd for the sole purpose of invesung in and 
acung as a general partner of ORBCOMM, filed a r e p m u o n  statement with the Secunucs and Exchange 
C o m s s i o n  for a proposed offcnng of its common stock. The proceeds of the offenng wrll be used to purchase 
parrnershps wts in ORBCOMM. 

ORBCOMM provldes two-way momtonng, m k m g  and messagng SCMCS through the world's first 
commercial iou~-earth orbit satcllite-based system. ORBCOMM has launched 12 satellites to date and expects to 
launch 16 adduonal data commmcaUons satelks by md-1998, whch will complete its planned 28-satellite 
constellauon An adcfiuonal eight saullites that wil l  create a planned 36-satelhte enhanced constellauon wth 
increased capacio and improved semcc 111 quatonal repons an expected to k launched m the th~rd quarter of 
1999 Since early 1996, ORBCOMM has been providing h t t d  comcrcial s c ~ c e  in the Umttd States through 
two satellites ORBCOMM has begun to place 111 commercial sema sauhtes that were launched in late 1997 and 
early 1998 and. as a result, ORBCOMM expects to offer commernal S C M ~  on a broader basis in the near funuc. 

ORBCOMM's m n t  primary target markets include: (i) fixed asset monitoring services for electric utility 
meters, oil and gas storage tanks, wells and pipelmu and environmental projects; (ii) mobile asset m c h n g  
services for commercial trucks, uailers, c o n m e n ,  rail cars, heavy equipment fishng vessels, barges and 
government assets; and (iii) mcssagmg services for consumers and commercial and government entities. Future 
target markets are expected to include: (i) tracking, messagmg and &ty services for automobiles; (ii) 
morutonng applications for home security systems; and (iii) additional US. and foreign government applications. 

ORBCOMM has entered into agreements wth over 40 value-added resellen, each of whch IS authonzed to 
market and d m b u t e  ORBCOMM semces wthm specific regons.and to targeted industnu or markets. 
ORBCOMM has also established two tntemal value-added mellcrs to market and dnnbute momtonng and 
trachng semces to the oil and gas and transportauon mdustnes. In addmon, ORBCOMh4 has entered into 
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agreements wth 13 intemauonal licensees that an expected to market and dmibute ORBCOMM scrvlces in over 
95 counmes wttun North and South henca. Europe. Asia the Middle East and Amca followng compleuon of 
the necessary ground infrasuucturc and receipt of the necssary replatory and other approvals. ORBCOMM has 
also entered into agreemenu wth  six subscriber mt manufacnucrs and has type approved ten subscriber UNI 
models for commercial w wth the ORBCOMM system. 

ORBCOMM expects that the aggregate cost to design. construct. launch and p l a a  in commercial sema the 
planned 36-satellite enhanced constellauon and deslgn and consuuct the associated ground " u c n r r r  in the 
Uruted States wl l  be approxlmately S332 milhon through the tb.ud quaner of 1999. when the final eight satellites 
of such enhanced constellauon are expemd to be launched. of whch apprownatcly $242 million had been spcnt 
through December 3 1. 1997. excludmg capitahzed interest. 

on October 20. 1994 and March 3 1. 1998. These h a m  arc subject to ce~arn milestones. 
The necessary FCC licenses for authority to construct launch and operate the ORBCOMM system were granted 

In 1996. ORBCOMM and its wholly owned subsidmy, ORBCOMM Global Capital Corporauon. had issued 
U S.Sl70 rmllion of semor [unsecured] notes (the "Notts") to rns~tuuonaJ mvcstors. The Notes arc full! and 
uncondtuonally guaranteed on ajomt and several basis by OCC and Teleglok Mobile. m m m  USA L.P. and 
Orbcomm Intemauonal P~IUICK. L.P The guarantees and the N o w  arc non-recouTsc to the Corpomon bear 
interest at a fixed rate of 14% and provlde for noteholder paruapahon m future ORBCOMM revenues, payment of 
which may be defend  by ORBCOMM to the extent ca" fixed charge rahOS an not met. 

in Apnl 1994, the Corporauon formed ORBCOh4M Canada Inc. ("ORBCOMM Canada"), a company 
controlled by the Corporauon. wbch will k responsible for the wholesale distnbuuon of ORBCOMM SCM- in 
Canada The company p m d a  ORBCOMM stmces m Canada under a spec" license issued by Indusvy 
Canada The license was first issued on March 19, 1997, and is renewed on an annual basis. ORBCOMM Canada 
has also negouated a number of agreements wlth nsellers for the retail &stribuuon of ORBCOMM SCMC~S in 
Canada 

Srraros Wireless Inc. Stratos Wireless lnc. is a reseller that p m d a  two-way global mobile satellite 
communicauons S C M C ~ S  to shps, nrcraft and landbased mobile t e d s .  TCI holds approxlmately a 29% 
interesr in Stratos Wireiess Inc and has rights to a c q w  approxlmately an addmonal 45'%0 interest TCI has agreed 
to outsource most of TCI's responsibiliues for the management and coordwtlon of the r e m n d c r  of the 
INMARSAT business to Stratos Wireless Inc. See "Reccnt Developments". 

The Odvssey Xvstem. On December 17, 1997, TRW hc., Teleglok's pamrcr in the Odyssey system pro~ecf 
in&cated that it would return its FCC Iiccnsc to construct and operate the Odyssey system m the Umted States. 
thereby effechveiy temunatmg the Odyssey system project. Followrig such decision by TRW lnc.. the Corporauon 
came to the conclusion that TRW Inc. had breached several conuactual and other obligauons and on Apnl 22, 
1998. Teleglobe filed a complamt m the Unttcd States Distnct Court for the Northern Disulct of Oluo in 
Cleveland . 

Teleglobe Enterprises 

Teleglobe Media Enterpnses. Ln 1996. the Corporauon formed its Telcglobe Medta Enterpnses &msion 
("Th4E") to explore opportuhes m the new media sector by caunng to the needs of content prowdcrs. applicauon 
developers and dmnbutors who make up the &@tal medla indusuy TME seeks to idenufy, develop and market. 
through allances or paruapauon wth others as appropnate, new dtgtal technologm, broadband applicauons and 
innovauve soluuons for the hosung and dmnbuuon of vanous &gmd contents. 

In August 1997, Look TV (Ontano) lnc., a corporauon Teleglobe formed wth Baton Broadcasung 
Incorporated. C.1 Covlngton Fund Inc. and Novanet Commurucauons Lirmted, was granted a license by the CRTC 
to provide broadcasung &stnbutlon SCMCCS in Southern Ontano using a new dqgtal wrclcss technology In 
Februw 1998, Look Tele (Quebec) Inc.. another enuty formed by Teleglobe wth Transconunental e medJa, 
Societe Financierc Bourpe, Cmngton Wireless Commutllcatlons (Ontano) LimteQ QuCbec-Telephone, 
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9046-7200 Quebec Inc., Group Laurcm Inc. and ~crottc Entcrpnses Inc., was gaad a simlar license to 
S ~ M C ~  Quebec and Easten! h t a n o .  h Apd 30, 1998, Look TV (Ontario) Inc. b k  Tcle (Quebec) lnc 
wen amalgamated mto a new corporatop Look Communrcauons Inc.. to operate both h e m  for the Ontano and 
Quebec n g o n  where the OFraUonS arc to StaR m the fall of 1998 a d  ~II t& spring of 1999 n w u v e l >  
Teleglobe owns 58% of Look Gm"mcauons h c .  

TME is currently lnvolvcd m a few mmaves mth a number of stratepc ~n 1996, TME formed Jan 
M d a  Network Inc ("Jan"), a jomt venture LII wtuch each Teleglok and Bell Canada through its dmsion 
Emergx m n t l y  own 45% Jazz has developed a nure of network enabled apphcauons that allows Merent 
players in the medta producuon lndusuy to work collaborauvely, at a &stance. ma thelr desktop computers A ten 
network is presently m opcmon hnkmg Montreal. Toronto and Los Angela 

The Teleglobe Marine Group. The Teleglobc Manne Group maalh. maintains and repaus undersea cables. 
The Teleglobe Manne Group provides and operates five cableships and three submersible vehlcles in the Atlantic 
and Paclfic oceans pursuant to an agnement with T I m " i c  cable Ship Company, Inc. (TCSC"), a subsidtw 
of Tyco International Ltd. Each ofthe five cableships is owned by a limited pa"&p f o d  under a separate 
p ~ ~ ~ ~ h i p  agreement with TCSC for the useful life of the ship (10 to 21 ycars). savices are prmided pursuant to 
maintenance agreements entered into with the world's cableowning community. Telcglobc Marine Group.derives 
its revenues primarily from services provided pursuant to the Atlantic Cable Mamtenancc , A p m e n f  the North 
American Zone Agreement and the Hawaii Zone Agreement. 

The Ttleglobc Manne Group's mamtenancc fees arc shared by a large number of camers under long- 
established agreements daung to the early 1970s cavenng porhons ofthe Atlanuc and Pacific Ocean repons. The 
cable owners 111 each of the repons have joined together to assign to mamtenancc authontles the matntenancc and 
repatr of their cable systems. Thest agreements arc renewed pcnodicaUy or conmuc in effect unlw temnated by 
pnor nouct 

The following table identifies the vcsseis (cableships and submersible vehicles) in which the TeleglOa Manne 
Group had an interest as at December 31, 1997. 

Vessel 
Tckgiobe M a h e  C m e r  
GIYWD 9'0 Share or Partner 

...................................... C.S. Global Sentinel 45 TCSC 
C.S. Charles L. Brown 25 TCSC 
C.S. Global Mariner 45 TCSC 
C.S. Global Link 25 TCSC 
C.S. Long Lines 25 TCSC 
Scarab 111 20 various 
Scarab IT.'. 20 various 
Paclfic Scarab I 30 TCSC 

................................... 
...................................... 

............................................ 
............................................. 

...................................................... 
..................................................... 

............................................. 
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Competition 

Garerd The mtemauonal telecommwcauons indusay is hlghly compeuuve and subject to the inuoducuon 
of new semces facilrtated by rapid technologcal change. lntcrnauonal telecommmcauons prowders compete on 
the basis of pnce, customer Semce. viillSrmssion quahty. breadth of K ~ C C  offerings and value-added KMUS As 
the CorporaUOn'S network expands to serve a broadcr range of CURomers. the Corporauon expects to encounter 
incrcaslng compeuuon from a v a n q  of major local and mtcrnauonal commun~cauons compaclles. Man! of the 
Corpomon's compeators. such as AT&T, Bnush Telaxim and Spnnt and potenual compeuton upon 
deregulauon or expansion, have slgnrficantly greater W, tcchnolog~cal and other resources than the 
Corporauon. However, such compeuton are sometunes each atheis N~OMK for c t n n  specrfic routes and for 
c c m  catcgones ofproducts. Moreover. the Corporauon may hcc addiuonal compeauon from emsung and future 
global alllances and mergers among the largest telecommun~cauons camen. The Corporauon also faces 
compeuuon from comparues affcnng resold mtcmuonal tc1"mmcauons SCMCCS. The Corporauon expects 
that compeuuon from such resellers will increase m the funve m tandem wth mneasing dercgulauon of 
telec0mmunIcauons markets worldwide. The RBOCs may enter mto the lntcrnaaonal tcltcommun~cauons market 
Management bci~eves that the RBOCS' expansion mto the mtanauoua~ telecammucauons market will create 
signtficant new opportumues for the Corpomon as well as the potcnual for compeuuon. 

In February 1997,69 counmes, rtpnsennng over 9oo/o of global telecommuntcatlons SCMC~S revenues. signed 
the mululateral agreement on trade m basic telcamunucatlon semca made under the auspices of the World 
Trade Organmuon ("0 Agreement), whch took &kt on F&ruary 5, 1998. The W O  Agreement seeks to 
open markets to compeuuon m telecommmcauons semces, rmprove foreign mvesmmt oppomuuues m the 
telecommmcauons industry and to adopt pro-wmpeutrve regulatory pnnclples. While the WTO Agreement will 
open the Ca." market to compeuuon as of octoba 1, 1998, the Corpomon bclieves that it will provide 
Teleglobe wth lower access costs and an expanded market potenual, espenally m new xnarkets. The WTO 
Agreement may also mcrrast compeuuon for the Corporauon m these markets. 

Routing Radices  The transit market is hghly compeutive, m tcm ofpnce and quality of semce, for both 
swtched and hardpatched KMC~S. The majonty of trafEic between Asia and Europe vansits through the U.S. 
telecommwcauons G U ~ C K ,  thc Corporauon's major compctlton for the pmsion of tranSlt EMC~S Most U.S 
compeuton have their own vansconunental networks while the Corporauon must &tam t"unental faciliucs 
from domesuc camcrs Despite t lus fact the Corporauon believes that it ma" compeuuve pnccs compared 
wth those charged by U S G~ITXK. 

Compeuuon in the Canadtan market is rapidly evolvlng wth added pressure on the tradmonal m u n g  
arrangements for traffic between Canada and overseas desunauons. The expansion of internauonal resale has 
created considerable compeuuve pressures on Telcglobe's markets as it provldes alternauve mcans for exchanging 
overseas traffic wth Canada outside the traduonal bilateral mtcmauonal accounung rate settlement regime. The 
hghly interconnected MNIT of the North Amencan tclecommwcauons networks creates the oppormruty for 
Canadaoverseas traf€ic to bypass the Corporauon's network, pnmarily through the Umted States. to foreign 
desunauons Trai3ic may be routed over pnvate lmcs whch arc leased by large e n d - w n  or resellers and 
interconnected wth the faciliues 0fU.S or foreign camers for o n w d  rouung to oversas dcsunauons The cost of 
delivcnng traffic in t h s  mmcr ,  commonly r c f e d  to as swtched hubbing, is much lower than the average costs 
of rouung traf6c on the mtched network of established mtcrnauonal faciliues-based camers 

In December 1997. the C o m m o n  removed the rcsmctions to w the Corporauon's IPLs for the purpose of 
ISH for all Canadran SCMU pmvtde~.  However, ISH wa the Umted States remns prohibited as Canada-U.S 
restmuons contained in the tanffs of domcsuc camers arc sull in force. All parues in Public Nouce CRTC 97-34. 
includrng Teleglobe. advocated for complete removal of rouung remcuons. effecuve no later than October 1, 
1998 Such added flexlbility wll  increase compeuuve p r c m  on the Corporauon wtule. at the same ume. offenng 
o p p o m u e s  for lower tcmnaung costs in desunauon countnes. See "Regulauon - Licensing Regime" 

There also exlsts the potenual for foreign camcrs to bypass Teleglobe Canada's &rea uadruonal rouung and 
settlement arrangements for inward traffc by drvemng h s  traffic through intermdate countnes such as the 
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U n ~ l t d  States. Lower accoUnUng rats between am countries. mcludtng m parucular those between the brutcd 
States and countncs other than canad& could cnhana the artracuventss of mumg t.raBc bound for Canada 
through the Umtd States or those other m u m d a t e  counmes 

Technological Change. The telecammmcaUons industry IS marked by the invoductlon of new product and 
semce offenngs and rapid technological evoluuon. In a u o n  incrwsmgly liberal regulatory enwonmenu ma! 
alloa furrher ampcution for mtemaUonal teltcommuntcauons KMC~S. Technolopcal changes. Ued wth 
compeuuve foxes, may a f k t  all aspects of telecommu~~~auons. mckdng netwark sekecuon and access mgh- 
capacity fiberopuc cables, moblle telecommun~car~ons, compmon technolog~es, LEO and ME0 satellites wll 
allow grcazcr flexibhty for consumers m then seltcuon of a telecommun~cauons provider. wrhout comrmtung 
them to a parucular nctwork. As hghcapacrty fiberopuc network technology 1s developed mternauonal camcrs 
may promote new cable systems, whch will compete wth tht CANTAT 3 and CANUS 1 cable systems. Other 
planned systems could complement the new " l a n u c  cable systems by extcndurg thtrr reach. For instana. the 
FLAG system, whch is expected to k the longest undersea cable systun of th~s type (30,000 km), will link Europe 
wth Asia VM the Medr", the Red Sea and the Indian Ocean. 

Sureme Services. With respect to satellite transmission capac~ly, INTELSAT 1s faclng compeuuon from other 
satellite systems and uncle- cables. Pnvau cables that arc not OWiLcd by the tradiuonal mternauonal Sema 
providers nor by " E L S A T  signatones may p m &  effccave annpctitlon to INELSAT SCMCC for markets 
includmg the Canada~~rscas  market served by TCI. Likralized rcgulat~on of d o ~ c  and mtcrpauonal 
telccommmcauons markets is also rcsulung m the emergence of competitors to -SAT for the promion of 
internauonal SCMCC m the form ofalternauve satellite systans and suylcts as well as satellite Ttsalc operauons. In 
many counmu, including the unlted states, separate satcllitc systuns, such as PaaAmSat arc allowed to p m d e  
s c n i a  to the end-wr drrectly by bypassing the tadiuoaai SCMCC providers. To mcct thest compeuuve threats. 
=SAT membercounmes have set up a rask force to study the possible establishment of a subsidmy or an 
&hate 

MMARSAT is also faang potenual compeuuon from a number of domesuc and mtemauonal mobile satellite 
projects and compeuuon wdl become more intense wth the mvoducuon of new systems, such as indun and 
Globalstar A task force estabhshed by the INMARSAT memkrcounmes for the " n n g  of the INh4ARSAT 
organmuon is expected to submt iu report m 1998. 

Both organizauons have announced plans for th~s privatization in 1999 and 2000. 

Capital Expenditures 

Given the capital-intensive MW of its business, the Corporauon now plans its capital investment program on 
a three-year rolling basis Capital expen&nues for 1998 will k approxlmately S300 million. Most of t l u s  amount 
is to be allocated to nratepc inveStments and P~OJUXS for "a t iona l  teltcommurucauons faciliues whch arc 
requred to meet the growth in demand for both exlsung and new SCMCCS. The balance will be wd to improve 
the operaung efficiency of the nerwork, as well as for operauons, mntcnance and u p w n g  and for 
admmsuauve support. 
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Human Resources 

As at Deccmkr 3 1. 1997. the Corporation had 1.243 pcnnancnt employees. 383 of whch were included in two 
collcctlve agreements. These employees wen dvided as follows: 

Noa-Unionized Unionized 

493 383 Canada ............................................................................. 
united states .................................................................... 28 1 - 

- Europe.. ............................................................................ 59 
Asia.. ................................................................................ 19 - 

- Rest of the World. ............................................................. 
To tal 860 383 

8 
................................................................................. 

Pro perties 

As of December 3 1.1997, the Corporation owned the following properties: 

International Switching Centres 

Monulal. Qutbec 
Bumaby. Briush Columbia 

scarborou& Ontario 

Satellite Earth Stations 

Mill Village, Nova Scotia 
Weir. Quebec 
Lake Cowichan, British Columbia 

Cable Landing Stations 

Pon Alberni, British Columbia 
Pennant Point. Nova Scotia 

Building Area 
(square feet) 

58,400 
89,270 
41.321 

49,000 
33,000 
19,250 

19.9% 
23.900 

6.9 
4.6 
3 .O 

350.0 
86.0 
79.7 

3.8 
17.5 

( 1 ) The Mill Village Satellite Earth Statim ceased its apenulons in 1995 and was sold in Apnl 1998. 

In 1989. the Corporauon purchased a 30% interest 111 a lomt vennut with Brookfield Development Corporauon 
("Brooffield"), whch owns a major office b d d m g  m downtown Monueal. The Corporauon has entered info a 
lease wth the jomt venture for 225,109 square feet of space. for an lniual term of 15 years. The Corporauon 
moved its head office to t h s  location 111 earfy 1992. On June 17, 1994. Bmffield sold its 70% ownershp in the 
bwlhng to B E  Inc. ("BE"). The Corporauon has a revolving term d t  facility wluch is secured by the 
Corporauon's share m the jomt venture that OWN the Bruldng 

The Corporauon also lcases of€i#s ID Toronto, Montreal and Ottawa, through TCI. In adduon. the 
Corporauon leases offices III Honk Kong, Franldun Vienna. Smgaporc, Mi& Noordwjk (Holland). Bogota 
Cam. Mlton Keynes (England), Madrid Moscow, London, Pans, Abu Dhabi (Umted Arab Emrat), Bangkok. 
Sydney, Sandvlka (Norway), Petach T h  (lsraC1) and Tokyo through its Subsidtary Teleglobt Internauonal lnc 
The Corporauon also leases offices m New York. Los Angels and McLean. V.A. (U.S.A) through its subsiQary 
Teleglobe USA Inc 
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Trademarks  and s e m c e  marks 

The Corporauon is pnnci@l!. known by its corporate Wbol (design of a face m a globe). its corporate 
s i p ~ r u t e  -GLOBE and Design) and the word mafk =GLOBE In 1993. it adopted a word mark to be 
used in associauon wth   it^ SCMCCS: A LITTLE I N G E " Y  THAT GOES A LONG WAY These marks arc the 
m o a  important as they idenufy the Coprauon and most of its subsidanes n the marketplaa. 

In addmon the Corporauon owns most of the numerous marks that IK d~wsions or subsid" w in rciauon 
to spectfic or speciahzed s e ~ c c s  or wares. The most r m p o w t  and commonly used arc. GLOBEACCESS. 

G L 0 B E " E T .  GLOBEACCESSSOO. GLOBE ATM GLOBEBAND, GLOBECALL. GLOBECARD. 
GLOBECONNECT, GLOBEDAT. GLOBEDIRECr, GLOBENET, GLOBETEL, GLOBESOO, GLOBE800 
UNIVERSAL. GLOBEPCS - BORDERLESS ROAMING, GLOBESAT, GLOBESTREAh4, GLOBESY STEM. 
GLOBESYSTEM ATLANTIC, GLOBESYSTEM PACIFIC, GLOBEVISION. PACIFIC VISION. CANUS 1. 
CANUS 1 and Design, ATLANTIC VISION, TELEGLOBE MARINE, TELEGLOBE CANADA TELEGLOBE 
INTERNATIONAL. TELEGLOBE MEDIA ENTERPRISES. LOOK- TV, LOOK lkl$ JAZZ MEDIA 
NETWORK and TELEGLOBE WORLD MOBILITY. The Corpomon is an authorized user of the trade-mark 
ORBCOMM. 

GLOBEACCESSa. GLOBEACCESk, GLOBEACCESSw, GLOBEFRAME. GLOBEIML. 

Tcleglok Canada is the owner of the following most commonly usal trade-marks:' CANADA DIRECI'. 
CANADA DIRECT and Design, HOME DIRECT, CANTAT 3, and CANTAT 3 and Design. Teleglok Canada is 
also the n c o m  owner of the logo representing a stylised"A" in Canada and in the U.S.. and is an 
authonzedliinnsed wr of the uade-marks AIRCOM SATELLIE AIRCOM and INTERNATIONAL 
800 SERVICE. 

Teleglobe International Corporauon is the owner of the uade-marks TII and RTDAS. 

The importance of the mdwidual specific trademarks for the Corporation is relative to the revenues derived 
from the vanous scmces respecuveiy associated with each of the marks. 

All of these marks arc registered or pending regisrration in rnnaAa and arc also registered or pending 
repstmuon in the Uruted States and other foreign junsdicuons. when warranted by local usage. All the foregoing 
marks are used on a regular and consistent basis 111 rclauon to the SCMCCS and/or warcs associated ulth them. 
Registrauons are renewable at vanous dates n accordance with the applicable legslauon of the vanous 
junsdmons involved. 
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REGULATION 

The followng summa? of rcgulatop developments and legslauon does not purpon to descnbe all present and 
proposed laws and rcgulauons affecung the telecommmcauons ind- Other exlsung laws and replauons are 
currently (or may become) the subject of ju&cial proc&ngs. lepslauve hcanngs and adrmnistrative proposals 
whch could change. in v w n g  degms, the manner in whch the telecommwcauons i n d w  operates 

Canada 

Review of the Corporation's & h i v e  Man&. The Government of Canada in a Gazette home dated Jul? 
22. 1995. imuated a pubhc consultauon process to meu TCI's exclusive mandate to proude Canadan overseas 
faciliues-based s c ~ a s .  Thrs exclusive mandate was mually granted by the Government for a iive-ycar pcnod at 
the ume of the Corporauon's aqmsiuon of TCI in 1987 In 1992. the Government extended the exclusive mandate 
for an add~uonal five years and sated that a m e w  would k conducted m 1995. 

The W O  Agreement on basic telecommuntcaUons mcts defines the framework for opemng the overseas 
telecommwcauons market 111 Canada. As part of th~s Apeemen6 the Government of Canada has agreed to 

end TCI's monopoly on overseas aaffic as of October 1, 1998; 

end TCI's special ownership &ctions which h u t  foreign investment and limit the investment by 
designated Canadian telecommunications cOmmon carriers; 

allow 100% foreign ownership and control of submarine cable hdmgs in Canada as of October 1. 
1998; 

remove all restrictions on the w of foreign owned and controlled global mobile satellites providing 
semce to Canadians as of October 1, 1998; 

remove international m c  routing resuictions by December 3 1. 1999: and 

"am IIS open compeutive market and existing vansparent regulatory regime. 

The Government of Canada also announc#l the creation of a new licensing regme whereby the CRTC would 
establish the condtions of operation applicable to all compaJlles offering international services. 

The Telecommunicrdionr Act The Telecommwcauons Act as amended 111 May 1998 to implement Canada's 
comunen t s  under the WTO Agreement applies to all defined ranndlan tclecommun~cauons common camers. 
and telecommwcauons s e ~ c e  pmdcrs .  The TelecommmcaUons Act defines the broad 0bjecUves of the 
Canadan telecommwcauons policy and empowers the Government of Canada to issue to the CRTC d~recuons of 
general applicauon wth respect to any of these ob jec~~es .  The Telccommmcauons Act gves the CRTC 
dscrcuon to establish a licensing regme for telecommuntcauons scma prowders The CRTC also has &scrcuon 
to spec@ classes of teltcommun~cauons SCMCC p m d c r ~  qured to obtam a license before p m d i n g  
telecommuntcauons SCMCCS as well as to specify a class of tclecommwcauons S ~ M C ~ S  whch licensed 
telecommmcauons SCMCC p m d c r s  arc pemned to prowde In addmon the CRTC has the power to establish 
the form, manner and mfonnauon rcquued in a license appltcauon and to set the fees whch  must accompany such 
license applicauon The Telecommuntcauons Act pnmdes that the unn of a license may not exceed ten years on 
its issuance or renewal and that a liansc is not transferable exccpt wth the consent of the CRTC The 
Government of Canada has the power to vary. m i n d  or refer back CRTC decisions. The CRTC may itself review 
and rescind or vary any decision made by it. An appeal of a CRTC decision on a qucsuon of law or j u n d c u o n  
ma! be brought ulth leave before the Federal C o w  of Appeal. The CRTC has the power to exempt any class of 
WTICK from the applicauon of the Telecommwcauons Act and to r c h n  from rcgulaung classes of SCMCCS 
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where th~s would be COllSinent Wth the Objecuves of the Telecomwcauons Act. The laner concept is generall! 
known as the power of forbearance. 

The Telecomxnuxucatlons Act lrmts eligbihty to operate as a tcltcommucauons common m e r  (a 
"Canadtan camer") to corporauons lnwrporated m Canada that are rannrllan-omed and controlled Thex 
ownenhp remctlons do not apply in respect of the ownerstup or operauon of internauonal submanne cables or 
eanh stauons that p m &  telemmm~cauons KMC~S by means of satchtu. Internauonal submanne cable 
licenses are issued on apphcauon, by the Mmsur. to persons that are ehpble under the rcgulauons to hold such 
license The Telecommucauons Act defines Canlrllan ownerstup and control as follows. (a) not less than 80Y0 of 
the Cana&an camer's drrectors an mdmdual ranaAtans; (b) Canadians beneficially own not less than 80% of the 
C&an camer's voung shares. mcludmg stcunuts convertible mto common shares or vested nghts or opuons to 
acqurc common shares; and (c) the Canadun mer  IS not othemse controlled by non- The Cana&an 
Telecommun~cauons Common Camer Ownerstup and Control Regulauons (the "Rcgulauons") define "Cana&an" 
as includmg a corporauon (a "quaiified corporauon") when C~I&~IIS own not less than 66.67% of the voung 
shares and whch IS not othemsc controlled by n o n 4 h " s . -  As innpnted by the CRTC. the 
Telecommumcauons Act and the Regulauons prohibit ranadi?m camcrs from k m g  controlled by non-Cana&ans 
and set a maxmum foreign ownersh~p level a! 46.7% of the votmg sham (20% of the voung shares of the 
canadtan m e r  and 33.33% ofthe voung shans of its holding company). The Regulauons prowde c c m n  powers 
to a qualified corporauon (a " m e r  holdmg corpomon"), such as the Corporauon, whch OWN and controls not 
less than 66 67% of the voung shares of a Carwhan m e r ,  to momtor and control the level of foreign ownershp 
of its voung sham to marntata its status as a qualified corporation. The Regulauons pve  a camer holdmg 
corporauon the power to ob" mformauon from its vatrng sharchol&rs as to thelr idenuty and whether they arc 
Canadtan In addmon, the Regulauons p m &  that a cam- h o l m  corporauon can rrfuse to regrstn a transfer of 
its voung shares to a non-Caxwban, force a non-Car&an to sell his vomg shares and suspcnd the voung nghts 
attached to that person's shares, if that person's holding would japardnz the m e r  holdmg corporauon's sfatus as 
a qualtfied corporauon. To the best of the Corpoxa~on's knowledge, the level of non-Canadm ownerstup of the 
Corporauon's voung shares calculated m the manner pnsaibed by the Regulations was approxlmatcly 1.6% as at 
December 3 1,1997 As defined, voung shans include the common shares, the First Senes & f e d  Shares as well 
as vested stock opuons. 

The Tefegfobe A& The Corporauon was established under the Teleglobe Act in 1987, as the successor 
corporauon to the nghts and obligauons of the Canadtan Crown corporauon responsible for the prowsion of 
oierseas telecommucauons services The Teleglobe Act was amended in May 1998 in order to implement 
Canada's comrmtments under the WTO Agreement and to repeal prowsions that were inconsistent wth the end of 
the Corporauon's exclusive mandate. As a result of these modificauons, the Corporauon will be subject to rules 
sirm1a.r to those applicable to other tclecommunIcauons s e ~ c e  prowders under the Telccommuxucauons Act 

Licensing Regime. On October 2, 1997. further to the Government of Canada announcement iu intenuon to 
create a new licensing regme whereby the CRTC would estabhsh the condmons of operauon applicable to 
Canadtarr camcrs and tclecomm~cauons SCMCC provlders offcnng intemauonal telecommurucaUons servlns. 
the CRTC imuated CRTC h b h c  Nouce 97-34 requesung proposals and comments, mtcr alia on the regulatory 
regime that should apply to the prmsion of mtemuonal telecommunIcauons SCMCCS after October 1. 1998 
Since then, the Corpomuon conunued to support liberaluauon of the intemauonal and overseas 
telecommurucauons s e ~ ~ e s  industry on the b a s s  that the poliaes adopted by the CRTC mun "am panty of 
treaunent for all internauonal camers tn both the wholesale and rem1 market and on the creauon of a common 
base of f a r  and qutab le  operaung condruons. In that perspecuvc, the Corporauon has specifically advocated 
that (1) all rouung rrsulcuons should be removed (includmg ISH wa the Umted States), (11) the CRTC should 
forbear from regulaung the Corporauon's internauonal S~MCCS and should not impose special license con&tions 
on the Corporauon, (111) a rem1 access mecharusm to facilitate rem1 market entry for new service prowders should 
be established. and (iv) the climnauon of all rouung rrstncuons. combined wth regulatory forbearance regarding 
all camer's internauonal S ~ M C ~ S  obviates the need for a W o r m  system of published accounung rates The 
Corporauon expects a decision on the new licensing regme by md-199% 
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CRTC. in its role as Canadm regulator. the CRTC approves tariffs for TCI's regulated tclccommwcauons 
semces and p e n o d d l y  issues dmxuves whtch aBect the accounung treatment of sptnfic items in TCI's accounts 
In addmon the CRTC. in its Telecom Decision CRTC 96-2 dated Febnuy 21. 1996. approved a neu regulator! 
framework based on pncc regulauon instead of the rate-of-return regulauon to whch TCI was subject pnor thereto 

Licenses. The T e l " m w c a u o n s  Act and the Radmcommwcauon Act requre that a m e r  must have a 
license for each of 1ts s a u t e  arth stauon sites and intemauonal undersea cable landrng sites in Canada in order 
to operate such facihues and to carry m c  between Canada and any foreign country. or beween countries through 
Canada. TCI holds such licenses as arc requtred by its busmess. The radio vansmmion licenses are renewable 
annually. The undersea cable landmg h e w s  arc granted for pen& of ten or 2 0  years and expire at vanous dates 
between 2001 and 2013 The holdtng of such licenses is subject to cem t c m  and condluons. urith whxh TCI is 
in compliance 

United States 

Overview. The FCC exercises authority over all interstatt and international facilitics-based and resale seMces 
offered by Teleglobe USA, the Corporation's U.S. affiliatrA carrier. Services that on- and terminate within the 
same state, also known as invastate services, arc regulated by sfate regulatory commissions. 

General Federaf Requuemortr The FCC has established different levels of regulauon for domnant and non- 
dam" camers Teleglobe USA is classified as a non-dormnant camcr for both domtsuc and internauonal 
servlce on all routes. mcludmg to Canada. Under the Commu~lcauons Act of 1934. as amended (the 
"Commu~llcauons Act") and the FCC's rules, all mternatlonal camers arc r e q d  to &taw authonty under 
Secuon 2 14 of the Commucauons Act pnor to muatlng mternatlonal common camer SCMCCS. and must file and 
m n m n  tanf ls  conmnmg the rates, terms, and condtuons apphcable to their SCMCCS. Domcsuc intemte 
common camers arc not r e q d  to &tam Secuon 214 or other authonty from the FCC for the p m a o n  of 
domesuc mtematt te1ecommu"ons semces. 

lnrernotionol Services With respect to mternauonal s c ~ c e s .  Teleglobt USA has obmned faciliues-based and 
resale Secuon 2 14 authonzauon from the FCC to acquuc, own and operate mtemauonal transrmssion f a d u c s .  to 
resell the semces of other US.  camers for the p m s i o n  of rntemuonal mtched SCMC~S and internauonal 
pmate line S~MCCS. and to use the interwnnmon arrangements and network assets of TCI Teleglobe USA has 
filed internauonal wth the FCC 

The FCC p e m t s  the resale of intemauonal witched *MUS and pnvate lines for the provlsion of services 
interconnected to the public mtched network generally referred to as ISR U.S. camer~ may provide ISR on routes 
w here half the U S  vaffic is smled at or below the FCC's benchmark accounting rate. or If the desunauon country 
p e r "  equivalent &e oppomucs. The FCC has expressly declared only a few routes to qual@ under h s  
standard. but the Corporauon expects that addmonal ISR routes, includmg Japan and most of the European Umon 
w i l l  be pemtted from the Umted Statcs dunng 1998 

The FCC also took steps to reduce regulatory requremcnts of mternational ttlecommwcauons sewice 
providers such as Teleglobe USA. In addmon to d u c m g  the filing penod for non-donunant camers' intcrnauonal 
tanffed rates from 14 days to one day, the FCC streamlined other internauonal =MU rules In parucular. the F(2C 
now perrmts resellers to resell KMCCS of any authonttd faciliues-based camcr exapt  U.S. faciliues-based 
affiliates that are regulated as domnaat m e r s  on routes the rescller seeks to serve. Addtuonally. faciliues-based 
providers ma! acqure capanty in any U.S. hunsed satellite or cable facility as well as in c c m n  specified forcign- 
licensed faciliues. includmg CANTAT 3, wthout separate approvals. The FCC's m l u u o n  of some of these issues 
in other proceedngs may either facilitate Teleglobe USA's internauonal business (by, for example. streamlining 
the regulatoq requrcment to acqure addmonal intcrnauonal faciliues capacity), or adversel> affect Teleglobe 
USA's internauonal business (by, for example, pemtung larger camers to take advantage of accounung rate 
discounts for tugh t raac volumes) 
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Teleglobe USA must also conduct its internauonal business in compliance wth the FCC's intemauonal 
settlements pohcy ("ISP"). The IsP establishes the pemssible boundancs for U.S.-based camers and their foreign 
correspondents to settle the COR of temnaung each other's trailic over their rrspecove networks The precise 
tenns of settlement are established in a comspondent agrement also referred to as an operaung agreement 
Among other t e m .  the operaung agrement establishes the types of semce covered by the agreement. the dimion 
of revenues between the m e r  that bills for the call and the m e r  that temnatcs the call at the other end. the 
frequency of settlements (1.e.. monthly or quarterly). the cumncy in wbxh payments will be made. the formula for 
calculaung trafEic flows between countnes. t t c h c a l  standards. procedures for the settlement of dsputes. the 
effecuve date of the agreement and the term of the agreement 

The amount of payments (the "settlement rate") is deterrmned by the negouated accounung rate specfid in the 
operaung agreement Under the ISP, unless pnor approval is o b m e d  the settlement rate gcnerall! must be one- 
half of the accounung rate Camen must obtaur w v e r s  of the FCC's d e s  if they Wish to w an accounung rate 
that ~ . L € ~ c K  from the prcvailmg US.  rate to a parucular foreign m e r  or vary the settlement rate from one-half of 
the accounung rate 

The FCC issued an internattonal accounung rale Ordcr atmed at reduang accounung ram by adopung a three- 
uered system of benchmarks. Under thts pohcy, US. camers negouaung wth overscas cornspondents to 
exchange vaffic will k requtred to usc the specrfied benchmarks as the target for the negouated settlement rate 
between the nvo camers. The Order tstablrshes a three-tiered systun of benchmarks, wth different rates to be 
applied based on each counuy's level of development (calculated from World Bank and ITU data). If sucassful. the 
effect of thrs Order could signrficantly reduce Teleglobe USA's costs. At the samc m e ,  these accounung rates 
could strengthen the abWy of Teleglobe USA's compeutors to reduce thur own costs and more dfecuvely compete 
with Teleglobc USA and other Teleglobc afEiliates. The FCC's order is bemg challenged tn federal cow by 
numerous foreign camers whch have operamg agraments wth U.S. camen. 

To promote compeuuon in the mtemuonal teltcommunicauons &et the FCC modified its internauonal 
settlement policy in 1996 in order to p m d e  intcnrauonal camers more flexibihty in negouattng opcratmg 
agreements Under the revlsed policy, U.S camefs can apply for wavers to estabhsh alternauve settlement 
arrangements whch depart from the ISP Before grantlng a w v e r  to its ISP, the FCC generally rtqutres that the 
relevant foreign country has a compcuuve telecommwcauons market. Several markets cumntly appear to qual@ 
as such The FCC may also consider willven for anangements wth nondomnant ~ a m c r s  from countnes in the 
process of becomng compeuuve Internauonal settlement costs represent a signLficant component of Teleglobe 
USA's total costs Although Teleglobe USA is unable to prtdrct exactly how thts new FCC order wll  effect its 
internauonal business. the new ISP may reduce intemauonal access costs and facilitate Teleglobc USA's 
intemauonal business. 

Foreign Poriicipulion In November 1997 the FCC adopted rules implemenung the WTO Agreement The 
rules adopt a presumpuon m favor of grant of Secuon 214 authonzauons filed by foreign owned and affiliated 
applicants from WTO countncs seelung to p m d e  internauonal SCMCCS, as well as for requests by foreign 
persons to own greater than 25% mteresu m common m e r  rad10 licensees Foreign-affiliated applicants who 
seek to prowde mternauonal voice s c m a s  from WTO countries must. as a condtuon of entry, reduce their 
accounung rates to the FCC's benchmark levels 

Inasmuch as Teleglobe USA has already obmned a full array of Secuon 2 14 authonzauons. the elements of the 
Foreign Pmcipauon M e r  do not directly affect its opcrauons. The policies may, however, result in the envy of 
addmonal faciliues based carriers mto the U.S. market who may compete with Tcleglok USA. 

Federul Legislation The Telecommurucauons Act of 1996, as amended (the " U S  Telecom Act") is intended 
to. among other tlungs. establish compeuuon w t h  local exchange camers ("LECs") as a nauonal policy by 
expressly prolubiung any legal b a m e ~  to compeuuon in the intrastate or interstate commwcauons SCMCCS under 
State and local laws The U.S Telecom Act further empowers the FCC, after nouce and an opponuntty for 
comment. to preempt the enforcement of any statute, regulauon or legal requtrement that proiubits, or has the 
effect of prolubiung. the ability of any enuty to provlde any intrastate or interstate commun~cauons service The 
U S Telecom Act also establishes c e m n  rqurements, mcluchg intemnnecuon requtrements. the offenng of 
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local network elements on an unbundled basis and other LEC qruremenu wth respect to resale. number 
pombihty, Q a h g  panty, access to nghtsof-way and mutual compensation. 

Cenatn prmsions of the U.S. Tclecom Act could matenally affect the growth and operauon of the 
telecommurucauons mdustry and the SCMCCS prowded b! Teleglobe USA "here arc cumntl! numerous 
rulemalungs bang undertaken b! the FCC whch interpret and implement the U.S Telecom Act's provisions 
C e m n  ssuons of the US. Teltcam Act and the FCC's d e s  have been. and llkely wll conunue to be. judicidl! 
challenged Teleglobe USA is unable to p h c t  the outcome of such rulemakmgs or liugauon or the substanuve 
effect (financial or othcmse) of the new legulauon and the rulemalungs on the operauons of Teleglobe USA 

€fled of Foreign Laws on Crrtnin Carrier Acrivi tS Teleglok USA engages M c e m n  lauful acuwues in 
the Umtcd States whcb would be resrnctcd were they performed KI other countnes Telcglobe USA is engaged in 
the prowsion of "callback" semces. as a m o r  element of its buncss rmrs whch pcmts callers in a foreign 
country to place intrmauonal long &stance calls usmg Teleglobe USA's U.S. network. Callback semces have been 
explicitly authonzed by the FCC for several yean except with respect to cou~lvles that probbit the acuwry In the 
course of tts acuwues, Teleglobe USA enters mto maricetug and resale arrangements wth different S C N I C ~  
prowders Teleglobe USA has no control or knowledge whatsoever, on such SCMCC p m d e r s  or agents who ma), 
decide to market callback semcts KI a country that prohibits such SCM~S. Telcglobe USA is not prescntl! 
involved in any pnxredtng or lnquuy r e m  its callback SCMCCS, nor is it awarc of any counvy in whch its 
callback acuwues have been called mto quesuon. 

Arrungements with US. CnrrirrS. On February 3, 1998, Teleglok USA reccived authonty from the FCC to 
interconnect the m t c h d  networks of Teleglobe USA and Teleglok Canada US. camers unaffihted wth 
Teleglobe USA may purchase from and sell to TCI from the Umted States. and may use these S~MCCS to suppox7 
end user requrements or for resale to other camus. Telcglok USA may also purchase scrvlces from these and 
other unaffiliated US.  camers. Teleglok USA beheves sucb activlty is fully M accord wth applicable FCC 
policies. although some U.S. camers have expressed m f o d  disagreement 

Outside North America 

The Corporation is also subject to regulation in the United Kingdom. Germany. France, Hong Kong. Japan and 
other counmes in connection with the Corporation's carrier services in such counmcs. 

United Kingdom. The United Kingdom is among the most openly competitive telecommunications markets in 
the world. All forms of domestic and international telecommunications services have been liberalized and many 
senice providers rnay operate without individual lkmscs. In the intemational sector, carriers may provide all 
manner of voice and data services over owned or resold capaaty using either submanne cable or satellite capacity. 
Since December 1996, the United Kingdomhas issued without numerical h ta t ion  licenses to Camers permitung 
operation as international facilities-based operators ("International Facilities Licensees" or "IFLs"). C e m n  ELs. 
includrng Telcglobe U.K., arc permitted to construct new international telecommunications systems subject to 
obtaming any neceSSary environmental and other clearances. 

Telecommunications regulation in the United Kmgdomis conducted hy the o t f c e  of Teiccommunications 
("OFEL").  Facilities-bascd licenses ("Public Telecommwcations Operators" or "PTOs"). inclulng IFLs. are 
issued by a separate agency. the DepaTunent of Trade and Industry ("DTI"). The foundation of camers' regulatory 
responsibiliucs is described in the conditions agreed to between the applicant/licenste and DTI and set forth in the 
license. Neither DTI nor OFTa may change the conditions of a camtr's license without the licensee's consent 
although it may adopt interpretive statements and establish policy of general applicability consistent with the 
license condnions. 

OFTEL has established a Fa~r  T&ng Condmon in the license of Bnush Telccom ("ST"), the domnant 
domesuc and intcrnauonal telecommwcauons operator, whch empowers OFTEL to take steps agrunst BT to 
cum1 anucompeuuve conduct whch BT may be found to have engaged in Th~s condmon is in addmon to other 
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powen to prevent ~ISC~II IUMUO~.  
Fur Tradtng Con&uon in their 1iCCnSeS as well. 

is presently III negouauons with all other PTO's to incorporate the same 

Included in the IFLs is a Prowsion intended to regulate mtcrnatlonal settlements among U.K. camcrs and their 
correspondents in othn countnes. pmcularly when there is an m i a u o n  between the U.K. EL and a donunant 
camcr in a closed markct abroad. The l i cew condIuons: (1) pemt OITEL to redirect M i c  flows \\here an IFL's 
share of uaff~c on a route is dsproporuonately than the nauonal average on the same route. (11) requrre 
camen to not@ OFTEL and compeutors on a country mute of new accounung rates for ~ E I C  between the Umted 
Kmgdomand the dtsunauon counuy; (h) p e m t  compeutors to challenge new settlement agreements as 
anucompeuuve: and (iv) p e m t  OFTEL to block settlement agreements it finds would tend to increase pnces to 
end wrs (but not to prc-approve these rates). 

The Uruted Kmgdom also pemts operators to engage m ISR to all other counmes. subject to the settlements 
process Camen may operate outside of the settlement process to countnes wkch p e m t  ISR compeuuon. 
includmg Canada, the Umted States, Austrah, New Zealand and Swedes among other counvles. The Umted 
kngdom also per" non-sealed ISR to other European Umon counmes: In September 1997. 0- proposed 
to mod@ its rcporung reqruzements apphcable to IFLs m a manner that could nquur geam d~sclosun of 
accounung rate and mtCfEOnntCtlon turns between U.K. camers and their overseas corrrspondents. If adopted. the 
rcporung requvement could compel the Corporatnon and all other U.K. IFLs to disclose the terms of agreements 
whch arc presently confidential. 

G " n y  Gcxman telecomm~catlons is g m m e d  by the Teltcommuntcauons Act of 1996. whch 
established a pohcy of open compeuuon for domesac and mtemaQonal nctwork faciliues ePTecuve August 19%. 
ana compeuuon m all  SUXOK, mcludmg pubhc mtchcd voice, on January 1. 1998. Terrestrial facilrues operators 
may obmn Typc 3 hcenses on a nponal  or nauonal bass. Telccommurucauons SCMC~S p m d e n ,  whether or not 
using their own networks, may obmn nponal or naUonal Type 4 licenses, perrmatng p m s i o n  of public mtched 
voice semccs Teleglobe GmbH has received both Type 3 and Type 4 h a m .  Licuuees arc subject to license f a s  
of DM 10.600.000 for a nauonal Type 3 licew and DM 4,000,000 for Type 4 lianscs. License f e u  for rcgonal 
licenses are based on populauon figures and/or the number of dedrcated CvCrut lmks d. Licensing and 
regulauon are presently conducted by the NRA: 

Inasmuch as Deutsche Telekom AG ("DT AG") will r e m  the domnant domesuc and intemauonal m e r  in 
German! for the foreseeable future. intercommon by emerpng camer~ into the DT AG network wll r e w n  a 
c n t i d  element of success in the market place. The Telecommurucauons Act of 1996 empowers the Mrusuy and 
NRA to regulate DT AG domesuc and mternauonal charges for onpnaung and terrmnaung calls on the DT AG 
network Camen may seek expcd~ted government arbitmuon in the event of a &spute wlth DT AG over 
interconnecuon rates In 1997, the Mmsuy has been acuve m ordenng DT AG to reduce its domestic nvltched 
interconnecuon charges 

DT AG is in the process of establishing m e r - t m e r  rates and terms for domesuc lased lines. whch will 
allow network operators to usc DT AG's faciliues to link their network centers. Th~s tanff will also govern the ram 
DT AG wll charge for camers to connect to mternauonal submanne cable landmg stat~ons. The Mtrustry or NRA 
must approve these rates, and the rats may be challenged by operators. 

in  1997. Teleglobe GmbH established an intercommon agrecment with DT AG wtuch the Corporauon 
believes is comparable to thost obwed by other operators. It has not yet been approved by the NFU but the 
Corporauon does not expect then to be a matenal change in rates until no earlier than 1999. 

France Telecommunrcauons faciliues and semas arc govemed by the 1996 Telecommuntcauons Act. which 
established a Telecommunrcauons Regulatory Authonty ("ART") Licenses are issued to faciliues-based operators 
under Art 33-1. and to voice telephony s e ~ c e  prowden (non-facilitxs-based operators) under Art 34-1 
International camers whch buld new internauonal capaaty outside of France may not be enutled to An 33-1 
licensing 
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ART has approved domesuc mterconnccuon rates by whch France Tclccom offers wtched  senices to An 
33-1 and Art. 34-1 hKnsets S u m  January 1, 1998. These rates g t d y  favor An. 33-1 licemas by adopung 
lower per mnuu charges then available to ESCkS, and by pemtUng camcrs to o b m n  nauonuide call 
temnauons from a sm@e pomt of LntercunneCUOn. An. 34-1 licensees must establish points of presence in each of 
18 transit zones 111 order to ob" nauonwdc termmuon. or else pay retail long &stana charges to France 
Telecom Increasmg compeuuon among French camers has lead to the development of increased choice for 
rouung of Frana tcrrmnaung W c .  

Hong gong Regulatoxy authonty IS held by the ma of the Telecommuxucauons Authonty ("OFTA") wtuch 
was estabhshed by the Telecommwaulons ordrnana adopted dunng Bnush colontal rule Thls structure IS 
rewed pursuant to the Baslc Law, whch governs the status of Hong gong as a Spectai Adrmmmuve Repon 
subject to the People's Repubhc of C h  O n A  has hcensed four domesuc facll~ues-based camers. but 
internauonal c o m m u x u ~ m  re" an cxclunve monopoly held by Hong Kong T e l a "  ("HKT") until 2006 It 
IS possible that HKT may agree to abbnvlatt 1ts utclus~wty, and it IS wddy reponed that HKT is in negouauon 
wth C h e s c  authonues wth nspect to thts 1~suc. 

Resale of HKT mternauonal voice SCMCCS for the provlslon of public SWIM voice SCMCCS i s  prohbitcd The 
HKT exclusiwty does not nsmct resale of s e ~ c c s  for private w, and O R A  has licensed 14 camen. mcludxng 
Telcglobe Hong Kong, to provide vvblal pnvate network sc~ces ,  which permJt h t e d  resale of HKT 
internauonal pnvau h e  urcu~ts. End uscrs may also ob" dinct access to mtcrnatlonal satcultc systems usmg 
very small aperture temmals. 

Japan. In 1997, Japan adopted an open market policy m conjunction wth its offer m the context of the WTO 
Agreement Japan is ltcenstng an unlimited number offacilities-based and rcsaie mternauonal voice operaton and 
has removed foreign OW~CK&P rtstncuons for all camas other than NTI', the doanant  local exchange m e r .  
and KDD, the largest mternatlonal cama. The CorpOration has m mtha of these two compamcs. The 
result of Japan's liberalmuon has ken to m & t c l y  increase the number of intemauonal camers operatmg n 
Japan. several of whch have substanUal external te1"mwcaUons networks, mcluding the Corporauon. Japan 
has also adopted a pemsslve pohcy rrspectlng hubbmg of hrd  country trafEc through these external networks 
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TV. SELECTED CONSOLIDATED FINANCIAL INFoRJ-&~~ToN 

FIVE YEAR DATA 

The followng table sets forth. for the pen& and the dates in&catcd selected consolidated financial 
infomuon for the Corporauon and IS presented in accordance wth Canadran GAAP The selected consolidated 
financial data for each of the five years m the five-year penod ended December 31. 1997 are denved from the 
consolidated finanad statemenu of the Corporauon au&ted by Raymond Chabot G m t  Thomton 

As at and For theyear Ended December 31 

1997 1996 1995 1994 1993 
(in millions of CDNS, except per share amounts) 

Revenues ............................................. S 1,987.9 S1.562.7 S1.398.3 S1.364.8 S 1,320.0 
Gross h4argm ...................................... 718.2 606.0 566.9 501.8 431.7 
Income from continuing operations ..... 118.4 107.6 66.1 68.8 58.1 
Net income .......................................... 140.5 112.5 89.4 84.6 . 69.1 
Net income to common 
shareholders.. .................................... 133.7 105.7 82.6 ' 79.3 69.1 

Earrungs per share - ........................ 
Basic S 2.12 S 1.81 S 1.41 S 1.36 S 1.24 
Fully diluted ....................... S 2.04 S 1.68 S 1.31 S 1.25 s 1.20 

.................................. 

Total assets ......................................... 2.584.0 2.3 10.4 2,080.3 1.934.4 1.768.2 
Long-term debt" ' ................................. 605.5 717.3 675.4 631.9 669.5 
Shareholders' equity ............................ 1.1 14.5 939.2 873.5 811.7 630.9 

Common and First Series 
Preferred Shares ................................ S 0.57 S 0.46 S 0.39 S 0.35 S 0.31 
Second Senes Preferred Shatt~ '~ '  ....... S . 0.67 S 2.00 S 2.00 s 2.00 s 2.00 
Thrd Series Preferred Sham ............ S 1.35 S 1.35 S 1.35 S 1.08 s -  
outstancimg (in millions)'*' ................ 63.7 56.7 57.0 56.8 56.8 

Cash drvidends declared per share 

ru'umber of Common Shares 

i I ) Excludes c"t O f  Long-- debt. 
i t )  The Second Senes Ref- WCTC either convatcd mta Common Shares by May 1. 1997 (2,998,868 shares) or 

redeemed by the Corporation 011 May 2,1997 (1,132 shares). 
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QUARTERLY FINANCIAL DATA 

Revenues ............................................... 
Gross margn ......................................... 
Income from conunuing operations ....... 
Net income ............................................ 
Net income to common shareholden ..... 
E m g s  per share 
Basic.. .................................................. 
Fully diluted ......................................... 

Revenues ............................................... 
Gross margn ......................................... 
Income from conunuing operations ....... 
Net income ............................................ 
Net income to common shareholders ..... 
Earnings per share 
Basic .................................................... 
Fully dduted ......................................... 

OuaRen Ended 
Sept 30, June 30, March 31. 

1997 1997 1997 I997 
(in millions of CDNS, except amounts per share) 

D e c  31, 

$376.5 5514.1 w74.7 $422.6 
203.9 188.1 172.2 154 0 
23.4 38.5 30.1 26.4 
41.8 38.5 33.8 26.4 
40.0 36.8 32.1 24.8 

0.62 0.57 0.50 0.43 
0.60 0.56 0.49 0.40 

Oumen Ended 
Dec 31, Sew 30, Juoe 30, March 31, 

1996 isw 1996 1996 
(in millions of CDNS, acept mounts per share) 

s439.4 S391.5 S375.2 S356.6 
165.5 160.5 142.6 137.4 
34.9 32.6 24.8 15.3 
32.3- 35.7 27.4 17.1 
30.6 34.1 25.6 15.5 

0.53 0.58 0.44 0.26 
0.48 0.53 0.40 0.26 

DIVIDENDS 

The Corporauon's policy IS to pay quanerly dtvldends of SO. 15 per share on its cOmrnon shares and First Scncs 
Preferred shares In addmon the Thud Senes Referred sham pay fixed cumulauve dmdends at the rate of 5 4% 
per annum. also payable on a quanerly basis. The Corporauon has p d  cash hwdends dunng the last five 
financial yean prccesfing h s  annual mfonnatlon form on its common shares, First Sene preferred shares and 
Second Sencs Preferred s h a m  (unul May 1997 when such shares were either convened into common shares or 
redeemed by the Corporauon) and dunng the last thne quanen of 1995 and the last thre finanad years on its 
l l u r d  Sen= Preferred s h a m  (see "Selected Consohdated Flnanclal infomuon" above wth respect to the 
dwdends p d  by the Corporauon d m g  the last five fiscal yean). On May 14, 1998. the Corporauon's Board 
authonted an increase from S0.15 to SO.17 m the quarterly hwdcnd on the common shares and Fim Senes 
Preferred shares of the Coxporauon, payable as ofthe second quaner of 1998. The Board also authonzed a 2 for 1 
stock split by way of stock hwdend. effecuve June 15. 1998 
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V. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITIONS AND RESULTS OF OPERATIONS 

Reference is &e to the w o n  entitled "Management's Discussion and Analysis" on pages 24 to 31 of the 
Corporauon's 1997 Annual Repon whch is incorporated herein bv reference 

VI. MARKETFORSECURITIE S OF THE CORPORATION 

On June 12, 1997, the common shares of the Corporation were listed on the New York Stock Exchange. In 
February 1998, the common s h a m  were delisted from the Vancouver Stock Exchange. As a resuit. the common 
shares of the Corporation arc now listed on the New Yo& Stodc Exchange, the Montreal Exchange and The 
Toronto Stock Exchange. The Third Series Preferred shares arc listed on the Montreal Exchange and The Toronto 
Stock Exchange. 

MI. DIRECTORS AM) OFFICERS 

The name. municipahty of nsidence, a c e  held with the Corporation and principal occupation of the directon 
and officers of the Corporation arc set out below. In addition, the date on which each &rector commenced to serve 
in that capacity is mdicatcd. The term of office of each director will expire at the next annual meeung of the 
Corporauon. 

Name and 
MuniciDalitv of Residence 

J. Brian Auneon) 
Westmount, Quebec 

Derek I€ Burnef' 
Montreal, Quebec 

J.V. Ra-mond C y ,  0.c.'') 
Montreal. Quebec 

Office with the Commtioq P n D C i D d  OCCUDItiOD Director Since 

Director 

Director 

h e c t o r  

Bruno Duchanne'Q Director 
Westmount, Quebec 

George k FierhelleF DYector 
Toronto, Ontano 

Pierre MacDonalda"' Director 
Verdun, Quebec 

C. Edward Medland('ma' Director 
Toronto, Ontano 

Chairman, May 1992 
St James Financial Corporation Inc. 

February 1993 Chavman 
and Chef Executive Officer, 
Bell Canada lntanatlonal h c .  

chauman, 
Teiesat Canada Inc. , 
SSIG Gtoup Inc. and 
Visrar Telecomm~&ons Inc 
-tor, 
Bell Canada and BCE Mobile 
CommMcatIons Inc. 

May 1992 

Resident and Chief Executive OfTicer, 
Telesystrm International Wireless Inc. 
Exccutive Vice-Prrsident, 
Telesystrm Ltd. 

May 1998 

President, 
Four Halls Inc. 

Corporate h e c t o r  

RCSldCllt, 
Beauwood Investments h c .  

May 1991 

May 1992 

May 1992 
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Name and 

Jean C. MoonM 
Montreal. Quebec 

Carmand Normando) 
Ste Cathmede-Hatley, 
Quebec 

Cbrrles Siroir 
Monueal, Quebec 

€L Arnold Steinbeg")@) 
Montreal, Quebcc 

Peter G. White'l) 
B d ,  Albma 

Lynton Ronald Wilson(" 
Montreal, Quebec 

Paolo Guidi 
McLean. Virginia 

Claude Seguin 
MoUt-ROyal, Quebec 

Guthrie J. Stew8rt 
Westmount Quebcc 

Andrb Bourbonnrir 
St. Lam- Quebec 

Office with the Cor~orrtioa 

Ducctor 

Director 

C h a "  and Chief EXCCU~IVC 
Offlcer. 

DiICCtor 

DirCCtor 

Resident and Chef  Executive 
Of€ifa, 
Teleglobe Communications 
corpomtion 

Exccuuve Vice-President 
Flnance and Chef Flnancid 
OffiCU, 
Chief Executrve mfa, 
Teleglobe World Mobility 

Executive Vice-President, 
corporate Development 
C h a "  and 
Chef Execuuve Officer. 
Teleglobe Media Enterpnses 

Vice-Resident Legal Mam 
and Corporate Secretary 

Priac i~d  Occu~rtioa 

Chauman, Chef Execuuve Ofliccr 
and Dueftor, 
Bell Canada 
President Chef  Executlve Officer 
and " o r  
BCE hc. 

President, 
ADDENDA Capital Inc. 

Chauman and Chief Executive 
officer, 
Teleglobe Inc. 

AssoclBtc, 
ClananLUdmcr sternberg Inc 

Exccutrve Vlu-Prrndenf 
The Ravelston corporation Llrmted 
and Argus Corporauon Llrmted 

Chauman, Chef  Executlve officer 
and Dyector. 
BCE Inc. 
-, 
Bell Canada 

h d c n t  and Chef Executive mCU, 
Tcleglobe Commmcatlons 
corporauon 
Chauman, prrsldent and 
Chef Executlve offica, 
Teleglobe Intmrauonal Corporatlon 
C h a u a a s  
Teleglok USA Inc 
President and Chef Executlve Officer, 
Teleglobe Canada Inc 

and Chef Ftnancid Officer. 
Teleglobe Inc. and 
Teleglobe Canada Inc. 

E X ~ ~ U ~ I V C  Vi~-Prrsldent, F u ~  

Exccuuve Vice-Fksidmt, Corporate 

Teleglobe Inc. and 
Teleglobe Canada Inc. 
Chayman and 
Chef Exccubve Officer, 
Tckglok Media Enterprises 

Vice-President, Legal Affavs and 
c o w  secrrtary, 
Teleglobe hc. 
Vice-Resident, Legal and Regulatory 
AtTairs and Corporate Secretary, 
Telegiobe Canada lnc. 

Developmenf 

Director Since 

November 1997 

August 1997 

May 1992 

February 1989 

December 1995 

December 1994 
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N8me and 
MuniCiD8litV of Residcnn 

Meriel V.M. Bradford 
Old Chelsea Quebec 

Jacques Dtforger 
Verdun, Quebec 

Fmncoir L u n a  
Pomtc-Claue. Quebec 

M8rc Leroux 
Outremonf Quebec 

T-CT 

Vice-Resident. Finance and 
corporate Controller 

V i ~ e - h t d c n f  T c c h n o l ~ .  
prrsldent and Chief opaaung 
OffiCCr, 
Teleglok World Mobihty 

Prioci~rl  Occuortioa Director Since 

Vice-Prrsidcnt. Govcnrmental and - 
Exvrnal Relations. 
Telcplobe Inc. and 
Teleglok Canada Inc. 

T-, 
Telcgiok Inc. and 
Teleglok Canada lac. 

V ice -kdcnt .  Finance and 
corparatc conmller. 
Tcleglok lac. 
Vice-PrcsdenC Finance and 
COIlUOlla 
Tclcglobe Canada Inc. 

Vice-Prrsidmt, T c c ~ o I ~ ~ ~ ,  
Tclcglobe Inc. 
prrsldcnt and Chef operaan$ 
officer, 
Tclcglobe World Mobihty 

( 1 ) Member of the Auht Commtw.  
12) Member of the Corporate Governance and Related Parry Transacuons Renew Comrmtw. 
(3) Member of the F~nance Comrmw. 
(4) Member of the Human Resources Commtace. 

D u n g  the last five years, each of the foregoing has held the principal occupation shown opposite his name, 
except as follows: 

- pnor to F e b w  1998. Derek H. Burney was also -dent of Bell Canada International Inc., prior to M a y  
1996. he was also Execuuve Vice-bidcnt. International of BCE and pnor to Januq 1993, he was Canada’s 
Ambassador to the Umtcd States. 

- prior to December 1997, J.V. Raymond Cyr was also Chairman of TMI Communications Inc., prior to March 
1996. he was Chzurman of Bell Canada, prior to January 1995. he was C h n n a n  of B E  Ventures. prior to 
January 1994. he was Chavman of BCE ranndtan Telecom Group and prior to April 1993, he was C h r a a n  
of BCE. 

- pnor to Ma! 1997, B m o  Ducharme was President and Chief Execuave mccr of Telesystcm Internauonal 
Wireless Semces Lnc., pnor to February 1994, he was Resident and Chef Extcuuve mccr of Canada 
Popfone Corporauon the pndecessor of Microcell Telecommurucauons Inc. and pnor to December 1993, he 
was Execuuve Vice-President. Strategy and Development of the Corporauon. 

- pnor to January 1997. George A. Fierhellcr was Vice-Chaumaa Rogers Comuxucauons Inc. and pnor to 
April 1993. he was Chairman and ChcfExecutive OEicer of Rogers Cantel Mobile Communications Inc. 

- pnor to September 1994, Rem MacDonald was Vice-President. TGV Projects. T r a n s p o p o n  Equpmcnt 
Group of Bombardm Inc. 
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- pnor to May 1998, Jean C. Monty was Charrmae chief kccuhve O f b r  and Director of Bell Canada and 
-dent, Chef Opcraung Oi3ar and D e r  of BCE Inc., pnor to Octokr 1997. he was Vice-Cha~rman and 
Chef Extcuuve Of6cer of Northem Tclc" Llrmttd ("Nontl"), pnor to February 1997. he was President and 
Chef Ex"uvc mccr of Nortcl and pnor to March 1993. he was Prcsldent and Chef Operaung mar of 
Nonel. 

- pnor to September 19%. Carmand Normand was President ofLes Cowillefi Flnanclcn du St-Laurcnt Inc 

- bemeen September 1995 and August 1996, Charles S h i s  was also prrsident and Chief Execuuve mar of 
Tcleglobe Canada Inc. and he IS also Chairman and Chief Execuave ' m e r  ofTel#ystem Ltd. 

- pnor to April 1997, Peter G. White was also Chauman ofUniMedia Division, Hobgcr Inc. 

- prior to March 1998, Lynton Ftonald Wilson was chairman of Bell Cam4 prior to M a y  1996, he was 
Chamnan, Resident and Chief Executive Of6cer of BCE and prior to April 1993, he was President and Chef 
Executive mar ofBCE. 

- mor to January 1998. Paolo Guidi was President and ChiefExecutive mcer of Tcleglok USA Inc., prior to 
August 1997, he was Executive Vice-prrSidcnt, IntCrnational Market of the Coqnnauon and Teleglok CaMda 
prior to August 1996, k was M d e n t  and Chief Executin Oi3cer of Teleglok USA Inc. and Teleglok 
Intunational Corporation and Executive Vice-prrsideas Intana!id Market of TCI, prior to March 19%. he 
was President and Chief Exaxrive mcer of Teleglobe USA hc. and Executive Vice-Prrsident, Intenrational 
Market of TCI, prior to October 1995, he was prrsldcnt and Chef Exuamvc 0€6cer of' Tcleglok USA Lnc. and 
prior to February 1995. he was Resident of Sprint Intanational. 

- Prior to August 1997, Claudc Scguin was Executive Vicc-Residcnt, Finance and Corporate Development and 
Chef Financial Of6cer of the Corporation and of Teleglok Canada and prior to August 19%. he was 
Executive Vice-President, Finance and Chicf'Financial mcer of the Corporation and Chief Financial Officer 
of Teleglobe Canada. 

- Pnor to February 1998, Guthne J. Svwart was Resident and Chief Executive Of6ccr of Teleglok Canada. 
pnor to May 1997, he was Execunvc Vice-Rcsident, Canad~an Market and Nerwork Operauons of the 
Corporauon pnor to August 1996, he was Execuuve Vice-President, Corporate Development and Corporate 
Secretaq of the Corporauon, pnor to February 1994. he was Exentnve Vice- Prrsident, Government and 
Internauonal Mfam and Corporatc Sccrctafy of the Corporauon and pnor to August 1993, he was Vice- 
Prcsidtnt Legal Matten and Corporate Secmary ofthe Corporauon. 

- Pnor to August 19%. h d r t  Bourboms was General Counsel of the Corporauon; pnor to June 1996. he was 
Director, Legal Affavs of the Corparauon and Director. Corporate AEam and General Counsel of Tclcglok 
World Mobhty, a drvlsion ofthe Corpomos  pnor to February 1995. he was Semor Legal Counsel of the 
Corporauon and Director, Corporate and Legal Affarrs of Tcleglok World Mobihty and pnor to January 1993, 
he was a partner wth Transact Intemauonal, a merger and acqrusluon consulung p u p .  

- Pnor to August 1997, Merid V.M. Bradford was Vice President, Government and Regulatory Affairs of 
Teleglobe prior to Juac 199% she was Associate Vice-Prrsidenf Government Mars of Tclcglobe 
Canada and pnor to January 1994, she was Director General, Lam AmendCaribbean Branch, Foreign 
Man and lnternatlonal Trade, Govanmcnt of Canada. 

- Prior to April 19%, Jacques Ddorges was Senior Manager. North American Corporate Banlung of National 
Bank of Canada. 

- Prior to October 1995. Fmcois bur in  was Corporate Controller of the Corporation. 
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Vm. , STATEMENT OF REMUNERATION OF DIRECTORS 
AND EXECUTIVE OFFICERS 

Reference is made to the secuon entitled "Rmunerauon of Directors and Exccuuve miters". includmg tile 
Repon on Execuuve Compensauon by the Human Resoums C o m n e e .  on pages 8 to IS of the Corporation's 
1998 Management Proxy Circular. whxh is incorporated herein by reference. 

E. RECENT DEVELOPMENTS 

In January 1998. the Corporauon reached agreement with Qwest Commuucauons Intcrnauonal lnc ("Qwest"). 
a mulumcdia commuucauons company bruldrng a domesuc n m r k  that wdl S C N ~  over 125 U.S clues upon its 
compleuon in 1999. to swap capaaty on then rrspccuve telecommuucauons networks. The imual arrangement 
allows the Corporauon to swap up to four 155 megabit-per-sccond tmnsatlanuc c m t s  in its global fiber opuc 
network for up to four 155 megabit-per-sccond arnuts m c" segments of Qwat 's  US. f i k r  network. to be 
specfied at a later date. 

On February 5. 1998. TCI and Stentor, TCI's largest customer, announced that they had reached agreement on 
the pnncipal terms of new arrangements for the conunrung supply of SCMCCS between TCI and Stentor. See 
"Descnpuon of the Busmess - The Corporauon - Camer Rclatlons and Dimibuuons Arrangements " The 
agreed-upon terms include comrmtments by Stentor for the mung of artarn praporuons of Stentor's mtemauonal 
t&ic over TCI's mtched network for the yeas 1998 through 2000. These comrmtmcnts arc subject to 
compcuuve pncmg condmons. As part of these arrangements, the panrcs have negouated terms for the 
temnatlon by Stentor m Canada of ccm proporuons of TCI's mbound rntcrnMlonal traffic for the ycars 1998 to 
2000. subject to m m m  pnce reducuons by Stentor in 1998 and other wmpeuuve pncing condmons The 
compmes have also renegouated the terms of the Stentor's supply to TCI of leased canadtan f i k r  nng facihues 
uhich form part of TCI's network for a seven year term, e n h g  m 2005. In addiuon Stentor and Teleglobe 
Canada have agreed to the terms of a five year comrmnnent ending in 2002, for the markeung of the Canada 
DirectTM semce 

In March 1998. the Corporatlon aqrJlrtd through TCI transmtssion capanty on AC-1 submanne cable network 
and Teleglobe USA lnc. and Teleglobe (U.K.) L u t e d  acqwred corrrspondmg rnland backhad capacity The AC- 
1 cable wll promde rcstorauon capacity for the enure Teleglobc Globesystem Atlanuc cables and adhuonal 
capaciQ to handle growth in traffic. The Corporauon wil l  mvest approximately U.S.S49 mllion in tlus cable 
q stem 

On March 26. 1998. the Corporauon TCI, and Strams Global Corporauon entered into a Term Sheet pursuant 
to wluch the parues agreed to negotiate final terms and wndtuons for the sale of the r emnder  of the MMARSAT 
business of TCI and of the 294A mterest of the Corporauon m Svatos Wireless to Strams Global Corporauon. the 
u hole in considerauon of not less than S 75 million. The closrng of such uansacuon wlll involve the temnatlon of 
the management contract entered mto beween TCI and Stratos Wireless lnc. 

In May 1998. the Corporation. which previously held a 2PA interest in Optel. acquired the r e m a " g  80% 
from the shareholders of Optel for an amount of approximately U.S. S3.7 million. 

Also in May 1998, the Corpoation incorporattd Teleglok Communications Corporation (formerly known as 
Teleglobe Communications business unit) to regroup its telecommunications subsidtanes under the same entity. 
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X. UNAUDITED RECONCILIATION OF RESULTS REPORTED Ih' 
ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 

(GAAP) IN CANADA AND WTTH UNITED STATES GAAP 

Net income - as reported .................... 
Adjunments 

Foreign exchange (a) ......................... 
Employee share purchase plan (b)...... 
Purchase accounting (c) ..................... 
Rent escalation ( f )  ............................. 
Rcal estate joint venture (8) ............... 
Development stage enterprises (h) ..... 
Post-ntirement benefits (i) ................ 
Income taxes (j) ................................. 

December 31. 
1997 1996 19% 1994 1993 

(in millions of CDNS, except amounts per share) 

S 140.5 S 112.5 S 89.4 S 84.6 S 69.1 

0.6 6.1 (7.7) (5.7) 
(0.2) (0.2) (0.2) (0.4) 
(0.3) 0.2 1.1 1 .o 
(1.0) - (1.7) 1.2 (2.0) 
1 .o 1.7 (4.9) 

(22.2) (16.1) (3.8) - 0.2 - 
29.8 - 1.4 0.8 

Exvaordmy item a) ....................... - (30.1) - - - 
10.4 (22.4) (9.8) (12.9) (6.3) 

S 62.8 - S 150.9 S 90.1 S 79.6 S 71.7 --- Net income - U.S. GAAP 
?ro forma net income - U.S. GAAP 

S 79.4 NIA NIA - S 147.5 S 88.9 - (includmg SFAS 123 effect) (1) 

E m n g s  per share - U.S. GAAP 
Basic 
Before dscontmued operations and 
exuaordmap item .......................... 
Discontinued operations ................. 
E x u a o r d i w  item ......................... 
Net income ..................................... 
SFAS 123 (1) .................................. 

Before cfiscontinued operations and 
emordnary  item .......................... 
Disconunued operations ................. 
Extraorhap  item ......................... 
Net income ..................................... 
SFAS 123 (1) .................................. 

Diluted 

'S 1.94 S 1.83 S 0.85 S 0.87 
S 0.35 S 0.08 S 0.40 S 0.27 
S -  S (0.48) S - S -  
S 2.29 S 1.43 S 1.25 S 1.14 
S 2.23 S 1.40 S 1.24 NIA 

S 1.88 S 1.72 S 0.85 S 0.86 
S 0.34 S 0.07 S 0.32 S 0.22 

~ 

S -  S (0.43) S - S -  
S 2.22 S 1.36 S 1.18 S 1.08 
S 2.17 S 1.35 S 1.18 NIA 

S 0.93 
s 0.20 
s -  
S 1.13 

N/A 

S 0.93 
S 0.17 
s -  
S -110 

N/A 



Sharrholders’ equity - wried ...... 
Cumulative adjustments 

Foreign exchange (a) ......................... 
Employee shan purchase plan e)...... 
purchase accounting (c) ..................... 
Income taxes (d) ................................ 
Share issue ucpenses (e) .................... 
Rent escalation (0 ............................. 
Real estate joint venture (g) ............... 
Development stage enterprises (h) ..... 
Pom-retirement bendts (i) ................ 
Income taxes (j) ................................. 
Emordrnary item (k) ....................... 
Cumulauvc translations adjustment(m) 

Shareholdu’s equity - U.S. GAAP 

SL114.5 S 939.1 s n3.5 S 811.7 S 630.9 

(10.0) 
7.4 
7.8 

(6.2) 
(1.2) 
(5.9) 

(36.6) 

33.8 
(30.1) 
(5.4) 

$1.066.7 

(1.4) 

- 

- 

(13.3) 
7.7 
8.0 

(6.2) 
(1.2) 
(5.6) 
(2.2) 
(42.1) 
0.2 
32.0 
(30.1) 

(13.9) 
7.9 
8.3 
(6.2) 
(1.2) 
(4.6) 
(3.2) 
(19.9) 
0.2 
2.2 - 

(20.0) 
8.1 
8.1 

(6.2) 
(1.2) 
(2 .9 )  
(4.9) 
(3.8) 

2.2 
- 
- 

(2.2) (0.3) - 
S 884.1 S 842.8 S 791.1 
I-- 

(12.3) 
8.2 
7.0 

(6.2) 
(1.2) 
(4.1) - - - 
0.8 - - 

S 623.2 

(a) Differences a n a  h n  the method of accomtmg for forap 
(b) To account for the compcnsaUon danmt of hares 1ssucd rmdcr tk employee &are pIlrrhasc plan, to am- the dwmnt 

(c)  Reflects reducuon of dcprcm&a acpensc, net of g0odwl.l m a  resultmg h m  nondeducbblc 

(d) To reverse “me tax benefits 6um net opaamrg losscs and mvstmnt tw a-ahts and to reverse benefits &tan 

(e) Reflects the rrcognl~on ( r e v a d )  of “IC tw hef i ts  on sharr wsut expmscs. 

( 9 )  To reflect the Eommmccmmt of real est.tc .Cttntlcs 
(h) To expense deferred development costs. 
( I ) Differences ansmg h m  the method of accountmg for thc post-returment befits. 
0) Differences ansmg h m  the method of accountmg for “ n e  taxes. 
(L) Emaordrnary ~ v m  mstng from the fact that felcglok Can84 a rubsldiary of the Corparaton, m 19%. became subJect to 

a regulation based on pnce c e h g  “d of the prcnous rate of rctun~ on equty rrgulatlon Thrs event triggered the wntc 
off of the Probable revenue asset 

( 1  I To disclose under the SFAS 123, the unpact of accountmg for stock-based employee wxnpensaucm plans The pro forma 
dormatlons reflect the compcnsatlon cost of Optlans i d  after December 3 1,1994 

i m’, To present the Cumulatlve mnslauons ad~usrmeat net of taxes. 

translatton and transactla gams and losses 

from face value of loans to anployecs and to reduce stureholdcn’ eqruty for loans to anploy#, to pwcbasc shares 

differences ktwcm the recofdcd cosf~ of yguaed fixed assets of Teleglobe Can& and thew hscs of such assets 

utlllzatlon of prcacqrusltlal net OPaaMg losses Camed forward mi other ntt apentlng losses m c d  farward. 

( f )  TO EflHt the -@-he amortrtstla O f  total mtd payments O V ~  th tams Of opaatmg I-. 
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XI. ADDITIONAL INFORMATION 

The Corporation shall provide to any person or company. upon nqucst to the Secretary of the Corporauon 
at the head a a  

(a) when the Securities of the Corporation arc in the c o u r ~ ~  of a distribution pursuant to a short-fonn prospectus 
or when a prchmaxy shorbform prospaus has been filed in respect of a &stribuuon of its stcunues: 

(1) one copy of the annual idonnation form of the corporatios together wth one copy of an! 
-6 or the perunmt pagcs thmof by reference to the annual informauon 
fom; 

(ii) one aqy of the current annual report of the Corporation which contam the comparauve 
kmcial statcmenu of the Corporation for its most recently completed finanad year together 
wth the accompanyrng report ofthe auditon and om cqy of any i n m  hancial statements of 
the corporatron subsequent to the finnnei?rl &ts for its most rtcultjy completed financial 
Year, 

(iii) one cqy ofthe infannation circular ofthe Corpaauon in respect of its most recent annual and 
speaal mectlng d shamholden that involved the election ddirrctan; and 

(b) at any other time, om copy of any other documents refemd to in (i), (ii) or (iii) above, provided the 
Corporation may require the payment ofa “ b l e  charge ifthe nquest is made by a person or company 
who is not a Senvity holder of the Corporation. 

Addmonal informauop mcluding dinctors’ and man’ rununcmon and mdcbtcdness, pnncipal holders of 
the Corporauon’s securities, opuons to purchase sccuntlcs and interests of i n ”  in matenal transamom. where 
applicable. IS contamed 111 the Corporauon’s mformation arcular for its most recent annual and special meeung of 
slutholders that mvolvcd the elmon of duecton, and adchtlonal h a n d  mformauon is pronded in the 
Corporauon’s current annual report whch contams the compaaave f i n a n d  statements for its most recently 
completed financial ycar. 
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XII. GLOSSARY' 

"Accounting rate" means the per-minute rate negotiated by international carriers for each =Ma. 

"Analog" means a continuous signal whose amplitude and/or frequency changes in ume and is represented as a 
sine wave. 

"ATM" m q t s  asynchronous transfer mode. a cell rClay protocol for UanSrmtUng data. also known as fast 
packet. The speed at whch ATM transmu IS rrsvlcted only by the capacity of the wre used for the 
transmssion. 

"Bandwdth" means the frequency range requvcd for uansmssion of a signal to make it intelhgible The wider 
the bandtndth of a tra"ssion facil~ty, the greater the amount of mformauon it can cairy per umt of ume 

"Camer" means a company which offers teltcommunications services u n g  its own tclccommurucations 
facilities. 

"Circuit" means a voice-grade analog channel or a 64 kbps digital channel. 

"CRTC" means the Canadian Radio-television and Telecommunications Commission, the Canadian regulatory 
authonty havlngjunsdicuon wer t e l e c o ~ u ~ ~ c a t i o ~ ~  matten. 

"Digtal" means a Scnes of &screte pulses, or "on" and "off" signals, that arc groupai in parucuLar sequences in 
order to convey information intelligible to the recipient. 

"Eanh muon" means the ground installation that transmits signals to or d v e s  signals from satellites. 

"End-wr" means any person or organization which obtains a teltcommunications scrvia for its own use and 
not for resale. 

"FCC" means the U.S. Federal Communications Commission. 

"FLAG" means an acronym for "Fiber Link Around the Globe", a system promoted by Bell Atlantic 
Corporauon. 

"Fiber-opuc cable" means a cable that makes use of special glass fik~ to transmit dig~tal informauon in the 
form of laser light pulses. 

"Global traffic" means d c  that neither origmatcs nor terminattS in Canada. 

"GSM" means Global System for Mobile Commwcauons, a set of European Telecommwcauons Satellite 
Insutute d~gtal ccllular telephone SCNicc standards based on &@tal uansnussion and cellular network 
archtecture wth raamtng m usc throughout Europe, in Japan and in vanous other counvlts. 

"IDDD" means Intemational Direct Distance Dialing. 

"INMARSAT" means the International Manume Satellite Organuatloa a 80-membercounuy orgarutauon 
that owns and operates a system of satellites prwidmg global mobile ~~mmumcauons on land. at sea and in the 
a r  

"INTELSAT" means the Intemauonal TelecommuIucauon Satehte Organmuon a 142-membcrcountry 
orgmzauon whose mam purpose is to develop and operate the space segment of the global commercial 
telecommumcauons satehte system. 
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"IRU" means an indefeasible nght of use, whch p m d e s  the nghts to use a teItcommwcauons system. 
usually an undersea cable, wth most of the nghts and dutlcs of OWIICK~P but without the nght to control or 
manage the fachty and. depending upon the par~cular IRU contract. wth or wthout any nght to salvage or 
duty to d~spose of the cable at the end of its useful life 

"ISDN" means Integrated Scmces Digtal Network a telecommun~cauons network that uses internauonall! 
recopzed standards to transnut data, vola and m g e s  over &@tal hes .  

"ISR" means mtemauonal simple resale whch is resale of mternauonal pnvatc h e  s e ~ c c s  that arc 
interconnected at both ends to the public mtchal telephone network 

"ITU" means the International Telecommunications Union. 

"Kbps" means thousands of bits Wobits) of &@tal lafoxmation per second. Bits per second measure the &@tal 
capacity of telecommUnicauons faciiities. 

"LEC" means Local Exchange Canier. 

"LEO" means the low earth orbit, situateti approxmawiy 900 lan above the car&. 

"Multimedia" means the property of a sysum or document in which information is represented using a! least 
two Merent medla such as text, graphics, data, audio, video, etc. 

"NRA" means national regulatory authority. 

"PSTN" means Public Swtched Telephone Network. 

"PlT" means Government owned or controlled monopolies known as Post Telegraph & Telephone Companies 
whch usually provide domcstlc as well international services. 

"RBOC" means U.S. Rtgional Bell Optrating Company. 

"Reseller" means a penon engaged in the subsequent sale or leasc on a commercial basis. with or without 
addmg value, of a telecommunications service using the facilities of a canier. 

"SDH" means synchronous digital hierarchy. a multiplexing technique for triinsmtting diptal signals that is 
used manly in hgh-spetd fiber-optic systems. 

"SCMCC prowder" means a company whch offen telecommUnicauons SCM#S; includes a company using its 
own telcwmmmcauons faciliues or engaged in the subsequent sale or lease on a commcmal basis. wth or 
wthout addmg value of a tclecomm~cauons m c c  uslng thc faciliues of a m e r .  

"Settlement rate" means the fate that IS negotlattd by Teleglobc with a domMlc camer to reflect the amount 
owed by Teleglobe to thc domestic camer per paid m u t e  of traflic for delivcnng incommg 
telecommuxucauons traffic to its final defimauon. 

"Stentor" means the Canldian Alliana of providers of telecommunications services the m e m k n  of whch arc 
BC Tu, Bell Canada, The Island Telephone Company Limited, MTS NetCom Inc., Mantime Tel & Tel 
Limited The New Brunswick Telephone Company, Limited, NtwTel Communications Inc., NorthwtsTel. 
QulbecTel. Saskatchewan Telmmunications and T a U S  Communicauons Inc. 

"Swtchng" means the estabhshment of c o ~ t c t l o n s  between users of a telecommurucauons network whch 
involves the collection and dIsuibuuon of trafIic from vanous on- to vanous desunauons followng 
predetcmed routmg schemes. 
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PART I 

Item I. Bptiacrt 

EXCEL Communications, Inc. is a Dcharc corpontion and the p m t  company of Excelcom, inc. 
(“Excelcom”), previously EXCEL Communications, hc., which was formed in 1988 and commenced 
operations in 1989. On October 14, 1997, EXCEL Communications. lnc. succeeded to the businesses of 
Excelcom and Telco Communications Group, lnc. (“Telco”), a facilities-based provider of long dinance 
telecommunications services. pmuant to h e  Agree”[ and Plan of Merper dated as of June 5 ,  1997 (the 
“Merger”). The Merger CMICS the flfth largest long dsmnct company in the United States based on the 
number of prcsubscribcd lines, with pro forma consolidated annualized revenues of approximately S2 billion. 
1 1  billion annualucd long distance minutes of usage, 6.0 million Eusromers, and approximately 100.000 
network m i l e  of DS-3 capace. All rcfmncts to the “Company” or “EXCEL” refer 10 EXCEL 
Communications, h c .  and mclude irt subsidiaries and prcdecetson. 

EXCEL provides long dinan# celttommrmiUtions and paging snvies to both ruidtntial and 
commercial cus~omers in the United Sme% The Company has developed several marketing chaMels which 
include d k e a  des to rcsidenaal, commnckl arid wholesale customers through independent q r c s a ” i v e s  
(“I&”), dealas and dirtct sales personnel m addition to dirrct rmil marlcering of several dial around ptoducts. 
These multiple disuibution channels which taxget both residential and c o m “ i a l  CuMmers am a key element 
of the Company’s business suategy as Bey allow the Company to balance its network uaffic capaciry and 
provide multipie avenues for ,mwth. 

The Company’s pmubscribed midratid services arc markcttd primarily through a nmwork marketing 
system of IRs, whereby the IRs an trrtouragcd to recruit subscribers with whom they have an ongoing 
relationship. This nmvoric marketing system has km selected by h e  Company because the Company believes 
it reduces net marketing CON, subscriber lrcquisirion com, and subscriber amition. Historically, I R s  have 
predominantly sold residential and small busmess products, although the Company has recendy inuoduced 
enhanced commmial produas to be sold by the IRs. The Company beiieves tha! its commercial revmucs as a 
percentage of mal revenues will inmase duing 1998. EXCEL markets i o  residential dial around products and 
services through Dial & Save-. Long Distance Wholesale C l u P .  and Telco C h o i c r  propuns. Dial around 
customers access the network by laling a unique fivedigit Carrier Identificarion Code (“CIC Code”) before 
dialing the number they an calling. Dial around Ntomers can use EXCEL’S services at any h e  without 
changing their existing prcsubscribed long dinance h e r .  EXCEL also sells prcsubscribcd 
telecommunications services to wholesale and commercial customers using a direct sales f o m  and an 
independent dealer organhion bough & Commercial Sales Division (“CSD”). As of December 3 1, 1997, 
CSD had opened 27 sales ofices and employed or conmcted with approximately 3 1 I direct d e s  pasonnel, 
117 sales m a n a p ” t  personnel. 275 aaive dealers and 19 telesales agents. For the fourth quarter of 1997, 
CSD’s rrvenues were 556.4 million. 

EXCEL has approxjrnately 3,000 employees who nrppon: the corponte, network management, billing, 
telesmices and marketing functions of the Company. The Company’s revenues w m  SS06.7 million for 1995,  
S 1.4 billion for 1996, and S 1 5  billion for the year ended December 3 1. 1997. The Company’s pnciag s”re 
is regularly m i m e d  xi ttut subscribers of the Company’s long distance service germally pay kss than they 
would for long distance w i n  from other major carriers. 

The Company bills the majomy of its pmubscribed residential customers and its dial around customen 
primarily through local exchange carrier (“LEC“) billing and collection agreements which enabk the Company 
to place io cbxges on the monthly local phone bilk of i u  customers. The Company has agrcanents with LECs. 
includrng all of tht Regional Bell Opemag Companies (“RBOCs”), tha! cover subsantially dl of the switched 
access lines m the United S~~ICS. Commmial customers aic billed directly by the Company. The Company 
phns to d d y  bill a larger pmcnragc of its rrsidanial customers in fum pen&. 

The Company’s Telco subsidiary operates a nationwide telecommunications network consking of seven 
switches. leased “ m i s s i o n  lines and sophisticaxed nenvork management systems designed to optimize rraffic 
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muting. Thii swiuh-bad aework nrmntly contiS0 of DSC D M  6#S, 600 md W E  switches located m 
Washmgtm, D.C.; Fan m, Florida; DaHnpors lowr; Ch. iean~g0 TW~CSSCC; Austin, Texas; Lrr 
Vegas, Nevada d NW York, New York. An rddiplonrl two witches in Las hpk,  Cdifomia and 
Cleveland, Ohio are king deployed in h e  f b t  bdf of 1998. h ’ h g  1998, the Company mmds to migrate 
om0 this network a rubspntirl parrim of icr d c  m t i y  b g  h e d  by third puries. 

In Febnray 1998, the Cmpaay rrceived itS &mer for a f c d d  savings bank to be located m Dallas. 
Teus (“FimEXCEL, FSB.” or ‘FimMCEL”). FirztEXCEL will ofk baaking wwiccs to EXCEL’S IRs and 
employeez, IS well as tbe commmiry at kg. Tbe Company arpcdt FkEXCEL to be fully operational and 
open to the pubiic in the second h l f  of 1998. 

lndusty Background 
The prrteat long disanet telecommuaiatioUS mrrkctpka was principally Shtped by the 1984 d i v e ”  

by AT&T Cop. (“AT&T“) of its 22 Bell Opnting compmes (%OCs9. As pan of tht AT&T Divstimrz 
Decree (”the AT&T Decree”), the United Sptcs was divided into gtopaphic areas hown as Local A c m s  
Tnnspon (%AT&”). The LEG, which include the Bell Opartino Companies and dependent LEG, 
provide loal telephone d e ,  I d  access senim tad thort-h.ul toll sexvice. htcrrxchaage tarriefs 
(“rXCsa), including the Company, aad ccrpia mdepardcpt I d  atchnge Carriers provide long distance service 
berwem LATAs (interLATA M c )  md within L A T k  ’Ihe “nt Smrctwe of thc mdussry is subject to 
change as the impoar of the rmnify enacted Telccommuniarioas An of 1996 m makd. Sec ”- 
Regulation,” and ”Itan 7. Managaneat‘s Discussion md Analysis of Finmchl Condition md Rearhr of 
O p e r a o o ~ h p a c ~  of New Telecommunications Legisktion.” 

According to a r#ent F e d d  Communidons Commission (”FCC) rrpars mcnues of the U S .  long 
distance te1cco”dcations indumy wen q p ” E t y  E82 billion in 1996. lbe ~&LSUY is  highly 
competitive and is dominated by four carriaz, AT&T, MCI Teletommrmications Corp. (‘MCI“), Sprint 
Corporation CSprint.3, and WorldCom, he. ~OrldCOm”)  which together m 1996 accounted for 

oftilcmatltndlare 
is held by s e v d  me rrgional long distance compmk, m e  wi& Mtional CapsbilitiCS tu& IS the Campany, 
Frontier CommuniCarions Scrviccs, he. (”Fmbef), Cable 0 Wmless Communications, Inc., snd LCI 
International, hc. ,  and by scvcnl hundred smaller companies. According to this FCC rrpor4 while indumy 
revenues grew at a compomd annual rate of over 7% during the period from 1989 through 1996, the revenucs 
of all tamers other than ATkT, MCI, Sprint, and WorldCom grew in the agpgate at M annual compound rate 
of over 20% drrring the same period. 

approximately 83% of ?he overall mtrltet according to a recent FCC npon Tbe rcmamdcs a 

Products and Services 
Prenrbscribd Reskienid &mica 

The Company cumntly offers several discounted residential products to its prewbscr i i  residential 
customen. Its primrry ‘I-plus” produst offm residential NtOmm P fkt xatc scmicc which the Company 
believes competes favombly rgrinn flat ntc progrp~s offered by other major long distance d a  providers. 
In addition, ehe Campmy offar  several midanitl produce which provide discouno hted on time-of-day. The 
Company llso o m  t p  800/888 m i c e  product to trs residentid subsaibm, which allow subscriben to call 
home OD an 800/888 number or p v i d e  a tolL!ke number for family manben to dl home, in addition to 
calltng card services, mtanatiorul mice and dhaary  assistance. 

Dral A r d  Rcsi&ntd Service 

In addition to prcsubrcn’bcd residential service. the Company also offers residential dial pound smices. 
Customers =cess the Compmy’s network by dialing a fin-digit code before the number they m calling, and. 
therefore. arc not requid  to pcnrtMmtly change or a c c l  their existing long dinrnce curia in otda to use 
the Company’s mice .  The Campmy’s dial around NCS offer cuztomen savings off of the basic d i m  dialed 
” 1 -plus” rata and the competitive flat rates charged by ATkT, MCL and Sprint. 
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Commercial Seniiccr 

C m t  products inclde.long distsnce, calling card, call rtcountiag, enhanced billing sewices. and 
8001888 smiccs. In addition to competitiw rates and a wide variety of prodrrco. the Company is able to offer 
business am" a highly specialized direct bill n"q package that includes call summaries by service 
type, dl typc, d g w g  nmber, account code, ana code, counuy tode, timesf-day and most hquently 
called numbers. 

CSD also sells dedicated circuits to commercial c u s t o "  m d  wholesale 'uansmission capacny and 
services to other long dinance Carriers. The Company believes that the combination of a nationwide nmvork 
and data processing resources provides an o p p m t r y  for continuing gmwh through the wholuaimg of one- 
stop telecommunications services to long distance resellm. The Company offers a complne package of 
networking, billing and customer scrvict, eliminating the need for meliar to coodinate with mutnple vendors 
and giving them the ability to obtain all of their long distance srrvices fram a single source. Additionally, the 
Company provides reseller clients with a customized version of its wtomer account database softwan, the 
TelePhone Maintenance system. While revenue per minute from wholde service sales is generally lower thsn 
the Company's average sales to end m, the cost of ralu and overhead involved in servicing h e r  cunomerS 
is also Iowa. Moreover, the Cornpany has w d  the wholesale maricet to more fully utilize its nmOrk during 
the dayrime hours, the busiest time of day for m y  of the Company's canier and reseller cunomm. 

paging 

In March 1996, the Company entmd into a Reseller Agr+mrmt (the "Reselkr A - p a r " )  with 
PageMan, Inc. ("PageMart"), which is in the business of providing paging and wireless communicatibns 
produns and services. Under the Reselier Agree"& PageMan is required to provide, on a nonarclusive 
basis, paging products and services to the Company, including " o w b a n d  PCS produco when they become 
available to PageMart's cunomm, which may be resold nationwide by the Company to its paging subscribers 
under the common law smice  mark "EXCELPagxxg." 

In Ocrober 1996, the Company began offering both alphanumeric and numeric pagers to its subscribers 
through the I&. The paging services range from local to national. and the Company offers a range of vaiue- 
added pagmg services, including voice mail, univexsaI800, and personal assisrant -emtmp. 

Billing and D a a  Processing 

Since its inception, the Company has billed a majority of its residential paffic through LE&. The 
Company has entmd mto billing and collection agmmenu with LEU including all of the RBOCs, tbrt cover 
subnannally all of the switched access lines in the U.S. These agmments pennit the Company to place rts 
customers' call dctail recotds on the customers' regular monthly local phone bill. The Company also provides 
billing cletringhow services to other unaffiliated long distance Qtrriers. 

Tel Labs, inc. ("Tel Labs"), a whollyowned subsidiary offering billing srrvicet, procews n w  switch dam 
into a formu that can be used to produce end-wer billing invoices. This drts proccuing is executed on 
specially designed p"ai compuvrs operating a propfiemy somVarc pro,-. Tcl Labs receives cenain raw 
call records d d y  from the switches. and prepares them for rating by determining the answer s 8 ~ 1  
originaung location, tenninrting location and milwe.  The calls arc then rated according to standard nrcs or 
according to customer specific rat#, if applicabk. Rated calls m tbm so& depending on which E C  will 
actually bill the e n b u s n  and placed in an indumy standard fomu ('EMT"). Tel Labs hen prepam 
management repom which provide the Company with the toral number of calls, minutes and dolhrs billed 
during that billing cycle. 



Marketing 

The Company xmrkas pwbscrikd residential sewices through a ruth”& nmvork of IRs. The 
Company encounges IRs to cmoll subsnibar with whom the IRt have m ongoing r e h d i p  as a m l t  of 
being a family member, had, business rssoch, neighbor, or other quainranct. The Company also 
encourages, but does not rquk,  the IRs to wc the Company’s productr and Yrvices and to communicate the 
resub of their w of such produas and Lervitts to theK rubzaibcrs. This network mtrketing s y n r m  has bem 
selected by the Cuxnpaay becuuc the Company believes it d u c e s  net mtrketing costs. subscriber acquisition 
costs, m d  subscriber rmition. The Company believes thu subscribas will be more likely to mnam with the 

’ Company becaw they have been enrolled witb the Company by someone with whom they have an ongoing 
rrUo&@. The Company rL0 b c h e s  tbt iD network mrvl<dg system will CODtiDue to build a base of 
potential subssribas for additional mica and products. The Company doer not r q u k  a person to be an IR 
in order to be a subscriber. The Company’s nerwork marketing system i s  parritukrly attndve to prospenive 
IRs beuuw of the potenrial for supplanmtd income +ad becauw the IRs a not required to purchase my 
inventory, have no monthly saks quops or account collection kues, have mhhal  papmork, and have a 
flexible work schedule. The sales effant of iRt tlt ruppontd though Wious mean& mcludhg Company- 
sponsored uaining held periodically throughout the yerr and motivatioaal’i.tcllite brordgn television shows 
broadcast four times a wnk.  

IRS are compensated based on the acquisition of subscribers and their long distance usage and paging air 
time usage. iRs receive subscriber acquisition commissions only rftcr, smong other thmgs. s u b s c r i b  sign up 
for the Company’s long dkance service or paging ravin. IRS receive commktions on the long distance usage - 
and paging air time usage of subsaibers who tbcy have pcrrwally signed up. In addition, while the Company 
does not pay 8 EOmmLtion to for imroduhg new IRr tD the Company, IR5 do receive s w b e r  
acquisition commissio~ls and long dLarrte m d  paging air time usage commissions for subscribers signed up by 
cenain other IRs they have recruited directly thnnselves or mdhctly, 8s in the case of subscribers m i t e d  by 
other IRS in their downline. Cmain performance critaia must be maintained in order to qualify to nctive all 
such commissions. 

The Company provides training to all I% who have purchased the optional management services program. 
The training includes a detailed explanation of the Company’s products, the IR compensation plan. and the use 
of the various markcring tools available to the IR The Company pubiithes a monthly newslenn for the IRs 
providing informative and mouMtiona1 articles (the “Communicator“), as well as recopiring IR achievements. 
T h e  Communicator allom the Cornpsny to keep the IRs up to due on new promotions, ptoduns. 
developments, and changes to the Company’s policies and proceduxu. The Company a b  offm for sale 
through its catalogs a wide Vviety of marketing took audio and videotapes, vinul ai&, desk accessories, and 
clothing and novelry henu -ed to rsSin IRs m their d c t i u g  efforts md to promote name recognition of 
the Company. The Company regularly updrttr its marketing “ials to rrflect the Company’s available 
services and p r o d u c ~  and timely infomation about the Company. The Company holds an annual convention, 
known as ”Exc~lebntion~,” for IRt each year. This event provides rcco~ition to thc tap pcrfonnm, direct 
access to senior managcmm, d a dunce for IRs to share acpmmces and develop suppon systaas. The 
Company aL0 participates throughout the caunuy m rallies t h t  current IRs and potential n m  IRs attend to 
lcam more about the Company. 

To tervice its IR base, the Company is currently opentmg a m i c e  center d e d  by mice agents who 
have automated tynans to rnma IR questions and provide IR urpporr This systan includes a current 
databatt of all IRS, tbeir downiincs, w d  their subscribas. The Company also rminains an intcrrctive voicr 
recognition system thu allows IRs 24-hour access to informuion through their touch-me phones. In addhion, 
the Company has developed a proprietary commission procertmg system to process the high volumes of data 
necessary IO calculare commissjons on long durance and paging usage, commissions on the acquisition of long 
distance and paging subscribers, and commissions on IR mining. This syncm incorporates the provisions of 
the Company’s marketing prognm to prrparr monthly downline repons and commission payment details to 
I&. 
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The C o m w s  residential dial around produ~ts trc through marircring subsidiaries under the 
Dial k Saw, Telco C h o p ,  and Long Distaacc Wholde C l u P  bmnd amnet. Ttn brands arc differcnuaud 
by urd -g rpprorch, tnd the C a m p y  believes thu its multi-brmd sweoy heightens 
market penemtion by bmrdcnin g customer arposurr to tiid muad and appealing to different segments of the 
popularion. 

The Company m a r k s  these products rad d c c s  pnmtnly through direct mail pieces that seck to 
educate pot" ~ u s m m c r ~  r e p d q  dial m u a d  rad its beaefitr. Direct maii is targeted towards residential 
customen within a specifred geographic region md includes a tervicC explanation and U m g  insuuctions, a 
gcnenl pricing wmplnron urd a set of remarider stickers highlighting the Company's CIC Codes for customm 
to keep neat their telephone. 

Piospectve customers do not need to s i p u p  or all the Company to take advanage of its discounted 
service offerings upon rrtciving a Company mail soiicitation. The Company works with various outside 
adveitising agencies to design the copy and QQdve components of the direct d l  marketing pieces and 
con- with wious vendors of mail shop and m g  sewices m an cffm to cruurc tha! maii is rmt out in a 
timely rad c~n-effecrive manna. The Company's dam procCrring resorrrres dlow for prompt monitoring of 
customer long distance usrge and permit tbe Comprny to arcfully m- response rites to io direct mail 
campaigns. The Company connamly -ves to improve rapoasc rates by varying the design and components 
of its direct mail marketing packages, and seeks to engineer tbe riming of hs initial and follow-aa direct mail 
campgns to maximize response nte and grow ovQall market penenation. In addition, the Company also 
utilircs other media to supplrmmt dirra d. 

Commercial Prohrctt andsrrvierr 

The Company muiM its commercial and services through a direct commercial sales force of 
approximazely 311 saks repmmsives,  I17 d e s  " g c m e n t  pcrsoancl a d  an independent dealer 
organmtion conslning of approximately 275 active dealers. These d e s  representatives and dealas ofice out . 
of regional sales offices which ltre located in major mmopolitan areas throughout the United States. In 
addition, IRS who have W e a l l y  sold residential and small business produnt, rrccntly began marketing the 
Company's commcrrial products and services with the help of Pained com"ia1 sales representatives. The 
Company's sales rcpsamivcs and IRs target a fuli rsnge of small and l q e  business ownm and &et the 
Company's services through pmonrl conmas whicb emphasizt customer m i c e ,  term plaas, network quality, 
value-added m i c c s ,  rqxmhg, nting and promotional discounts. Saks rrprrscntuivcs arc c o m m  in the 
form of sa&y plus comrnkrion while IRs arc paid cornmissions based upon the acquisition of asto" and 
the cum"' long disPncc usage. 

Subscriber Gre 

The Company sui- to provide high quality subscriber care and suppon and believes tht personal 
conma with h suknbas  ' through IRr, sale -wves, and cus~omcr r m i c c  rrprucnmtives is a 
significant haor in nrbwnkr ' acquisition rad retention. The Company e n c o ~ g e s  IRs and sales 
rrprrscnetives to coz~tact each of their subscribas on a monthly basis to kecp the subscrii satidied with the 
Company's long diaancc md pgmg savicc. 

The Company opmzes four customer m i c e  centers staffed by the Company's "er m i c e  
employees, who have completed a certification and mining program provided by the Company. To enhance the 
effcctivmcrt of the cwo~ner service rcprrsmotives, the Compmy, in W o n  to the initirl training program, 
provides ongoing uaining to all customer service repmenratives. The Company's customer mice depamnent 
uses on-line, r+rCthne u ~ m r t c d  tynans that provide notes from all prior contacts with the subscriber. and 
provide a complete account m d  payment history for subscribers M y  billed by the Company. Through this 
proprietary contact " g e m e n t  sofnvart, the Company is able to provide 8 high level of subscriber care. The 
Company also provides subsniber suppon on a multilingual basis. 



The Company's Telco subsidmy opcrprs a nationwide tckcommtmicationt ~ C t w O r j C  coatisring of seven 
e e s ,  leased " a h i o n  lines md ropatsticned network nmapnattsystun~ &signed t00ptrmiEC tnffic 
routing. This network CurrCXltb' Ori- in all or some part of 48 s!ates and the District of Columbia 
and opentes IS 8 "opn nenvorl;"', merning t b t  my individual within the h p m r y ' s  originating sewice area 
whose LEC provides eqrul lcfess cbn access the Company's long disance network by dialing either of the 
Company's CIC codes, or by pmbscribiag to the Compnny as their long dtsancc m i c e  provider. 

The nerwork provides high quality, mliable uansmission tad switching. The C ~ m p ~ y ' s  network 
surveillance apabilities, including self-diagnostic software, generally enable the Company to anticrprtc and 
c o m a  problems before they m h  in Service krtemrption. n e  Company's tccfmicisnt remotely monitor the 
Company's entire network 24 boras a day, 7 days a week, from hs Network Conno1 Centers. To reduce the 
potential impact of any equipment or masmission hilure, the Cqnprny an remute or rc~torr plrnnnissions 
through the Conrpmfs m d b y  - ion facilities or reroute M i c  over the networks of other carriers. The 
Company's technicians also monitor the network for frutd on a real-time basis, using wmpuur synans chat 
d e w  unusual or high volume calling parrcms. 

Switching Facilities 

The Company's Telco subsidiary cumntly opentct seven DSC Commmitations Corporation ("DSC) 
DEX 6005,600 and 600E digital teletofimuniations switd~es in Fm hderdak, Florida; Da- lorn; 
Chananooga, T ~ C S S C C ;  Austin, T-; Washingto& D.C.; h VC-~S, Nw& and New York, New Yori; An 
additional two switches in LOS Angela, CaIifornb m d  Cleveland, Ohio arc being deployed in the fim M f  of - 
1998. Switches arc digital computtriztd routing facilities that receive crllt, mute calls through nanmnhion 
lines IO their denkruion and record infoxmatition about the source, dcsination m d  drpItion of the calk. In Otdn 
for a call to be completed though a swirch, t h e  must be two ports available - an incoming pon and an 
outgoing pon For example, if a nvitch is equipped with 30,000 pons, the switch an aaommoduc up to 
15.000 simultaneous telephone calls. The Company's nwitches arc " e n t l y  configured with 13,824 to 51,840 
equipped porn. The Company's DEX 600 switches can be expanded to a configuration with 30.720 quipped 
pons while the Company's D M  600E witches can be expanded to a configuration with 101.520 quipped 
pons. 

The Company continually evaluates the capacity and location of the swnches based on cumnt and 
projected customer oaffc. In order to maximirc the cffcimcy of the network, the Company has rrnntly 
entered into an agreement for the prrrrhasc and inseallation of multiple DSC advanced nvitcfiing platfoms. 
These technologically advanced svitdm will increase network capachy and b" s m i c e  offering. 
Specifically, the DSC products include the MegaHub' 600E tandem switching systans as well as l e  elanmu 
h m  m rntclligmt nenuork ("W) product h e  such as the DSC Mfusion" Signal Tnnsfcr Point (SI?) WR 
systems, along with other network applications. 

Transmirsion trna 

The Company oms rtpproximrtcly 100,OOO network milet of DS-3 capacity (under a long-tnm right to w 
a,pement) and also lases additional " m i s s i o n  lines from a variety of facilities-bad and resale long 
distance &en. The Company's comaas with these entities typically have terms ranging from 12 to 60 
months. The Company supplaneno its leased "on-ncnvork" capacity with 'off-net" services from a variety of 
resale and facilities-based long diarmce carriers. in addition, the Company does not have any on-nmvotlc 
international nmvork trrangemenu md exclusively a l b  the network capacity of other m l e  and facilities- 
based long disma carriers to intemaional desinaions. 

Nenvork Managtmenr Sysiems 

Once calls an originated and routed over leased digital, aanrmission facilities to the Company's nearest 
switch location and then routed on o leist-cost basis to either the Company's lased network or to an off-net 
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supplier for tammanon. The Company mil- Dignal Access Cross Connect Systems (UDACSn) to 
elecPontdly cross-comrtn c m i t s  thmby mcrrasmg call rouung md circrrn provrsionmg efficiency and 
providing kcm network monnormg caprbiliues. The Company hat mnalled Tclhbs A B S  T m  5500 311 and 
530 1/0 DACS equip"  on all d e s .  In addhion, the Company has configured a we panion of the 
network witb S i p a h g  Synem 7 Common Channel S igd iag  ("SST) .  This ncnvork protocol rrduccs connect 
m e  dcbys and provides addiuonal technical capabilities m d  efficiencies for call rouung. The Company LS 
c m t l y  m the process of deploymg SS7 m a d d i u d  pomons of the network. 

Carrier Agmmenu 

The Company c m t l y  has agreements with Frontier, IXC Long Dinann, Inc. ('"C Long Distance"), 
MC1, and WorldCom to provide switching services and network uansrnision of its long dinancc d k .  The 
agreements with IXC Long Dinance, MCI, and WorldCom cach conrain minimum usage commitments. while 
the agreement with Frontier provides for Frontier to be the-exclusive carrier for nrtain calling card calls and 
personal 800 service. The Company is m t l y  meeting all minimum commiuncnts under t h e  con-. 

Competition 

The long distance telccommunicarions market is highly competitive. The principal competitive fsctors 
affecting the Company's market sfiarr arc pncmg, wtomer m i c e ,  and divmiry of produco, services and 
feannes. The Companys ability to compte cffeStively will depend on its continued ability to maintain high 
qualiv, market-driven scrvices at prices generally qual to or below those charged by its competitors. 

S e v d  of the Company's competitors arc subspntially hrger and have substantially greater frnanciaj and 
technical resources. As the Company grows, it cxpa to fke increased competition, par~cularly from ATkT, 
MCI, and Sprint The Company also competes with regional R C s  and resellers for inurLATA long diswce 
S C N I ~ ~ S  and with local exchange carriers for interLATA and " L A T A  long distance services. The Company's 
pricing suatcgy is  to keep its rarts g e n d y  below those of ATkT, MCI, and Sprint Competition within the 
indumy is expected to "ease as a result of LEG being permitted to provide long distance service as a result 
of the passape of the Telecommunications Act of 1996. See "-Regulation." 

Legislative, judicml, and technological factors have helped 10 crcate the foundation for smaller long 
distance providers to emerge as viable competitive altcmives to ATkT, MCI, and Sprint for long distance 
telecommunication services. The FCC has required that all IXCs allow the resale of their scwices. and the 
ATkT Decree substantially eliminated different access arrangements as distinguishing feanvcs among long 
distance carriers. In recent years, national and regional network providers have subnantdly upgraded the 
qualiry and capacrty of their domestic long distance networks, resulting in significant excess uansmission 
capacny for voice and data communications. Due to anticrpated advances in telecommunications t"ission 
technology, the Company cxpcnt the resale of excess " m i s s i o n  capacity to continue to be an imponant 
factor in long distance telecommunications. 

Regulatory Developments 

The 1996 Telecommunications Act opens the local phone services market to competition by requiring 
LECs to permit intmonnection to their nerworks and establishing, among other things, LEC obiiguias with 
respect to unbundled access to nerwork elements, resake, number portability, dialing panty, access to rightsof- 
way, and mutual compcnsation. The legislation also codifies the LECs' equal access and nondiscrrminrrtion 
obligations and premprs inconsistent sate reguhon. In addition, the le3ishtion contains spccirl provisions 
that climinste the AT&T Deem and the GTE Decree, thereby eliminating cCrtain reariaions on the BOCs and 
GTE opartmg Comprnies ("GTOCs") from providrng long d h m c  scrvices and cngaging in 
telecommunications equrpmcnt manufacturing. These new statutory provisions F i t  the BOG to enter the 
long distance market under ccnoin circumstances. As of the date of enactment of the lcgisktioa, a BOC is no 
longer remicud from providing interLATA long distance m i c e  ourside of those matl<efs in which it provides 
local exchange service (nfcmd to as "outsf-region" long distance service). A BOC may provide long distance 
service within the regions in which it also provides local exchange service (referred to as "in-region" service) if 
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The Company expeas thrt some or 111 of the B O O  will seek to provide outsf-region long distance 
service. Certain of than have shady rakcn sups to provide out-of-region service m multiple states. It is not 
known when, w d  under what spccific condiuon. other applications will be p n t c d  by the sate regulatory 
commissions in thole s r a ~ ~ ~ .  Sewn1 of the BOCs have r m s u d l l y  sought sutbonty fram the FCC to 
provide in-region long distance mite in various statts. While no rpplicuion has yet been panted by the FCC, 
it is expected that most or 111 of the BOCs will e v m d l y  be gnntcd mZh0rity to provide in-region long 
distance service in many or dl sptcs. 

As required by the 19% Tekcommunicnioat Act, in A- 1996, the FCC adopted MW rules 
implementing Ccreain provisions of the 1996 Telecommunications Act (the "Inmconncctioa Ordas'). These 
rules arc designed to implement the pm-comptitive, ckeguktory national policy fxameworlc of the a m  
by removing or minknidng the regulatory, economic, md  Opcrrtiod impediments KO competition for bcilitiu- 
based and resold local s m i t e t ,  including Nvitshed local c x h g e  d c e .  Although setting minimum, 
uniform. narional rules, the Lnvrronnection ordas rL0 rely heavily on ctltes to apply these mla and IO 
exercise their o m  discmion m implementing a prPcompetitive regime in thcir local tckphone markets. The 
Interconnection Orders M m l y  imponant to tbe Company at this h e  intofar as they mablish the hasis 
for the cost to the Company of providing mold local'scrvicct. Consistent with the 1996 Telecommunications . 

Act, the Interconn+ction Orders quire incumkm LEG to offer thcir tclao"rmiCrti0ns tmicu at d l  
prices minus avoided costs. The h-on ordaz also quire, among otha dhgs, thn " L A T A  
prcsubsciption (pursuant to which LECs must allow womers to choose Mnmt carriers for inmLATA toll 
service without having to dial digits) be implancnted no lam thrn February 1999. Portions of the 
Interconnection orders w m  smck dorm by the US. E&hth Circuit COM of Appeals in 1997, but the United 
States Supreme C o w  has agreed to review the lower WM decision. The Supreme COM i s  orpeaed to issue a . 

decision in the first half of 1999. In h e  meantime, e c d n  of the rules adopted in the lnmtonnection Ordcn, 
including rules that concem the wholesale pricing of local services, cannot be implemented. Nevenheless. the 
Company genmlly believes the mnd towad increased compctinon and deregulation of the 
relecommunidons industry will be rcnlcrated by the 19% Telecommunications Act and subsequent 
developments. 

The 19% Telecommrmitarions Act aL0 addresses a wide range of other telecommunications h u e s  that 
will potentially impam tbe Companfs operations, including provisions pertaining to rrguQoy forktnnct by 
the FCC; the imposition of d d i t i o ~ l  liability far the d o r i z e d  switching of subsaikrs' long discance 
&CK; the d o n  of new opparermities for competitive local service providers; provisions pcmining to 
interconnection; provisions perraining to universal savice aad access charge m f m ;  md rrquht"t~ 
penainmg to the outmen1 and cafdentialiry of subscriber network infomation. The kgisluion m q u k  the 
FCC to conduct a ltrpe number of p " g s  to adopt rules and regulations to implement the new a ~ n o r y  
provisions and rrquirrmcnu. It is &own and at tmt  of the imprct th8t the 
legislation and rrgukrory dewlopmcno will have on the Company. 

this time p c k l y  the 

The Company has applied for authority to expand irt existing sate authoritations to provide mold local 
exchange service in CtMin sues. As a ruuh of the opening of this market, the Company is in the process of 
obtainmg state authorrty, where nccertuy, to provide m l d  local servites as a complement to its long distance 
services. Resold lo& exctvnge m i c e  IS a new service dcvelop"~ md .th= CUI k no "e of how 
local cxchauge resde will be implemented or w h t  effm it will have on competition within the 
telecommunicasions indumy genaally or on the competitive position of the Company specifically. To the 
extent that the Company convem frar a racller to a facilities-based curia. modification or mmdmcnt of the 
Company's nue cmificuions msy be q u i d .  As of Detrmber j 1,1997, the Company is cmiftcd to provide 
resold local exchange sewices in 3 1 sates. 
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Rqulatioo 

Tbe "S aad ~onditians under which the Company provides " i c a t i o n s  tcrvi~es are subject to 
g o v e r n "  m a n .  Federal laws and FCC regub!ions gendly  tppty to telwommuniations. 
while psmcukr strte rrgukrory &arieies generally Lvc jrpidicricm over telecommunications that ongmate 
and taminPt within the same sm&. In rddiriaa the Company's nerwork marketing system k or may be subject 
to or affected by a tmr ive  federrl and sott regulation. 

The Company is classified by the FCC as a non-dominmt camin, and therefore is subject to minimal 
federal regulation. A h  the recent reclassificuion of AT&T as a nondotnbant &er m m provision of 
domenic scrvim, only the LEO are chttifed IS dominrnt curiefs for the provision of intanate a s s  
services. JQ a consequence, the FCC reguluu m y  of the rwt, charges, and sewiccs of the LEO to a &rrwr 
degree than the Compmy. The FCC bas propowd rha! the BOCz o f f h g  out-of-@on in- mtcrexchange 
services be =plated as non-dominant arri~s, as long as SUA services arc offered by an fliliuc of the BM: 
that complies with cemb m u d  rCprntion rrqUinmenB, whicb may mske it easier for the BOG to 
compete diratly with the Company for long diamcc rubuaikrz. 

The FCC g a t d l y  does not uccniK direct ovasight over can justification and the level of charges for 
service of non-dominmt carrim, sucb as the Campfay, although it hs the stammy power to do 10. Non- 
dommant Cariem 8~ required by narutc to offer in- t a d  intCmationd services under ratrs, tcrmt, and 
conditions that are just, reasonable, and not unduly drscMlrnmory . The FCC imposts only miniaul reponing 
requiremeno on nob-dombnt Cptrierr, lwougb the C o m p y  is subject to ccmh rqmthg, accounthg, and 
record keeping obligations. A number of thw rrqUiranmtr arc imposd P leas in p+rs on all arricfz and 
others arc imposed on carrim, such as the Company, whore annual Opcnting revenues a m d  f 100 million. 

. . .  

In addition, mfo!mal compkino an lodged &om time to time against the Company before the FCC and 
various s~tt agencies for Vrrious reasons, to which the Company h.t timely responded. AWough such 
complaints could rsuh in additional legal actions or proccdhg  being brought against the Campany, the 
Company believes that such mMlCrS will be satisfactorily resolved without a material advme impact upon the 
Company's results of operariorrs; however, the Company can not be assured of such molution. Should the 
Company's belief with respect IO any and all complaints pending before the FCC be incomcf the Company 
could be subject to fraancial penalties and potential revocation of its operating authority for internate or 
i n m r  calls, as applicable. 

The Company cumntly has s c p m t c  rsrifft on file witb the FCC, covering itt domtnic invrnrte sewices 
and mtcmational services. Although the tariffs of non-dominant carrim, and the pates and charges they specify, 
arc subject to FCC =view, they arc presumed to be iawful and are seldom contened. M e  Csrrim. like 111 
other mtcrsptr &at, arc also subject to a Wiery of miscellaneous FCC mgubrions thas for instance, govern 
the documassarion and verificatioas nccusary to drmge a s u b s c r i i s  long distance mer, limit the use of 
"800" numbas for pty-per-caJl services, q u i r e  disclosure of certain i n f o d o n  if opaator asshed services 
M provided, m d  go- in1alodung brretors and management 

On December 31, 1997, the US. Dlsaict Court for the Nonhem Disoia of Texas in Wichita Fails found 
Sections 271-275 of the Telecommunications A n  to be unconsnartional. These provisions E Q U ~  the B O G  to 
meel ccnain rcqukments 8s 8 condition to providing in region long d h n c e  mcu. The COW 
subsequently smyed the December 3 1, 1997 order pending review by a federal t o m  of a& which IS 
expmed to be complctcd by the end of 1998. This stay restores IO the telecommunications indusuy for the tune 
bcmg the reguktory SPIUS it had before the December 3 1,1997 ruling. 

Siare 

The Company is subject to varying levcis of regutation in the saw in which it is currently authorizcd to 
provide innasme telecommunications sewices. The VIR majority of the sates q u i r e  the Company to apply 
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for nrtifi&on to provide intmstinc telccommuni~ons scrvicet, or to r c g h ~  or to be fomd otanpt h m  
nguluion, kfm Comm~cing muasme mice. The vast majonry of spps rlso require the Company to file 
and “h dccrikd priffs Iirringtbcirm for- d c e .  Many- rlso inporc d o u s  rrponing 
rrquiranmtr mdh prior tpproval for &as of conuol of carifitd &as, sndlor for c o r p o ~ c  
reorgankaioas; aqukitions of tel~ammrmisations Operations; assignmans of d e r  asseft, including 
subscriber bass; Srrricr stock offerings; m d  incurrence by carrim of signZieant debt obliwoas.  Certificates 
of authority tm generally be conditioned, modified, cmteled, tcimmutd or w o k c d  by state rrgulatory 
authorities for failrrrr to comply with sotc law mdlor the rules, regulations, a d  policies of the state regulatory 
authorities. Fines and other paaluu, including the fccurn of 111 monies -iwd for intrastate rraffic from 
residents of a saw, may be imposed for such violiuons. If wte  reguktory agencies conclude that the Company 
has taken s u p s  without obtaining the required authority, they may impore one or more of the sanctions listed 
above. 

Network Marking 

The Compmy’s network marketing sysrrm i s  or m y  be subject to or a f € d  by arcmsive government 
regulation, including, without limirntion, state regulation of marketing prsCticcs and f d d  and state regula!ion 
of the offer and d e  of business hchises, business oppo”itieS, m d  SeMitiCI. Irr addition, the lntmul 
Revenue Smice  m d  stut taxing authorities in any of the 50 Sptu where the Compsny has IRs could chtsify 
the I R s  as employees of the Company (as opposed to independent c ~ m n n o n ) .  The Company believes that it is 
UI compliance with the requirements of f e d d  and SBtC rrgu- authorities and x” commlmicarions 

‘regularly with the Various reguhtory authorities m eacfi jtnitdidon. A finrl detamination by m y  other 
jurlsdiction that the IRs arc employees could cause the Company to be subject to penaltk and interest for taxes 
not withheld, quire  the Company to withhold a c s  in the fuanc, and muire the Company to pay - 
unemployment insunnce. Additionally, an adverse detcrminstion by any one sate could influence the decisions 
of regulatory authorities in other jurisdictions. Any or all of such f.nors could adwneiy xffect the m y  the 
Company docs business and could affect the Company’s ability to amct potential XU. While the regulations 
governing network &sing arc complex tnd vary h z n  state to state, the Company believes that it is m 
compiiance with and has from time to time modified io network marketing system to comply with 
interprcrations of various regulatory arathoriries. 

Various govcmmmrai agencies monitor direct selling acrivitics, and the Company has occasionally been 
requested to supply information regarding io marketing plan to c& of such agencies. Although the 
Company believes that its nmvork marketing synem is m substantial compliance with laws and regulations of 
each sate relating to direct selling activities, there is no a s s m c e  that legislation and rrgulations adopted in 
panicular junsdiaions in the funve will not advmcly affect the Company’s operations. 

Employees 

As of December 31, 1997, the Company employed approximately 5,000 peopk. This number does not 
include IRs, who are classified by the Company as independent conmctors rather than cmployces of the 
Company. The Company’s cmployecs arc not unioazd, and the Company believes io dationship with its 
employees is good. 

IO 



Function 

G m d  k A- ye 

G a d  & vc 
G a r r r a l k A d " i  ve 
FintExccL FSB. 
Commacirl U u  Division 
Service k Dimiblrdon Cmur 
servicccentcr 
savicc Cmta 
s m c e n t e r  
savicc center 
switch site 
switch sitc 
Swib site 
Switch Site 
Switch Site 
switch site 
switch site 
switch site 
switch site 

i a a t i o s  
Approximate 

%U8- FO@UF 

344500 
40200 
14,700 
12300 

. 193,500 
289,000 
57,900. 
48,000 
80,000 
14300 
6200 
3,600 
4,100 
3,500 
5,000 
6,500 
5,000 
5,400 
4,800 

On August 30, 1996, AT&T filed suit in the United Stares Disain COW for tbe Dimia of DcLwpc 
againn the Company, ~ T S  subsidiary, MCEL Communiotions M e t i n g ,  he., md EXCEL 
Tclccommunicttions, he. alleging pm and contimud iahgement of a sin@ pstcat without spccrfymg the 
amount of dzmaga. Ttn COW mud gummtry judgment in favor of EXCEL on Much 27,1998. The COM 

held that the patrat is invalid kow it rektes to mpentable subject mauer mda US. patrnt Lws. The 
jud-emat is  subject to rppcil to the US. Fedaal C h i t  COM of Appeals. 



Item 4. Submissioo of Matters to I Vote of Security Holden 

Excelcom btld a spec4 mea@ of Stockholdns on October 11,1997 in o n n w o n  wnh the business 
combinrciun with T e h .  Holderr of amman StDCJc vorcd a! the special maLjn0 cm the following four m m  
which wae set forth m the Joint Prmry Strrrmcnt of Exccicom md Tela drrcd Scpocmbcr IS, 1997. 

(a) To tpprove the Merger Agrtcrncm md the “ac t ions  tomrmpkted thereby. 

votes: 
For. ............................. 97.934.860 
Againss: ........................... 3 1,019 
Abstain: ......................... 54,289 
Broker non-votes.: ........... 1208,663 

(b) To tpprove Ore EXCEL Communiutions, Inc.-1997 Stock Option P k ”  

votes: 
For; ._.......... .-._... .. .....-.... 94,006,322 
AgiinSr .......................... 3,886219 
Ab-: ...... .. .................... 127,627 
Broker non-votcs*: ......_.. 1208,663 

(e) To appmvt the EXCEL CommrmiCations, he. 1997 Direaor Stock Option Plan. 

vow: 
Far: ............................... 98.1 17.856 
Against: ....................... .. 300,008 
Abstain: ........................ 170S2 
Broker no~-vatcs*: ....._... 640,455 

(d) To authorize proxies to vote upon any otha business that may properly come before the 
mmmg or any adjournment thereof. 

Votes: 
For. ................................... 98$40,160 
A- ...-...... --... 366.3 14 
Ab&: .......---... 3-57 
Broker non-vow: --... N- 

- 

Brdra non-votes ocar when a broker holding stock in zmct name does not votc thae  
sham. 
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Item 5. h r k e t  for Registrant’s Common Equity 8nd Rckted Stockholder Matters 

In May 19%. EXCEL’S common stock par d u e  S.00 1 per shm, began “g on the New Yorlc Stock 
Exchange under the symbol “ECI.” The following pbkc seo forth, on a per s b a ~  bask. the range of the high and 
low sale pice informuion of h s  of common aotk as reponed by the New Y a k  Stock Exchange. for the 
periods indicated during the fiscal years ended December 3 1,1997 and 19%. 

Market trice 
Per Sbrre 

1997 195% 

m Lm m.Lmr 

Second Quaner ....................................... 29L“ 12” 47 UM 

Forrrth Quann .......................... .........-. 28”’“ 14 LII 35 20 

Fis t  Quarter ............................................. 21” 13 NIA NIA 

Thitd Quaner 2876 2Ollll6 j]?fl ] g I R  . ........................................ ... 

As of March 23,1998 thm w m  approximately 5,491 registered holders of E X C E L ’ S  c o m ”  stock. 

The Company has in the past decked dividends, including a dividend in the amount of S20.0 miilion 
declared by the Company’s predecessor on December 31, 1995 to io then exining shareholders, which the 
Company paid draing the second q u M n  of 1996. However, the Company does not intend to pay any csst! 
dividends with v e t  to its common stock in the forrseeable fume. The Company’s Board of DLettors will 
determine the Company’s dividend policy m the fuarrr based upon, among other things, the Company’s m l r s  
of operations, financial condition, business opporamities. capital rquirancn~, conaacrual restrictions, and 
other factors deemed relevant at the time. 
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Item 6. Selected F i n c h 1  Data 

Diluttd pcr-md m e a t -  
1nconrperthPekfar:smrlllam ' ~ o f ~ i n ~  

pnncde. net of hrcDmc pIQ (5) - ---- 
Cumulative rffca of &nge in -g prmapic, 

share (5) ........_....... .. ....... .. ........ 
Diluted m t n p  pr fhn (5) .. _..... - ................................... .. .... ...... 
Cash dividmdr per- ._ ........._......_._........._............... .... 
Supplemental o p i l h g  ha: 
Lory diamce miruaes of rpr~c (in ooCrs)(6) --....._..............-.-. 
Weighted lyenfe lung dismec "utpcrmimSrC 

net of m m  tries, on ammy 

o f  UrqtCI) .................................... 
of us!#C(t). ........---.....-- ".,-...I.. 

w e 1 " n t e  "W dwges plmmmc 

BaLnrc Sbcet ha: 
Workmg crplu  L ...._......-._._.. .. ......................... 
~opcymdcqrupncatm -_._...._...._...__-._...... 
Torrl rpco 
Long-unn dim 11c1 of "em e t k  -......._...._.--...... 
SloCliho~'* -.---.... 

..__.......I... .... - .... ....-. 

S 24.191 S 108419 

13.761 S W  
I#) 346 

13,351 66.19 

212 
3.4% 26311 
1.126 10.648 

us0 1s.m 

5 0.03 s 0.11 

118357 544.552 

s 0204 s 0100 

S 0.116 S 0 . I I  

S (186) S 7.13 
662 2,476 

9.M: 59.412 
313 3369 

1995  13.635 

S 363,301 
I43 397 

Awl€ 
2093% 

1339 
2 17.7s 1 - 
ZEZ 
ll.f13 

(593) 
(5.711) 

26.t93 
71339 

44.446 

- - 
S 4 4 4 6  - 
t 0.46 

- 
S 0 4 6  == 
2lOItro 

s 0.173 

s 0.100 

S 1.071 
8.564 

203581 
345 

37.701 

S 1 . m B 9  S 1333.101 

1 351 102 I .4W3S2 

7 16.78 1 '- 6yo 23.676 
5" 504.421 - 61.637 

Juz21309.515 

260.653 

217329 144.837 
I U S 1 1  

15,488 55.w 

144,427 S7.926 

- 65.214 
f 144.427 S 22.712 

S 135, S 0.76 

S 0.175 S 0.166 

f 0.m s 0.019 

S 2 0 9 0 7  S 31599 
16.912 281.W7 

579.164 1.637.016 

3-1 752707 
100 4nn 
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ltem 7. Management’s Discussion and Analysis of Finrnckl Condition and Results of Operations 

Catain s~ttmcnts sa fmth in this repon arc fonvard looking nucmems thu iavolw a nrrmbcr of nsks 
and uncaraintits. Among many frnors that could muse actual fcsujo to differ marcrially a~ the following: the 
Company’s abilrry to “ g e  rapid gmWh; the Compaay’s ability to amar~ maintain. and motivitr a lupc base 
of IRs; litigation including that with independent rrprrsenBtivcs CIRs”). regulrtion m d  manageman of IRs: 
competition in the long d h n c e  telecommunications and paging indumies; the Company‘s ongotng 
relationship with its long dinance carrim: dcpmdmce upon key pasonnel: subscriber amition: the adoption of 
new, or changes in, accounting policies, prart~ccs, xnd “a!es and the application of such policies, pnaices. 
and estimates; federal and state governmental reptarion of the long dstxncc telecommunications or direct 
selling indusuy; the Company’s ability to develop and manage its own long d ” c c  nenvork; the Company’s 
ability to maintain, operate, and up@e i?s information systems: and the Company’s success in the offering of 
paging and other additional communications produca and services. 

General 

EXCEL provides long distance telecommunications and paging seervices to both residential and 
commmial customers in the United Sptet. The Campsny has developed several marketing banels which 
include k e t  sales to residential, c o m m ~ i a l  and wholesale customers through IRs, dealers and dirrct sales 
penonnel m addition to direct mail m a r k h g  of seven] dial around products. These muluple dimibution 
channels which w e t  both residential and commcrrial custo“ arc a key element of the Company’s business 
suategy as they allow the Company to balance Capaciry of nenvork MIC and provide multiple avenues for 
3”rowth. 

The Company’s Telco subsidiary opaavs a &onwide telecommunications network consisting of seven 
switches, leased ” m i s s i o n  h e s  and s o p h i s i d  network management systems designed to optimize uafic  
routing. This nerwork currently origb~es d i c  in all or m e  pan of 48 sates and the Dimict of Columbia 
and operates as an “open nenvork”, meaning that any individual within the Company’s originating m i c e  arca 
whose LEC provides equal access, CM accm the Company’s long distance network by dialing either of the 
Company’s CIC codes, or by psubscribing to the Company 8s their long cfinance service provider. 

T h e  Company owns approximately 100.000 nenvork miles of DS-2 capaciry (under a long t m  right to 
use agreement) and alto leases additional vanrmission lines from a variery of facilities-based and male long 
drnance carriers. The Company’s con- with these entities rypically have terms ranging from 12 to 60 
months. The Company supplements its leased “on-nenvork” capacity with ”off-net” services from a vanery of 
resale and facilities-based long distance h m .  In addition, the Company does not have any on-network 
i n t m o n a l  nenvork arrangements and aclusiwly resells the network taprcity of other resale and facilities- 
based long distance cMim to t n t d o n a l  destinations. 

The Company “ n t l p  has agreements with Frontier Communications Services, Inc. (“Frontier”), IXC 
Long Dittsnce, h c .  (“IXC Long Dinancc”). MCI Telecommunications COT. (“MCI“), and WorldCom, Inc. 
(“WorldCom”) to provide switching sewices and network ”mission of iu long distance subscribers’ naffk. 
The agrrerneno with IXC Long Dinance, MCI, and WorldCom each conrain minimum usage commimreno, 
while the lgrrcment witb Frontier provides that Frontier is to be the exclusive tMiet for nMin calling card 
calls and penonrl 800 service. The Company is cumntly mming all minimum commiunents under these 
conmas. m g  1998, the Company intends to m i p t e  a substantial w o n  of its naffic nrrrmtly king 
carried by third parties onto its om! nenvork and to continue to meet its minimum commiunents. 

The Company’s rrwnues primarily consist of revenues for communication services and markcttng 
smices. Revenues for communication services, as reflected in the Company’s Coerolidued Firwcial 
Statements, arc net of the effect of cenain adjustments, ‘including those for unbillable call records. The 
Company’s long distance subscribers arc located throughout the United Sotes, and the Company completes 
subscriber calls to all directly dialable locations worldwide. The Company bills i o  subscribers for long dlsrancc 
usage based on the type of calls. time of calk. duration of calls. the terminating phone n u m b .  and each 
subscriber’s me plan in effect at the tune of the call. 
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Marketing d c e S  FCYQIUCS prxnarily COmprued of rcctiptS for munirlt and smviecs m d o r d  by 
EXCEL to IRt m d  rrra KKI&WIS ("ACS"). hcept in terain SLPCS, Eb Wcrrqurrrd o make an initial 
refundable appiiazion depom with EXCEL IS UI m i o n  of cammiunmt Tbm is no rdditionrl ton to 
paniciparc. IRs bvc 8 option to purcbue a sw-up package, which mcfuds a m&g dus and mining 
"&, b h  forms, pmmotionrl and pstnt l t ion m, ongoing &tal and .dmhkativc suppan 
s m i a  and monthly rrpom. If the start-up package i s  p"i the a p p l i d o n  deposit requirement is 
waived. in addition, EXCEL offas Oaining positions whereby ACs, ccnified by the Company, provide mining 
to new IRs. The portions of the marketing services rtvmues received thu rehe  to ongoing technical and 
rdminlsauive support services are dcfcmd and unorriocd over the period in which the services arr used m 
order to match those rrwnues with the costs of providing the rekrcd suppon sewices 

Operating cxpentes include communication charges, depreciation and arnortinuion, m d  selling, general 
and administrative expenses. Communication charges include the CON of Opersting the Company's nmvork 
and amounrs paid by the Company based on the Company's subscrib" long disrancc mdpaging usage. The 
Company pays is carriers based on the type of dk, time of nrCain calls, dtrration of tallt, the taminatin5 
phone numbers, and the terms of the Company's CmUaCt in effect at the t h e  of the crlls. 

Selling, g m m l  and adminimarive cxpmses Sons& of marketing COSB md L e  costs of providing 
telcservics and other support sewices for s u b m i  billing and c o l l d n g  long disantt md paging revenues, 
and the cosls of the information systems and pcrSOnacl requirrd to suppon the Campany's operations. 
Marketing com include commissions paid to IRs md salts rcprrtenPtives, the costs of providing mining, 
businus forms, promotional and presentation mater& ucbnical and d " r i v e  tuppon SQYices, and 
monthly repons to IRs. salaries and commissions paid to CSD sales rcprcscn&ves, and d k a  mail dvcnising 
expenses. Commissions paid to IRs im based upon the acquisition of new long dinance and paging subscribers - 
("subm'bcr acquisition CON") aad long dirrancr rrlcphone md Paging usage by subscribers The Company 
also pays commissions for the uaiuing of IRs and CQBiLl ACI. Effective Jsnuy 1, 1997, the Company 
changed its method of accounthg for subscriber acquisition c o s .  hviously,  the Company had deferred the 
ponions of commissions paid to IRs that k d y  rclste to the acquisition of long distance and paging 
subscribers. Beginning January 1, 1997, the Company bcgm fully expensing subscriber acquisition c o s  in the 
period incumd m order to present its o p c d n g  results in a manner mort consistent with .other 
telecommunications companies agaim which its r e sub  arc now compared. 

LYCU and Tdco Merger 

On October 14, 1997, EXCEL succeeded to the businesses of Excelcom and Telco as a result of mergm 
of wholly-omcd subsidiaries with and into Excclcom and Telco, pursuant to the AgrrmJent and Plan of 
Merger dated as of June 5.1997 (the "Mager"). The Mcrga rrcarcs the fifrh largest long diwnn company m 
the United States bssed on the number of prrsubscribcd lines, with pro forma casoli&tcd mnualized rcvmues 
of approxmsrely S2 billion, 11  billion annuaid  long m c e  minutes of usage, 6.0 million customen, and 
approxunawly 100,OOO nmvork miles of DS-3 gpscrty. (See Note 3-"EXCEL and Telco Merger".) 

At the closing of the Merger on October 14, 1997: (i) Excelcom and Telco became wholly-owned 
subsidiaries of EXCEL; (ii) crch outnwding share of E.xcclcom common stock c o n v d  into the right to 
receive one share of common sock of EXCEL; (iii) ud, omranding s h a ~  of T e l a  common stock convened 
into the ri&r to m i v c  0.7595 sharrr of common stock of EXCEL and S15.00 in & (iv) except for Cnsain 
options, each then ounttnding and uncxmucd option to q u i r e  one hare of Tclco cO"on nock was 
assumed by EXCEL and convened into m option to acquire 1.5 190 shares of EXCEL common stock and the 
exercise price per sharr with to each such assumed option was adjustcd to equal the amiw price under 
the original option divided by 15190; (v) each then omtanding and unexercised option to a q u k  one share of 
Exceicom common sock was autnncd by EXCEL and converted into an option to acquire ODC share of EXCEL 
common stock, and the exmirre price per shan was unchanged. Considention for the Merger consisted of 
S6662 million m cash (including f164.5 million of Telco debt paid by EXCEL) m d  25376,506 shares of 
common stock 5.001 par value, of the Company ("Company Common stock"). 

On Oaobcr 14, 1997. EXCEL made an initial borrowing of approximately 5544 million under the new 
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The merger of T c h  into EXCEL hs been accounted for uadcr the 'purchase" method of accounting, with 

for the year ended Dccemk 31, 1997 include Telco's f"hl resub after October 14, 1997, the effective 
date of the Merger. The merger with Telco rrzulted in goodwill of S906.6 million which is being amortized 
marght-lmc over a pmcd of 40 y m .  

EXCEL 8s tbe q u k  in lttofdtllce wirh galaally 8acpted accounting principla. The rrsufts of opcruioDs 

Non-Rcnnrmg Chogrc 

Durmg the fotrrth quuscr of 1997, p"dy as a rrplh of the Merger, the Campany initiated plans to 
rcorganizt and m a u r e  its manrganmt and opaathd "&ation m d  facilities to eliminate duplitatt 
facilities, abandon ccrpip projects aad raiVitiez, md to take ficnher of the synergies a i h b k  to the 
combined entitits. Accordingly, the Company charged to Opapriont the ettknstcd cos0 of such reorganiration 
and activities in rddidw to CQpiD 1- -, vendor dqurts, and other m a .  These costs 
amount TO E64.6 million tnd an included in non-mcming charges in &e Company's Conrolidattd Satanent of 
operaoons. 

The following table rrneco the companmo of tbe sqnScmt itcms included in aon-recuning c h q e s  for 
the y w  ended December 31,1997 (amounts thousnds): 

Ymt E.drd 
Dmrk 31, 

lwl 

Reduction in tarying value of certain assets-".."....... 
c o a t  to arit unfavdle wnuaas ... ..-......... ..... "..._. S 47,678 

S j 5 9  
11.4OO 

Non-rcnrrring c h q c s  ............................................... S 64.637 
Legal expenses, wador disputes, arid other charges ...... 

Currenr and$uwe ivvct @effing the Com- f operatiorsfor 1998 and beyond inclvdc the following: 

Abiliq of the C o m p q  to Migrate Tr@u. The Company's realhion of opaating cost savings from the 
M n g a  will be affectrd by the Company's ability to dirrct M i c  to i t s  nmvork from EXCEL'S existing third 
parry emias in a timely manner, whicb is atpectcd to resuit in an ovQall lower cost per miuutr. The 
Company's ability to m i p e  this traf5c in a timely m a ~ e r  will k limited by Opas t id  md nmvork 

agrummowiththidpmycarrim. 
mframucrrpc -limitations as well as by the continuing purchase tommimlmt rrquiranalts lmda EXCEL'S 

Regnlar~ C- The Opntions of the Company will contiaue to k a f f d  by the ongoing events 
assodd with the 1996 Telecommunications ACL Such eymrt include lcccss ctuge  reform whicb could 
change existing m i o n  cos~t for both the Company md other long dismnce companies, the muy by the 
Regional BeIl Opapino Companies into tbe long distance marketplace, m d  the ability of lung distance 
companies like the Company to bcgm marketing local telephone smics.  

In c o n j d o n  with upcoming Id competition, incumbent local phone companies are not likely to 
provide billing sewices for customas prrsubscribcd to compctitivt local pham cumpaaia. This would fom 
the Company to either bill the astom- drrraly, mer into a billing m d  collection rgrremmt with new l o d  
phone companies or seek other ahcrmivcs. 

Additionally, tbe Fedarl Communications Commission hrs mandad that by June 30, 1998, dl 
telecommunituions campanics must migntc from their aidag fnn-digit CIC codes (10 + XXX) to men- 
digit CIC coda (10 + 10 + XXX). This will require a chnge in tht duliag panaas of the Tclco Consumer 



Division customas in ordm to UtifiEC the Company's services, and the Company is q u h r d  to mtegrzte re- 
e&&on into irs fuplrr mrrkcting tnJvitits. 

Compuitiue F a a m .  Thc Company has observed increued ~ompt i t i on  in all of ia disuiiution channels 
8s well M tll incrrrsc in the nlnnbcr of ptomotioad, diwolmtd C a h g  ptpu 8vaihble to all long diszana 
consumas, e c u k r t y  rehcimg to residential cuzto". "he &pact to the Comptny has included (i) a deche 
in the Compaay's midential revenue per minute as the Company has responded to compemive prrsum~ with 
lower priced products, and (ii) a squartirl detiine m dial m l m d  revenues. 

Nerwork Catu. The Company i s  in the process of expanding its nerwork in order to facilitate the on-net 
migration of uaffc thu is currently being carried by tlurd parties. This will result in an increase m rrcrpnng 
fixed cos0 associated with the network which the Company anticipates will be offset by reductions in thud 
pany c o s  for switch rmices. However, the Company m y  experimcc a tempomy in- in o v d  nenvork 
costs as additionrl fixed cons are in& in anticipation of the m i m o n  of -IC. 

inregmion c f t k  Cumpuniu. The Merger involves the integntion of tm, companies hat  have 
previously opaated indeprndentiy and then can be no assume tht the Company will not encounter 
significant difficulties in intqratiag the respeaive operations of EXCEL and Telco including, but not limited 
to, integrating, d o a x n a h g ,  and Opcrrting Ccrcain software synem~: remining key employnt; md i n u p m g  
other 0-0~1 functiont, or tha~ h e  bene- acpecrtd from such integdon will be dircd. These benefits 
include the migmion of EXCEL naffic from third paties to the Telco network, the expansion of cormnmirl  
products to be sold by the IRs with the srsinancc of Tela 's  commercial sales fom, reduced capital spending 
and reductions m various general and a d m h ~ v e  expcws. 

i n n u r t d  Cruromer Acquiritiont. During the foltith quartrf of 1997, the Company observed an increase 
in its acquisition of ncw custom= ttvough its n m v d  makering channel. In connection with the Company's 
IR marketing plan, an upfront customer acquisition commission is typically paid before a customer has 
genemcd mavrial usage revenue. in a period of cwomcr growth, commissions paid for new customers can 
exceed the comsponding profit gcaerstcd by the additional revenue in the camcat period and thus reduce net 
income. 

&pansion ofCommercrof Soles. The Company mtmds to continue to grow its level of commerrlal sales 
AS a resuh the Company mpectt to ree an increase in its commercial revcnue~ as a percentage of total 
revenues. Since commercial produca tend to g e n d l y  yield a lower rate per minute. the Company could 
cxpmcncc a decrease m its o v d l  m u e  per mmute and 8 decIbe in openting margins. 

Y u a  2000 luvc The Year 2000 issue is the risk that computer proprsms using wedigit dare fields will 
fail to properfy recognuc the Year 2000, with the result being business i n ~ o n s  due to computer system 
failures by the Company's sofrwarr md hardware or that of govanmait cntitiy service providm, vmdors sad 
customers. in response to the Year 2000 issue, the Company has developed 8 plaa to assess the company's 
Year 2000 nsk and is in the process of paforming its review. The Company anticipates that cmain somVare 
will rqum replacanent or modifrcum. Bued on the Company's review to date, it does not mpea the cost of 
so- r e p k a x "  or madifii to be material to its financial position or results of operations. 

Results of Opentiom 

Year Ended December 31,1997 Compared to fhc Year Ended December 31,1996 

Revemcr. Total revenues mueased 7.1% to f1.5 billion for the year ended December 51, 1997 f" 
S 1.4 billion for the year arded December 3 1, 19%. Communication -ices revtaues increased 182% to S 13 
billion for the year ended December 51, 1997 from Sl.1 billion for the year ended December 31. 1996 
primarily due to an incrrue in long distance mmurcs of usage by subscribers. Long diaance minuxes of usage 
increased 25.4% to 7.9 billion minutes for the y a r  ended Dcnmkr 3 1, 1997 from 63 billion minutes for the 
year ended December 3 1, 1996 primuily due to the inclusion of Telco's minutes beginning October IS, 1997. 
Long distance revenues per minute of usage decreased by 5.1W to 16.6 cars  per minute for the yeu ended 
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December 31, 1997 from 175 mu per “utt for the year ended Dctembcr 31, 1996. Thu demasc in 
revenue pcr =mute of uragc i s  due p m d l y  to the inclusion of Ttito’s c o m m a i d  and wholesale mmutes 
which yield 8 lower fevmuc per minute b n  residential mmutcs. hcludcd in communiwon sewices revenue 
for the year mded Dccunber 31,1997 is net pgbg revenue of S4.6 million. 

Marketing services revcnue~, which include revenue ruognircd fmm IRr for uaining, business forms. 
promotional and presentation mucrials, ongoing technical and sdminimative suppon services, and monthly 
repom. decreased 535% to SI213 million for &e year ended December 3 1, 1997 h m  S260.7 million for &e 
y w  ended December 3 1. 19%. primarily due to a decrease in the number of applications received from new 
IRS. 

Operung tpmru. Communication charges mereased 20.1% to S716.8 million for the year ended 
December 31, 1997 from S596.6 million forthe year ended December 31, 1996. Long distance communication 
charges w m  8.9 CQIB per minute for the  ye^ a d e d  Decenibcr 3 1, 1997 compared IO 9 5  cents per minute for 
the year ended Dtnmber 31, 1996. As a Pacmtagc of communication services revenues, communicaxion 
charges w m  53.8% for the year ended December 3 1, 1997 compared to 59.7% for the year ended December 
31, 1996. This dcneasc in communication charges as a percarage of communication services revenues 
primarily rciate to the reduction in per minute rates from the Company’s long distance carrim. resulting from 
migrating long dinance MIC from Frontin to WorldCm, MCI and IXC Long Disraacc. 

Dcprecision and amortization increased h n  S6.9 million for the year mded December 3 1, 1996 to m.7 
miliion for &e year ended December 31, 1997 primarily due to amorrization of goodwill resulting from the 
Merger and an increase in depreciation resulting from assets acquired in the Merger. 

Selling, g e n d  and adminiswrive apaiscs &creased 4.Wb u, 5504.4 million for the year ended 
December 31, 1997 fiom f520.2 million for the yeat ended Decanber 31, 1996. Selling expenses, which 
include commissions paid to IRs, the c o m  of providing mining, and other 8dminisaative support sewices to 
IRS, and since the Merger, salaries and CammiUions paid to CSD sales rcprcsentatiws in addition to direct mail 
advertising cosq  decreased fimn S361.4 million for the year ended December 31, 1996 to S278.0 million for 
the  y w  ended December 51, 1997, primarily due to a decrease in the number of IRs. Gencnl and 
adminisuative expenses increased from S 167.9 million for the year ended December 3 1, 1996 to s36.4  million 
for the y w  ended December 5 1, 1997. This increase primarily nlatcs to the inclusion of Telco’s operatmg 
results a f m  October 14, 1997. As a percentage of communication services revenues, selling, gmenl  and 
adminisuative expenses w m  57.8% for the year ended December 31, 1997 compared to 48.6% for the year 
ended December 3 1, 1996. 

Included in the Company’s opaaing expenses for the year ended December 31, 1997 is f64.6 million in 
non-recurring charges primarily related to the consolidation and integration of Telco. (See-‘Non-Recurring 
Charges” and Note 4 to the Consolidated Financial Statements.) 

0pe”g income before nowrecurring charges decreased j.f% to S209.5 million for the year ended 
December 31, 1997 from E173 million for the year ended December 31, 1996. As a -age of 
communication saViccs revenues, Operating income before non-recurring charges was 15.7% and 19.9% for 
the years ended December 3 1, 1997 and 1996, respectively. 

The Company’s in- expaue increased to S8.6 million for the year ended December 5 1, 1997 from 
S261,OOO for the y u r  ended December 31, 1996. The inncase in intmst expmse r u u k  primarily from the 
payment of m t m n  on debt inEumd to fund the acquisition of Tclco on October 14, 1997. 

Other income (cxpmrc) decreased to 57.3 million for the year ended December 31, 1997 from S11.6 
million for the y u r  m u  December 31, 1996. Included in other income (acpw) for the year ended 
December 31, 19% is approximiuely f 6 2  million of income related to the sale of the Company’s 49% 
investment in a joint venrurc. In addition, intmst income increased from S6.5 million for the yea ended 
December 3 1, 1996 to S7.2 million for the year ended December 5 1, 1997. The in- in intmst income was 
prunarily due to additional i n t em income genented by the invemnent of cash received from operarions and 
the net promds meived from the sale of the Company’s common s o c k  in the IPO in May 19% offset by cash 
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used to fund the repurchase of the Company's common ttodt 

included in the company's net insome of 5227 million for the ycar ended Daanber 3 1,1997 is a ~ne-ume 
charge of S652 million, net of incume taxes, 6 0 3 6  per share) in the fan quarter to reflect the change in 
accounting for subsaikr qui t i t ion  cos&. "be Compmy had net income of S 1 a . 4  million for the yur ended 
December 31, 1996. On a pro fonna bus,  the Compmy's net income for the year ended December 31, 19% 
would have been 5121.8 million (51.14 pershare) if this accounting change had brrn " a c t i v e l y  applied. 

)io? Ended DLormbcr 31,1994 Compand to rhr Year Ended December 31,1995 

Rmmru. Total revenues increased 176% to S1.4 billion for the year ended December 3 1, 1996 from 
S506.7 million for the year ended December 3 1, 1995. The muuse m revenues was prrmSrily due to m m e s  
m long disrsncc minutes of usage by subscriben rad m the number of applications from new IRs and A G .  
Communication Scrvicts revenues i"scd 203% to fl.1 billion fpr the ytar cnded December 31,1996 f" 
5362.3 million for the year ended December 31, 1995. Long distance minutes of usage inaeawd 2009% to 6 3  
billion minutes for the year ended December 3 1, 1996 from 2.1 billion mmurct for the yc+r ended December 
31, 1995. 

Marketing services revenues, which include revenues recognittd from IRs for Paining, business forms, 
promotional and presentation matenals, ongoing technical md rdmmiSPttive suppo% Services, and monthly 
reports, i n m e d  82% to S260.7 million for the ended December 3 1, 1996 f" S143.4 million for the 
)ear ended December 3 1, 1995. These revenues mcrratcd m l y  due to the growth in applications from new 
IRS. 

The Company exptrieoced o p e n t i 4  diffinJtes lare in the second quvter of 19% due to the failure of 
Frontier to add the network capachy n d  to M e  the COaJpsny's gmwtb m io subssri i  base and related 
long distance d c .  The Company believes dur the blockage experienced in s e d  stars 8s a result of the 
network capacity problems resulted in a slowdown in " i n g  activities, the loss of subscribers, and reduced 
calling Miviry during the third qurena. By the end of the third 7, 90% of the 1-plus traffic bad been 
migrated to the nmvorks of new Carriers. However, the magnitude of migraring m m  d m  4 million subsaibers 
across approximarely 900 LECs to thm new networks created some disruption in the flow of data beween the 
L E G ,  the underlying Carriers, and EXCEL. These migration diffcultics continued IO impact subscriber amnion 
and call volume in the founh quMer of 1996. AddhiodIy, the amount of time and management resources 
required to meet the aggressive schedule for the nmork migmuon conflicted with programming requirements 
related to new marketing positions which werc inaoductd m September 1996 at the Company's annual IR 
convention. The extensive amount of programming resources needed for the new marketing positions caused 
some delay in the procasing of " i o n s  involving the IRs which in nun negatively a f f d  IR mode. As 
a result, the number of applications mrivcd from IRt decreased in the fourth ~uaner of 1996 from the third 
auaner of 19%. 

Operating *. Communication chugs m m e d  184% to S596.6 million for the year ended 
December 3 1.1996 h n  S2 10.0 million for the year ended Dmmbcr 3 1,1995. Communication charges w m  
9.5 cents p a  minure far the year ended December 3 1, 1996 compared to 10.0 c a t s  per minute for the year 
ended December 3 1.1995. As a peremage of communigtion services revenues, communication cbages w m  
53.7% for the year mdcd December 3 1, 1996 compad to 57.8% for the year ended December 31, 1995. This 
demase m communicarion charges as a percentage of communication services revenues refleco the r e d w o n  
in rates h m  Fmtia tht were implemented from April 1995 through Febnrary 1996, and the lower ntes 
assoctated with migating long d m c c  uaffic to WorldCom, MCI and IXC Long Dinancc. 

Depmution and Paonitarion incrrued 475% from SI 2 million for tbe year md+d December 3 1.1 ?95 ro 
S6.9 million for l e  yur  ended December 31, 1996. This increase was prhnariiy bn to an in- in 
depreciation on infomution syaems and other suets aquxed to utppon the growth in the business and 
enhance service to subscriben. 

Selling, general and adminisnative expenses increased 143% to 55302 million for the yar ended 
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Decanba 31, 19% firom S217.8 d h 0 n  for the year ended December 31, 1995. Scllmg expenses, which 
directly nktc to the Camptny’s -g advities and which include Commiuions and the corn of pmvidmg 
uaming, buriaep forms, promotional and presentation mrtcrial, tahaial and &inimUiV e ruppon raviccr 
and monthly rcpms, i n d  147Y0 to S362.4 million for tbe ycar ended Dccunber 31. 1996 from 5146.7 
million for L e  yar  mdtd Detcmbcr 31,1995. This m a a r t  is p“ily due to growth in new IRs. Genml 
and adminismtjvc acpmws incrrrsed 136% to S167.9 million for the year ended December 31, 1996 from 
S71.1 million for the year ended Decmrbcr 31,1995. This in- was primarily driven by the gibwrh in the 
Company’s communiurion opcmions m d  was due in put to the cwf of building the Company’s “grment 
team and irrform.tian systems n e e s a y  to suppon the grow-& in the business aad cnhmcc zerviu to 
s u b s n i b .  At a pmmragc of communication services revmua, rclIing, g m m l  md rdminimaivt expmzes 
werc 48.6% for the ycar mded December 3 1,1996 compared to 59.9% forthe y a r  mded Decanbcr 31,1995. 

Operating m u ”  mcrrssed IS@!! to S217.5 million for the year ended Decanba 3 1,1996 f” ff7.7 
million for the year ended k t m b e r  3 1,1995. As a -&e of Cammunisuion services revenues, opraring 
income was 19.9% for the year mdcd December 3 1,1996 compared to 21.4% for L e  ycar ended December 3 1, 
1995. 

included in o h a  income (cxparw) for the y u r  ended December 31, 19% is a p p r o m l y  562 million 
of income related to the Company’s 49% mvesanent in a joint venture. For the year ended Deccmber 3 1,1995, 
the Company recognized a loss of S62 million rehttd to --up costs in& by the joint mum. in 
addition, the Company’s intmn intome m d  to S6.5 million for the year ended December 31,1996 from 
5467,000 for the year ended Deccmbcr 31, 1995. The increase in interest mcome WILS primSriv due to 
additional interest income generated by the mvemnmt of cash. 

Income Tprcr. The provision for mcamc taxes IS a perrenta~e of “ m e  k f a  income taxes d-d 
to 372% in 1996 from 37.fo/o in 1995. The dccrraw is primarily atplbuzablc to lower o v d l  smc income !ax 
rates appiicable to 1996 conxrlidazcd mnings. 

Inflation 

Management believes that inflation has nor had a material effect on the Company’s results of operations. 

Liquidity and Capital Resource 

As of December 31, 1997, the Company had cash and cash equivalents of S I 6 2  million and working 
capital of 53 1.6 million. The Company’s opraring activities provided cath of appmximatcty 513011 million for 
the year ended December 3 1, 1997 and S 10 1 J million for the year aided December 3 1,1996. 

The Company’s mv&g advities have consisted primarily of cash paid in conncaion witb the Telco 
Merger of S475.6 d i m ,  the purchase of fnnchiw agreements of 5 3 5  million, urd propary aad equipment 
p u r r h s w  of S63.7 million for the y u r  mded December 31, 1997. The Compauy purehsscd propcrry and 
equipment topling S75J million for the yar  ended heember 3 1,1996. 

T o d  csth gmemd from finrncing activities was Q58.8 million and S113.4 million for the years ended 
December 3 1,1997 and 1996, rrspeccively. The increase in ash generated from financing activities for the year 
ended December 3 1, I997 was prnnarily due to net pro& nctivcd from the istrrancc of long-term debt in 
conncaion with the Merger and n a  proeeeb received from tbe issuance of additianrl common stock due to the 
exercise of stock options. For the year ended December 31, 1996, the Company received net prone& of 
approximately S133.9 million for the d e  of io common stock in its initial public offtring. In addhon, other 
financing activities have coluined of payments of debt urd apml lease obligations and the rrpurrhare of the 
Company’s common stock. Dunng the year ended Decembir 3 1, 1997, the Company made payments on debt 
and capital lease obligations of S297.7 million and rcpurrtused the Campmy’s common sock for S56.7 
million. The Company &e payments on debt and cappml lase  obligations of S479.000 and payments of 
dividends of approximatety S20.0 million during the yew ended 1996. 
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On October 10, 1997, the Company mtmd into a new mdrt facility for borrowings up to $ 1  billion (the 
-New Credit Facilny"). Borrowings unda the New Credit Facility are avlihbk for g e n d  corporate PWPOSS 
including acqUiritious aud trt sub* to various fmmchl c~wnapts. The interest ntr on the New C d i t  
Facile is based on tbe Company's prevailing dtbt nt io  and ranges 011 a Emdoliar (LIBOR) option from a 
spread of 0.625% to 1.75%. and on a B w  (Pnme) Rate option f" a s p a d  of 0% to 050%. Total barrowing 
availability under thc New Credit Facility re&ccs to SSOO million on September 30,2000, and to SS00 million 
on September 30,2001, and the New Credit Frciitry e x p k  on September 30.2002. 

On October 14, 1997, approximately SI352 million of the Company's gth and cash equivalents was used 
to fund a ponion of the Telco merger and reiated costs. A b .  on October 14. 1997, the Company made an 
initial borrowing of xpproximately S W  million under the New C d i t  Facility to fund the cash purchase price 
of the Merger and related costs and expmscs and to refinance existing indebtedness of Telco. fhe initial 
LIBOR rprrsd and Prime sprrad w m  1 .PA m d  WO, r rspeEt i~ ty .  

T h e  Company  believe^ that i ts  ucisting SO- of lipidity and aticipatcd funds fnrm operations, will be 
sufficient to fund itr capital expenditures, worlcing tapiol, and other cash requkma!fs through the end of 
1998. 

Various legal promdings have arisen agabSt tbe cmy" in the ordinary come of business. 
lnformation with respect to legal procecdhg is set forrh in W 1. Item 3. of this Form 104.  

Regulatory k u e s  

On February 8,1996, the 1996 Telecommunications Act was enacted into law. This comprehensive federal 
legislation will affccr evcry sector of the telecommlmicatioas indumy. Included in the new statutory provisions 
is the opening up of local telephone mafkeu to compmtion from facilities-based md resde carriers and. subject 
IO certain rcquirr"o m d  safeguards, the elimidon of restrictions on Bell Opcnting Campany ("BOC") and 
GTE Operaring Company ("GTOC") muance into the long d h c c  te leconununi~ons market The FCC 
adopted mles to govern tbe innoduction of new forms of tompetition in its August 8, 19% Intrrconncction 
Orders, significant aspccu of which, including provisions governing the wholesale pncmg of local m i c e ,  
were ovemxmed by the US. Ei&th Circuit C o m  of Appeals. The US. Supreme Com has agreed to hear 
appeals of this decision, bur it is not expected to render a fml decision until early 1999. Thmforc. it is 
unknown at this time whether this Eighrh Circuit decision will be upheld or what impact the 19% 
Telecommunications Act or the interconnection Otdns will have on the Company. Depending on the nature 
and tvning of BOC and GTOC enuy into the long dinancc market, the Company may face significant 
additional compelhion m the provision of long dimmce services. However, the 1996 Telecommunications Act 
opens the local telephone market to competition, which, depending on the nature of such opening, the Company 
believes may allow it to provide resold local exchange services in swcral states. h of December 3 1, 1997. the 
Company is whorircd to provide resold local exchange services in 3 1 statet. 

Various govanmental agencies monitor direct selling activities, and the Company has occasionally been 
requested IO supply infarmation rcgudtng its marketing plan to cmain of such agencies. Although the 
Company believes t h t  i?s nmvork marketing system is in subs&ntial compliance with laws and regulations of 
each szatc rehirig to d k c t  selling activities, there k no assurance that legisiation and regulations adopted in 
panicular jurisdictions in the hum will not adversely affect the Companyh operations. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTAKZS 

To the Stoclrholders and Board ofDimron 
of EXEL Communicuions, hc.: 

We have audited the accompanying consolidated balance sheeu of EXCEL Communications, lnc. (a 
D e i a m  corporation) and subsidiaries (the "Company") 8s of Detcmber 3 1. 1996 and 1997. and the related 
consolidated stam" of operations, nockholdm' quny, and cash flows for each of the three y c a ~ ~  in the 
penod mded December 3 1, 1997. These consolidated financial statements are the rrsponsibiliry of the 
Company's managemmt Our rcsponsibilny LS to c x p m s  an opinion on thest financial statements based on our 
audiu. 

We conducted ow audio in accordance with genaally &ccpted auditing saudads. Those sandads 
require that wc phn a d  F o r m  the  dit to obuin rrr~oMble ~ S S ~ C C  about wtrdhn thc fmmcirl 
mtemmts arc free of material m i m a ! c " L  An audit includes examining, on a tui bask, evidence supponing 
the amounts and disclosures in the f m a n d  SKWUIICBK. An audit rlro includes assessing the accounting 
principles used and significant b a t e s  made by management as well as evaluating the overall financial 
statement prrscnation. We believe that our audia provide a reasonable basis for our opinion. 

In our opinion. the financial s"mo rcfemd to above prctmt fairly, m all martrial mpets, the 
financial position of the Company as of Denmbcr 3 1,1996 aad 1997, and the rcsutts of its operations and ~TS 

cash flows for cach of the thm years in the Mod ended December 3 1,1997 in conformity with generally 
acccpud accounting principles. 

As explained m Now I IO the consolidated financial statements, effective January 1, 1997, the Company 
chansed its mcthod of accounting for subscriber acquisition cosp. 

Dallas, Texas 
January 26, 1998 ARTHUR ANDERSEN LLP 
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.. L o n g - m  debt md crphl h obiiprioar 
Dcfcmd -t & faS md O r h a  l o a m  lirbifhia --.... ...... ....-----. 
Defend in- PXQ PYyablC --.---..- 
COmmlmtCnO and ................................................... 

I 

............."I"-..-_._-. 

Srockholbcrs' quiy: 

Ouupndml 

d; 108.100.OOO d 132613.909 ououndmg.... 

Rfcmd MJ; s0.00 1 par Vrluc,  1o.Oo0.OOo rhpu Wthorrsd llone 

Common stock SO.001 par due.  500.000.000 shuts rrtthoritd 108,100.OOO md 132679,709 

A d d i d  Md-in a p l d  ---.I_. .___.. ...----...... ............................ 
umulpcd pin 011 -miLbte for d e "  -.-----.. ...... ..............--.-. 
T v  nocfc 65.800 n ..._..-._---.~.........................--........... 
Reulned e"--.."-- __..-...... ................ -..--. 

--.-....--.- ....................... ..- .......... 
..................... ".._... ........ 

Toul smckbolkrr' equity ...-.--_.. .................... ...-.-... ...... 

Drmnkr 51. 
1996 1)91 

S 16.161 
328309 

3.65 I 
34.128 
14117 

281 .U7 
)96.r66 

S 199353 
22265 

137.m 
42% . 

6'16 
364,167 

477242 
42. I50 - - 

133 
548319 

21 
19101 

The accompanying notes an M integnl pm of these consolidated fmsncial s"ents. 
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EXCEL COMMUNICATIONS, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF OPERATIONS 
(In thousands, except per share bo) 

Rcvmuu: 
Conrmunicmion  nick---...... ............................................ ... .... -.-...-..-... 
Mplreung rcnicsL...- --- ...................................... ” .........-......-....-...... 

foul r r v ~ ~ y ~  .- ......................................................... 

opcrping “t - ........................................................ 
In- exparr -- ....... .......... -..- -. 

income (apart) ................................................... I.... ..... -........-. 
Income befm income oa~.. .................................... -......-......-.... -.......... 

S 363301 
143397 
506.691 

209.9% 
1339 

211,751 

ULM5 
- 

77.713 

(593) 
f5.781) 

71339 

26.193 

4,446 

- 

S 1,090.649 S 1333.101 
260.653 121ZI 

1351302 1.454352 

-596S9a 716,711 
& n o  23,676 

530295 . 50).42l - 64.637 
1.133.773 1309JI5 

217.529 1 M D 7  

(361) ( U S U  
12647 7301 

229.9 I5 143Jlt  

U.ua 55.661 

144,427 17.926 

- 65214 

hci  income .............................-.................................-....-.................. .. ..... ...- ............... 
Bacic e a i n y  per shaft _ ............................................................... .. ...... .. ..... ..... 

Diluted u m m y  pt a“ md cqutnlan thrr: 

Weighted a w e  nrrmkr of shtm md rhpt eguinlaur 
outsunding ....._-..... -.-...- .... __..-..___.---.....--....-..... 

income befm cumulrmc effea of in 
iccoummg pnncrplr --1..----_..-.1...-...__I_._.__..............-..-... 

Cumuluive cffca of in prmciple. m 
of lntomc ---..- ..................................... .... 

Diluud u m m p  per rbsr ..-. ..-..--...........-.... ............................ 

S 4 4 4 6  

S 046 

- - 
9732 I 

s 0.46 

- 
S 046 - 

S 144.427 S 22.712 -- 
S 1.31 S 0.20 - 

107347 1 1 5 s 7  

135 S 0.76 S 

- 10.56) 

S 1.35 s 0.20 - 
The accompanying notes a~ an integnl put of thcsc consolidurd fmancial stucmcafs. 

27 



I 

EXCEL COMMUNICATIONS, INC AND SUBSIDIARIES 

CONSOLIDAIP) S T A ~ " T S  OF STOCKHOLDERS' EQURY 
(10 tbootrnds, except per thre dam) 

133.160 - - 

- - IsJ.'117) - 
5548.519 f - s 21 

- 2,753 55.715 a f205.601 s752.707 

,The accompanying notes M M integd part of these consolidaicd fmcial  s a a n ~ ) f t .  



EXCEL COMMUNICATIONS, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH h o W S  

(In tbousandr) 

opmxngulivkia: 
Net insomc ..- -...."...-..-..--"--".."".._I 

MjpamcnomrrrmcilenhrcomcmmbpmviQdbY 
rer iv i :  

c8" eiSccl of ChElge in prmcrpte ..--....--..--... I .... 
aprrclplon ad a"n ....... " .....................-................................... 
N o w m m ~ q  cbrrp - ....................._.........._..~.......... "..-......... . 
ESOP 
L O r r o n ~ O C ~ . ~ "  .-....-..... 
(Incomc)brvs6mnpimvnrmrr.. .--- .&.-""....-... 
Dc6arrdinepartrra." __.I........ 

Qlalcr in rrtm md liabilities: 
e m i n b i c .  act -I.--.....--............. 

Dt6mtddsuibcr VquisirioncOsB- .....-. -- .........- 
CamabDnr @e .-...-...-.-..-...... -....- 
Dcfemd mnqanmi mica fees and otha liabilities.-.. 
Aoerrrd lirbilhia ............ "--...--- .-. 
l n o ~ e c  t l ~ m  payable ...........-.- .......-.... 
I" md othcr ....................... "." ....................................... 

Nn a s h  providtd by opnury raivitia ......- -..-- ............................ 

-_-. __ -.e....- "--." .-............... 

l n n r u r y  
R o c r c d r & w n u l c o f ~  ... ..... -... 
PLvdmc of pmpaly md e q u i p "  I-..-----...- 
Acqubirion offdco, fm of a s h  --.. "....._... 

of hlchise rpcarrnr,-.. ........-. 
lnvcaramr mpha  vcume - - 

N a a s h I s d i n " l v r i v i t i a ~  ...... .._". 
__.."".. 

Financing m i v i r i a :  
P a y m m u  of deb: and u p d  lase  obliptiuns ...................................................... 
Debt isrrpnsc eosD .- ......................................... -..-.- ._ ............................ 
Rocccdr frDm isu8nce oflonpmn debt ................................. "" ........................ 
Rvchw of ocraay ............,,.. 

E q u y  COIO ................................ " .-- .............. " .-.. 

.. "..,................ 
P a y "  O f  dWidsldr -.- ....."......_...-....-..-....."............................ 
Advaoct 0 cmploycc & OwnaJUp p h  .- .....-.-___._..........-.... 
Ne: fmn irnacc of c~nrmon neck.......--..,........,................ 

N a  ash ( t a d  in) provided by t%"g Vtivirics ._." ._........................ 
Net to- (dcecrrc) in errb ad cah ~quiv.laafs -__._-._-__I.....I.._.... 

CrthadCrrhCqViVdmP h l l U l q O f p n o d  
Gdl ad sllh CqVivJets crd of p a d  ---- " ... ......................... ...-...- .." ........ .... 

f 44,446 f 144.421 5 22.712 

- - 65/14 

- - 64.637 
5.627 6.276 - - 224 152 
634: .. (6248) - 

12759 25.136 (5,063) 

1239 6.310 23.676 

(6 1.836) 
(51 .4 13) 
4 U 1 3  
16,169 

8,932 
2171 

15.tm 

11.996) 
46.961 

(ll5.8X2). 2,616 
06399) - 
67.6~4 4 7 m  
im 019) 
3.968 N 2 1 4 )  

18190 (68303) 
(4.974) (5366) 
(9.446) 6116 

IO 1.524 130x6 

($19) R97.734) 

- f 6330) 
- 615.000 

- (56.685) - - Q O . C W  - - (4.644) 
133.870 9235 
113.391 258.M2 

21s66 139.459 (153.45) 
8.121 30,331 l69.W 

5 30.387 S 169.846 S 16.161 --- 
f 593 S 261 L 29Sl 

13.046 76.323 43164 

The a c u x q " g  notes art an integnl pan of these consolidated financial statemcnrs. 
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EXCEL COMMUNICATIONS, INC AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Ducrrption of Business o d  Opaorionr 

EXCEL Communications, bc., pmviously New RES, Inc., was incorporued m the state of Delaware in 
May 1997. EXCEL (hmm"cations, Inc. is the parent campany of Exelcom, lac. ("Excelcom"), previously 
EXCEL Communications. hc., which was incorporated in the state of Delaware in December 1995. 
Excclcom's pede-or, EXCEL Telecommunications, lnc, was incorponted in the sate of Texas in 
December 1988. All rcfmnces to the "Compmy" or "EXCEL: rrfa to EXCEL Communications, inc. and 
include its subsidiaries and prrdccem" EXCEL is  a provider of a &cry of communications products and 
smices which include residential long distance m i c e ,  commcrcirl long diawc d c c ,  and paging m i c e .  
The Company's pubsc r ibed  residential d c e s  arc marlteed Utciusiveiy through 8 network marketing 
system of independent rep" ("IRs"). EXCEL markets residmtial did around products and scruiccs 
through Dial k Save", Long Distmn Wholesale ClubD and Telco Choice' progrrms and markm its 
commncial products and senices through IRs and qproximucly 31 1 dbct salts personnel, 1 17 tales 
management personnel, 275 active dealers and 19 telesales agents. The Company c o m p i c ~ s  subscr ib  calls to 
all directly dialable locations worldwide. 

On October 14, 1997. EXCEL Communications, Inc., succeeded to the businesses of Exceicom and T ~ C Q  
Communications Group, Inc. ("Telco"), a facilities-based provider of telecommunications smicts, p~lrwnr to 
the Agmmcnt and Plan of Merger dated as of June 5,1997 (the 'Magef). The Mcrger crtltcs the fifrh largest 
long d s m c e  company m the United Starct b a d  00 the number of prrsubscrii lines, with pro forma 
consolidated annualized revenues of approxima!ely S2 billion, 11 billion aanadizal long dimace minuus of 
usage. 6.0 million c u s u t " ,  and approximarely 100,OOO network miles of DS-3 caprciry. The results of 
operations for the year ended December 31, 1997 include Telco's finsncial results a f k  October 14, 1997, the 
cflertivc date of the M q e r .  (See Note 5 - "EXCEL and Tclco Merger".) 

The Company leases uansmhion lines from a variery of facilities-based and resale long distance Earriers. 
The Company's conPam with these entities typically have terms ranging h m  12 to 60 months. The Company 
supplements its leased "on-network" capachy with "off-net" services from a varicty of rcsale and facilities- 
based long dlRMce Carriers. In addition, the Company docs not haw my on-network inmnatjonal network 
arrangements and exclusively resells the network capachy of other resale and facilities-bad long diswce 
unim to intema~iod destinations. 

T h e  Company currtnrly has agreements with Frontier Commrmications ScrviKt, Inc. ("Frontier"), IXC 
Long Distance, lnc. ("EC Long Dimnee"), MCI Telecommunications Corp. CMCT"), md WorldCom, Inc. 
("WotldCom") to provide s w " g  smices and nmwork tnnmnission of its lung distance subscribas' aaffic. 
The a p " o  with IXC Long Distance, MCI. and WurldCom each congin mini"  usage commiunents, 
while the apemen1 with Frontier provides tiw Frontier k to be the ac lus iw  arricr for ccmin calling card 
calls and personal 800 scrvicc. The Company is currmtty " i n g  all minimum commiuncnu under these 
conmas .  

Marketing Activities 

Markmg services revenues arc primarily compnscd of receipts for sad scrviccs rrndmd by 
EXCU. to IRs and area toadmaton ("ACs"). Except tn c" srarct, IRS arc rrqulrrd to make an inml 
refundable applicauon deposit with EXCEL as an expression of-commmmt. Thm is no additional cost to 
participate. IRs have an opuon to p ~ h u e  a nan-up package. which mcludcs a mining ctus and tnmxng 
materrais. business forms, promotional and prcscntauon matcnak, ongomg technical and rdmmlmative zuppon 
services. and monthly reports. If the m - u p  package k purchased, the application deposit rcquvmrent is  
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EXCEL COMMUNICATIONS, INC AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATE-Continued) 

waived. In W o o ,  EXCEL offcrs 
to new IRS. 

positian~ whereby AG, cdfied by the Company, provide uainmg 

Selling, g e n d  and rdmmirppivc apcws consist of markning costs and the costs of providing 
tcleservites m d  other rrrppon rcrvicct for subscribers, billing and collecting long disrance and paging menuess. 
and the costs of the informuion systems md pcnonncl r r q d  to suppen? the Company’s opcntions. 
Marketing COSB include commissions paid to IRt and sales rrprcscnutiws, the costs of providing mining, 
business form, promotional and presmmIkm mstcrials, technical aad rdminimative suppm services, and 
monthly reports to IRs, sakries md Sommittians prid to CSD des repsentarivcs, md direct mail advatising 
expenses. Commissions paid to IRs tn based upon tbe rcquirition of new long dimace and paging ~ubscribm 
(“rubsc&cr actpisinon c o d )  and long dicnnM ttlcphant and Paging usage by subsaibaz. The Company 
alto pays commissions for the d i n g  of IRs and Carpin ACs. Effective Jmuty 1, 1997, the Company 
dwged its mcthod of acwlmting for arbrcriba 8cqukmon coscs. PreVioutly, the Company had d c f m d  the 
portions of cammissions paid to IRs th8I d k d y  to the rcqUitition of long distance and paging 
subrm’bas. Begianing Jan- 1,1997, the COmpany kgan fully expcnsbg nrbraikr aquisition cosu in the 
period mcrnrrd in o d e  to present its opratino mhs in a maan- m m  consinart with other 
t e k ~ ~ ~ ~ ~ m r m i t f t i ~ ~  companies q a b t  which ia results trt now compared. The Company mognizcd I one- 
time charge of S65.2 miIlion, net of income =% (SO36 pct rhm) m the first q- of 1997 to reflect the 
change in accounting prhciple. On a pro forma bask, the Company’s net income would have been SI21.8 
million(S1.14persharr)~dSI2.4milliaa(SO.i3 pcrshsrr)fortheyeanmdedDeccmber31, 1996and 1395, 
respedtively, if this recounting change hd been m v e l y  applied. 

Cons incumd in connection witb direct mtil a d v d i n g  and marketing commercial long distance 
products arc rrcognkd as expense m tbe mod m which they an hcumd. 

2. Summary of Significant Accounting Poiicies 

Cash and Cash Equivalenu 

The Company considers all highly liquid iavemnenn with ori5inal manuitics of three months or lcss to be 
cash equivalents. 

Accounts RoEeivable 

Accouno kceivable arc net of allowance for doubtful accounts and anticipucd revenue adjustments of 
approximately S9.0 million and S23.l million as of December 5 1, 19% and 1997, rrrpettively. The Company 
establishes 8a allowance for doubtful a a o m  and anticrpated revenue adjustments based upon facton 
sumrmding the credi~ risk of specific arbsaibm, historical mds, and other infomation. During 1997, the 
Company ntordtd bad debt arpensc of approximately 3% of communication sewices revenues based on 
cumntmndsmdinfarmuion. 

. 

Long Distame Rrvarw Ruognuion 

Revenue is raorded when service is rendered, which is measured when a long distance call k completed 
urd is rreordtd net of m illowmree for ecrtain revenues which the Company Cnimucs will ultimaxrly be 
mfunded, rebated, uncollectibk or unbilkbk. 

Concentrations of C d i r  Risk 

The Company’s subsmiben arr primuily residential subscriben and arc not concmmted in m y  SpKific 
geographic -ion of the United Sptes. The Company has a g m ” t s  with local exchange canicn (“LECs”). 



EXCEL COMMUNICA'l7ONS, INC AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STA-Continued) 

which provide billing md colltcrion smim to the majority of the Compmys subscribers. As of December 3 1, 
19% and 1997, 8 p p x h a W l y  92?A and 700A rrSpenively, of the Compsnys accounts mccivable w m  due 
fnnn LECS 

inventory consists primarily of pagcrs held for resake md srles aids, whicb include marketing mttcnals 
and p r o m o t i d  itans and i s  d u d  st tbc lower of cost (&ermined on I first-& -+ut bask) or &a 

Long-Lived As-. Idenrijlible ituangtblrr a d  Goohvill 

The Company has recorded goodwill and c m a b  identifiable intangibles in connection with the Merger. 
These assets = amoniztd over periods ranging from 5 to 40 yean. The Company reviews long-lived aftetf, 
terrain idcntifisble intangibles, and goodwill penahjag to those assets for impairman whenever events or 
chan5es in cirrumwnces indicate rbat !be Qnying mount of an asset m y  not k recoverable. Ip paforming 
the review for recovaabiliry, the Company estbmes the f" cash flows arp#rcd to result from tbe use of 
the asset and is eventual dsposition. If the sum of the apcacd cash flows is leu than the crnying m0ull1 of 
the w e &  au imptirment loss is rrcognircd No impairment Iw bas been recorded in 1995,1996 or 1997. 

The Compay accoum for income taxes in a a o r b c c  with SFAS No. 109, *%ccormting fw income 
7azes"wikh rrqUirrr tht defend i n m e  tax crpaucs be provided based upon cstimutd fimpc tax effects of 
d i f f m w  knvcm the arrrying mounts of asse~ m d  liabilities for frnrncirl rtponing plrrpo~s md the 
amounts used for incame w purpores calculated b e d  upon provisions of enacted tax laws. 

Use of Estimates 

The prrpantion of cmsolid8red fmrnclal SptCmeDts in confonnlry with g e n d l y  8epted accounting 
princrples rupircs mrnrgemen1 to make estinutet md -tinrrc tha! rffca.the rrpancd amowlts af.rrm 
and liabilities and disclosure of COIlhgmI assets and liabilities I 1  the dare of the tonsolidated finrnchl 
statements and the rrponcd amounts of revenues and expcnres dunng the qmtmg parod. A d  res& could 
differ from hose e t h a t s .  



EXCEL COMMUNICATIONS, XNC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMEKfS-(Continued) 

Prior Y u r  RcclPvifrcorion 

Gmin prior year amounts have been reclassified to c o n f m  KO the cum~lt  year prrscntation. 

Stock Based Compensation 

The Compmy, as v n i n e d  by the Sutanmt of FinUrcirl Accounting Standards NO. 12j# "Accounrigfur 
Stock-Based Compemation" ("SFAS NO. 1239, has chosen KO continue to account for s o c k  based 
c o m w o n  using the muinsic value method prcscrikd in Aaountbg Principles Board Opinion No. 3. 
"Acrormtmgfor Stock I s d  so Employrrr. *' Accordingly, compenwtion cost for SO& options is measured as 
the orcas, if my, of the quoted market price of the Company's no& at the date of grant over the amount an 
cmployec must pay to acquire the Sock. The Company has rdopud the diKIosne requirements of SFAS No. 
1 3 .  

3. EXCEL and Tclco Merger 

On October 14, 1997, New RES, Inc., a Delaware corpOntion and newly formed holdins company. now 
EXCEL Communidons, Inc., ("Holdings"), succeeded to the businesses of Excelcom, previously EXCEL 
Communidons, Inc., and Telco, as a r e d  of mergers of wholly-owned subsidiaries with and im0 Exeelcom 
and Telco, pursuant to the A m e n t  and Plan of Mega dattd as of June 5, 1997. At the closing of the 
Merger on October 14, 1997: (i) Exnlcom md Telco became wholly-owned tubsidixries of Holdings; (ii) each 
outstandmg share of Excelcom common nodc convened into the right to receive one &arc of common stock of 
Holdings; (Ei) each outSrandin_e s t u n  of Tela Common stock converted imo the right to receive 0.7395 shares 
of common stock of Holdmgs and SlS.00 in cash; (iv) except for certain options, each then outreanding and 
unexercised option to acquire one share of Tclco common stock was assumed by Holdings and convened into 
an option to acquk 15 I90 s h s  of Holdings common stock. and the exercise price per sham with respect KO 

each such assumed option was adjuned to equal the exercise price under the original option divided by 1.5 190; 
(v) each hm oumanding and unexercised option to acquire one s h a ~  of Excelcom common stock was 
assumed by Holdmgs and c o n v d  into M option to acquire one share of Holdings common nock and the 
exercise price per share was unchanged; (vi) the name of EXCEL Communicauons, lnc. was *Sed KO 
Excclcom. Inc.; and (vu) the m e  of Holdings was changed KO EXCEL Communieatim, lnc. Considention 
for the Merger 9nsined of 56662 million in cub (including SI645 million of Telco debt assumed m d  paid by 
EXCEL) and 25376506 shares of common stock f.001 par value, of rhc Company ("Company Common 
Stock"). 

On October 14. 1997. Holdings mpde M initial borrowing of approximately f544 million under the New 
Credit Facility to fund the a s h  purchase price of the Merger and rehued costs and expmses and KO refmance 
existing in&- of Telco. The initial LIBOR spread and Prime spread were 1.0% and 0%. respectively. 
(Set Note S - 'Long-Tam Debt and Capital Lease Obligations".) 

The merger of Telco mto Holdrngs has been accounted for under the "purchase" method of aceounung. 
with EXCEL as the a q u m  m accordance wnh generally accrpted .ccountmg pnnaples, and the merger of 
EXCEL mto Holdmgs has been accounted fer as a rearg"tian. The mutts of opemuons for the year ended 
December 3 1, 1997 include Telco's frnrmcul M alkr Ocrobcr 14,1997. the effective dare of the Merger. In 
connection wrth the purrfiase accounung, EXCEL recorded c" known liabilities related to com rquvlcd to 
exit activities of Telco and payments to be made under a scvennce pkn. These mcludcd exit casu of f36.8 
million and sevemce payments of S2.8 million. Management IS c u m t l y  m t e y a n g  the nvo organlptions and 



EXCEL COMMUNICATIONS, INC AND SuasIDLUUS 

NOTES TO CONSOLIDATED FINANCUL STA-Contiaucd) 

expeas to comple!~ the process by the end of the second quann of 1998. 

n ~ c  m e g a  with Tclco ruuhcd in the rrcognidon of goodwill of S906.6 million which is being amomztd 
might-line over 8 period of 40 yew. The following madired h c h l  informdon rrprrsmo the Compny's 
results of opmtians on a pro forma basis as if the Merger had occrrmd on Jmuary 1, 19% (doliars in 
thousands, except per sh8rc clam): 

h p F -  
Y a m  Emdd December 31, 

IY% 1997 

TOd revenues ...-........-....... ....... ..... ..-----.. $ 1.802.9OQ S1.897.540 

Net income before trrmulsrive effect of chnge in 
s 120.691 $ 94.067 . .  akolmting prmctple (1) ...-.........-.. -.---..-.-.-.. 

Net income (1) ...... - ...................... -.----.. $ 120.691 $ 28.853 

Net income per sharr before nrmulnive effect of 
b g e  in accormting principle (1) ................. $ 0.90 S 0.69 

Net income per shat (I) .................................... - ..... S 0.90 s 021 

(1) Exd& non-rrcurring charges of $64.6 million in 1997. Sec Note 4 to the Consolidtrtd Fhunckl 
S-0. 

These pro forma amounts rqmsaxt the histmid oparting results of EXCEL and Telco combined with 
appropriare adjwmqts which give effect to incruncntal goodwill amortizluion md inrrrest o<pensc in& in 
connection with the Merger. There pro forma amormts do not give e f b  to my potential cozt savings or 
synergies tha! could result from the Mergcr. The pro f m  data arr not intended to k indigtive of sarral 
results had the Merger -d 00 Jmrrpy 1,1996 nor do they indicate rrsuttr which may k achieved in the 
funrrc. 

In conjundon with the M w  on Octokr 14,1997, net cash paid was as follows (dollars in thoutmds): 

Assas acquired..............................-........... SlJ32.102 
Liabilities assumed -... .............................. (365,405) 
Cammon StOcL; issued ..- -.....-....--...-..... (465.5151 

crrhprid -.I--........--....-... 501,lQ 
Less cash acquired ................................. -Gu!a 

Net cash paid... .....I....... .. .-U....... ".."... $ 475.566 
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EXCEL COMMUNICATIONS, XNC AND SUBS ID^ 

NOTES TO CONSOLIDA'IP) FINANCIAL S A W C o n t i n u e d )  

During tbe four& quma of 1997, prharily as a result of the Merger, the Company inituted p h s  to 
rcorgmizc md ~ ~ ~ L N Q I P C  itF w e " t  and opauiolrrl orgtaintion md facilities to eliminrte hplicate 
facilities, abandon canin pmjcc~ and rctivitieS, and to take f" rdvtnogt of the synergies available to the 
combmed enti&. Accordingly, the Company charged to opruiorrs the cum of such reorganmuon 
and rcsuucrUring activities in addition to catah legal mpews, vmdor drsputes, md ohcr charges. These CON 
amount to S64.6 million and are included in " i n g  chrges in the Compmy's Coruolidaud Statement of 
O p n t i O a t  

The following table reflects the componam of ttre rign5cant items included in nobreupring charges for 
the year ended December 5 1 ,  I997 (amounts in thousands): 

Y a r  wed 
December 31.1941 

Reduction in carrying vah~e of- aucps...........-... f 47,678 
Com to ait unfavorable conuacB ......... I ............. c ...... 5559 
Legal ocperuy vendor disputes md other charges....... 11.400 

Noa-reaming chqes.....,.... ..... .....- ............. -... $ 64.637 

5. Long-Term Debt and Capital Ltue Oblig8tions 

Long-ttrm debt and capital 1- obligations consisud of the following a! Dcccmber 3 1.19% and 1997 (in 
thousands): 

December 31. 
1996 1997 

Capital lease o b w o n s  ...................... S 529 S 2,968 
Revolving credjt faciliry ...................... - 475,000 
Less current mamities ...................... ... 1239) (676) 

s 100 s9nm 

On O ~ b e r  10, 1997, Holdings mcrred into a new endit facility for borrowings up to f l  billion (the 
"New Credit Facilify"). Borrowings rmdcr the New Credit Faciiny arc available for p c m l  c o r p o n ~ ~  purposes 
including rcqukitions and art subjm to various fmtrcial covenmfs. The in- rate on the New Credit 
Facilny b bued oa Holdings' prevailing dcbt razio and nnga on a Eurodolhr (LIBOR) option from a spread 
of 0.62% to 1.794, and on a Base (Pnme) Rstt option f" a sprrrd of 0% to OJO.?. T d  bomnvmg 
avaikbility under tbc New crrdit Facility reduces to S800 million on September 30,2000, and to S500 million 
on September 30,2001, and the New Cruiit Facility expires on September 30,2002. 

On Onober 14, 1997, Holdings m d e  an initial borrowing of ~rox imaze ly  5544 million under the New 
Credit Facility to fund the cash purrfiaw price of the Merger and rchtcd COSTS and expenses and to rrfmurce 
existing indeb- of Telco. The *I LIBOR spread and Pnme spread w m  1 .P!' and O.!, rrtpcaivcly. 
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6. Property m d  Equipment 

Prop- rad equipmmt conshed of the following at December 3 1,1996 and 1997 (in thousands): 

L a d  ........ .... ... ...................... ....._ ............................. 
Buildings ....-.... I .--...._ ... ....-. .... -................--... 
Fmmnt and equipment - .... -... ........... .. .... ...: .......... 
laformation systems sofnwpc ..... I ............................ 
Infomaxion systems hadware...... ............................ 
Leasebold irnprovemenu ..- .-”. ....... ....... .. ............... 
Nerwork equipment ....... ..... ............- ..... ..... ............... 

Total .................................. .. .... .... ....... _.. ........... .... 
Less--AccrmruAatcd m a n  and amortimion.. 

Ncrwork facilities under development -- .................. 

Net propmy and equipment.......-.... ...... ... ............... 

-. 

S 5,067 S 5,067 
16.506 
28,074 
17.585 
I5 ,480 
29871 - - 

85583 

18,465 
. 42.781 

1 1,977 
19,815 
8,491 

185,423 
25.195 

317,214 
(8.671) 135.367) 

S 76.912 S281.847 

7 .  Income T8xes 

The camponeno of the provision for income txxcs arr M follows for tbe years ended Deccmber 3 1, 1595, 
1996 and 1997 (m thousands): 

YanLdcdD”ber31.  
1995 1996 1997 

~ ~~ 

Current income tax expense: 
Federal ........................................ S 13322 5 56,731 S S4.106 

812 2.621 6.618 
f 14.134 S 60752 $ 60.724 

Federal ....... .. .................... .. ......... S 12,110 S 23,650 S (4,606) 
state .................... ...- ..-. ..... .... ..-. 649 1.486 (457) 

S 12.759 S 25.136 S (5.0631 

State ............................................ 
Defemd income rax cxpase: 

Rovision for income taxes.... ......... 

36 
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Temporary di&rrntcs which give rise to the net dcfemd income tax (liability) asset at December 3 1, 
1996 and 1997 are LS follows (m thousands): 

D c f d  income px atsers: 
Accounts rrceivable .....-......... -......... ............. .. ....... 
iawrrtoy... ....................... .............................. " ....... 
D e f d  "gar" services fees. ..-...... .......... ....... 
Acaued iiabrhuu ..................... ........ ..... "... ................ 
other ............................. ....-..-. I........ I .-........ ..... 

. . .  

Dcfemd income tax liabilities: 
Accounts receivable ................................................ ..... 
Deferred subsaibcr acquisition COSLS ........................ 
Deprrcisrion. .-.-............. I.._. I......_. " ....I.......... 

S 1358 s -  
205 - 5$14 - . 44,948 

624 2,695 
29182 53,162 

- .  

other ........................... " ........................... " ................ (1  347) (10372) . 

(44,l w ( 1 5 3 0 )  
Nct defend 8x (liability) -.--....-...---...... ~42,002) 37,812 
~ t s s - - ~ e t  c~mrrt de&& income mr auet .......-. ...... (1,897) (34,128) 
Net long-term deferred income px (liabiiity) awt ........ S (43.899) S 3.684 

The recognition of the deferred BX asset related to d e f d  maxqanmt wrvicc fees rrflets &e 
cumulative effect of a change in arcomring method for income tax purposes for management service fees. T h e  . 
cumulative effect of the change from the cash method to the ac-1 method is being taken into account over six 
years beginning in 1996 for income tax re" purposes. 

The provision for income taxes was different than the mount computed using tbe statutory income tax 
rate for the reasons set fonh in the following table (in thousands): 

Y an tdrd W k r 3 1 .  
19)519)6 7 1991 

Tax computed at smmy ntc ........ S24,%9 $80,470 SSO255 
State income taxes and other .......... 1.924 5.018 5.406 

Pmvision for income taxes ......... S26.892 S85.48& $55.661 



NOTES TO CONSOLIDATED FINANCIAL SI’ATEMEWContinued)  

8. Earnings Per Share 

The Company bas adopud Staument of Financial Accounting Smdards No. 128, “&an” per Share ’’ 
(”SFAS No. 1287, effective December 15, 1997. SFAS No. 128 requires the calculation of basic earnrngs per 
common share, which i s  compuud by dividing net income by the weighted awnqc  number of shares of 
common stock outstanding d m g  the period, and diluted camings per common share, which is computed usmg 
the weighted avcrage number of sham of common stock md common stock equivalents. Basic carntngs per 
share arc computed as follows (in thousands, except per share data): 

Y a m  Ended W k r  31. 
1% 1941 

Baric: 
Net income ............................................................................... S 44,446 f 144,427 S 22,712 
Weighted average shares of common stock O U o M d i n g  ............. 99,000 105,346 113,376 

Adjusted weighted avenge shares of common Mck 
outsranding .............................................. .............................. 96.960 104.806 113.376 

Basic earnings per share ............................... - .............................. S 0.46 S 138 S 020 

Unallocated employee stock plan shares .... ...-.. .......................... 12.040)(5401- 

- 
Diluted earnings per sharr is b w d  on the weighted r v q e  number of shares of common stock 

outstanding. The weighted average shares ouorsndhg include common ZLOCJ; equivalents which repmax the 
effen, using the t“y stock method, of aptions granted under the Company’s sock  option pbn. Diluted 
cammgs per share arc computed as follows (in thousands, except per sharr dam): 

Y a n  Wed Dmnk 31. 
1997 1% - 

Diluted: 
Net income .................................................................................. S 44,446 S 144,427 S 22,712 
Adjusrmmt of shares outstanding: 
Weighted average shares of common stock ourstanding ............. 99,000 105.346 1lj.376 
Unallocated rmployce stock pian shares....- ....... -... .................. T2.040) (540) - 
Adjusted weighted aveiage sham of common Rod( 

oumMdvrg .......................................................................... 96,960 104,806 1 15.376 
Sham of common stock issuable upon the assumed exercise 

of no& options .............................................................. 361 2.441 2.171 
Adjusted sbpts of common sock and common stock 

equivrlam for computuion .................................................. 97.32 I 107247 I 15.547 
Diluted earnings per share ......................................................... S 0.46 S 1.35 f 020 

1m 

in 1995 and 1996, the weighted lverage shares outstanding exclude employee stock ownmhip plm h s  
that had nor bem rrleatcd to employees at the end of the pcnod. 

9. Stockholders‘ Equity 

Effective January 1, 1996, the Company k u e d  99,000,OOO s h a m  of its common stock to m c k h o l h  at a 
conversion rate of 1,000 shares of newly m c d  common stock for ach sham of common stocll ~ i o u s t y  
held. These new shams w m  issued pursuant to a rrotganization, which included a ~ a n o r y  merger whereby 
the Company was formed as a holdins company. In addition, 500.000,000 shares were wthorirtd All common 
stock and per share amounts in the Company’s Consolidated Finrncial Sutemmtr have been adjusted 
retroactively to give effect to the stock conversion and the change in authorized shares. In May 1996. the 
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EXCEL COMMUNICATIONS, INC AND SUBSIDuRlES 

NO- TO CONSOLIDATED FINANCIAL SfATEMEKIS-(Continued) 

Company told 9,800,000 zhpa of irr common stock at 515.00 per 3rulc. which resuited in 108.800.000 shares 
outstanding and net proceeds of tpproximattly S133.9 million to the Company after deducting the expenses of 
the offering. In coxmatian witfi the M a p a ,  the campmy kryed 25.37696 shares of common stock. 5.00 1 par 
value. to Telco Stodcboldm. 

The Campany also has 10,000,000 shares of pn femd  stock urthorird which can be issued in one or 
more saie with fixed designations, rrktivc powers, pfacncu, righls, qrulifidons, limitations, and 
remidons of all s h e s  of each series, i nc ludq  without limitation, dividend;ntet, preemptive rights, 
conversion rights, voting rights, rrdrmptian and a g  fund pmvkians, liquidation prcfermccs, and the 
number of shares constmning ea& such wria, without any further vote ur mion by tbc stocichoidm. 

in June 1997, the Compmy's B o d  of Dire- approved a p h  to repurchase up to 10,000,000 sfrarrs of 
its common Mdc m b e  opn market or ttyDugh priv~ely negotiatcd OUIlMions. This pian was urminatcd 
upon effectivenus of the Merger and h e  u"y stock was retired Repurrbaws rrnder this pltn totaled 
2,752672 thrrrs at a Con of S55.7 million. In December 1997, the Company's Borrd of Dirrctors approved a 
new pian to rcptdiase up to 10,000,000 shares of its common stock in the opm market or through privately 
negouared " i o n s .  Rcpurrhws under this phn todcd 65,800 shares at a cost of appmximwly 5910,000 
through Decunber 31,1997. 

IO. Commitments rod Contingencies 

The Company lease ccreaip office equipment m d  offkc space under openting leases. Total orpcrrse for 
the years ended December 31, 1995, 1996 and 1997 was approximately 51.1 million, 56.6 million, and S11 . I  
mil I ion. rrspeaivel y . 

FUW minimum rmts due under operating leases with initial or rcmatning tams greaser than 12 months as 
of December 3 1, 1997 an as follows (m thousands): 

1998 ....................................... S14.362 
19 W....................................... 12,2 16 
2000 ...... .. .......... - ........... --. 11,683 
2001 ............. .. ........................ 9.518 
2002 ....................................... 6,665 
Tberrafter .............................. 6.981 

On Augw 30, 1996, AT&T filed suit in the United States DisPia COM for the Dimict of Delaware 
against the Compmy, io subsidiary, EXCEL Communications Marketing, Inc., ad EXCEL 
Telccommunicuions, inc. tlltging pan and continued infringement of a single patent without spcifymg the 
amount of damages. The COM gr8ntcd summary judgment in favor of EXCEL on MvEh 27, 1998. The c o w  
held that the patent is invalid because it dares to unpatentable subject m a w  under US. patmt laws. The 
judgment i s  subject to appeal to the US. Fedenl  C b i t  C o w  of A m .  
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NOTES TO CONSOLIDATED FINANCIAL S T A T E M E ~ C o n t i n u e d )  

Legislativt and Regdazo~~ Mattm 

On Fcbnury 8, 1996, the 1996 Telewmmunicuions A n  was CzllCLcd into law. Thb comprehensive federrl 
legislation will affect evay  sector of tbe t e l e c o m m u n i d ~ ~ ~  in-. Included in the new statutory provisions 
is the opening up of loa1 telephone markets to tompCtition from facilitic+-W and d e  Carriers and. subject 
to cenain prrconditions and safeguards for the BOCt, the elimination of resaictions on Bell Opmung 
Company ("BOC) and GTE OpCraMg Company ("GTOC") cnuance into the long distance 
telecommunications market. Tbe FCC adoprcd rules to gowm the meroduction of new fonns of competition m 
its August 8, 1996 interconnection ordm, s m a n t  8spccts of which, 'me- provisions govrmmg the 
wholesale pricing of l d  sendee, were ovm~rned by the US.-Ei@b CirrUit COM of Appeals. The US. 
Supreme Court has rgmd to hetrappeals ofthis decision, but it i s  not apetrcd by the Company to mder a 
final decision until early 1999. Therefore, it is unknown at tfiis h e  whether this Eighth C b i t  decision will be 
upheld or what impact the 19% Teleeommunicrtiont Act or the Inmnneccion orders will have on the 
Company. Depending on the name and timing of BOC m d  GTOC ~ r m y  into the long diwnce mark& the 
Company may face significant additional Competition in the provision of long disaace scwiccs. However, the 
1996 Telecommunications A a  opens h e  I d  telephone market tD competition, whish, depending on the 

I nature of such opening, the Company believes may provide oppommities to compete in the provision of loal 
services. The Company b currmtly seeking Ccreifdon to provide mold local exchange services in r e v d  
states. As of December 51, 1997, the Company b suthorizcd to provide resold local exchange sewices in 21 
states. 

Various g o v m c n t a l  agencies monitor direct selling activities, and the Company has occasionally been 
requested to supply information regarding io &Cting p h  to Ccreain of such agencies. Although the 
Company believes tbat h network markedag system is in substantial compliance with laws and regulations of 
each state relating to d k c l  selling activities, there K no assumice that legislath md regulations adopted m 
panicular jurisdictions m the future will not advmely affect the Company's operations. 

1 1. Employee Benefit Plans 

The Company and i t s  subsidiaries offer hs qualified employees the oppomity  to panrcipatc in one of its 
defined contribution " I t  plans quaiifymg under the provisions of Section 40 1 (IC) of the intcmal Revenue 
Code. Generally each employee may canmbute on a tax defmed basis up to 15% of their gmss salary into the 
plan. The Company's conmbution is to be dcex"cd rnnuaily by the B d  of Dirrcton. Company 
conuibutions to the plan for rhe years ended December 3 I ,  1995, 1996, and 1997 were not significant. 

Effective Janrrrtry 1, 1995, the Company amended the 401(k) plan to incorporuc m Employee Stock 
Ownership Pian (%SOP") for mbsPntidly all employees of EXCEL. On November 1, 1995, the ESOP 
borrowed $6.0 million from the Cornpsly to pIpthue 3,000.000 shares of common stack. The sham w m  held 
rn a m and wen dlocated to emplayces' ~CCCOUIITS in the ESOP during the same calendar ycrp in which debt 
repayments w m  d. The Company =pized compensation expcnsc related to the ESOP of 55.6 million 
and 56.3 million for the years mdcd December 31, 1995 and 1996, respectively. During 1995, 1,707.000 shares 
were r e l w e d  and allocrrcd to ESOP panicipmn. The remaining 1293,000 shams were allocated to ESOP 
pankipants in 19%. 

The Company has various stock option phns which permit the issuance of either incmtiw mek options or 
non-statutory options to selected empioyces, d i m " ,  and wnsuttants to the Company urd irs Iffiliaw. The 
plan reserves 4,400,000 shares of common stock for g m t .  T h n c  options vest o m  a thm to six yesr pcnod 
and expire ten years from the &e of grant. As of December 3 1, 1997, ;J70,000 shares m a i n  avaihbk for 
future option grants and 2279.73 1 o u m d m g  options arc vested or exmrtrbk. 
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NOTE5 TO CONSOLIDA'IP) FINANCIAL STATEMEKIS-(Cootinued) 

As p a m i d  by SFAS No. 123, the Comprny ha chorcn to continue to account for stock bswd 
compensation Uripg the muhsic value method @bed in APB Opinion No. 25. At+ordingly, no 
compensation cost has kcn rrcognacd for the Campy's stock option p h .  Had compensation con for the 
Company's SIOck based c o " c p i o n  pirns ken determined using the lhaartrv ' eclccotmtingmethodbawdon 
the fair value prescribed by SFAS No. 123, the Compsny't pro f m  na income for the year ended Dmmber 
31, 1997 would have been S22.1 million and diluted and basic errnings per &arc would have been S0.19 and 
S020, rrspeCtiwly, for the same wad. The rrduCtion in the Company's 1996 d 19% net income and 
earnings per &arc would b v e  been insi@h8t. 

The fair value of each option gnnt is estimucd OLI the datc of gmat using the Blaek-Scholts option pricing 
model. n e  weighted avcnge fair d u e  of the options -red under this mode1 WLS ~ 7 . 7 ~  +r option for the 
year ended December 3 1,1997 based an the following rmanpuonz: no arpecrcd dividends, risk h e  inmest 
m e  of 63% expeed life of six years, and the arpcaed volttiliry of 28.96%. 

A summay of stock @on Mivity for the three y a n  cnded December 31,1997 is 1s follows: 

Granted ...... ............................. .... 
w e d - - .  ._I 

Olrrztlading,Dcamkr31,1995--.-. 
Granted .-.. " ........ ".............I.. " --.... 
ExaEittd ..................... " ..................... 
clncricd ...................... " ..................... 

-d&Dccanbcr31. 1996 ............ 
Grind ............................................... 
Grrntcd in c o ~ t ~ u o n  with the 

mugs ............................................ 
Exxcrdtcd ............................ ".." .......... 

I......... - .......-.... I- ....... 
4,893,075 

332750 

(133.850) 
5,091,975 
1,946,070 

4.91 1,606 
(1255.909) 

pr *- 
N/A 

s 450 
NIA 
N/A 

s 4.50 
5 1533 
NIA 

5 5.33 
5 5.19 
5 19.97 

5 927 
5 4.18 

Chaccled .-.................-. "....._.......... w62w 5 7.72 
Ouwading, Daanba31 ,  1997 .._....... 10.047.452 5 10.08 - 

t 
The following table SLtmmatireS infomation about facd sock options outstanding and exercisable at 

December 3 1, 1997: 

5 0.44-4.96 5335.083 7.8 5 4.19 1,933,443 5 3.57 
5 922-10.95 94 1,926 8.6 5 9.73 222946 s 9 3 2  
51 1.OElS.00 1309.792 9.1 5 13.18 I 15,1115 s 11.73 
517.94-24.00 7 260.65 1 9.6 5 22.04 7.467 s 2125 

5 0.44-24.00 10.047.4S2 8.5 S 10.08 5 5.60 
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ltcm 9. Change m 8nd Disagreements with Accauounts on Accounting 8nd F h n c h l  Disclosure 

PART Ul 

Item 10. D i m t o n  and Exccotive Off'cen of tbc Rcgirtrcmt 

The informarion rrqutrrd by item 10 appears mmd is incorporrtcd by reference herein &om the 
Company's Proxy Staranent for iu 1998 A m r d  Meeting of Stockholders (tbc "Roxy Statement"). 

ltem 11. Executive Compensation 

The infmdon V u b d  by Item 11 lppcars m d is mcorpontcd by refcmce herein f" the 
Company's Proxy Sotemcnt 

ltem 12. Security Ownenhip of Cert.in Btnefiei81 h e n  rnd Management 

The information required by Item 12 appcars in and is incorpontcd by reference herein from the 
Companys Proxy Statement 

ltem 13. Cemin Rcktionships 8nd Rckted Tnnuaions 

The information q u i r c d  by ltem 13 appears in and is incorponted by ref" herein from the 
Company's Proxy S m t c " t  
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PART fv 

ltcm 14. Exhibitr, Financial Statement Sebedulcr 8nd Reports on Form %K 

(a) The following documents are filed as a pan of this AMual Rrpon on Farm 16K: 

(1) ' h e  consolidazed hancirl s~~pmcnts of EXCEL and supplrmmtxy finurcial information filed 
as pan of this xqon are included in h n  II, lm 8. ofthis b u d  Repon on Form 16K. 

(2) All Fiaaackl Statement Schedules other thrn those Iwd below have been ommtd k c u u e  they 
aiz not required under the " c t i o n s  to the appiicabk resomring rcgukuons of the Securities 
and Exch8age Commission or the infarmuion to be sa f o h  therein i s  includtd in the fmancial 
pucmcnts or in the notes Jmro. The following a d d i t i d  f in tnd  d m  should k m d  in 
conjuuaion with the finmeid stltmrmft iastuded in ppt 4 Item 8.  of this Annual Repon on 
Fonn 1O.E 

Report of Independent Public Accoun~ants on Fhmckl Schedrrk 

(3) Exhibits 

(b) Rcporrs on Form 8-K. 

(1) Cumnt rrport 00 Form 8-K d a d  October 14,1997, regarding the completion of the 
acquisition of Teico Communications Group, he. 

(2) C m t  rrpon on Form 8-K dated October 24,1997, regarding the scalmcnt of the Wood 
Litigation. 

(3) Cumnt repon on Form 8-K dated December 17, 1997, regarding the resiption of Donald 
A. Burns and Henry G. Lukm, In from the board of dinnon. 

(c) Exhibits. 

Refer to Itan ls(aX3) above. 
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SIGNATURES 

Pursuant to the rsqlriremeats of Section 13 or l y d )  of the Secorities bchmge Act of 1934. the 
registnat bu duly a d  this report to be signed oa io khlf by the ondmigned tberrunto duly 
nutho- 

/s/ Kmnv A. Tmun 

Cb&fkrclrri*r" 
D8tG M 8 d  n. 1999 

Punutnt to the requirements of the Secnritia hch.nge Act of 1934, thb report has been signed 
below by the following persons on March 27,1998 OD beh8lf of tbe r q b t n n t  and in tbe aprcitia 
indicated. 

/s/ Kmnv A. Tmun Chief Extcutive OITica, chsirrmn of the Board, 
K e m y  A. 7" 8lldDirrctor 

~ExprlExtcutivtOffica) 

/d John J. McLame Resident, Chief Opranng off ica ,  and Dirrctor 
Jobo J. M e h ~ c  

/sf Nicholas A. Menick Exeanive Vice President aad 
N i c b d u  A. Mcmtk Chief F b i d  officn 

(Rmcipal Fi~anciil OfIieer) 
(f" Octakr 15,1997 - F m t )  

/sf Stahen R. Smith 
stcpbal R Smlfb 

/sf Ronald A. McDoupqll 
Rould A. McDortdl 

lsf T. Allan McAnor 
1. Alh. M a n o r  

Vice President and 
Chief Accounting Officer 
(Principal Accounting off-) 

Executive Via Resident 
of Marketing-Em& and Dirraor 

D d o r  

Dhaor 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To the Stockh~ldcrr rad Botrd of 
of EXCEL communiarians, Inc: 

We h v e  audited in -tc with g c n d l y  aaepted auditing standards, the consolidued fvuncial 
stam" of EXCEL Commrmituians, lac. (a Dekwrrr Corpontion) and subsidiaries ( h e  "Company") 
included in this Form 1 0 4  and have i w e d  OUT rrpan tbatoo dpcd January 26,1998. Our audit WLS made for 
the putpose of f d g  aa opmion on the basic # I L u o W  6n8nCirl tptcmmfs lakm as a whok. Schedule 11, 
which is the rrsponsibility of the CompMYs raanaganmf is prcseatcd for purposes of complytng with the 
Sccuritis and Exdaaage Commission's mlet and it not pan of the basic consolidated finrncial saremcnts. This 
scheduk has been sub- to rhe urditing procebsm appiied in the urdit of the basic conroli&cd fwncial 
statanam and, in our opinion, my zptcs in rll mrtcrirl respcas the fiarnckl d m  required to bc set fonh 
therein in rrktion to the basic contolidad fmmchl snrmcnts taken u a whole. 

Dallas, Taas 
January 26.1998 ARTHURANDERSENUP 
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EXCEL COMMUNICATIONS, XNC AND SUBSDIARIES 

SCHEDULE &VALUATION AND QUALIFYING ACCOUNTS 
(in thourmdr) 

h h n a a t  Clurgedto Balance at 
Beginom( Cosaand Ead of 

Description Of- k w  DcdU&Oat(8) P C ? b d  
Allowance for doubtful and “IC 

UiJIJSmCntS: 
-31.1 995...-.- 1,700 13.871 9.690 5.88 1 
Daanbcr31.1996 5-1 ~ 38.798 35,728 8.95 1 
Decankr31,1997-. 835 1 70360 5&1P 23,128 

( I )  Rcprrtaut mount wim of€ as lrncolicaiblc md of previously rrsavcd anmuan 
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Exbibit 
No. - Darribtion 

2. I 

s.1 

3 2  

4.1 

10.1 

102 

10.5 

10.4 

10.5 

10.6 

10.7 

10.8 

Agrcaaeat md Pka of Merger, dutd June 5,1997, by zad rmong EXCEL Communications, Inc, 
New RES, hc., T-Sub, lac, E-Sub, Inc. and Tclco CommuniCaeions Group. inc. The scfieduies to the 
Agreemeat d Pka of Merger and the appendices thaffo hve been omitred. Holdmgt will furnish 
supphr”Pily to the Commissim any of the schedules or appendices upon rqucst (mcurpomcd by 
refereace to Exhibit 2.1 to the Company’s Reghaation Sotcment on Form s-4, as mended, File No. 
333-3 5377) 

C a t i f h e  of lncarporuioa of the Company (incoipontcd f#rrin by refma to Wiit 3.1 to the 
Company’s Q l w r r t y  Repon on Form I0-Q for the quaner caded September 30,1997 filed with ttx 
Commission). 

h a d e d  and Rcsrated Bylaws of tbe Company (hcorponrcd by referaxe to Exhibit 3 1  to the 
Company’s Quanerly Repon on Form l0-Q for the quantr ended Scptanber 30,1997 filed wirh the 
Commrssion). 

Specimen Certificate for Common Stock of the Company (incorporated by rrference to Exhiiit 4.1 to 
the Campmy’s Quamrly Repon on Form IO=Q for the p” ended September 30, 1597 filed with 
the Commistion). 

Excclcom, inc. 1995 Stock Option Plan (mcorponted by rrfamce to Exhibit 4.4. to Excelcom Inc.’s 
(”Excelcan”) Reginntion S8tement on Fonn S S ,  as amended Fde No. 333-20061). 

Excclcom, he 1997 Dirrctor Stock Option P h  (mcorporrrcd by = f e m e  to Exhibit 4.5 to 
Excelcom’s Regismion Statanent on Fonn S8, as amended, File No. 333-20061). 

Excelcom, Inc. Dkeaor Stock Option Agreement with Ronald A. McDougall (incorporated by 
reference 10 Exhibit 4.6 to Exce1co”s Regismion Swement on Farm S-8, as amended, File No. 325- 
20061). 

Tclco Communications Group, lac. Amended and Remted 1994 Stock Option P h  ( incorpod by 
ref- to Exhibit 1022 to Tclto Commuaidons Group inc.’s (“felco”) Stamnmt 011 

F ~ r m  S1, LS tmcndeQ File NO. 33345857). 

EXCEL cam”icotions, Inc. 1997 stock Option Plan ( incarpod  by rrfmnce to Exhibit 4.4 to the 
Canpmy’s  SBtcmat  on F ~ r m  S-8, File NO. jj3-38149). 

EXCEL r a ” m h t i o a s ,  inc. 1997 Director Stock Option Plan (incorporucd by ref- to Exhibit 
4 3  to the Campay’s c on Statement on F m  $8, Fik No. 333-31149). 

EXCEL Tekeummuaigtions, Inc. Employec Ownership P h  Trust Agrrancat dated Ocrober 1, 
I995 (the “Trust A p e a t ” )  between EXCEL Tekamnunicationt, ine. md Bank Om Tams, 
NA. (%ad One”) as Trwtct of the EXCEL Tclccommunigtions, lac. Employe Ownership 
Plm (mcorpontcd by refereace to Exhibit 103 to Excclcom’s Rcgisumian S ~ v m e n t  an Farm SI. as 
ammded, FiL NO. 333.1076). 

A m a h “  to the Tnut Agmmmt dated December 29,1995 zmong the Rcginnns EXCEL 
Tekco”unidons. hc., and Bank One (incorporated by reference to Exhibit 10.4 to Exteleom’s 
Regizauion Smtrment on Form SI, as mended, File No. 333-1016). 
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10.9 

10.10 

10.1 1 

10.12 

10.13 

10.14 

10.15 

10.16 

10.17 

10.18 

10.19 

1020 

k e r i u t i o n  

ESOPLotnAgrremcntQtedasofOaober1,1995bymdknveenEXCEL 
Telecommunicarions, he. md Bauk One (incorporattd by refcrmce to Exhibit 10.5 to Excclcom's 
RegtSrration Satanent on Form S1, as amended, File No. 333-1076). 

Non-Recourse RomisSory Note &red October 1,1995 payable to EXCEL Telecommunications, 
lnc. by Bank One in the original principal amount of S6.000,OOO (incoporad by reference to Exhibit 
10.6 to Excelcorn's Reginntion Setcment on Form S-1, as mended, File No. 333-1076). 

ESOP Pledge Agreement dutd Ocrober 1, 1995 by and b e e n  EXCEL Telecommunications, 
Inc. and Bank One (incorpomcd by refatnce to Exhibit 10.7 to Excelcom's Regisration Statement on 
Form S1, as amended, File No. 333-1 076). 

Stock purrhw A m e n t  dated as of October 1.1995 among EXCEL Tekunnmunications, 
Inc, Bank One, Kenny A. Troux, aad Thomas P. W i "  (incorporated by reference to Exhibit 10.8 
to Excelcom's Regisua~ion Statanent on Fonn S1, as mended, File No. 333-1076). 

Second Amended and Restattd Service Agrcanent dated as of January 1,1996 by and bmveen 
Switched Sewices Communications, U . C .  ("SSC") and EXCEL Tekcom"icuions, lnc. 
(incorporated by reference to Exhiiit 10.9 to Exceltom's Regisuation Statement on Form SI, as 
"de& File NO. 232-1 0 7 6 ) ~ .  

Purchase and Sale A p e "  dazed as of January 1,1996 by and among EXCEL 
Telecommunications, l n ~  the Reg"% IXC Long Dinance, lnc., SSC, and IXC Carrier, he. 
(incorpontcd by reference to Exhibit 10.10 to Excelcom's Reginrarion Statanent on Form SI, as 

File NO. 335-1 076). 

Pledge A m e n t  dazed January 1, 1996 bmveen IXC Long Diaancc, lnc. and the Regisaant 
(incorporated by reference u) Exhibit 10.11 to Excelcom's Regimaion Statement on Form SI, as 
amended, File No. 3;;-1076). 

Promissory Note dated January 1, 1996 payable to the Registrant by IXC Long Distance, Inc. in 
the origlnal principal mount of S6347,5OO (incorporated by reference to Exhibit 10.12 to Excelcom's 
R e g h i o n  Statement on Form Sl, as amended, File No. 333-1076). 

EXCEL Reseller Services A p c m e n t  dated Febnrary 20, 1995 b" Allnet Communication 
Services, hc .  ("Allnet") tnd EXCEL Telecommunications, Inc. (incorporated by refmncc to Exhibit 
10.13 to Excelcom's Statanent on Form S1. as mended, File No. 333-1076W. 

Amendment No. 1 to EXCEL Rerelln Services Agreement dated October 3 1,1995 h e m  
A l h n  and EXCEL Tekummunieations, lnc. (incorporated by reference to Exhibit 10.14 to 
Excclcom's Regismtion S&tunent on Form S1, as amended, File No. 333-1076)H. 

Addendum for Dcdiatcd Services to the EXCEL Reseller Services A p m m t  b e e n  Allnet 
and EXCEL Tclecommrmiations, lnc. ( i n u x p m e d  by reference to Exhibit 10.!5 to Exaleom's 
Regrmuion Ststemmt on Form Sl, as mended, File No. 333-1076p. 

A g r c c " t  dated May 1,1989 benvem EXCEL Telecommunications, lnc. and Stephen R 
Smith (mcorpontcd by reference to Exhibit 10.16 to Exceicom's Regismtion Statement on Form S- 1, 
a~ mended, File NO. jjS1076). 
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1024 

1025 

I026 

1027 

1028 

1 0 2 9  

10.30 

10.31 

1032 

10.33 

Descriution 

Tim Amendment of Ageanent ducd Jzanutry 8,1996 berween EXCEL Teiecommunicuions, 
iac. and Stcphcn R Smith (intorporrrcd by reference to Exhibit 10.17 to Ejrcelcom's R e g s "  
Sturment on Form S-1, as lmendtd, Fik No. 333-1076). 

Commerrkl Propmy Con- of Sale dated August 8,1995 between FM Proprmcs Opennng 
Co. and EXCEL fcleeommunicuions. Inc., as mmdcd (mcorporatcd by refmnce to Exhibit 10.18 
to Excclcom's Reginntion Statrment on Form SI, as amended, File No. 333-1076). 

Sendatd Fonn of Agreement between Owner and ComctoriDeveloper dued November 17, 
1995, beween EXCEL TclewmmdCations, lnc. and Wiicox/CMC Addison, inc. (incorporsred by 
reference to Exhibit 10.19 to kcelcom's RegiSaarion Staranent on Form SI, as mended. Fik No. 
333- 1076). 

Assignment and Asntmption of Conmuction Conarct dated December 28,1995 h e m  EXCEL 
Tcleconxnuniauions, lnc. and RegimMt (incorporated by rrfmrrce to Exhibit 1020 to Excelcam's 
Rtginntion Statanent on Form S-1, as amended, File No. 333-1076). 

Of5cc Lcasc dared October 3,1991 benw#n Stare of California Public Employees' Retirunat 
System and MCEL Telecommunications, lnc. (mtorpontcd by rcfcrmce to Exhibit 1021 to 
E % d C o " S  S-tnt OB Farm SI, u = a d d ,  File NO. 333-1076). 

Lease Amendment dated May 17, 1994 krwnn Stewart lnterrhange 1. be., as successor in 
in- to Stste of California Public Employees' Rttirrmcnt Sysum and EXCEL 
TelttommrmiEslions, Inc. (mcorporattd by referrnce to Exhibit I022 to E.xcelco"s RegimYion 
Sratement on Fonn SI. as amended, File No. 333-1076). 

Romissory Note dated A p d  20,1995 payable to EXCEL Telecommunications, Inc. by Kmny 
A. Troun in the original principal amount of S4,920,000 (incorporated by r e f m c e  to Exhibit 1027 
to Excelcum's Regisnauon S m e n t  on Form SI, as amended, File No. 333-1076). 

RomLtory Note dated April 2 1, 1995 payable to EXCEL Teleam"micstions, Inc. by Thomas 
P. WiOmann in the originrl principal mount of S360,OOO ( i n c o r p o d  by reference to Exhibit 10.28 
to Extclcom's Regisnation Statement on Form SI, as amended, File No. 333-1076). 

R o " y  Note dated Seprcmbcr 29,1995 payable to EXCEL Teleco"unicnions, lnc. by 
Kcany A. T r o ~  in the original principal mount of S720,OOO (klcorporated by reference to Exhibit 
I029 to Excclcom's Registmion SQtcaJmt on Farm S 1. as amnded, File No. 333-1 076) . 

EXCEL Cornmuniations, lnc. Employee Ormmtup Plan, as amended and restated cffcaivt 
October 1, 1995 (incoiporatd by reference to Exhibit 1030 to EKcclcom's Registration Statement on 
Form SI, as mended, File No. 333-1076). 

Employmeat A m e n t  &xed January 1. 1996, benvcm the Regismant and Kmny A. Troun 
(intorparucd by reference to Exhibit 1031 to Excclcom's Regisastion Statement on F m  SI, a 
amended, File NO. 333- 1076). 

EXCEL Telecommunidons, Inc. 19% Management incentive Plan (incorporated by reference to 
Exhibit 1032 to Excelcom's Registration Statement on Form S- 1. as amended, File No. 333- 1076). 

Form of 8 g " m t  with independent rcprcsmtatives (form mprescnts front and back of ageer r" ) .  
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1034 

1035 

1036 

1037 

1038 

1039 

10.40 

10.4 1 

10.42 

10.43 

10.44 

10.45 

Dueriotion 

Rctc l la  A g " e n t ,  dated u of Ma& 8,1996, h a n  EXCEL Telecommunidons. Inc. and 
Page M+n lac. (heorpaad by refereace to Exhibit 10.1 to Extclc4"s Qumerly Repon oa 
Form ISQ for the quarter ended Septanbcr 30,1996.).M 

Prcfcmd Vcndor Sptus Apeaneat &red LS of Januuy 1,1996 by m d  mong EXCEL 
Tclecommuuiutions, hc., IXC Long Dismnce, h c ,  Switcbed Saviccs Communiations, LLC.. and 
IXC Cpria, he.  (ineorpantcd by reference to Exhibit 1037 to Exce1co"s R+gisortion Statement on 
Form S- 1, LS mended, Fik No. 333- 1076). 

OfficcLcrseAgreaaandardFcbnmy1, 1 9 9 6 k t " C o r m & c u t G a n n l L i f c ~ a  
Compmy and EXCEL Telcco"unidons, Inc. (incorporarcd by xefamcc to Exhibit 1038 to 
Excclcom's RegMIoon Spoemcnt on Form S1, as amended, Fde No. 333-1076). 

Amendment No. 2 to EXCEL Rrreller ScrviceS Agreement drred April 27,1996 ktwrrn Allnu 
and EXCEL Telecommueriemi~ h. (ampmd by rcfamcc to Exhiiit 1039 to Exccim's 
R e g i s "  Stavmmt on Form SI, as amadd, File No. 333-1076). 

TelecommlmiCations Scrvim Agmanent, dacd h4q 3 1,1996, berwcm Woriddcom "vork 
Servks, be. W a  W e 1  ("wirrcl") and EXCEL Tckommuaicatians Inc. (msorponted by 
refemice to Exhibit 10.1 to Excels0"s Quprcrfy Rcport on Form 1O-Q for the qupta ended 
June 30,19%). 

F9'og" Emohent  Tams, drtcd May 3 1,1996, bnweea WiHel md MCEL 
Tclccommrmicstions, bc. (mcorpontcd by refaare to Exhibit 102 to Exceiw"s QuaMly  won 
on Form ICrQ for the qusm ended June 30, 1996).## 

Amended and Rtnared Program Enrohcnt Tamr, dated November 24, 1997 betwtm WilTcl and 
EXCEL fcltcommuaications, k.# 

Service Schedule, dazed Mfy 31,1996, b" WiITel and EXCEL Tcletommunigtions, hc .  . 
(iacorporrtcd by refame to Exhibit 103 to Excelcom's Q " l y  Rcpon on F m  I0-Q fur 
the qurrm ended June 30,1996).# 

Amendmeat No. 3 U, MCEL RcreUcr Services dated Febnmy 20,1995 and effective 
Apnl 1,1995, krwcm F"ia CommuniCrtions S a v i c y  hc. and MCEL Tekunnmunications, 
inc. (rcluqmw by rrfcrmtc ta Exhiiit 10.4 to Exccicom's Qurnaiy Rcpan on F m  I&Q 
for the quppa enQd June 30,1996). 

Cam- A m -  drrtd June 26,1996, benvccn MCI Tclaommunicatioas Corparrtion and 
EXCEL Telecommunidons, iac. (incorpomd by reference to Exhibit 105 to the Company's 
Quartdy Repon on Form 1bQ for the quuter ended June 30,1996, filed with the 
Commission).## 

Underwriting Agrcancnt, dmd May 9,1996, ktwecn the Company and Donrl&on, Lufkin k 
J"rc SecrPitia CorporPion, as r c p " s i v e  of the several U.S. undcmriM and the s e v d  
intmuioad "gus for the Company's initirl public offering ( incorpod by reference to 
Exhibit 1 . 1  to Excelcom's RqiarPion Sotrment on Fonn SI, as mended, Fik No. 233-1076). 
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10.46 

10.47 

10.48 

10.49 

10.50 

10.5 1 

I052 

10.53 

10.54 

l0 .55  

10.56 

10.57 

10.58 

F ~ r m  of Employment Alpcancat between Donald A. Burns md felt0 (incarporated by nfmnce to 
Exhibit 10.1 to rhc Camptay's Reginntion cakmcnt on F a n  S4, as amended, Fik No. 333-3537). 

Form of Employment Agreanent W e e n  Stephen G. Canton and Telco (incorporarcd by rrfmnce to 
Exhibit 102 to the Company's R c g u "  SPtcment on Form S4, as mended, File No. 333-35377). 

Form of Employment Agrement berween Hcmy G. Men, XZJ and EXCEL ( i " c d  by reference 
to Exhiibit 103 to the Company's R e g i s "  Statement on Form S4, as mended, File No. 3 3 s  
353n). 

Form of Employment A g " t  knwcn Nicholas A. Menick aad Tela (inaxpomd by rcfmnce 
to Exhibit 10.4 to the Compy's RegMpion SBV" on Form S I ,  as amended, File No. 333- 
35377). 

Form of Employment A m e n t  benvcm Bryan K. R.thlin and felco ( incqomed by rrfcrmce to 
Exhiiit 105 to the Company's R e g ~ o n  Stmanent on Form s4, as mended Fik No. 333-3537). 

Foam of Ndomperitian Agreement ktwem Donrld A. Burns and EXCEL (incarporated by 
rrferrnct to Exhibit 10.6 to the Compray's Reginranon Statement on Form %,as amended, File No. 
333-35377). 

Form of Non-Compuition Agreement between Stephen 0. Camon and EXCEL(incoqmat4 by 
ref- to Exhibit 10.7 to the Compmy's Reginrstion S r a r " t  on Farm S4, as amended, File No. 
3 3 3-3 53n). 

F m  of N ~ ~ C ~ ~ n p e t i t i o ~ ~  A"t betwem H w  G. L U k a  III md MCEL (incorporated by 
reference to Exhibit 10.8 to the Company's Rrginrstion Statement on Form S-4, as amended, File No. 
33 3-3 sn). 
Form of Non-Competition Agmment berwem Nicholas A. Mcrrick and EXCEL (incorponted by 
reference to Exhibit 10.9 to the Company's Repmuon Statement on Form S-4, as amended, File No. 
333-35377). 

F m  of ?bployment Agrement bmween Bryrn K. Rachh and EXCEL (mtorpontcd by reference IO 
Exhibit 10.10 to the Company's R ~ o n  SPranent on Form S-4, as amended, File No. 333- 
35377). 

EXCEL Sh8reholdoz Apemen& dated u of June 5,1997, by and among Telto Communications 
Group, lac. a d  each of the shmtholdas pany thmto (incorporated by refaarcc to Excdcom's Form 
8 4  drrcd June 5,1997, as filed with the Commission on June 10,1997). 

T e h  Shrrrholdrn Agree"& dated June 5, 1997, by and among EXCEL Communications, Inc. and 
eacb O f  the Zhpcholders pMy thereto (incorponted by refmncc to Form &K of Telco 
CommrmicUions Group, lnc., dated June 5, 1997, as filed with the Commission on June 10, 1997). 

Agrcuna~t for Billing Sewices by Tel U s ,  Inc. md Espnt Telecam dated December 29, 1995 
( i n c a r p o d  by rcfmnce IO Exhibit 10.4 to Telco's Rqimarion S e a r "  on Farm S-1, as amended. 
File No. 33345857). 
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Exhibit - No. Deseriotion 

1059 Smk A v t  W e C P  D(C Cprin, hc. md T e b  Cwrm~niCUiant Croup, hc .  dated 
D e c r m k l S ,  1995 (incarporrrcd by reference to Exbibit 10.17 to Telco's RegMation Staument on 
Form S1, as amcndeQ File No. 33345857). 

10.60 

10.61 

10.62 

10.63 

10.64 

10.65 

10.66 

10.67 

10.68 

10.69 

18.1 

22.1 

23.1 

27.1 

Telco Cownrmieations Group, Inc. Wholesale Cwomcr Agrranent for Special Inwmational Pricmg 
with Espnt Tcltcam dated Febnrary 21, 19% (incorporucd by refmncc to Exhibit 10.18 to Tcico's 
Rcgisuation Sorcment on Form S- 1, as a"&d, File No. 333-058S7). 

Equipment leases benvnn DSC Finrncc Copmion md Tela Communidons Group, lnc. (Mann 
Lure dated Jrawy 1, 1994 m d  Schedules A-PI) (mcorponted by rrfcrmcc to Exhibit 1029 IO 
Telco's Regismtion S m m t  on Form S1, as mended, File No. 33345857). 

Carria Agrecn" between ATkT Corp. md Tela Communitations Group, Inc, dated D"k y, 
1996 (in- by reference to Exhibit 10.44 to Telco's Annual Repon on Form 10-K for the year 
mdcd Dccanbcr 3 1, 1996, File No. 0-28668). 

Network Rrrrha# A g m " t  b" Advantis and Telco Network Servics he, dated March 11, 
1997 (mcorponrcd by reference to Exhibit 10.45 to Telco's Annual Repon on Fomr 1O.K for the year 
ended December 3 1. 19%. File No. 0-28668). 

Cdit A p a n e n s  drted as of October 10,1997, by md among EXCEL Cormnlmituions, k, the 
lend= party thereto, Ir)rman Camnasial Paper be., as Arrrmger and Syndication Agmg Bank of 
America Narional T r w  and Savings Atsocrrm ' 'on rad NarimbaJc of Texas, NA, as Documentation 
Agents, and Fim Union N u i d  Ba& as A&nmimative Agent (mcorponr+d by reference to Exhibit 
992 to the Company's Form 8-K, dated October 14, 1997, File No. 001-13433). 

Deed of Lease A-erancnt between Bricks in the Stock Ltd. And Tel Labs, Inc. effective July 1, 1994 
(Corporare OfEce) (incorporazed by reference IO Exhibit 1025 to Telco's Rgisuation Statement on 
Form S 1, as amended, File No. 333-05857). 

Deed of Lease A m e n t  between Bricks m the Stock, Ltd. And Tel Labs, Inc. effective March 1, 
1995 (Corponre office) ( m e o r p o d  by refmncc to Exhibit 1026 to Tclto's Rcgimuion Staremcnt 
on Form SI, as xnmcied, File No. 33345857). 

Credit A p e "  between Telco and Nationsbank of Texas, NA. as Admininrafive Lender and 
Lendus dared December 20, 19% (incorporaxed by reference IO Exhibit 10.43 to Telco's Annual 
Rcport on Farm 10.K for the y a r  ended December 3 1, 1996, File No. 0-28668). 

Form Indemnifdon Agrcemcnt by and among the Company rad the Compury's officers and 
dkaon. 

Ameadmmt to the EXCEL Communications, hc .  Employee Ormn Pba, dutd December 5,1997. 

Change of Accormting Lcrrcr from Anhur Andersen LLP. 

Subsidiaries of EXCEL Communiauions, Inc. 

Consent of lndepmdmt Public Accountanrs. 

Financial Dam Schedule as of December 3 1, 1997. 
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AS m d c p l l h t  public =un", we hmby r n n ~ t  to the korpomion of our repon induded in this 
Form 1O.K into this COmpmy'~ previously filed Rtgimrtian SPtrmmt File No. 333-3537 on Form S-8. It 
should k n o d  thu we hrvc not urdittd my h c d  SIlpmmO of the Company subsequent to December 3 1, 
1997 or performed my audit pm#dwes subsequent to the due of our rrpan 

Dallas, Tuut 
Januay 26,1998 ARmuRAMlERsENLLP 
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B e 
VERIFICATION 

I, James M. Smith, hereby declare under penalty of perjury, that I am an officer of Excel 

Communications, Inc., and I am authorized to make this verification on behalf of the Applicants. 

I have read the foregoing information and know the contents thereof; and the facts stated therein are 

true and correct to the best of my knowledge, information and belief. 

I declare under penalty of perjury that the foregoing is true and correct, this a- day of 
L,.? v , 1999. 

I/ Name: James M. Smith 

Title: Vice President - Law and Public Policv 

Subscribed and sworn to before me this day of rA+.+& 1999. 

No& Public 
- 


