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January &, 2001

Florida Public Service Commission .
Division of Administration
2540 Shumard Qak Blvd.
Gunter Building

Tallahassee, Florida 32399-0850

RE:  Petition for Authority to Transfer Control of Capsule Communications, Inc.
to Startec Global Communications Corporation

Dear Sir:
Enclosed herewith for filing with the Florida Public Service Commission, please find an original and six
(6) copies of the petition of Capsule Communications, Inc. to transfer control of Capsule Communications,

Inc. to Startec Global Communications Corporation.

Also enclosed is an exact duplicate of this letter attached to a copy of the petition. Please stamp the
duplicate received, and return same in the self-addressed, stamped envelope.

Should you have any questions or concerns relating to this matter, please contact the undersigned.

Respectfully submitted,

DOCUMENT N MITR-DATE

00413 IANI0S
FFSCﬂREC:R’?S,fﬂEPORTI.N’G



BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION

Petition for Authority to Transfer )
Control of Capsule Communications, Inc. ) Docket No.
to Startec Global Communications Corporation )

<To the Commission:

PETITION FOR AUTHORITY TO
TRANSFER OWNERSHIP OR CONTROL

Capsule Communications, Inc. (“Capsule”), Gold & Appel Transfer, S.A. (“G&A”), the
Foundation for the International Non-Governmental Development of Space
(“Foundation”)(collectively “Transferors™) and Startec Global Communications Corporation and
Stars Acquisition Corp. (“Startec” or “Transferee”) by its attorneys, hereby respectfully requests that
the Florida Public Service Commission (“Commission’) approve the transfer of control of Capsule
to Startec. Capsule will become a wholly-owned subsidiary of Startec. The transaction will not
affect the Florida operations of Capsule. The Petitioner requests expedited treatment of this petition
in order to permit the consummation of the transaction without undue delay’

Capsule 1s currently certified to provide intrastate telecommunication services in Florida.
Because Capsule will continue to provide service in Florida as a wholly-owned subsidiary of Startec,

Capsule will not transfer its operating authority in connection with this transaction.

' The Commission has approved substantially similar applications in the past without a hearing.
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THE PARTIES
1. The name, address, and telephone numbers of the Transferor is:

Capsule Communications, Inc.
3331 Street Road, Suite 275

2 Greenwood Square
Bensalem, PA 19020

(215) 244-3433

2. The names and addresses of the Transferors are:

Gold & Appel Transfer, S.A. (“G&A”)
Omar Hodge Building

Wickams Cay, Road Town

Tortula, British Virgin Islands

Foundation for the International Non-Governmental Development of Space
1023 31% Street. NW

4" Floor

Washington, DC 20007

The name, address, and telephone number of the proposed Transferee is:

Startec Global Communications Corporation
10411 Motor City Drive

Bethesda, MD 20817

(301) 365-8959

3. Questions about this application should be directed to Patrick D. Crocker:

Patrick D. Crocker

Early, Lennon, Crocker & Bartosiewicz, P.L.C.
900 Comerica Building

Kalamazoo, MI 49007

(616) 381-8844

(616) 349-8525 (facsimile)
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TRANSFER OF CONTROL

4.  Startec has reached an agreement with the Transferors whereby Startec will acquire all of

Capsule’s outstanding stock, subject to all necessary regulatory approvals. Transferors currently own 74
. percent of Capsule. Specifically, the proposed transfer of control will occur pursuant to the Agreement and
Plan of Reorganization By and Among Startec Global Communications Corporation, Stars Acquisition Corp.,
Capsule Communications, Inc., Gold & Appel Transfer, S.A. and Foundation for the International Non-
Governmental Development of Space (“Agreement”) dated November 2, 2000. Under this Agreement, Stars
Acquusition Corp (“Stars”), a wholly owned subsidiary of Startec, will merge with Capsule, and Capsule wiil
be the surviving corporation existing as a wholly owned subsidiary of Startec. All 1ssued and outstanding
shares of Stars will be converted into shares of the combined Capsule. In exchange, Capsule’s shareholders
will receive a minority equity interest in Startec in accordance with a predetermined stock exchange ratio.
A copy of the Agreement will be provided upon request.
5. After the transfer of control, Capsule will continue to operate as it has in the past, using
the same name, tariff and operating authority. Thus the transfer of control will be transparent to, and

will have no adverse impact upon Capsule’s customers.

QUALIFICATIONS OF TRANSFEREE

6. Startec, a publicly traded corporation, is financially qualified to acquire control of
Capsule and its business. A copy of Startec’s 10-Q is attached as Exhibit A.

7. Under new ownership, Capsule will continue to be led by the same team of well-
qualified telecommunications professionals. Information concerning Capsule’s legal, technical,
managerial and financial qualifications to provide telecommunications services was submitted with
its application for certification filed with the Commission and is, therefore, a matter of record with
the Commission. In addition, these personnel will be able to draw upon the resources and experience

of the Startec management and operational personnel.
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PUBLIC INTEREST

8. The proposed transfer will serve the public interest. Capsule is a switched reseller of
telecommunications services, while Startec is a well-established facilities-based carrier. The companies are
«therefore largely complementary, and Capsule’s customer base will benefit from access to Startec’s facilities-
based services and access to Startec’s larger capital base. The merger will ensure that there 1s no disruption
of service for Capsule’s customers. For Startec too, the acquisition of Capsule by Startec will enhance
Startec’s customer base and bolster Startec’s ability to compete with the three large long-distance carriers.
It will also reduce the operating costs and increase the efficiency of operating both companies. Accordingly,
Startec will be better able to expand its service offerings and increase service quality while maintaining
competitive rates.

9. In addition, Capsule will have access to the financial resources it needs to introduce
new products and services and to respond to competition in the competitive telecommunications
environment in Florida. Over time, consumers in Florida will benefit from a greater number of

products and service options, as well as lower prices offered by the Petitioner.
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WHEREFORE, Capsule respectfully requests that the Commission immediately
authorize the transfer of control of Capsule to Startec so that the transaction may proceed without

undue delay.

Respectfully submitted,

Capsule Communications, Inc. and
Startec Global Communications Corporation

/

Patrick dﬁrocker

Early, Lennon, Crocker & Bartosiewicz, P.L.C
900 Comerica Building

Kalamazoo, M1 49007

(616) 381-8844

(616) 349-8525 (facsimile)

By:
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STATE OF MICHIGAN

COUNTY OF KALAMAZOO

VERIFICATION
Patrick D. Crocker, being duly sworn according to law, upon his oath deposes and says:
1. I am the regulatory attorney for Capsule Communications, Inc. and Startec Global
Communications Corporation and am authorized to verify the foregoing application.
2. I have read the foregoing application, and the statements therein are true of my own
knowledge, except to those matters which are therein stated on information and belief and as to those

matters, I believe them to be true.

Patrick D. Crocker

Sworn zgld subscribed before me

this £~  day of Jcre c.ny, 2001

ety ( (. 1f4/7u c e AN
Notary Public Paula A. Schneider
County of Kalamazoo
State of Michigan
My Commission Expires June 24, 2004




EXHIBIT A

Startec Global Communications Corporation

10-Q



STARTEC GLOBAL COMMUNICATIONS CORP

Filing Type: 10-Q

Description: Quarterly Report
Filing Date: Nov 14, 2000
Period End: Sep 30, 2000

Primary Exchange: NASDAQ - National Market
System
Ticker: STGC

Data provided by EDGAR Online, Inc. (http:/fwww.FreeEDGAR.com)
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Document is copied.

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

tX|l QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934

FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2000
OR

| | TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 {d) OF THE SECURITIES
EXCHANGE ACT OF 1934

COMMISSION FILE NO. 000-23087

STARTEC GLOBAL COMMUNICATIONS CORPORATION
{Exact namg*of registrant as specified in its charter)

DELAWARE
(State or Other Jurisdiction of
Incorpeoration or Organization)

10411 MOTOR CITY DRIVE
BETHESDA, MD
(Address of principal executive offices)

20817
(Zip Code)

(301) 365-8959
(Registrant's telephone number, including area code)

52-2099559
(I.R.S. Employer
Identification No.}

Indicate by check mark whether the registrant: (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. Yes[x] No[ |

Indicate the number of shares outstanding of each of the issuer's classes
of common stock, as of the latest practicable date.

Title of Each Class:

Common Stock, par value $0.01 per share

Copyright 2001 EDGAR Online_Inc. (ver 1.01/2.003) Page 1
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Shares Outstanding
as of November 9, 2000

14,731,969

STARTEC GLOBAL COMMUNICATIONS CORPORATION

FORM 10-Q
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2000
INDEX
PART T. FINANCIAL INFORMATION
PAGE
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three and nine
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RisKeeeennosas veaae 24
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PART I.~FINANCIAL INFORMATION
ITEM 1.FINANCIAL STATEMENTS

STARTEC GLOBAL CCMMUNICATIONS CORPORATION AND SUBSIDIARIES

Copyright 200! EDGAR Online, Inc. (ver 1.01/2.003) Page 2
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED, IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

FOR THE THREE MONTHS FOR THE NINE MONTHS

ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,

2000 1999 2000 1999
Net revenues ........eseeteeeacans treessececeenanrrary $ 83,198 $ 76,616 5 249,740 5 196,246
COST Of SeIVICES .tveveviiscnacananaan trsasacscanavrrs e 64,807 66,545 200,060 173,927
Gross margin ....... Gertetrieseanaa [ 18,391 10,071 49,680 22,319
General and administrative expenses ........... 16,150 11,316 49,780 31,308
Selling and marketing eXpenses ....ieeceeensens 5,124 3,553 12,146 10,729
Depreciation and amortization ..ieieeececsnarsscnsaneas 4,656 2,062 11,037 5,301
LossS from operations «..iiiieeeeicaronccoascnanes (7,539) (6,860} (23,283) (25,019}
Interest @XPenSEe ...stvveseccccsovaronsnnsss . (7,537} {5,511 (19,841) (16,034)
Interest income .....xvviveenan tevsssaseeasaencasnrsans 767 1,140 2,296 4,092
Equity in loss from affiliates ......cceenrieionncaninns {818} 41} (1,197 (60)
Loss before extracrdinary item ......ceecvveniecannss (15,127) (11,272) {42,025) {37,021)
Extraordinary item-ioss on early extinguishment of deb: - - (902) -
Net loss ...... cerennnen. Peeirateabcanaanan cartsaseancan $(15,127) ${11,272) S (42,9%2M) $ (37,021)

Basic and diluted loss per common share:

Loss before extraordinary item .....cec.c.. ceesenanrnns $ (1.095) $ (1.19) 5 {(3.19) S {3.98
Extraordinary i1tem~loss on early extinguishment of debt - - (0.07) -
Basic and diluted loss per common share ............ ..o $ (1.05) $ (1.19) S (3.26) 3 (3.98)

The accompanying notes are an integral part of these condensed consclidated
financial statements.

STARTEC GLOBAL COMMUNICATIONS CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE AMOUNTS)

SEPTEMBER 30, DECEMBER 21,

2000 1999
{(UNAUDITED)
CURRENT ASSETS:
Cash and cash equivalents ...... cesessssemnnnn eesesessertcuivenancennnrrnas $ 22,151 S 54,731
Accounts receivable, net of allowance for doubtful accounts of $7,435 and
$3,964, respectively iiiteveveerencerorsronsasiinoncenns trenmsetesncaanan 66,419 65,182
Accounts receivable, related PArCY .c.sevsvasrasiscnocrscssanansnsssssacaans 602 518
Other CULrent ASSELS civentiteanscncscvnrrrasranans Crbsartsrresreranttaeaaan 9,879 4,876
Total CULFENL ASSeLS .. vetevecrrrrrvstssasessansnscnossstssasstsoncsnn 99,051 125,307
Property and equipment, net of accumulated depreciation and amortization of
$19,589 and $10,422, respectively ...... Seeesivasesssneaarrsannntionsiana 121,17% 94,221
INtangibles, NeT . ii.iieitietesetanseecanansnsssssssonssssasnnsssansosasntonans 51,218 21,982
Restricted cash and pledged securities .......cicc.evn.. treratastacannatnen 19,299 28,108
INVESEMBNES «ccrecnnasrcstrsssnannannnnn essasressissenananaana rrreerinanaa 37,507 4,729
Other long-~term assSetS ...ciceeenceannna cerssarencncenen tesrecsesrasiacanan 8,812 6,284
TOLAl ASSETS eeevreernsnsnssssbosncnnssesnssatacacensennn terestiainan $ 337,068 $ 280,631

CURRENT LIABILITIES:

Copyright 2001 EDGAR Online, Inc. (ver 1.01/2.003) Page 3
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Accounts payable ...... tteenaacsen ettt eteasersrrneronrr oottt totancntan $ 71,166 S 68,095
AcCrued €XpPenseS .....eseeeseasscenes treesessssensisancreres Aeetratiensesan 20,0867 9,186
Credit facilities ....vivvirivionnnnnnan ctestssentateancccananennnn Trassesas 12,255 14,191
Vendor financing ......... teteseteraceas ceaans ceeresaanaan cieeean ceeesansae 6,511 5,253
Capital lease and other obligations ......ceaucevencenns trerasastsssccsnenn - 132
Total current liabilities ........... faeececnanaan tervesessrrensssone 109,999 96,857
Senior notes .......... crrense ersansa teesae L O 158,391 158,233
Credit facilities, net of current pPortion ....,..seeievessncssscscaccncenns 18, 906 -
Vendor financing, net of current portion ............. trereraaanes tecaeaaan 39,224 19,504
Capital lease and other obligations, net of current POrtion ...seeeessveeas 649 166
Total 1iabilitles .ue.ieieesanvassosincancnnaan vesenransan eesecanccannan 327,169 274,760

Commi tments and Contingencies
STOCKHOLDERS® EQUITY:
Common stock, $0.01 par value; 40,000,000 shares authorized, 14,354,509 and

11,354,005 shares issued and outstanding, respectively ...c.cceeeeeone cee 144 114
Additional paid-in capital ..uieiciiiinnrtntiienncrrsnrarstsnsaconsstinanesan 126,071 78,447
Unearned compensation ...ececeeecan- T (147) (255}
Accumulated deficit .c.isevieriiirennirnsrransannssstssnnccannann essresannan (115,214) (72,287}
Accumulated other comprehensive 1088 .....cceveeesvorsassstccacncannas areen (957) (148}

Total stockholders’ eqUITY «civuiieiencranicsnrnstararorscncncnnssceansas 9,897 5,871
Total liabilities and stockholders® equity .......cvvviennnnesoesacans $ 337,066 $ 280,631

The accompanying notes are an integral part of these condensed consoclidated
financial statements.

STARTEC GLOBAL COMMUNICATIONS CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED, IN THOUSANDS)

FOR THE NINE MONTHS ENDED
SEPTEMBER 30,

2000 1999

OPERATING ACTIVITIES:
Net 10SS ..ivvrevvsnonsennascansssussnnssonssnsenascaasssaansansn ceveenean S (42,927) ${37,021)
Adjustments to reconcile net loss to net cash used in

operating activities:

Depreciation and amortization ......... festasssrassaisitencnacnccantren 11,037 5,301

Amortization of deferred debt financing costs and debt

discounts .......... et tecctetacanncnanna B S S 729 584

Other non-cash adjustments .............. “aemsssesasiacecancnrtrararan (1,001} (153)
Changes in operating assets and liabilities, net of acquisition effects:

Accounts receivable, NeEL ....ciseevacasssnccancaannns [ setasasann (20,580) {11,260

Accounts receivable, related PALLY .u.ciicccascrvsanccsonancossatanann (84) 479

Accounts payable ........... e et rrtricetanencntsetetasasaranatsaas 530 20,034

Accrued eXpenses ........... B T 9,493 6,666

Other «cicieevecrans ciesenea tettesraeeatascsennsntncanaan cerassesssnan {5,064) (3,612)

Net cash used in operating activities ....... ccsecasssanacsnane (18,982)
INVESTING ACTIVITIES:
ACQUISILIONS cvvrtvresirsrteottsntmrenacnccnsnveanasnsans Chtemamnarentan (10,274) {16,208
Purchases of property and eqUipment ........soeevsuvasstaccscanan ceaseens {33,694) (40,619)
Sale of property and equUiIPMENt ....cvueecerensannstossssssnonnan cemnrene 424 -
Net cash used in investing activities ,......vvevaccereascsaans (43,544) (56,827}

FINANCING ACTIVITIES:
Proceeds from vendor financing .... et teeenscasssrsrarecnnsasatnacnns 40,464 15,934
Proceeds from credit facilities ........cc0n0nuaon cetsienvresssssanrssesane 105,257 39,180
Proceeds from sale of pledged SeCUrities ....ccoevetcrenccoransassosanss 9,600 8,850
Proceeds from private PlacemeNnt ..cceeeecsnossenvencscocsnacosocsassssss 15,240 -
Proceeds from exercise of warrants/options ............ trevesesesasanaes 152 103
Payment of debt financing costs ........ccciiannntiiiiinennaas ceerernanay 11,920) (276)
Repayments of credit facilities .......ccveiiararnrninnincnsnnnnnnoonnes (104,776) (23,518)

Copyright 2001 EDGAR Online, Inc. (ver 1.01/2.003) Page 4
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Repayments of vendor financing .......... S ateinssantsete s s nnacnsenoan (5,507} {(1,618)
Repayments under capital lease obligations ..........iciveiinrossacannns (279} (334)

Net cash provided by financing activities .........cciuvevivnnsn 58,831 38,321
Decrease in cash and cash equivalents .....iieceeeecssnnnessssnenonnsnnn (32,580) {37,488)
Cash and cash equivalents, beginning of the period ........cieceveuennen 54,731 81,456
Cash and cash equivalents, end of the period ..iciiieeerrsseennsssccnans 5 22,151 $ 43,968

D - - wm———

Supplemental disclosure of cash flow information:
Interest Pald..veessstotettecaaccancsnsoansecaoncncena tesitecacenanaaanan 5 13,782 $ 10,657

The accompanying notes are an integral part of these condensed consolidated
financial statements.

STARTEC GLOBAL COMMUNICATIONS CORPORATICN AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. GENERAL

The accompanying condensed consolidated financial statements of Startec
Global Communications Corporation and subsidiaries (the "Company®" or "Startec")
have been prepared by the Company without audit. Certain information and
footnote disclosures normally included in financial statements presented in
accordance with accounting principles generally accepted in the United States
have been condensed or omitted. The condensed consolidated financial statements
should be read in conjunction with the consolidated financial statements and
notes thereto included in the Company's Annual Report on Form 10-K for the year
ended December 31, 1999,

In the opinion of the Company, the accompanying unaudited condensed
consolidated financial statements reflect all adjustments necessary to present
fairly the financial position of the Company and its subsidiaries as of
September 30, 2000, and the results of their operations and their cash flows for
the three and nine months ended September 30, 2000 and September 30, 1999.
Interim results are not necessarily indicative of results that may be expected
for future periods or for the entire year. Certain prior period amounts have
been reclassified to conform to current period presentation.

The Company is subject to various risks in connection with the operation
of its business. These risks include, but are not limited to, changes in
market conditions, availlability of financing, dependence on the growth of the
Internet and the quality of its infrastructure, dependence on operating
agreements with foreign partners, difficulties in successfully integrating and
managing the operations, technology and personnel of acquired entities, cost
of acquisitions, reliance on third parties to provide it with technology,
communications infrastructure and content, interoperability problems among
hardware produced by different vendors, significant foreign and U.S.-based
customers and suppliers, availability of transmission facilities, U.S. and
foreign regulations, international economic and political instability,
dependence on effective billing and information systems, customer attritionm,
rapid technological change and difficulties in attracting and retaining
personnel. Many of the Company's competitors are significantly larger and
have substantially greater resources than the Company. If the Company's
competitors were to devote significant additional resources to the provision
of internet and ¢ommunications products and services to the Company's target
customer base, the Company's business, financial condition, and results of
operations could be materially adversely affected.

The Company has devoted substantial resources to the buildout of its
network, deployment of its Internet initiatives, and the expansion of its

Copyright 2001 EDGAR Online, Inc. (ver 1.01/2.003) Page 5
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marketing programs and strategic acquisitions. As a result, the Company
experienced operating losses and negative cash flows from operations in 1999 and
during the first nine months of 2000. These losses and negative operating cash
flows are expected to continue for additional periods in the future. There can
be no assurance that the Company's operations will become profitable or will
produce positive cash flows. The Company intends to fund its operational and
capital requirements using cash on hand, its available credit facilities, and
with equity or debt financing. There can be no assurance that such new financing
will be available on terms management finds acceptable or at all. In the event
that the Company is unable to obtain such additional financing, it will be
required to substantially limit or curtail its expansion plans, network
buildout, marketing programs, and foreign operations or the Company may resort
to selling assets to the extent permitted by its debt facilities. Even with such
reductions, management believes that new financing will be required by no later
than the end of 2001 to meet operating needs and the November 2001 interest
payment on the Company's senior notes. The Company has been advised by its
independent public accountants that if the Company has not raised sufficient
capital to meet its projected obligations for 2001 or alternatively completed
restructuring of its indebtedness prior to the completion of their audit of the
Company's financial statements for the year ending December 31, 2000, their
auditors’ repert on those financial statements will be modified to reflect these
contingencies.

2. LOSS PER COMMON SHARE

Statement of Financial Accounting Standards No. 128 "Earnings Per Common
Share"” requires dual presentation of basic and diluted earnings per common share
on the face of the statements of operations for all periods presented. Basic
earnings per common share excludes dilution and is computed by dividing income
available to common stockholders by the weighted-average number of common shares
ocutstanding for the period. Diluted earnings per share reflects the potential
dilution that could occur if securities or other contracts to issue common stock
were exercised or converted into common stock or resulted in the issuance of
common stock that then shared in the earnings of the entity. Weighted average
common shares outstanding consist of the following for the three and nine months
ended September 30, 2000 and 1999 (in thousands):

Weighted average common shares outstanding=basic...............
Stock option and warrant equivalents.,....sss.. sesentacsanrrinreae

Weighted average common and equivalent shares
outstanding-basic/diluted. ... sennrinevacencactancnnannn

FOR THE THREE
MONTHS ENDED
SEPTEMBER 30,

FOR THE NINE
MONTHS ENDED
SEPTEMBER 30,

2000 1599 2000 1999
14,345 9,422 13,153 9,319
14,345 9,422 13,153 9,319

Options and warrants to purchase an aggregate of approximately 2,846,000
and 1,835,000 shares of common stock were excluded from the computation of
diluted loss per common share in 2000 and 1999, respectively, because
inclusion of these options and warrants would have an anti-dilutive effect on

loss per common share.
3. ACQUISITIONS

In the first quarter of 2000,

the Company acquired several Voice over

Internet Protocol {"VoIP") termination facilities from various vendors for

Copyright 2001 EDGAR Online_Inc. fver 1.01/2.003)
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approximately $2.2 million in cash and approximately $1.9 million in common
stock. The purchase price was allocated to the net assets acquired based upon
the estimated fair value of such assets, which resulted in an allocaticn of
approximately $4.1 million to goodwill.

In March 2000, the Company acquired Vancouver Telephone Company ("VTIC"),
for approximately $1.1 million in cash and 520,463 shares of common stock valued
at approximately $12.3 million. VIC provides domestic and international long
distance services in Canada. VTC markets its telephone services to ethnic
communities in Canada, including Taiwanese, Chinese, Romanian and Serbian
communities. The purchase price was allocated to the net assets acquired based
upon the estimated fair value of such assets, which resulted in an allocation of
approximately $13.6 million to goodwill. If certain financial criteria are met
by January 31, 2001, the Company is subject to a contingent payment of
approximately $4.0 million payable with the Company's common stock.

In March 2000, the Company acquired DLC Enterprises Inc. ("DLC"), a New
York-based telecommunications company for approximately $0.5 milion. DLC offers
dial-1l, debit card and ISP services. DLC provides Startec with a management and
sales force, proprietary billing and customer provisioning software and small
business revenue. The acquisition of DLC facilitates the introduction of
commercial services for ethnic and mid-sized business customers. The purchase
price was allocated to the net assets acquired based upon the estimated fair
value of such assets, which resulted in an allocation of approximately $1.1
million to goodwill. If certain financial criteria are met by April 3¢, 2001,
the Company is subject to a contingent payment of approximately $5.6 million
payable in cash of approximately $0.5 million and $5.1 million in the form of
either cash or the Company's common stock.
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3. ACQUISITIONS (CONTINUED)

In March 2000, Startec acquired Global Villager Inc. for approximately $0.8
million in cash and 503,872 shares of the Company's common stock valued -at
approximately $13.2 million. Global Villager owns a leading bilingual
Chinese/English Web community, DragonSurf.com, which provides a range of content
and services on its Web site for the Chinese community. The purchase price was
allocated to the net assets acquired based upon the estimated fair value of such
assets, which resulted in an allocation of approximately $13.8 million to
goodwill.

The Company has accounted for all of the referenced acquisitions using the
purchase method. Accordingly, the results of operations of the acquired
companies are included in the accompanying consolidated statements of the
Company as of the date of their respective acquisition. Purchase price
allocations have been completed on a preliminary basis and are subject to
adjustment should new or additional facts about the business become known. The
Company's summarized, uftaudited consolidated pro forma results of operations for
the three and nine months ended September 30, 2000 and 1999, as if the above
acquisitions occurred on January 1, 1999 are as follows (in thousands, except
per share amounts):

FOR THE THREE MONTHS FOR THE NINE MONTHS
ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,

2000 1999 2000 1995
Net revenues........csesa> reserensserns ceasstsanss $ 83,198 $80,394 $253,073 $206,988
LosSs from OperationS....cieeeeeeerancnnannsnnnnnss {7,539) (6,608) {23,061) (24,124)
Net loss before extraordinary item................ (15,127) {11,022) {41,9894) {36,188)
Extraordinary item....... ..ot rirerrinnenannenenn - - (902) -
Net loss after extraordinary 1tem.........eeveeeen (15,127) (11,022) {42,796} {36,188)
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Basic and diluted loss per common share:

Loss before extraordinary item......ccvcueenn.. $ (1.09) 5 (1.11) $ {3.06) $ (3.68)
Extraordinary item -~ loss on early

extinguishments of debt......... . i ciiniiennnnns - - (0.07) -
Basic and diluted loss per common share........ $ {1.05) $ (1.11) § (3.13) $ (3.69)

4. INVESTMENTS

In September 2000, the Company sold certain of its VolP termination
facilities, valued at approximately $4.3 million, and converted certain of
its accounts receivable, valued at approximately $24.5 million, in exchange
for 40% of the issued and outstanding common stock of Sunrise World
Communications, Inc. ("Sunrise®). Sunrise provides internet communications
services between the United States and the emerging economies of the world.
The accounts receivable consisted of trade receivables, prepaids, and certain
other deposits. As of September 30, 2000, the Company's investment value in
Sunrise is approximately $28.8 million.

In May 199%, the Company entered into an agreement to acquire up to 49%
fully diluted ownership in Dialnet Communications Limited ("Dialnet™) for up
to $1.6 million. Dialnet provides value added voice and data services in
India. Pursuant to the agreement, which became effective July 1999 upon
approval by the government of India, the Company made a total investment of
$1.0 million, and also extended $600,000 in credit to Dialnet. Through July
2002, the Company can require that the face amount of the debt outstanding to
Dialnet be converted into common stock of Dialnet. As of September 30, 2000,
the Company had an equity investment of $1.3 million in Dialnet, and $0.6
million cutstanding under the loan.

4. INVESTMENTS (CONTINUED)

In February 1999, the Company acquired a 20% equity ownership interest
in BCH Holding Company, Inc. ("BCH"), which has operations in Poland, for
approximately $1.2 million. BCH is a reseller of international voice and a
licensed Internet service provider in Poland. Concurrent with the
acquisition, Startec received a $2.5 million note receivable from BCH
convertible at Startec's option into common stock of BCH equivalent to an
additional 28% fully diluted ownership interest of BCH. Startec also extended
credit for up to $0.5 million to BCH in the second quarter of 2000. As of
September 30, 2000 BCH had borrowed all $0.5 million. The investment in BCH and
the note receivable from BCH are included in other long~term assets in the
accompanying consolidated balance sheets.

5. BUSINESS SEGMENT DATA

The Company changed the composition of its reportable segments in the third
quarter of. Previously, the Company had classified its operations into two
industry segments, traditional telecommunications services and Internet Protocol
("IP") services., The traditional telecommunications service segment was
evaluated by management on a regional basis. The IP services segment was
evaluated by management on a product basis. In the third quarter of 2000, the
Company stopped evaluating services by product, and began evaluating all
services by region. In addition, the Company views traffic terminating on its IP
network as IP revenue. The IP revenue represents wholesale VoIP and residential
and business traffic. All other traffic is considered to be circuit switched
revenue, Restatement of prior period segment amounts is impractical and in
accordance with the Financial Accounting Standards Board Statement on Financial
Accounting Standards No. 131, DISCLOSURES ABOUT SEGMENTS OF AN ENTERPRISE AND
RELATED INFORMATION ("SFAS 131%), the Company will present segment information
for the third quarter of 2000, the period in which the change occurred, under
the old method and under the new method.

Copyright 2001 EDGAR Online, Inc. (ver 1.01/2.003) Page 8




STARTEC GLOBAL COMMUNICATIONS CORP — 10-Q — Quarterly Report Date Filed: 11/14/2000

The Company evaluates the performance of its segments based primarily on
Earnings Before Interest Taxes Depreciation and Amortization ("EBITDA"™). The
Company's interest income and expense are included in the consolidated Federal
income tax return of the Company and its subsidiaries and are allocated based
upon the relative contribution to the Company's consolidated general and
administrative expense.

The majority of the Company's selling, general, and administrative cost is
incurred by the North American operations. However, selling, general, and
administrative cost is allocated to all segments based on the total head count
for the Company.

The following table presents segment revenues and other financial
information based on preduct, which was the old method, as of September 30,
2000 and for the three and nine months ended September 30, 2000 (in
thousands}) :

THREE MONTHS EINDED SEPTEMBEN 30, 2000

TELICCMMUNICATIONS 1P TOTAL

NORTH

AMERICA EUROPE ASTIA ESTART vore CONSOLIDATED
NGt TOVADUGS. . vttt estarsarccconconsassnvnonnanns $ 1,086 $ 5,368 $ 1,433 $ 22,57 $ 22,772 $ 83,198
Groos BATGLN. .acccverrisrrrraasstasrasssansnnsaass 1,556 497 447 T.493 9,408 18,391
Selling, marketing, q-n-ul -ud administrative

expense. . 11,488 5,137 3,295 256 499 21,274
EBITDA. {9,932) (5,250) (2, 848) 7,237 7,910 (2,883)
baprtchl:l 3,094 115 240 228 179 . 4,636
Interest eXpente....... . 7,473 64 - - - 7,537
Interest 1nCOm®...ieres . . 142 11 14 - - 767
Tixed assets, Gross.... PN - 29, 639 21,844 13, 7122 9,784 5,779 140,768
TOtal ASBBtE...cccecnermrsarsnaassnncnnnsanaassnn $250, 907 § 34,468 §15, 443 $ 27,745 $ 8,503 $ 337,066
9

NINE WOMYHS ENDED SKPTEMBER 30, 2000

TELECOMMUNICATIONS ip TOTAL

NORTH

ANERICA EUROPE ASIA ESTART vorp CORSOLIDATED

——— ——— —— ——— — —————
Net COVaDUSB.....cccecvmcsnscosrrarans esraantaita § 116,517 $ 16,887 $ 4,928 § 64,742 8 46,666 § 249,740
GrOBS MACGiN.ecsesensasessessnsrassnatnssas .. 10, 434 2,569 1391 20,542 14,494 49,680
Selling, marketing, general and mmnnuw

AXPOOIO s anans tesereaieasinnans teeesssnssnsane 25,088 15,420 9,133 6,277 6,208 61,926
EBITDA..cevsssssnsacs (15,404) (12,851} (6,542) 14,265 9,286 112,246)
Depreciation and a-or ., 000 351 725 593 480 11,037
Interest eXpanse....... . 1%,7% 50 1 - - 19,841
Interest income.... 2.208 30 39 - - 2.29
Fixed aspets, grosw.. - 99,639 21,344 13, 122 s, 794 s, 779 140,768
TOtAL APBOLE. . ccccrencasaccncccrcnnsnsnassssnanss $ 250,807 $ 34,463 $ 15,443 5 27,745 $ 8,503 $ 337,066
10

5. BUSINESS SEGMENT DATA (CONTINUED)

The following table presents segment revenues and other financial
information based on region, which is the new method, as of September 30,
2000 and for the three and nine months ended September 30, 2000 (in
thousands) : ’
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THREE MONTHS ENLDED SEPTEMBER 30, 2000

NORTH TOTAL
AMERICA EURCPE ASIA CONSOLIDATED
Net revenues: .
IP . iierennnocnsansansnnna veee S 45,309 $ 5,368 $ 1,435 $ 52,112
Circuit switched ....cveecaea 31,086 - - 31,086
Total net revenueS....«ss. 76,395 5,368 1,435 83,198
Gross margin:
IP.cieeeeans Ceeeearanes ceenae 15,901 487 447 16,835
Circuit switched ....cveeevee 1,556 - - 1,556
Total gross margin........ 17,457 487 447 18,391
Selling, marketing, general and
administrative expense........ 12,242 5,737 3,295 21,274
EBITDA. .ot eceernsnannes ceaenes 5,215 {5,250} (2,848) (2,883)
Depreciation and amortization
EXPENSE . e nsetsavesasssossannns 4,301 115 240 4,656
Interest EXPENSe......cooeesaese 7,473 64 - 7,537
Interest inCOMe...vvvveenaas ceen 742 11 14 767
Fixed assets, gross..... heesasan 105,203 21,843 13,722 140,768

Total assets.....icviuienirennncan $287,155 $34,468 $15,443 $ 337,066

-
NINE MONTHS ENDED SEPTEMBER 30, 2000
NORTH TOTAL
AMERICA EUROPE ASIA CONSOLIDATED
Net revenues:
IPieecennnaaannnnas shseseunse $ 70,310 $ 5,368 $ 1,435 $ 77,113
Circuit switched ...cieveceae 157,615 11,519 3,493 172,627
Total net revenues........ 227,925 16,887 4,928 249,740
Gross margin:
IP..... Cietesiiecriccecseranan 24,761 487 447 25,695
Circuit switched ......cccvnun 20,759 2,081 1,145 23,985
Total gross margin...... .e 45,520 2,568 1,592 49,680
Selling, marketing, general and
administrative expense........ 38,373 15,420 8,133 61,926
EBITDA. c i tetvcvenoscannnss Seeiean 7,147 (12,852) (6,541) (12, 246)
Depreciation and amortization
eXPENSe.ceeveacssns rets et enens 9,961 351 725 11,037
Interest expense...... tecsecssna 19,790 50 1 19,841
Interest income....... recenesena 2,208 50 38 2,296
Fixed assets, gross.......... . 105,203 21,843 13,722 140,768
Total assetS..ceeesess ceessacaan $287,155 $34,468 $15, 443 $ 337,066

In September 1999, the Company operated in only one business segment-long
distance telecommunications. Operations in Europe and Asia were not material for
the three and nine months ended September 30, 1999.

11
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6. SIGNIFICANT CUSTOMERS AND SUPPLIERS

A significant portion of the Cempany's net revenues is derived from a
limited number of customers. For the nine-month periods ended September 30, 2000
and 1999, the Company's five largest carrier customers accounted for
approximately 20% and 38% of net revenues, respectively. The Company's
agreements and arrangements with its carrier customers generally may be
terminated by either party on short notice without penalty.

A significant portion of the Company's cost of services is purchased from a
limited number of suppliers., For the nine-month periods ended September 30, 2000
and 1999, the Company's five largest suppliers accounted for approximately 17%
and 22% of cost of services, respectively.

7. VENDCR AND CREDIT FACILITIES

In June 2000, the Company entered into a five-year term loan with a
principal balance of $50 million with NTFC Capital Corporaticn, a financing arm
of GE Capital ("NTFC Facility”"). This loan represents an increase of $15 million
over the original $35 million facility entered into in December 1998 with NTFC.
Advances under the original $35 million mature on January 31, 2004 and advances
under the $15 million increase mature on May 31, 2005. The NTFC Facility may be
used to finance the continued expansion ¢f Startec's Internet initiatives and
transport business, additional development of Wireless Applications Protocol,
applications of its Internet portals, expansion of VoIP services, acquisitions
and working capital for general corporate purposes. The sutstanding borrowings
on the NTFC Facility carry interest rates ranging from 8.91% to 10.65%, with a
weighted average interest rate of 9.9%. Principal and interest payments are due
monthly. Under the terms of the NTFC Facility, the Company is subject to certain
financial and operational covenants, including but not limited to minimum
EBITDA, restrictions on the Company's ability to pay dividends and level of
indebtedness. As of September 30, 2000, approximately $46.8 million was
outstanding under the NTFC Facility. The NTFC Facility is secured by a pledge of
all shares of Startec Global Operating Company ("Operating Company®) owned by
the Company, and by a first priority security interest in all of the Operating
Company's assets.

In June 2000, the Company entered into a $20 million unsecured facility
from Allied Capital Corporation ("Allied Facility™) with a balloon payment due
at maturity in 2005. Tﬁg Allied Facility may be used for general corporate
purposes, including, without limitation, the purchase of telecommunications
assets. The Allied Facility bears interest at the fixed rate of 15% per annum
and is payable semi-annually, in arrears, at the fixed rate of 10% per annum. In
connection with entering into the Allied Facility, the Company issued a stock
purchase warrant to Allied pursuant to which, at any time and from time to time
until June 30, 2005, Arlied is entitled at its sole option to purchase an
aggregate of 125,000 shares of common stock at an exercise price of $11.21 per
share, subject to certain antidilution adjustments. Under the terms of the
Allied Facility, the Company is subject to certain financial and operational
covenants, including but not limited to restrictions on the Company's ability to
pay dividends and level of indebtedness. As of September 30, 2000, $20 million
was outstanding under the facility. After July 1, 2002, the Company can prepay
all or part of this loan without penalty.

In July 1999, the Company entered into a three-year vendor financing
facility for up to $5 million with IBM Credit Corporation ("IBM Facility"). The
IBM Facility may be used tc finance the purchase of IBM hardware and software
from IBM under a capital lease structure. Borrowings under the IBM Facility bear
interest at a fixed rate equal to the average yield to maturity of the five-year
Treasury Note plus a rate adjustment which varies by the type of equipment
purchased. The outstanding borrowings on the IBM Facility carry interest rates
ranging from 9.5% to 15.4% with a weighted average interest rate of 11.7%. As of
September 30, 2000, approximately $ 1.3 million was outstanding under the IBM
Facility.
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In May 1999, the Company entered into a vendor financing facility for up to
$20 million with Ascend Credit Corporation ("Ascend Facility”). The Ascend
Facility may be used to finance equipment

12

purchased from Ascend under a capital lease structure. As of September 30, 2000,
approximately $1.9 million bearing interest at B.5% was outstanding under the
facility.
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7. VENDCR AND' CREDIT FACILITIES (CONTINUED)

In May 2000, the Company entered into a credit facility for up to $7.5
million from Coast Business Credit Corporation ("Coast Facility"™) due in
Novemer 2002. The Coast Facility may be used to satisfy various operating
liabilities. The interest rate on the Coast facility is the Prime Rate plus
3.5%, with a floor of 9%. As of September 30, 2000, approximately $6.7
million was outstanding under the Coast Facility.

In June 2000, the Company repaid and terminated a three~year Loan and
Security Agreement with Congress Financial Corporation ("CFC Facility™) two
years ahead of the original term. Extraordinary losses of approximately $902, 000
incurred with this extinguishment consisted of a one-time payment to Congress
Financial Corporation and unamortized deferred financing costs.

8. COMPREHENSIVE LOSS

The total of net loss and all other non-owner changes in equity consists of
the following for the three and nine menths ending September 30, 2000 and 1999
(in thousands):

FOR THE THREE MONTHS FOR THE NINE MONTHS
ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,
2000 1999 2000 1999
Net 108S.....iieucunnensonsossnasenas ceraaes . $(15,127) ${11,272) $(42,927) $(37,021)
Other comprehensive loss:
Foreign currency translation adjustment...... (21) (19) {809) (232)
Comprehensive loss........... eessstarebecaaan ${15,148) $(11,291) $§{43,736) $(37,253)

i

9. SUBSEQUENT EVENTS

In November 2000, Startec entered intc an agreement to acquire Capsule
Communications, Inc. ("Capsule™), formerly known as US Wats, Inc. Under the
terms of the merger, subject to certain price adjustments, Startec will issue
approximately 2.7 million shares of common stock to shareholders of Capsule. In
addition, Startec will issue an aggregate of $3 million in 5-year, unsecured
promissory notes to two Capsule shareholders owning approximately 74% of the
issued and ocutstanding shares of Capsule. The merger agreement, which is
expected to be formally consummated in the first quarter of 2001, is subject to
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the conditions set forth in the merger agreement and requires, among other
things, the approval of Startec and Capsule shareholders as well as receipt of
regulatory approvals. The approval of the merger by Capsule's stockholders is
assured because the two Capsule shareholders beneficially owning in the
aggregate approximately 74% of Capsule's outstanding common stock have executed
voting agreements committing them to vote all of their shares in favor of the
merger. Capsule is a switch-based interexchange carrier providing long distance
telephone communications services primarily to small and medium-size business
customers as well as residents. Capsule also provides inbound-800 long distance
services, as well as other telecommunications services. Capsule uses its own
switches and facilities to originate, transport and terminate calls for
customers generally located in the Mid-Atlantic region and California (on-net
areas). For calls originating or terminating outside Capsule's own network
{(off-net area}, the Company utilizes the services provided by other long
distance companies. The acquisition is subject to shareholder and regulatory
approval.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
QOF OPERATIONS.

The following discussion and analysis of the financial condition and
results of operations should be read in conjunction with the financial
statements, related notes, and other detailed information included elsewhere
in this Quarterly Report on Form 10-Q. This report contains certain
forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. Forward-looking statements are statements
other than historical information or statements of current condition. Some
forward-looking statements may be identified by the use of such terms as
"believes," "anticipates,®™ "intends,"™ or "expects." These forward-looking
statements relate,to our plans, objectives and expectations for future
operations and growth. Other forward-looking statements in this Quarterly
Report on Form 10-Q include statements regarding synergies and growth
expected as a result of our in-progress and future acquisitions, expected
growth in earnings, revenue and gross margin, our expectation regarding our
ability to consummate future acquisitions and the necessity for and expected
availability of additional financing. In light of the risks and uncertainties
inherent in all such projected operational matters, the inclusion of
forward-looking statements in this report should not be regarded as a
representation by us or any other person that our objectives or plans will be
achieved or that any of our operating expectations will be realized. Our
revenues and results of operations are difficult to forecast and could differ
materially from those projected in the forward-looking statements contained
in this report as a result of certain risks and uncertainties including, but
not limited to, our ability to integrate and manage acquired companies,
assets and personnel, changes in market conditions, the volatile and
competitive environment for Internet telephony, the availability of
transmission facilities, management of our rapid growth, entry into new and
developing markets, competition, the international telecommunications
industry, dependence on operating agreements with foreign partners, reliance
on third parties to prowide us with technology, infrastructure and content,
significant foreign and U.S.-based customers and suppliers, availability of
transmission facilities, U.S. and foreign regulations, international economic
and political instability, dependence on effective billing and information
systems, customer concentration and attrition, rapid technological change,
and the expansion of the global network. These factors should not be
considered exhaustive; we undertake no obligation to release publicly the
results of any future revisions we may make to forward-looking statements to
reflect events or circumstances after the date hereof or to reflect the
occurrence of unanticipated events.

OVERVIEW
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We are a leading provider of advanced communications and Internet
services to residential and business customers transacting with the world's
emerging economies. Our quarterly revenues have increased from $76.6 million
for the three months ended September 30, 1999 to $83.2 million for the three
months ended September 30, 2000. We reported a net loss for the three months
ended September 30, 2000 of $15.1 million, or $1.05 per common share compared
to a net loss of $11.3 million or $1.19 per common share for the three months
ended September 30, 1999. The number of our residential customers increased
from approximately 256,000 customers as of September 30, 1999 to
approximately 645,000 customers as of September 30, 2000. Of these customers,
we provided a bundle of telecommunications services and Internet access to
approximately 130,000 North American customers.

We continue to deploy ocur Internet Protocol (IP) network, expand our
ethnic customer base and we are beginning to penetrate the business segment.
We anticipate future growth from providing a comprehensive product suite of
IP communication services. These services are expected to include Phone to
Phone, PC to PC, PC to Phone and IP Virtual Private Network (VPN) services.
We continue to pursue acquisitions that will increase our customer base and
our revenue. In addition, we are migrating from circuit-switched to IP-based
technology and we will leverage our existing assets to focus on IP services.
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RESULTS OF OPERATIONS

The following table sets forth certain financial data as a percentage of
net revenues for the periods indicated:

FOR THE THREE MONTHS FOR THE NINE MONTHS

ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,
2000 1999 2000 1999
NEet revenues .........eoeveecccnns .. 100.0% 100.0% 100.0% 100.0%
Cost of services ....... censenanenn 77.9 86.9 80.1 88.6
Gross margin ..... Gheesasetaennan 22.1 13.1 19.9 11.4
General and administrative expenses 19.4 14.8 19.9 16.0
Selling and marketing expenses .... 6.2 4.6 4.9 5.5
Depreciation and amortization ..... 5.6 2.7 4.4 2.7
Loss from operations .......eeeee.. (9.1} (9.0} (9.3) (12.8)
Interest eXpense .......cceceecaaa. {9.1) (7.2) (7.9) {8.2)
Interest income .......icvecnencann 0.9 1.5 0.9 2.1
Equity in loss from affiliates .... {1.0] - (0.5} -
Loss before extraordinary item .... {18.3) (14.7) (16.8) (18.9
Extraordinary item-loss on early
extinguishment of debt ......... . - - (0.4) -
Net lOSS +vuervrnvvaeonss ceeean ceeas (18.3)% (14.7)% (17.2)% (18.9)%

THREE AND NINE MONTH PERIOD ENDED SEPTEMBER 30, 2000 COMPARED TO THREE AND NINE
MONTH PERICD ENDED SEPTEMBER 30, 1999

NET REVEMUES. Net revenues for the three months ended September 30, 2000
increased $6.6 million, or 8.6%, to $83.2 million from $76.6 million for the
three months ended September 30, 1999. Net revenues for the nine months ended
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September 30, 2000 increased $53.5 million, or 27.3%, to $249.7 million from
$196.2 million over the same period in 199%99. Net revenues include the effect of
acquisitions from their respective acquisition dates.

Net revenues generated by our North American segment increased $3.3
million, or 4.5%, to $76.4 million for the three months ended September 30,
2000, from $73.1 million for the same period in 1999, and increased $40.0
million, or 21.3%, to $227.9 millicn for the nine months ended September 30,
2000, from $187.9%9 million for the same period in 1999. Revenue from our IP
network in Nerth America was $45.3 million for the three months ended September
30, 2000 and $70.3 million for the nine months ended September 30, 2000. The
North American IP segment was not operational in either of the corresponding
periods of 1999, Revenue from our North American circuit switched netwark
decreased $42.0 million or 57.5%, to $31.1 million for the three months ended
September 30, 2000, from $73.1 million for the same period in 1999. Revenue from
cur North American circuit switched network decreased $30.3 million or 16.1%, to
$157.6 million for the nine months ended September 30, 2000, from $187.9 million
for the same period in 1999. The decrease in the amount of circuit switched
revenues was due to the reduction in the amount of wholesale circuit switched
traffic on our network. In addition, we were able to fully migrate our
residential traffic onto our IP network in the third quarter of 2000.

Net revenues generated by our European segment increased $3.4 million, or
17¢.0%, to $5.4 million for the three months ended September 30, 2000, from $2.0
million for the same period in 1999, and increased $12.1 million, or 252.1%, to
$16.9 million for the nine months ended September 30, 2000, from $4.8 million
for the same period in 1299. Revenue from our IP network in Europe was $5.4
million for the three and nine months ended September 30, 2000. The European IP
segment was not operational in either of the corresponding periods of 1999. As a
result of the complete migration toward the IP network in Europe, we did not
generate any revenue from our circuit switched network for the three months
ended
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September 30, 2000, a decrease from $2.0 million for the same period in 1999.
Revenue from our circuit switched network in Europe increased $6.7 million or
139.6%, to $11.5 million for the nine months ended September 30, 2000, from
54.8 million for the same period in 1999. The overall increase in net
revenues are due to our continued penetration into the European market during
fiscal year 2000. We were able to migrate all of our European traffic onto
our IP network in the third quarter of 2000.

Net revenues generated by our Asian segment decreased $ 0.1 million, or
6.7%, to $1.4 million for the three months ended September 30, 2000, from $1.5
million for the same period in 1999, and increased $1.3 million, or 36.1%, to
54.9 million for the nine months ended September 30, 2000, from $3.6 million for
the same period in 1999. Revenue from ocur IP network in Asia was $1.4 million
for the three 'and nine months ended September 30, 2000. The Asian IP segment was
not operational in either of the corresponding periods of 1999. As a result of
the complete migration toward the IP network in Asia, we did not generate any
revenue from our circuit switched network for the three months ended September
30, 2000, a decrease from $1.5 million for the same period in 1999. Revenue from
our circuit switched network in Asia decreased $0.1 million or 2.8%, to $3.5
million for the nine months ended September 30, 2000, from $3.6 million for the
same period in 1999%.

GROSS MARGIN. Gross margin increased $8.3 million, or 82.2%, to $18.4 million
for the three months ended September 30, 2000 from $10.1 million for the three
months ended September 30, 1999. Gross margin for the nine months ended
September 30, 2000 increased $27.4 million, or 122.9%, to $49.7 million from
$22.3 million for the same period in 1999. Gross margin as a percentage of net
revenues increased to 22.1% for the three months ended September 30, 2000 from
13.1% for the three months ended September 30, 1999, and increased to 19,.9% for
the nine months ended September 30, 200C from 11.4% for the same period in 1999,
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The majority of this increase can be attributed to the higher gross margins we
experienced from operations in our IP segment.

Gross margin for our North American segment increased $8.0 million, or
84.2%, to $17.5 milljion for the three months ended September 30, 2000, from $9.5
million for the same period in 1999, and increased $24.6 million, or 117.7%, to
$45.5 million for the nine months ended September 30, 2000, from $20.9 million
for the same period in 1999. Gross margins for our North American segment's IP
revenues were 35.1% of net revenues or $15.9 million for the three months ended
September 30, 2000, and 35.2% of net revenues or $24.8 million for the nine
months ended September 30, 2000. The North American IP segment was not
operational in either of the corresponding periods of 1999, North American
circuit switched gross margins were 5.0% of net revenues, or $1.6 million for
the three months ended September 30, 2000, as compared to 12.9% of net revenues
and $9.5 million for the corresponding period in 1999. North American circuit
switched gross margins were 13.2% of net revenues or $20.8 million for the nine
months ended September 30, 2000, as compared to 11.1% and $20.9 million for the
corresponding period in 1999.

Gross margin for our European segment increased $0.6 million, to $0.5
million for the three months ended September 3¢, 2000, from a negative 50.1
for the same period in 1999, and increased $3.1 million, to $2.6 million for
the nine months ended September 30, 2000, from a negative $0.5 million for
the same period in 1999. Gross margins for our European IP revenues were $0.5
million, or 9.3% of net revenues for the three months ended September 30,
2000, and $0.5 million, or 9.3% of net revenues for the nine months ended
September 30, 2000. The European IP segment was not operational in either of
the corresponding periods of 1999. The European traffic was completely
migrated from the circuit switched network in the second quarter of 2000. As
such, no revenues were generated on the European circuit switched network.
European circult switched gross margins were 18.1% of net revenues, or $2.1
million for the nine months ended September 30, 2000, as compared to a
negative 9.6% of net revenues and negative $0.5 million for the corresponding
period in 199%99.

Gross margin for our Asian segment decreased $0.4 million, or 50.0%, to
$0.4 million for the three months ended September 30, 2000, from $0.8 million
for the same period in 1999, and decreased $0.2 million, or 11.1%, to $1.6
million for the nine months ended September 30, 2000, from $1.8 million for the
same period in 1999. Gross margins for our Asian segment's IP revenues were
31.1% of net revenues for
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the three months ended September 30, 2000, and 31.1% of net revenues for the
nine months ended September 30, 2000. The Asian IP segment was not operational
in either of the corresponding periods of 1999. The Asian traffic was completely
migrated from the circuit switched network in the second quarter of 2000. As
such, no revenues were generated on the Asian circuit switched network. Asian
circuit switched gross margins were 32.8% of net revenues, or $1.1 million for
the nine months ended September 3G, 2000, as compared to 51.6% of net revenues
and negative $1.8 million for the corresponding period in 1999.

GENERAL AND ADMINISTRATIVE. General and administrative expenses for the three
months ended September 30, 2000 increased $4.9 million, or 43.4% to $16.2
million from $11.3 million for the three months ended September 30, 1999.
General and administrative expenses increased $18.5 million, or 59.1% to $49.8
million for the nine months ended September 30, 2000 from $31.3 million over the
same period in 1999.

General and administrative expenses as a percentage of net revenues
increased to 19.4% for the three months ended September 30, 2000 from 13.1% for
the same period in 1999, and increased to 19.9% for the nine months ended
September 30, 2000 from 11.4% for the same period in 1999. The increase was
primarily due to business integration costs generated by our acquisitions in the
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first quarter of 2000.

General and administrative expenses for our North American segment remained
constant at $8.0 million for the three months ended September 30, 2000 and 1999,
and increased $7.1 million, or 31.4%, to $29.7 million for the nine months ended
September 30, 2000, from $22.6 million for the same period in 1999.

General and administrative expenses for our European segment increased $2.8
million, or 133.3%, to $4.9 million for the three months ended September 30,
2000, from $2.1 million for the same pericd in 1999, and increased $5.8 million,
or 90.6%, to $12.2 million for the nine menths ended September 30, 2000, from
$6.4 million for the same period in 1999,

General and administrative expenses for our Asian segment decreased $0.5
million, or 41.7%, to $3.2 million for the three months ended September 30,
2000, from $1.2 million for the same period in 1999, and increased $3.1 million,
or 134.8%, to $7.9 million for the nine months ended September 30, 2000, from
$2.3 million for the same period in 1999.

SELLING AND MARKETING. Selling and marketing expenses for the three months ended
September 30, 2000 increased $1.5 million, or 41.7% to $5.1 million from $3.6
million for the three months ended September 30, 1899. Selling and marketing
expenses increased $1.4 million, or 13.1% to $12.1 million for the nine months
ended September 30, 2000 from $10.7 million for the nine months ended September
30, 1999.

Selling and administrative expenses as a percentage of net revenues
increased to 6.2% for the three months ended September 30, 2000 from 4.6% for
the same period in 1999, but decreased to 4.9% for the nine months ended
September 30, 2000 from 5.5% for the same period in 1999. The decrease is
primarily due to our efforts to convert our existing dial around customer base
to a bundled customer base rather than pursuing new customers through increased
external marketing efforts.

Selling and marketing for our North American segment increased $1.1
million, or 35.4%, to $4.2 million for the three months ended September 30,
2000, from $3.1 million for the same period in 1999, but decreased 50.9 million,
or 9.4%, to.  $8.7 million for the nine months ended September 30, 2000 from $%.6
million for the same period in 1999. Selling and marketing expenses as a
percentage of net revenues increased to 5.5% for the three months ended
September 30, 2000 from 4.2% for the same period in 1999, and decreased to 3.8%
for the nine months ended September 30, 2000 from 5.1% for the same period in
1999. The decrease is primarily due to our efforts to convert our existing dial
around customer base to a bundled customer base rather than pursuing new
customers through increased external marketing efforts. The costs from our
outbound service representatives who performed this function are recorded in
general and administrative expenses.

.
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Selling and marketing for our European segment increased $0.5 million, or
125.0%, to $0.9 million for the three months ended September 30, 2000, from $0.4
million for the same period in 1999, and increased $2.1 million, or 190.9%, to
$3.2 million for the nine months ended September 30, 2000 from $1.1 million for
the same period in 1999. Selling and marketing expenses as a percentage of net
revenues decreased to 16.6% for the three months ended September 30, 2000 from
20.0% for the same period ln 1999, and decreased to 18.3% for the nine months
ended September 30, 2000 from 22.9% for the same period in 1999. The decrease is
primarily due to the efforts to convert our dial around customer base for
bundled customer acquisitions rather than pursuing new custocmers through
increased marketing efforts. The costs from our outbound service representatives
who performed this function are recorded in general and administrative expenses.

Selling and marketing for our Asian segment increased $10,000, or 21.7%, to
556,000 for the three months ended September 30, 2000, from $46,000 for the same
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period in 1999, and increased $126,000, or 165.8%, to $202,000 for the nine
months ended September 30, 2000 from $76,000 for the same period in 1999,
Selling and marketing expenses as a percentage of net revenues increased to 4.0%
for the three months ended September 30, 2000 from 3.1% for the same period in
1999, and increased to 4.1% for the nine months ended September 30, 2000 from
2.1% for the same period in 1999.

DEPRECIATION AND AMORTIZATION. Depreciation and amortization expense increased
$2.6 million, or 123.8%, to $4.7 million for the three months ended September
30, 2000 from $2.1 million for the same period in 1999. Depreciation and
amortization expense increased $5.7 million, or 107.5%, to $11.0 million for the
nine months ended September 30, 2000 from $5.3 million for the same period in
1999. This was primarily due to increases in capital expenditures pursuant to
our strategy of expanding our network infrastructure and amortization of
goodwill.

INTEREST EXPENSE. Interest expense increased $2.0 million, or 36.4%, to $7.5
million for the three months ended September 30, 2000 from $5.5 million for the
same period in 1999. Interest expense increased $3.8 million, or 23.8%, to $19.8
million for the nine months ended September 30, 2000 from $16.0 million for the
same period in 1999. This was a result of higher balances drawn from several
bank and vendor financing agreements entered into during 1999 and 2000.

INTEREST INCOME. Interest income decreased $0.3 million, or 27.3%, to $0.8
million for the three months ended September 30, 2000 from $1.1 million for the
same period in 1999. Interest income decreased $1.8 million, or 43.9%, to $2.3
million for the nine months ended September 30, 2000 from $4.1 million for the
same period in 1999. This is primarily due to a decrease in the amount of
pledged securities on our balance sheet, reflecting the interest payments made
on the Senior Notes.

NET LOSS. Net loss for the three months ended September 30, 2000 was $15.1
million or $1.05 per common share compared to a net loss of approximately $11.3
million or $1.19 per common share for the same period in 1999. Nine-month net
loss before extraordinary item was $42.0 million or $3.19 per common share
compared to $37.0 million or $3.98 per common share over the same period in
1999. Net loss for the three months ended September 30, 2000 was $15.1 million
or $1.05 per common share and net loss for the nine months ended September 30,
2000 was $42.9 million or $3.26 per common share, after the extraordinary item.
We incurred a loss of $0.9 million in connection with the early repayment and
termination of our Loan and Security Agreement with Congress Financial
Corporation ("CFC"™) during the seceond quarter. This amount consisted of a
one-time payment to CFC and unamortized deferred financing costs.

LIQUIDITY AND CAPITAL RESQURCES

We reported a decrease in cash and cash equivalents of approximately $32.6
million during the nine months ended September 30, 2000. Cash used in operating
activities for the nine months ended September 30, 2000 increased $28.9 million,
or 152.1% to $47.9 million from $159.0 million for the same period in 1999
principally due to cash requirements for the expansion of operations partially
offset by changes in operating accounts and the integration of acquisitions.

We expect to incur net losses on a quarterly basis for the next several
quarters, as we incur additional costs associated with the strengthening of
our network infrastructure, the develcpment and expansion of our marketing
programs, our entry into new markets,

19

the pursuit of our acquisition strateqy, the expansion of existing and
introduction of new telecommunications and Internet services, the expansion of
our global IP network and as a result of interest expense associated with our
financing activities. As of September 30, 2000, we have pledged securities of
approximately $19.3 million to cover all scheduled cash interest payments on the
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Senior Notes through May 2001. The Company is scheduled to pay a semiannual
interest payment of approximately $9.6 million in November 2000. We may be
required to obtain additional financing in order to pay interest on the Senior
Notes after May 2001 and to repay the Senior Notes at their maturity.

During 1998, we advanced an aggregate of approximately $1.4 million to
certain of our employees and officers. The secured loans bear interest at a rate
of 7.87% per year, and were originally due and payable on December 31, 1999.
Approximately $0.9 million was repaid in January 2000, and the balance was
extended through December 31, 2000.

In September 2000, we sold certain of our VoIP termination facilities,
valued at approximately $4.3 million, and converted certain of our accounts
receivable, valued at approximately $24.5 million, in exchange for 40% of the
issued and outstanding common stock of Sunrise World Communications, Inc.
("Sunrise"). Sunrise provides internet communications services between the
United States and the emerging economies of the world. The accounts
receivable consisted of trade receivables, prepaids, and deposits. As of
September 30, 2000, our investment value in Sunrise is approximately $28.8
million,

In the first quarter of 2000, we acquired several VoIP termination
facilities from various vendors for approximately $2.2 million in cash and
approximately $1.9 million in common stock. We issued the shares in the second
and third quarters of 2000. We have integrated these facilities into our VoIP
network and launched VoIP services as a new line of business in the first
quarter of 2000. The purchase price was allocated toc the net assets acquired
based upon the estimated fair value of such assets, which resulted in an
allocation of approximately $4.1 million to goodwill. Purchase price allocations
have been completed on a preliminary basis and are subject to adjustment should
new or additional facts about the business become known.

In the first quarter of 2000, we acquired Vancouver Telephone Company
("VTC") for approximately $1.1 million in cash and 520,463 shares of common
stock valued at approximately $12.3 million. We issued the shares in the second
quarter of 2000. VTC provides domestic and international long distance services
in Canada. VTC markets its telephone services to ethnic communities in Canada,
including Taiwanese, Chinese, Romanian and Serbian communities. The purchase
price was allocated to the net assets acquired based upon the estimated fair
value of such assets, which resulted in an allocation of approximately $13.6
million to goodwill. Purchase price allocations have been completed on a
preliminary basis and are subject to adjustment should new or additional facts
about the business become known.

In the first quarter of 2000, we acquired DLC Enterprises Inc. ("DLC"),
a New York-based telecommunications company for approximately $0.5 million.
DLC offers voice and data services. DLC provides us with a management and
sales force, proprietary billing and customer service software and small
business customers. The acquisition of DLC facilitates the introduction of
commercial services for ethnic small and mid-sized business customers. The
purchase price was allocated to the net assets acquired based upon the
estimated fair value of such assets, which resulted in an allocation of
approximately $1.1 million to goodwill. Purchase price allocations have been
completed on a preliminary basis and are subject to adjustment should new or
additional facts about the business become known.

In the first quarter of 2000, we acquired Global Villager Inc. for
approximately $0.8 millicn in cash and 503,872 shares of common stock valued
at approximately $13.2 million. Global Villager owns a leading bilingual
Chinese/English Web community, DragonSurf.com, which provides a range of
content and services on its Web site for the Chinese community. The purchase
price was allocated to the net assets acquired based upon the estimated fair
value of such assets, which resulted in an allocation of approximately $13.8
million to goodwill. Purchase price allocations have been completed on a
preliminary basis and are subject to adjustment should new or additional
facts about the business become known.
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In November 2000, we entered into an agreement to acquire Capsule
Communications, Inc. ("Capsule®), formerly known as US WATS, Inc. Under the
terms of the merger, subject to certain price adjustments, we will issue
approximately 2.7 million shares of common stock to shareholders of Capsule.
In addition, we will issue an aggregate of $3 million in 5-year, unsecured
promisscry notes to two Capsule shareholders owning approximately 74% of the
issued and outstanding shares of Capsule. The merger agreement, which we
anticipate will be formally consummated in the first quarter of 2001, is
subject to the conditions set forth in the merger agreement and regquires,
among other things, the approval of our shareholders and Capsule sharehclders
as well as the receipt of regulatory approvals. The approval of the merger by
Capsule's stockholders is assured because the two Capsule shareholders
beneficially owning in the aggregate approximately 74% of Capsule's
outstanding commen stock have executed voting agreements committing them to
vote all of their shares in favor of the merger.

Our business strateqy contemplates aggregate capital expenditures
(including capital expenditures, working capital and other general corporate
purposes) of approximately $35 million through December 31, 2000 to be spent
on our Internet infrastructure. A substantial portion of these expenditures
has been incurred as of September 30, 2000, and has been funded by existing
vender arrangements. We are also pursuing additional sources of financing
from the capital markets. We intend to use any additional sources of
financing to fund our acquisition activities. These activities include, but
are not limited to, integration expenses, Internet infrastructure and other
post acquisition-related expenditures.
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We regqularly review opportunities to implement our business strategy
through strategic alliances with, investment in, or acquisitions of businesses
that we believe are complementary to our current and planned operations. Our
ability to consummate strategic alliances and acquisitions, and to make
investments that may be of strategic significance, may require us to obtain
additional debt and/or equity financing. There can be no assurance that we will
be successful in arranging such financing on terms we consider acceptable or at
all.

Although we intend to implement the capital spending plan described above,
it is possible that unanticipated business opportunities may arise which we may
conclude are more favorable to our long-term prospects than those contemplated
by the current capital spending plan.

EQUITY AND DEBT FINANCING

In June 2000, we repaid and terminated a three-year Loan and Security
Agreement with Congress Financial Corporation ("CFC Facility™) two years ahead
of the original term. We incurred extraordinary losses of approximately $0.9
nillion with this extinguishment consisting of a one-time payment to Congress
Financial Corporation and unamortized deferred financing costs.

In June 2000, we entered into a five-year term loan with a principal
balance of $50 million with NTFC Capital Corporation, a financing arm of GE
Capital ("NTFC Facility"™). This loan represents an increase of $15 million
over the original $35 million facility entered into in December 1998 with
NTEC. The NTFC Facility may be used to finance the continued expansion of our
Internet initiatives and transport business, additional development of
Wireless Applications Protocol, applications of its Internet portals,
expansion of VoIP services, acquisitions and working capital for general
corporate purposes. The outstanding borrowings on the NTFC Facility carry
interest rates ranging from 8.91% to 2.90%, with a weighted average interest
rate of 92.9%. Under the terms of the NTFC Facility, we are subject to certain
financial and operational covenants, including but not limited to minimum
EBITDA, restrictions on our ability to pay dividends and level of
indebtedness. As of September 30, 2000, approximately $46.8 million was
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outstanding under the NTFC Facility. The NTFC Facility is secured by a pledge
of all shares of Startec Global Operating Company ("Operating Company") owned
by the Company, and by a first priority security interest in all of the
Cperating Company's assets.

In June 2000, we entered into a $20 million unsecured facility from Allied
Capital (™Allied Facility"™) with a balloon payment due at maturity in 2005. The
Allied Facility may be used for general corporate purposes, including the
purchase of telecommunications assets, without limitations. The Allied Facility
bears interest at the fixed rate of 15% per annum and is payable semi-annually,
in arrears, at the fixed rate of 10% per annum. Under the terms of the Allied
Facility, we are subject to certain financial and operational covenants,
including but not limited to restrictions on our ability to pay dividends and
level of indebtedness. As of September 30, 2000, $20 million was outstanding
under the facility. After July 1, 2002, the Company can prepay all or part of
this loan without penalty. In connection with entering into the Allied Facility,
we issued a stock purchase warrant to Allied pursuant to which, at any time and
from time to time until June 30, 2005, Allied is entitled at its sole option to
purchase an aggregate of 125,000 shares of our common stock at an exercise price
of $11.21 per share subject to certain antidilution adjustments.

In May 2000, we entered into vendor financing facility for up to $7.5
million from Coast Business Credit Corporation ("Coast Facility”) due in Novemer
2002. The Coast Facility may be used to satisfy various operating liabilities.
The interest rate on the Coast facility is the Prime Rate plus 3.5%, with a
floor of 9%. As of September 30, 2000, approximately $6.7 million was
outstanding under the Coast Facility.

In July 1999, we entered into a three-year vendor financing facility for up
to $5 million with IBM Credit Corporation ("IBM Facility”). The IBM Facility may
be used to finance the purchase of IBM hardware and software from IBM under a
capital lease structure. Borrowings under the IBM Facility bear interest at a
fixed rate equal to the average yield to maturity of the five-year Treasury Note
plus a rate adjustment which varies by the type of equipment purchased. The
cutstanding borrowings on the IBM Facility carry interest

21

rates ranging from 9.5% to 15.4% with a weighted average interest rate of 11.7%.
As of September 30, 2000, approximately $1.3 million was outstanding under the
IBM Facility.

In May 1999, we entered into a vendor financing facility for up to $20
million with Ascend Credit Corporation ("Ascend Facility”™). The Ascend Facility
may be used to finance equipment purchased from Ascend under a capital lease
structure. As of September 30, 2000, approximately $1.9 million bearing interest
at B8.5% was outstanding under the facility.

In May 1998, we issued $160 million of 12% Senior Notes yielding net
proceeds of approximately $155 million, of which approximately $52.4 million was
used to purchase securities which are pledged and restricted for use as the
first six interest payments due on the Senior Notes. As part of the offering, we
issued warrants to purchase 200,226 shares of common stock. The warrants are
exercisable subsequent to November 1998 at an exercise price of $24.20 per
share. The Senior Notes are unsecured and require semi-annual interest payments,
which began in November 1998.

The implementation of our strategic plans, including the development and
expansion of our network facilities, expansion of our marketing programs,
expansion of our global IP network, pursuit of our acquisition strategy,
acquisition of additional commercial customers, our evolution to marketing of
network and enterprise services, and funding of operating losses and working
capital needs, will require significant investment. There can be no assurance
that we will not need additional financing sooner than currently anticipated.
The need for additional financing depends on a variety of factors, including
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the rate and extent of our expansion and new markets, the cost of an
investment in additional switching and transmission facilities and ownership
rights in fiber optic cable, the incurrence of costs to support the
introduction of additional or enhanced services, and increased sales and
marketing expenses. In addition, we may need additional financing to fund
unanticipated working capital needs or to take advantage of unanticipated
business opportunities, including acquisitions, investments or strategic
alliances. The amount of our actual future capital requirements also will
depend upon many factors that are not within our control, including
competitive conditions and regulatory or other government actioens. In the
event that our plans or assumptions change or prove to be inaccurate or our
capital resources prove to be insufficient to fund our growth and operations,
then some or all of our development and expansion plans could be delayed or
abandoned, or we may be required to seek additional financing or to sell
assets, to the extent permitted by the terms of the Senior Notes.

We need to raise such additional capital from public or private equity
or debt sources. We cannot assure you that we will be able to cbtain additional
financing or, if obtained, that it will be able to do so on a timely basis or on
favorable terms. If we are able to raise additional funds through the incurrence
of debt, it would likely become subject to additional restrictive financial
covenants. In the event that we are unable to obtain such additional capital or
are unable to cbtain such additional capital on acceptable terms, we may be
required to reduce the scope of our expansion, which could adversely affect our
business, financial condition and results of operations, our ability to compete
and our ability to meet our obligations under the Senior Notes.

CASH FLOWS

Our cash and cash equivalents decreased $32.5 million, or 59.4%, to
$22.2 million at September 30, 2000, from $54.7 million at December 31, 1999.
Net cash used in operating activities increased $28.9 million, or 152.1%, to
$47.9 million for the nine months ended September 30, 2000 compared to
approximately $19.0 million for the same period in 1999. The increase in cash
used in operations was primarily the result of an increase of net loss and
accounts receivable, which was partially offset by an increase in accounts
payable and accrued expenses.

Cash used in investing activities was $43.5 million in the first nine
months of 2000 compared to $56.8 million in the same period in 1999. We
capitalized approximately $3.7 million pursuant to the Statement of Position
98-1, "Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use.”
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Cash provided by financing activities was approximately $58.8
million for the first nine months of 2000 compared to approximately $38.3
million over the same period in 1999. Cash provided by financing activities
primarily relates to proceeds from draws on the bank facility and vendor
financing as well as proceeds from the private placement of our common stock
partially offset by repayments of the credit facility and vendor financing.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk, including changes in interest rates, and
to foreign currency exchange rate risks. We do not hold any financial
instruments for trading purposes. We believe that our primary market risk
exposure relates the effects that changes in interest rates have on our
investments and those portions of our outstanding indebtedness that do not
have fixed rates of interest. In this regard, changes in interest rates
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affect the interest earned on our investments in cash equivalents, which
consist primarily of demand deposits and money market accounts, and U.S.
Government obligations which we have purchased and pledged to make certain
interest payments on the Senior Notes. In addition, changes in interest rates
impact the fair value of our long-term debt obligations (including the Senior
Notes). As of September 30, 2000, the fair value of the Senior Notes was
approximately $120.0 million and the fair value of the securities pledged to
make certain interest payments on the Senior Notes was approximately $19.3
million. Changes in interest rates alsc affect our borrowings under our other
financing facilities with NTFC, Allied, IBM and Ascend. The NTFC Facility
provides that each borrowing under the facility bears interest at a fixed
rate equal to the average yleld to maturity of the five-year Treasury Note
plus an agreed-upon rate adjustment. The Allied facility bears interest at
the fixed rate of 15% per annum and is payable semi-annually, in arrears, at
the fixed rate of 10% per annum. The Ascend Facility provides that each
borrowing under the facility bears interest at 8.5%. The IBM facility bears
interest at a variable rate during the term of the lease.

The foreign exchange rate fluctuations relating to our results of
foreign operations have not been material. We have not entered into foreign
currency exchange forward contracts or other derivative arrangements to
manage risks associated with foreign exchange rate fluctuations. Foreign
exchange rate fluctuation exposure may increase in the future as the size and
scope of our foreign operations increases.
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PART II.-OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

From time to time we are involved in litigation incidental to the conduct
of our business. We are not currently a party to any lawsuit or proceeding
which, in the opinion of management, is likely to have a material adverse effect
on the business, financial condition or results of operations.
ITEM 2. CHANGE IN SECURITIES AND USE OF PROCEEDS
None.
ITEM 3. DEFAULTS UPCN SENIOR SECURITIES

None.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
ITEM 5. OTHER INFORMATION

None.
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
a. Exhibits
2.2* Agreement and Plan of Reorganization dated November 2, 2000 by and among
Startec Global Communications Corporation, Stars Acquisition Corp., Capsule
Communications, Inc., Gold & Appel Transfer, S.A. and Foundation for the
Internaticnal Non-Governmental Development of Space
4.13%** First Amendment dated as of August 21, 1999 to Shareholder Rights

Agreement dated as of March 26, 1998, between Startec Global Communications
Corporation and Continental Stock Transfer & Trust Company.
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4.14* Second Amendment dated November 8, 2000 to Shareholder Rights Agreement
rdated as of March 26, 1998, between Startec Global Communications Corporation
and Continental Stock Transfer & Trust Company.

10.61* Voting Agreement dated November 2, 2000 by and between Startec Global
Communications Corporation, Stars Acquisition Corp. and Gold & Appel Transfer,
S.A.

10.62* Voting Agreement dated November 2, 2000 by and between Startec Global
Communications Corporation, Stars Acgquisition Corp. and Foundation for the

International Non-Governmental Development of Space.

27.1 Financial Data Schedule

*Incorporated by reference from Exhibits 2.2, 99.1, 99.2, 99.3 and 99.4 to the
Company's Current Report on Form 8-K (SEC File No. 000-23087) filed on November
13, 2000.

** Incorporated by reference from Exhibit 99.1 to the Company's Current
Report on Form 8-K (SEC File No. 000-23087) filed on August 25, 1999.

No reports on Form 8-K were filed during the period ending September 30,
2000.
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SIGNATURE
Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the Registrant has duly caused this Report to be signed on
its behalf by the undersigned thereunto duly authorized on the 14th day of
November, 2000.
STARTEC GLOBAL COMMUNICATIONS CORPORATION

By: /s/ PRABHAV V. MANIYAR

CHIEF FINANCIAL
OFFICER AND DIRECTOR

(PRINCIPAL FINANCIAL AND ACCOUNTING OFFICER)
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