
GEORGE H. LENNON 
DAVID G. CROCKER 
MICHAEL 0. O'CONNOR 
HAROLD E. FISCHER, JR.  
LAWRENCE M. BRENTON 
GORDON C MILLER 
GARY P BARTOSIEWICZ 
BLAKE D. CROCKER 

EARLY, LENNON, CROCKER & BARTOSIEWICZ, P.L.C. 
A T T O R N E Y S  A T  L A W  

900 COMERICA BUILDING 
KALAMAZOO, MICHIGAN 49007-4752 

TELEPHONE (616) 381-8844 
FAX (616) 349-8525 

ROBERT M. TAYLOR 
RON W. KIMBREL 
PATRICK 0. CROCKER 
ANDREW J VORBRICH 
TYREN R. CUDNEY 
WILLIAM B. JOHNSON 
STEVEN M. BROWN 
KRISTEN L. BURSON 

Florida Public Service Commission 
Division of Administration 
2540 Shumard Oak Blvd. 
Gunt er B ui I ding 
Tallahassee, Florida 32 3 99-085 0 

OF COUNSEL 

VINCENT T EARLY 
THOMPSON BENNEIT 
JOHN T. PETERS, JR. 

JOSEPH J. BURGIE 
11926 - 19921 

January 8,2001 

c /  U G y f i  - '-TI 

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. 

Respectful 1 y submitted, 

E d Y ,  LE,WON, CROCKER & BARTOSIEWICZ, P.L.C. v P tri D. Crocker 



BEFORE THE 
FLORIDA PUBLIC SERVICE COMMISSION 

Petition for Authority to Transfer 1 
Control of Capsule Communications, Inc. 1 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 attomeys, 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 is 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. 



CAPSULE COMMUNICATIONS, DJC. / STARTEC GLOBAL COMMUNICATIONS CORPORATION 
Florida Public Service Commission 
Petition for Authority to Transfer Control 

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 
(2 15) 244-3433 

2. The names and addresses of the Transferors are: 

Gold & Appel Transfer, S A .  (“,&A”) 
Omar Hodge Building 
Wickams Cay, Road Town 
Tortula, British Virgin Islands 

Foundation for the International Non-Govemmental 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 
1041 1 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, Lemon, Crocker & Bartosiewicz, P.L.C. 
900 Comerica Building 
Kalamazoo, MI 49007 

(616) 349-8525 (facsimile) 
(616) 381-8844 



CAPSULE COMMUNICATIONS, INC. / STARTEC GLOBAL COMMUNICATIONS CORPORATION 
Florida Public Service Commission 
Petition for Authority to Transfer Control 

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 o w  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- 

Govemmental Development of Space (“Agreement”) dated November 2,2000. Under this Agreement, Stars 

Acquisition Corp (“Stars”), a wholly owned subsidiary of Startec, will merge with Capsule, and Capsule will 

be the surviving corporation existing as a wholly owned subsidiary of Startec. All issued and outstanding 

shares of Stars will be converted into shares of the combined Capsule. In exchange, Capsule’s shareholders 

4 

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. 



CAPSULE COMMUNICATIONS, N C .  / STARTEC GLOBAL COMMUNICATIONS CORPORATION 
Florida Public Service Commission 
Petition for Authority to Transfer Control 

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 

rtherefore 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 is 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. 



CAPSULE COMMUNICATIONS, TNC. / STARTEC GLOBAL COMMUNICATIONS CORPORATION 
Florida Public Service Commission 
Petition for Authority to Transfer Control 

WHEREFOF~E, Capsule respectfully requests that the Commission immediatelj 

authorize the transfer of control of Capsule to Startec so that the transaction may proceed without 

undue delay. 

4 Respectfully submitted, 

CapsuIe Communications, Inc. and 

By: 
Patrick u r o c k e r  
Early, Lemon, Crocker & Bartosiewicz, P.L.C 
900 Comerica Building 
Kalamazoo, MI 49007 

(61 6) 349-8525 (facsimile) 
(616) 381-8844 



CAPSULE COMMUNICATIONS, INC. / STARTEC GLOBAL COMMUNICATIONS CORPORATION 
Florida Public Service Commission 
Petition for Authority to Transfer Control 

STATE OF MICHIGAN 

COUNTY OF KALAMAZOO 

4 

VERIFICATION 

Patrick D. Crocker, being duly sworn according to law, upon his oath deposes and says: 

1. I am the regulatory attomey 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. 

Pafrlck D. Crocker 

Swom a d subscribed before me 
this .y -' day of 7- c.'i,. ,2001 * Jl 

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 C O W  

Filing Type: IO-Q 
Description: Quarterly Report 
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Primary Exchange: NASDAQ - National Market 
System 

Ticker: STGC 
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t X l  

I 1  

QUARTERLY REPORT PURSUANT TO 
EXCHANGE ACT OF 1934 

FOR THE QUARTERLY 

FORM 10-Q 

SECTION 13 OR 15 ( d )  OF THE SECURITIES 

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 nameof  r e g i s t r a n t  as s p e c i f i e d  i n  its c h a r t e r )  

DELJW7-W 
( S t a t e  o r  Other J u r i s d i c t i o n  of 
Incorporat ion o r  Organizat ion)  

10411 MOTOR CITY DRIVE 
BETHESDA, MD 

(Address of p r i n c i p a l  execu t ive  o f f i c e s )  

20817 
(Zip Code) 

(301) 365-8959 
( R e g i s t r a n t ' s  telephone number, i nc lud ing  a rea  code) 

5 2  -20 9955 9 
(I.R.S. Employer 

I d e n t i f i c a t i o n  No.) ------------------- 

Ind ica t e  by check m a r k  whether t he  r e g i s t r a n t :  (1) has filed a l l  r e p o r t s  
r equ i r ed  t o  be f i l e d  by Section 1 3  o r  15 (d )  of the  S e c u r i t i e s  Exchange Act of 
1934 during the preceding 1 2  months ( o r  for such s h o r t e r  period that t h e  
r e g i s t r a n t  was r equ i r ed  t o  f i l e  such r e p o r t s ) ,  and ( 2 )  has been s u b j e c t  t o  such 
f i l i n g  requirements for t h e  p a s t  90 days. Yes[xl No[ I 

I n d i c a t e  t h e  number of sha res  outs tanding of each of the i s s u e r ' s  classes 
of conuuon stock, as of .the l a t e s t  p r a c t i c a b l e  d a t e .  

Title of  Each Class:  

Common Stock, par  value $0.01 p e r  share  
-------------------- 

Copytight 2001 EDGAR Online. Inc. (ver 1.01/2.003) Page I 



STARlEC GLOBAL CUMMUMCATIONS CURP - l0-Q - Quarterly Report Date Filed: I1/14/2OOO 

Shares Outstanding 
as of November 9, 2000 

14,731,969 

STARTEC GLOBAL COMMUNICATIONS CORPORATION 

FORM 10-Q 
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nine months 

1999 ...................................... 5 
ended September 30, 2000 and 
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Statements ..................... 6-14 

ITEM 2. Management's Discussion and Analysis of Financial 
Condition and Resu l t s  
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Operations .......................................................... 15-23 

ITEM 3. Quantitative and Qualitative Disclosures about Market 
R i s k . . . . . . . . . . . . . . .  24 

PART 11. OTHER INFOFWATION AND 
SIGNATURE.............. ............................ 25-26 
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PART I. -FINAVCIAL INFORMATION 

ITEM 1.FINANCIAL STATEMENTS 

STARTEC GLOBAL COMMUNICATIONS CORPORATION AND SUBSIDIARIES 

Cowright 2001 EDGAR Online. Inc. (ver X.OI/Z. 003) 



STARTEC GLOBAL C O W K 4 T I O N S  COW - 10-Q - Qumter-b Report Date Filed: I1/14/2OOO 

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 
(UNAUDITED, IN THOUSANDS, EXCEPT PER SHAR!Z AMOUNTS) 

N e t  revenues .......................................... 
Cost of services ...................................... 

Gross margin ........................................ 
4 

General and a d m i n i s t r a t i v e  expenses ................... 
S e l l i n g  and market ing expenses ........................ 
Deprec ia t ion  and amor t i za t ion  ......................... 
Loss from o p e r a t i o n s  .................................. 
I n t e r e s t  expense ...................................... 
I n t e r e s t  income ....................................... 
Equi ty  i n  l o s s  from a f f i l i a t e s  ........................ 
Loss before e x t r a o r d i n a r y  i t e m  ........................ 
b t r a o r d i n a r y  item-loss on early ext inguishment  of deb t  

Net l o s s  .............................................. 
Basic  and d i l u t e d  loss per  c o m n  share: 

Loss befo re  e x t r a o r d i n a r y  i t e m  ........................ 
Ekt rao rd ina ry  i tem-loss  on early ext inguishment  o f  deb t  

Basic  and d i l u t e d  loss p e r  c o m n  share ............... 

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

3 

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

CURRENT ASSETS : 

Accounts r ece ivab le ,  n e t  of allowance for doubtful  accounts  of $7,435 and 
Cash and cash e q u i v a l e n t s  ................................................. 

Accounts r ece ivab le ,  r e l a t e d  p a r t y  ........................................ $3,964, r e s p e c t i v e l y  .................................................... 
Other c u r r e n t  assets ...................................................... 

Tota l  c u r r e n t  a s s e t s  ................................................ 
Prope r ty  and equipment, n e t  of accumulated deprec i a t ion  and amor t i za t ion  of 

In t ang ib le s ,  n e t  .......................................................... 
Investments  ............................................................... 

$19,589 and $10,422, r e s p e c t i v e l y  ....................................... 
R e s t r i c t e d  cash and pledged s e c u r i t i e s  

Other long-term a s s e t s  .................................................... 
.................................... 

Total  a s s e t s  ........................................................ 

3 22,151 

66,419 
602 

9,879 

99,051 
*-------- 

121,179 
51,218 
19,299 
37,507 
0,812 

$ 337,066 
--------- 

S 54.731 

65,182 

4,876 

125,307 

sie 

-c------- 

Copynght 2001 EDGAR Online. ?ne. (ver I .  OU2.003) Page 3 



STARTEC GLOBAL. C O W I U T I O N S  CORP . I L4? . Quafi& Report Date Filed: I1/14/2OOO 

Accounts payable  .......................................................... 
Accrued expenses .......................................................... 
C r e d i t  f a c i l i t i e s  ......................................................... 
C a p i t a l  l e a s e  and o t h e r  o b l i g a t i o n s  ....................................... 

Tota l  c u r r e n t  l i a b i l i t i e s  ........................................... 
Sen io r  no te s  .............................................................. 
C r e d i t  f a c i l i t i e s .  n e t  of c u r r e n t  p o r t i o n  ................................. 
Vendor f inancing.  n e t  of c u r r e n t  p o r t i o n  .................................. 
C a p i t a l  l e a s e  and o t h e r  o b l i g a t i o n s .  n e t  of cu r ren t  p o r t i o n  ............... 

Tota l  l i a b i l i t i e s  .................................................... 

Vendor f inanc ing  .......................................................... 

Conmitments and Contingencies  
STOCKHOLDERS' EQUITY: 
C o m n  stock.  $0.01 par  valuer  40.000. 000 sha res  authorized. 14.354. 5 0 9  and 

11.354. 005 s h a r e s  issued and outs tanding.  r e spec t ive ly  .................. 
Addit ional  pa id - in  c a p i t a l  ................................................ 
Unearned conpensat ion ..................................................... 
Accumulated other comprehensive l o s s  ...................................... 

Tota l  s tockho lde r s '  e q u i t y  ........................................... 
Tota l  liabilities and s tockho lde r s '  equity ........................... 

Accumulated d e f i c i t  ....................................................... 

$ 71.  166 
20. 067 
12. 255 
6. 511 . 

......... 
109. 999 

158. 18. 391 906 

39. 224 
64 9 

327. 169 
......... 
......... 

144 
126. 071 

1147) 
( 115. 214 I 

(9571 ......... 
9. 897 

$ 337. 066 
......... 
......... 

$ 68. 095 
9. 186 

14. 191 
5. 253 

132 

96. 657 
......... 

158. 233 

19. 504 
166 

274. 760  
......... 
......... 

114 

(255 )  
(72. 2 8 7 )  

(148) 

713. 447 

......... 
5. a 7 1  

$ 2 8 0 .  631 
......... 
-111*11== 

The accompanying no te s  are an integral part of these condensed consolidated 
f i n a n c i a l  statements . 
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STARTEC GLOBAL C C " I C A T I 0 N S  CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(UNAUDITED. IN THOUSANDS) 

FOR THE NINE MONTHS ENDED 
SEPTMBER 30. 

2000 1999 
........................... 
.......... ........ 

OPERATING ACTIVITIES: 
N e t  lass ............................................................... 
Adjustments t o  r e c o n c i l e  n e t  loss t o  net cash used i n  

ope ra t ing  a c t i v i t i e s  : 
Depreciat ion and amor t i za t ion  ........................................ 
Arrar t izat ion of d e f e r r e d  d e b t  f inanc ing  COS- and deb t  
d i scoun t s  ............................................................ 
Other  non-cash adjustments  ........................................... 

Changes i n  ope ra t ing  a s s e t s  and liabilities. net of a c q u i s i t i o n  effects: 
Accounts r ece ivab le .  n e t  ............................................. 
Accounts r ece ivab le .  r e l a t e d  p a r t y  ................................... 
Accounts payable  ..................................................... 
Accrued expenses ..................................................... 
Other  ................................................................ 

N e t  cash used i n  ope ra t ing  a c t i v i t i e s  ......................... 
I" ING ACTIVITIES: 
Acqu i s i t i ons  ........................................................... 
Purchases of p rope r ty  and equipment .................................... 
S a l e  of p rope r ty  and equipment ......................................... 

Net cash used i n  i n v e s t i n g  a c t i v i t i e s  ......................... 
FINANCING ACTIVITIES: 
Proceeds from vendor f inanc ing  ......................................... 
Proceeds from c r e d i t  f a c i l i t i e s  ........................................ 
Proceeds from sale of pledged s e c u r i t i e s  ............................... 
Proceeds from e x e r c i s e  of u a r r a n t s / o p t i o n s  ............................. Proceeds from p r i v a t e  placement ........................................ 
Payment of deb t  f inanc ing  costs ........................................ 
Repayments of c r e d i t  f a c i l i t i e s  ........................................ 

$ (42. 927) $(37. 021) 

11. 037 5. 301 

129 
(1.001) 

(20. SSO) 
(841 
530 

9. 493 
( 5 .  064)  ......... 

(47 .  867) ......... 

584 
( 1 5 3 )  

(11. 2601 
479 

20. 034 
6. 666 
(3. 612) 

(18. 982) 
........ 
........ 

(10. 274) (16.208) 
(33. 694)  (40. 6 1 9 )  

424 . 
......... ........ 

(43 ,  544 )  (56. 827) ......... ........ 
40. 464 1 5 .  934 

9. 600 a. 8 5 0  
105. 257 39.180 

15. 240  . 
752 103 

i1. 320)  (27 6) 
(104. 776) 123.519) 

Copynjght 2001 EDGAR Online . Tnc . (ver l.OU2.003) Page 4 



STARTEC GLOBAL C O M I C A T I O N S  CORP - 10-Q - Quartee R e p H  Date Filed: I1/~4/2OOO 

Repayments of vendor financing ......................................... 

N e t  cash provided by financing activities ..................... 
Decrease in cash and cash equivalents .................................. 
Cash and cash equivalents, beginning of t h e  period ..................... 
Cash and cash equivalents, end of t h e  pecrod ........................... 

Repayments under capital lease obligations ............................. 

Supplemental disclosure of cash f l o w  information: 
Interest p a i d  ........................................................... $ 13,782 $ 10,657 

The accompanying no te s  a r e  an i n t e g r a l  p a r t  o f  these condensed conso l ida t ed  + f i n a n c i a l  s t a t emen t s .  
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STARTEC GLOBAL COMMMICATIONS CORPORATION AND SUBSIDIARIES 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

1. GENERAL 

The accompanying condensed consol idated f i n a n c i a l  s ta tements  of S t a r t e c  
Global Communications Corporation and s u b s i d i a r i e s  ( t h e  "Company" or "S ta r t ec" ]  
have been prepared by t h e  Company without a u d i t .  Certain information and 
foo tno te  d i s c l o s u r e s  normally included i n  f i n a n c i a l  s ta tements  presented i n  
accordance w i t h  accounting p r i n c i p l e s  g e n e r a l l y  accepted i n  t h e  United S t a t e s  
have been condensed o r  omit ted.  The condensed conso l ida t ed  f i n a n c i a l  s ta tements  
should be r ead  i n  conjunct ion with t h e  conso l ida t ed  f i n a n c i a l  s ta tements  and 
notes t h e r e t o  included i n  t h e  Company's Annual Report on Form 10-K f o r  t h e  yea r  
ended December 31, 1 9 9 9 .  

I n  t h e  opinion of t h e  Company, t h e  accompanying unaudited condensed 
conso l ida t ed  f i n a n c i a l  s ta tements  r e f l e c t  all adjustments necessary t o  p re sen t  
f a i r l y  t h e  f i n a n c i a l  p o s i t i o n  of the  Company and i t s  subsidiaries a s  of 
September 30, 2000, and t h e  r e s u l t s  of t h e i r  o p e r a t i o n s  and t h e i r  cash flows f o r  
t h e  t h r e e  and n ine  months ended September 30, 2000  and September 30, 1999 .  
I n t e r i m  r e s u l t s  a r e  not n e c e s s a r i l y  i n d i c a t i v e  of  r e s u l t s  t h a t  may be expected 
for f u t u r e  p e r i o d s  o r  f o r  t h e  e n t i r e  year .  Certain p r i o r  pe r iod  amounts have 
been r e c l a s s i f i e d  t o  conform t o  cu r ren t  p e r i o d  p resen ta t ion .  

The Company is s u b j e c t  t o  var ious r i s k s  i n  connection wi th  the opera t ion  
of its bus iness .  These r i s k s  include, but a r e  n o t  l imi t ed  t o ,  changes i n  
market cond i t ions ,  a v a i l a b i l i t y  of  financing, dependence on t h e  growth of t h e  
I n t e r n e t  and t h e  q u a l i t y  of i t s  i n f r a s t r u c t u r e ,  dependence on ope ra t ing  
agreements w i t h  fo re ign  p a r t n e r s ,  d i f f i c u l t i e s  i n  s u c c e s s f u l l y  i n t e g r a t i n g  and 
managing t h e  ope ra t ions ,  technology and personnel  of acquired e n t i t i e s ,  c o s t  
o f  a c q u i s i t i o n s ,  r e l i a n c e  on t h i r d  p a r t i e s  t o  provide it with technology, 
communications i n f r a s t r u c t u r e  and content ,  i n t e r o p e r a b i l i t y  problems among 
hardware produced by d i f f e r e n t  vendors, s i g n i f i c a n t  foreign and U.S.-based 
customers and s u p p l i e r s ,  a v a i l a b i l i t y  of t r ansmiss ion  f a c i l i t i e s ,  U . S .  and 
f o r e i g n  r e g u l a t i o n s ,  i n t e r n a t i o n a l  economic and p o l i t i c a l  i n s t a b i l i t y ,  
dependence on e f f e c t i v e  b i l l i n g  and information systems, customer a t t r i t i o n ,  
r a p i d  t echno log ica l  change and d i f f i c u l t i e s  i n  a t t r a c t i n g  and r e t a i n i n g  
personnel .  Many of  t h e  Company's competitors a r e  s i g n i f i c a n t l y  l a r g e r  and 
have s u b s t a n t i a l l y  g r e a t e r  resources  than t h e  Company. If t h e  Company's 
compe t i to r s  were t o  devote s i g n i f i c a n t  a d d i t i o n a l  resources t o  t h e  provis ion 
of  i n t e r n e t  and c o m u n i c a t i o n s  products and services t o  t h e  Company's t a r g e t  
customer base,  t h e  Company's business ,  f i n a n c i a l  condi t ion,  and results of  
o p e r a t i o n s  could be m a t e r i a l l y  adversely a f f e c t e d .  

The Company has devoted s u b s t a n t i a l  resources t o  the bui ldout  of i ts 
network, deployment o f  its I n t e r n e t  i n i t i a t i v e s ,  and t he  expansion of its 
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marketing programs and s t r a t e g i c  acqu i s i t i ons .  As a result, t h e  Company 
experienced ope ra t ing  l o s s e s  and negative cash f l o w s  from ope ra t ions  i n  1999  and 
during t h e  f i r s t  nine months of  2000.  These l o s s e s  and negat ive ope ra t ing  cash 
flows a r e  expected t o  cont inue f o r  add i t iona l  periods i n  t h e  future. There can 
be no assurance t h a t  t he  Company's operat ions will become p r o f i t a b l e  o r  w i l l  
produce p o s i t i v e  cash f l o w s .  The Company in t ends  t o  fund i ts  o p e r a t i o n a l  and 
c a p i t a l  requirements using cash  on hand, i t s  a v a i l a b l e  c r e d i t  f a c i l i t i e s ,  and 
with e q u i t y  o r  debt f i nanc ing .  There can be no assurance t h a t  such new f inancing 
w i l l  be a v a i l a b l e  on terms management f i n d s  acceptable  o r  a t  a l l .  In t h e  event 
t h a t  t he  Company is unable t o  o b t a i n  such a d d i t i o n a l  financing, it w i l l  be 
r equ i r ed  t o  s u b s t a n t i a l l y  l i m i t  o r  c u r t a i l  i t s  expansion plans,  network 
bu i ldou t ,  marketing programs, and foreign ope ra t ions  o r  t he  Company may resort 
t o  selling assets t o  t h e  e x t e n t  permit ted by its debt f a c i l i t i e s .  Even wi th  such 
reduct ions,  management b e l i e v e s  t h a t  new f inanc ing  w i l l  be r equ i r ed  by no l a t e r  
than the  end of 2001 t o  meet opera t ing  needs and t h e  November 2001 i n t e r e s t  
payment on t h e  Company's s e n i o r  notes.  The Company has been advised by i t s  
independent pub l i c  accountants  t h a t  if t h e  Company has not r a i s e d  s u f f i c i e n t  
c a p i t a l  t o  m e e t  i t s  projected ob l iga t ions  for 2001 o r  a l t e r n a t i v e l y  completed 
r e s t r u c t u r i n g  of its indebtedness  p r i o r  t o  t h e  completion of t h e i r  a u d i t  of t h e  
Company's f i n a n c i a l  s t a t emen t s  for t he  year  ending December 31, 2000, t h e i r  
a u d i t o r s '  r epor t  on those f i n a n c i a l  s ta tements  w i l l  be modified t o  r e f l e c t  t h e s e  
cont ingencies .  
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2 .  LOSS PER COMMON SHARE 

Statement of F inanc ia l  Accounting Standards No .  128 "Earnings P e r  Common 
Share" r e q u i r e s  dual p r e s e n t a t i o n  of bas i c  and d i l u t e d  earnings per common sha re  
on t h e  face of t h e  s t a t emen t s  of operat ions f o r  all periods p re sen ted .  Basic 
ea rn ings  per common share excludes d i l u t i o n  and is  computed by d i v i d i n g  income 
a v a i l a b l e  to common s t o c k h o l d e r s  by t he  weighted-average number o f  common s h a r e s  
outs tanding f o r  t h e  pe r iod .  D i lu t ed  earnings p e r  sha re  r e f l e c t s  t h e  p o t e n t i a l  
d i l u t i o n  that could occur i f  s e c u r i t i e s  or o t h e r  c o n t r a c t s  t o  issue common s tock  
w e r e  exe rc i sed  o r  converted i n t o  common stock o r  r e s u l t e d  i n  t h e  issuance of 
common stock t h a t  then sha red  i n  the  earnings of t h e  e n t i t y .  Weighted average 
common sha res  ou t s t and ing  c o n s i s t  of t he  fol lowing f o r  t h e  t h r e e  and nine months 
ended September 30, 2000 and 1999 ( i n  thousands) :  

FOR THE THREE FOR THE NINE 
HONTHS ENDED HONTHS MDED 

SEPTEMBER 30, SEPTEMEER 30, 

2000 1999  2000 1999 

Weighted average conmon shares outstanding-basic ............... 14,345 9,422 13,153 9,319 
Stock option and warrant equivalents........ ................... - I - 
Weighfed average conmon and equivalent shares 

outstanding-bas ic /d i luted .................................... 14.345 9,422 13,153 9,319 
I I IL lPUP9f i l l 3 l l l l l=~ - - - - - - - - - - -= -  

Options and warrants  t o  purchase an aggregate  of approximately 2,846,000 
and 1,835,000 sha res  of common s tock  w e r e  excluded from t h e  computation of 
d i l u t e d  l o s s  pe r  common s h a r e  i n  2000 and 1999 ,  r e spec t ive ly ,  because 
i n c l u s i o n  of t hese  o p t i o n s  and warrants  would have an a n t i - d i l u t i v e  e f f e c t  on 
l o s s  pe r  common sha re .  

3 .  ACQUISITIONS 

I n  t h e  f i r s t  q u a r t e r  of 2000, t he  Company acquired s e v e r a l  Voice over  
I n t e r n e t  Protocol {"VoIP") t e rmina t ion  f a c i l i t i e s  from va r ious  vendors f o r  
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approximately $2 .2  mi l l i on  i n  cash and approximately $ 1 . 9  m i l l i o n  i n  common 
s tock .  The purchase p r i c e  was allocated t o  t h e  n e t  a s s e t s  acquired based upon 
t h e  e s t ima ted  f a i r  value of such a s se t s ,  which r e s u l t e d  i n  an a l l o c a t i o n  of  
approximately $ 4 . 1  m i l l i on  to goociwill. 

In  March 2000,  t h e  Company acquired Vancouver Telephone Company ("VTC") , 
for approximately $1.1 m i l l i o n  i n  cash and 5 2 0 , 4 6 3  sha res  of  common s tock  valued 
a t  approximately $12 .3  m i l l i o n .  VTC provides domestic and i n t e r n a t i o n a l  long 
d i s t a n c e  s e r v i c e s  i n  Canada. VTC markets i t s  te lephone s e r v i c e s  t o  e t h n i c  
communities i n  Canada, i nc lud ing  Taiwanese, Chinese,  Romanian and Serbian 
communities. The purchase p r i c e  was a l l o c a t e d  t o  t h e  net  a s s e t s  acquired based 
upon t h e  e s t ima ted  f a i r  value of such a s s e t s ,  which r e s u l t e d  i n  an a l l o c a t i o n  of 
approximately $ 1 3 . 6  m i l l i o n  t o  goodwill. I f  c e r t a i n  f i n a n c i a l  c r i t e r i a  are met 

approximately $ 4 . 0  m i l l i o n  payable with t h e  Company's common s tock .  
. by January 31, 2001, t h e  Company is subject  t o  a cont ingent  payment of 

In  March 2000,  t h e  Company acquired DLC E n t e r p r i s e s  I n c .  ("DLC"), a New 
York-based telecommunications company f o r  approximately $0.5 mil ion.  DLC offers 
dial-1,  d e b i t  c a r d  and ISP s e r v i c e s .  DLC provides  S t a r t e c  wi th  a management and 
s a l e s  fo rce ,  p r o p r i e t a r y  b i l l i n g  and customer p rov i s ion ing  sof tware and small 
business  revenue. The a c q u i s i t i o n  of DLC f a c i l i t a t e s  t he  in t roduc t ion  of 
commercial services for e t h n i c  and mid-sized bus iness  customers. The purchase 
p r i c e  was a l l o c a t e d  t o  t h e  n e t  assets acquired based upon t h e  est imated f a i r  
value of such a s s e t s ,  which r e s u l t e d  i n  an a l l o c a t i o n  of approximately $1.1 
m i l l i o n  t o  goodwill. If c e r t a i n  f i n a n c i a l  c r i t e r i a  a r e  m e t  by Apr i l  30,  2001,  
t h e  Company is s u b j e c t  t o  a cont ingent  payment of approximately $ 5 . 6  m i l l i o n  
payable i n  cash  of  approximately $0 .5  mi l l i on  and $5.1 m i l l i o n  i n  the  form of 
e i t h e r  cash o r  t h e  Company's common stock. 
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3 .  ACQUISITIONS (CONTINUED) 

In March 2000,  S t a r t e c  acquired Global Villager Inc. f o r  approximately $0.8 
m i l l i o n  i n  cash  and 503,872 shares of the Company's common s t o c k  valued -at 
approximately $13.2 m i l l i o n .  Global Villager  owns a l ead ing  b i l i n g u a l  
Chinese/English W e b  community, DragonSurf.com, which provides a range of content  
and s e r v i c e s  on i t s  Web s i t e  f o r  t he  Chinese community. The purchase p r i c e  was 
a l l o c a t e d  t o  t h e  n e t  a s s e t s  acquired based upon the est imated f a i r  value of such 
a s s e t s ,  w h i c h  r e s u l t e d  i n  an a l l o c a t i o n  of approximately $13.8 m i l l i o n  t o  
goodwill. 

The Company has accounted f o r  all of the  r e fe renced  a c q u i s i t i o n s  us ing  t h e  
purchase method. Accordingly, t h e  r e s u l t s  of o p e r a t i o n s  of t h e  acquired 
companies a r e  included i n  the accompanying conso l ida t ed  s ta tements  of the 
Company a s  of  t h e  d a t e  of t h e i r  respect ive a c q u i s i t i o n .  Purchase p r i c e  
a l l o c a t i o n s  have been completed on a prel iminary basis and a r e  sub jec t  t o  
adjustment shou ld  new o r  a d d i t i o n a l  f a c t s  about t h e  business  become known. The 
Company's summarized, uhaudi ted consol idated p ro  forma r e s u l t s  of ope ra t ions  f o r  
t h e  t h r e e  and n ine  months ended September 30, 2000 and 1999, a s  i f  t h e  above 
a c q u i s i t i o n s  occurred on January 1, 1999  a r e  as fol lows ( i n  thousands, except 
per share amounts):  

M R  THE THREE HONTHS FOR THE N I N E  MONTHS 
ENDED SEPTEMBER 30, ENDED SEPTEMBER 30, 

Net revenues...................................... 
Loss from operations .............................. 
Net loss  before extraordinary item.. .............. 
Extraordinary item ................................ 
Net loss after extraordinary item.. ............... 

$ 83,198 SBO,  394 $253,073 5206,968 
( 7 , 5 3 9 )  ( 6 , 6 0 8 )  (23 ,061)  (24,124)  
(15,1271 (11,022) ( 4 i , a s 4 )  (36,1881 - (902 I - 
(15,127) (11,022) ( 4 2 , 7 9 6 1  (36,188) 
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Basic  and diluted lass  per  common share:  
Loss before extraordinary item ................. $ (1.05) $ (1.11) $ (3.06) $ (3.68) 
Extraordinary item - loss on e a r l y  

- (0.071 extinguishments of d e b t  ......................... - 
Basic and diluted loss per common Share...... .. $ (1.05) $ (1.111 5 (3.131 $ (3.68) 

- 

4 .  INVESTMENTS 

In  September 2000,  t h e  Company s o l d  c e r t a i n  of i t s  V o I P  terminat ion 
f a c i l i t i e s ,  valued a t  approximately $4.3 m i l l i o n ,  and converted c e r t a i n  of  
i t s  accounts  receivable ,  valued a t  approximately $ 2 4 . 5  mil l ion ,  i n  exchange 
for 4 0 %  of t h e  i s sued  and outs tanding common s t o c k  of Sunrise World 
Communications, Inc.  ("Sunrise") .  Sunrise provides  i n t e r n e t  communications 
s e r v i c e s  between t h e  United S t a t e s  and t h e  emerging economies of t he  world. 
The accounts r ece ivab le  c o n s i s t e d  of t r a d e  r ece ivab le s ,  prepaids ,  and c e r t a i n  
o t h e r  d e p o s i t s .  A s  of September 30, 2000, t h e  Company's investment value i n  
Sunrise i s  approximately $28.8 mi l l i on .  

+ 

In May 1999 ,  t h e  Company en te red  i n t o  an agreement t o  acquire  up t o  4 9 %  
f u l l y  d i l u t e d  ownership i n  D ia lne t  Communications Limited ("Dialnet") f o r  up 
t o  $ 1 . 6  m i l l i o n .  Dialnet provides value added voice and d a t a  s e r v i c e s  i n  
Ind ia .  Pursuant t o  t he  agreement, which became e f f e c t i v e  J u l y  1 9 9 9  upon 
approval by t h e  government of Ind ia ,  t he  Company made a t o t a l  investment of 
$1.0 mi l l i on ,  and a l s o  extended $600 ,000  i n  c r e d i t  t o  Dialnet .  Through July 
2002,  t h e  Company can r e q u i r e  t h a t  t he  f ace  amount of the debt ou t s t and ing  t o  
Dialnet  be converted i n t o  common stock of D ia lne t .  As of September 30, 2000,  
t h e  Company had an e q u i t y  investment of $1.3 m i l l i o n  i n  Dialnet ,  and $0.6 
m i l l i o n  ou t s t and ing  under t h e  loan.  
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4 .  INVESTMENTS (CONTINUED] 

In  February 1999 ,  t h e  Company acquired a 20% e q u i t y  ownership i n t e r e s t  
i n  BCH Holding Company, Inc .  ("BCH"), which h a s  operat ions i n  Poland, for 
approximately $1.2 mi l l i on .  BCH is a reseller of i n t e r n a t i o n a l  voice and a 
l i c e n s e d  I n t e r n e t  s e r v i c e  p rov ide r  in Poland. Concurrent with the  
a c q u i s i t i o n ,  S t a r t e c  received a $2.5 m i l l i o n  no te  receivable  from BCH 
c o n v e r t i b l e  a t  S t a r t e c ' s  o p t i o n  i n t o  common s t o c k  of BCH equivalent  t o  an 
a d d i t i o n a l  28% f u l l y  d i l u t e d  ownership i n t e r e s t  of  BCH. S t a r t e c  also extended 
credit for up t o  $0.5 m i l l i o n  t o  BCH i n  t h e  second qua r t e r  of 2000. As of  
September 30, 2000  BCH had borrowed a l l  $0.5 mi l l i on .  The investment i n  BCH and 
t h e  no te  r ece ivab le  from BCH a r e  included i n  o t h e r  long-term a s s e t s  i n  t h e  
accompanying consol idated balance shee t s .  

5 .  BUSINESS SEGMENT DATA 

The Company changed t h e  composition of i ts repor t ab le  segments i n  t h e  t h i r d  
q u a r t e r  o f .  Previously,  t h e  Company had c l a s s i f i e d  i t s  ope ra t ions  i n t o  two 
i n d u s t r y  segments, t r a d i t i o n a l  telecommunications s e r v i c e s  and I n t e r n e t  P ro toco l  
( " IP" )  s e r v i c e s .  The t r a d i t i o n a l  telecommunications s e r v i c e  segment was 
eva lua ted  by management on a r eg iona l  b a s i s .  T h e  I P  s e r v i c e s  segment was 
eva lua ted  by management on a product b a s i s .  I n  t h e  t h i r d  quarter of 2000, t h e  
Company stopped eva lua t ing  s e r v i c e s  by product,  and began eva lua t ing  a l l  
s e r v i c e s  by region.  In  a d d i t i o n ,  t h e  Company views t r a f f i c  terminat ing on its KP 
network a s  IP revenue. T h e  I F  revenue r e p r e s e n t s  wholesale V o I P  and r e s i d e n t i a l  
and bus iness  t r a f f i c .  All other t r a f f i c  is considered t o  be c i r c u i t  switched 
revenue. Restatement of p r i o r  pe r iod  segment amounts is imprac t i ca l  and i n  
accordance with t h e  F inanc ia l  Accounting Standards Board Statement on F inanc ia l  
Accounting Standards N o .  131, DISCLOSURES ABOUT SEGMENTS OF AN ENTERPRISE AND 
RELATED INFORMATION ("SFAS 131"), the  Company will present segment information 
f o r  t h e  t h i r d  q u a r t e r  of 2000, t h e  period i n  which the  change occurred, under 
t h e  old method and under t h e  new method. 
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The Company e v a l u a t e s  t h e  performance of its segments based p r imar i ly  on 
Earnings Before I n t e r e s t  Taxes Depreciation and Amortization ("EBITDA") . The 
Company's interest income and expense a re  included i n  the conso l ida t ed  Federal  
income t a x  r e t u r n  of t h e  Company and i t s  s u b s i d i a r i e s  and a r e  a l l o c a t e d  based 
upon the relat ive c o n t r i b u t i o n  t o  the Company's consol idated gene ra l  and 
admin i s t r a t ive  expense. 

The ma jo r i ty  of t h e  Company's s e l l i n g ,  gene ra l ,  and admin i s t r a t ive  cost is 
i n c u r r e d  by the North American operations. However, s e l l i n g ,  general ,  and 
a d m i n i s t r a t i v e  c o s t  i s  a l loca ted  t o  a l l  segments based on t h e  t o t a l  head count 
f o r  the Company. 

The fol lowing t a b l e  p r e s e n t s  segment revenues and o the r  f i n a n c i a l  
information based on product, which was t h e  o l d  method, a s  of September 30, 
2000 and f o r  t he  t h r e e  and n ine  months ended September 30,  2000 ( i n  
thousands) : 

Nmt ILVO..C ..................................... 
Orosa mrgin.. . . .  ................................ 
smllkrq, u r k m t l a g ,  qmnrsl rrd rhlnistrrtlwm 

.............................................. 
..xtC1 ........................................... 
Dspr.ciaeioo and m r t i z a t l o a  wpm.......... ... 
Intermut m x p . n a  ................................. 
1nt.rm.t IWOU .................................. 
r i x d  mumte, qroas....... ....................... 
r o t d  "t8 ......................... :........... 

Nmt rwmnumm ..................................... 
Gross urqkr..................................... 
Sml l ing ,  u r k m t i r q .  -rural and a r k i n i u t r r t i v o  

.xp.~. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
CB.. ........................................... 
hprockt loa  rad amortization mrp.asm.. . . . . . . . . . .  
Intmrmst m ~ n n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Intoremt inzm.................................. 
? i X d  unt., qro................................ 
T o t a l  a"tu.............-........-............... 

5 n . 0 8 6  5.368 $ 1.435 S 22,537 3 22.772 
1,556 417 447 7.493 1,400 

l l . 4 8 8  5,737 3,295 25 6 490 
(9.932) (5.250) (2.040) 7,237 7.910 
3.094 115 240 22 0 17 9 
7,473 64 

742 ll 14 
99.639 21.844 13,722 9,704 5,779 

5250.907 5 X , 4 6 9  $15.143 S 27,745 5 8.503 
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Ic.mLs . U € T W E I  30. 2000 

5 116.517 $ 16.087 $ 4.920 f 64,742 $ 46.666 
t s 9 1  10.542 14.494 L00.411 2.559 

2S.BW 15,420 1.133 6.277 6. 208 
( U . 4 M I  ( U , 8 5 1 )  (1.542) 14.265 9.286 

8.000 351 725 593 480 
I t .  7m $0 1 
9.201 50 3 1  

BY. 639 21.044 13.722 9,714 5,779 
S 2 W . W  S 34.4C. S 15.443 S 27.745 $ 0.503 

QyElotm*rm ------------ 

$ 83,190 
18,391 

21.274 
(2.0031 . 4.656 
7,531 

7 67 
140,768 

S 337.066 

5 249.740 
49,600 

61,926 
112.246) 
11,037 
19,041 

2.291 
140.768 

S 331.066 
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5 .  BUSINESS S E W N T  DATA (CONTINUED) 

The following t a b l e  p r e s e n t s  segment revenues and o t h e r  f i n a n c i a l  
informatiqn based on region, which is t he  new method, as of September 30, 
2000 and €or  the t h r e e  and n ine  months ended September 30, 2000 ( i n  
thousands) : 
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Net revenues : 
IP ........................... 
Circuit switched ............ 

Total net revenues ........ 
IP ........................... 
Circuit switched ............ 

Total gross margin ........ 

Gross margin: 

Selling, marketing, general and 

EBITDA .......................... 
Depreciation and amortization 

expense ....................... 
Interest expense ................ 
Interest income ................. 
Fixed assets. gross ............. 
Total assets .................... 

administrative expense ........ 

THREE MONTHS W E D  SEPTEMBER 30. 2000 

............................................ 
NORTH 

AMERICA EUROPE ....... ...... 

$ 45. 309 
31. 086 
76. 395 

15. 901 
1. 556 
17. 457 

12. 242 
5. 215 

4. 301 
7. 473 
742 

105. 203 
$287. 155 

$ 5 .  368 

5. 368 

487 

4 87 

. 

. 

5. 737 
(5. 250) 

115 
64 
11 

21. 843 
$3 4.  4 6 8  

ASIA 
.... 

$ 1, 435 

I. 435 

4 47 

447 

3. 295 
(2. 848) 

. 

. 

240 

14 
13. 722 

$15. 443 

. 

TOTAL 
CONSOLIDATED 

$ 52. 112 
31. 086 
83. 198 

16. 835 
1. 556 

18. 391 

21. 274 
(2. 883) 

4. 656 

767 
140. 768 

$ 337. 066 

7. 537 

NINE MONTHS ENDED SEPTEMBER 30. 2000 

............. I...__........................ 

Net revenues : 
IP ........................... 
Circuit switched ............ 

Total net revenues ........ 
IP ........................... 
Circuit switched ............ 

Total  gross margin ........ 

Gross margin : 

Selling. marketing. general and 

EBITDA ................... h. . .  ... 
Depreciation and amortization 
expense ....................... 

Interest expense ................ 
Interest income ................. 
Fixed assets. gross ............. 
Total assets .................... 

administrative expense ........ 

NORTH 
AMERICA ....... 

$ 70, 310 
157, 615 
227, 925 

24. 761 
20. 759 
45. 520 

38. 373 
7. 147 

9. 961 
19'7 90 
2. 208 

105. 203 
$287. 155 

EUROPE ...... 

$ 5, 368 
11. 519 
16. 887 

487 
2. 081 
2. 5 6 8  

15. 420 
(12. 852) 

35 1 
5 0  
5 0  

21. 843 
$34. 468 

ASIA 
-3-- 

$ 1. 435 
3. 493 
4. 928 

4 47 
1. 145 
1. 592 

8. 133 
(6. 5411 

725 
1 

38 
13. 722 

$15. 443 

TOTAL 
CONSOLIDATED 

$ 77. 113 
172. 627 
249. 740 

25. 695 
23. 985 
49. 680 

61. 926 
(12. 246)  

11. 037 
19. 841 
2. 296 

140. 768 
$ 337. 066 

In September 1999. the  Company operated in o n l y  one business segment-long 
distance telecommunications . Operations in Europe and Asia were not material for 
the three and nine months ended September 30. 1999 . 
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6 .  SIGNIFICANT CUSTOMERS AND SUPPLIERS 

A s i g n i f i c a n t  p o r t i o n  of the Company's n e t  revenues i s  der ived from a 
l i m i t e d  number of  customers.  For the nine-month per iods ended September 30,  2000 
and 1999 ,  the Company's f i v e  l a r g e s t  c a r r i e r  customers accounted for 
approximately 20% and 38% of  net  revenues, r e spec t ive ly .  The Company's 
agreements and arrangements with i t s  c a r r i e r  customers gene ra l ly  may be 
terminated by e i t h e r  p a r t y  on shor t  no t i ce  without  penal ty .  

A s i g n i f i c a n t  p o r t i o n  of t he  Company's c o s t  of s e r v i c e s  i s  purchased from a 
l i m i t e d  number of s u p p l i e r s .  For the  nine-month per iods ended September 3 0 ,  2000 
and 1 9 9 9 ,  t h e  Company's f i v e  l a r g e s t  s u p p l i e r s  accounted for approximately 1 7 %  
and 22% of c o s t  of s e r v i c e s ,  r e spec t ive ly .  

7 .  VENDOR AND CREDIT FACILITIES 

In  June 2000,  t h e  Company entered i n t o  a f ive-year  term loan wi th  a 
p r i n c i p a l  balance of $50 m i l l i o n  with NTFC C a p i t a l  Corporation, a f inanc ing  arm 
of GE C a p i t a l  ("NTFC F a c i l i t y " ) .  This loan r ep resen t s  an inc rease  of $15 m i l l i o n  
over  t he  o r i g i n a l  $35 m i l l i o n  f a c i l i t y  en te red  i n t o  i n  December 1998 with NTFC. 
Advances under the  o r i g i n a l  $35 mi l l i on  mature on January 31, 2004 and advances 
under t h e  $15 mi l l i on  i n c r e a s e  mature on May 31, 2005.  The NTFC F a c i l i t y  may be 
used t o  f inance  t h e  cont inued expansion o f  S t a r t e c ' s  In t e rne t  i n i t i a t i v e s  and 
t r a n s p o r t  business ,  a d d i t i o n a l  development of Wireless Applicat ions Protocol ,  
a p p l i c a t i o n s  of i t s  I n t e r n e t  p o r t a l s ,  expansion o f  VoIP s e r v i c e s ,  a c q u i s i t i o n s  
and working c a p i t a l  f o r  g e n e r a l  corporate  purposes.  The outstanding borrowings 
on t h e  NTFC F a c i l i t y  c a r r y  i n t e r e s t  r a t e s  ranging from 8 .91% t o  10.65%, wi th  a 
weighted average i n t e r e s t  r a t e  of 9 .9%.  P r i n c i p a l  and i n t e r e s t  payments are due 
monthly. Under t h e  terms o f  the NTFC F a c i l i t y ,  t h e  Company is sub jec t  t o  c e r t a i n  
f i n a n c i a l  and ope ra t iona l  covenants,  including bu t  not l i m i t e d  t o  minimum 
EBITDA, r e s t r i c t i o n s  on t h e  Company's a b i l i t y  to pay dividends and l e v e l  of  
indebtedness.  As of September 30, 2000, approximately $ 4 6 . 8  m i l l i o n  was 
ou t s t and ing  under t h e  NTFC F a c i l i t y .  The NTFC F a c i l i t y  is secured by a pledge of 
a l l  s h a r e s  of S t a r t e c  Global Operating Company ("Operating Company") owned by 
t h e  Company, and by a first p r i o r i t y  s e c u r i t y  i n t e r e s t  i n  a l l  of t h e  Operating 
Company's a s s e t s .  

In June 2000,  t h e  Company en te red  i n t o  a $20 mi l l i on  unsecured f a c i l i t y  
from Allied C a p i t a l  Corporat ion ("All ied F a c i l i t y " )  with a bal loon payment due 
a t  ma tu r i ty  i n  2005. TB A l l i e d  F a c i l i t y  may be used f o r  gene ra l  co rpora t e  
purposes, including,  wiFhout l i m i t a t i o n ,  t h e  purchase of telecommunications 
a s s e t s .  The A l l i e d  F a c i l i t y  b e a r s  i n t e r e s t  a t  t h e  f ixed  rate of 15% p e r  annum 
and i s  payable semi-annually, i n  a r r e a r s ,  a t  t h e  f ixed  r a t e  o f  10% p e r  annum. In 
connection wi th  e n t e r i n g  i n t o  the  Al l i ed  F a c i l i t y ,  the Company i s sued  a s t o c k  
purchase warrant t o  A l l i e d  pursuant t o  which, at any time and from t i m e  t o  time 
u n t i l  June 30,  2005, = l i e d  is e n t i t l e d  at i ts  s o l e  opt ion t o  purchase an 
aggregate of 1 2 5 , 0 0 0  shares of common s tock  a t  an exe rc i se  p r i c e  of $11.21 p e r  
share ,  s u b j e c t  t o  c e r t a i n  a n t i d i l u t i o n  adjustments .  Under the  terms of  t h e  
A l l i e d  F a c i l i t y ,  t he  Company is sub jec t  t o  c e r t a i n  f i n a n c i a l  and o p e r a t i o n a l  
covenants,  i nc lud ing  but not l imi t ed  t o  r e s t r i c t i o n s  on t h e  Company's a b i l i t y  t o  
pay dividends and l e v e l  o f  indebtedness.  As of September 30 ,  2000 ,  $20 m i l l i o n  
was ou t s t and ing  under t h e  f a c i l i t y .  Af t e r  J u l y  1, 2002, t h e  Company can prepay 
a l l  o r  p a r t  of t h i s  l oan  without  penal ty .  

I n  July 1999,  t h e  Company en te red  i n t o  a three-year vendor f inancing 
f a c i l i t y  f o r  up t o  $5 m i l l i o n  wi th  IBM Cred i t  Corporation ("IBM F a c i l i t y " ) .  The 
IBM F a c i l i t y  may be used t o  f inance  the  purchase of IEM hardware and sof tware 
from IBM under a capital lease s t r u c t u r e .  Borrowings under t h e  IBM F a c i l i t y  bea r  
i n t e r e s t  a t  a f ixed  rate equal t o  t he  average y i e l d  t o  ma tu r i ty  of the f ive-year  
Treasury Note p l u s  a rate adjustment which v a r i e s  by t he  type of equipment 
purchased. The ou t s t and ing  borrowings on t h e  IBM F a c i l i t y  c a r r y  i n t e r e s t  rates 
ranging from 9.5% t o  15.4% wi th  a weighted average i n t e r e s t  r a t e  of  11.7%. As of 
September 30, 2000,  approximately $ 1.3  million w a s  outs tanding under t h e  IBM 
F a c i l  i t  y . 
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In May 1 9 9 9 ,  t he  Company entered i n t o  a vendor f inancing f a c i l i t y  for up t o  
$ 2 0  m i l l i o n  with Ascend C r e d i t  Corporation ("Ascend F a c i l i t y " ) .  The Ascend 
F a c i l i t y  may be used t o  f inance  equipment 

1 2  

purchased from Ascend under a c a p i t a l  l e a s e  s t r u c t u r e .  As o f  September 30,  2000, 
approximately $ 1 . 9  m i l l i o n  bea r ing  i n t e r e s t  a t  8.5% was outstanding under t h e  
f a c i l i t y -  

7. VENDOR AND. CREDIT FACILITIES (CONTINUED) 

In  May 2000,  t he  Company en te red  i n t o  a c r e d i t  f a c i l i t y  for up t o  $7.5 
m i l l i o n  from Coast Business C r e d i t  Corporation ("Coast F a c i l i t y " )  due i n  
Novemer 2002.  The Coast F a c i l i t y  may be used t o  s a t i s f y  va r ious  o p e r a t i n g  
l i a b i l i t i e s .  The i n t e r e s t  rate on the Coast f a c i l i t y  is t h e  P r ime  Rate plus  
3 . 5 % ,  wi th  a floor of 9%. As of September 30, 2000, approximately $ 6 . 7  
m i l l i o n  was outs tanding under t h e  Coast F a c i l i t y .  

In  June 2000,  the Company repaid and terminated a three-year  Loan and 
S e c u r i t y  Agreement with Congress Financial  Corporation ("CFC Fac i l i ty")  two 
yea r s  ahead of  t h e  o r i g i n a l  term. Extraordinary l o s s e s  of approximately $902,000 
incu r red  with t h i s  extinguishment cons i s t ed  of  a one-time payment t o  Congress 
F inanc ia l  Corporation and unamortized de fe r r ed  f inancing c o s t s .  

8. COMPREHENSIVE LOSS 

The t o t a l  of net  loss and a l l  o t h e r  non-owner changes i n  e q u i t y  c o n s i s t s  of 
t h e  following f o r  t he  three and nine months ending September 30, 2000 and 1999 
( i n  thousands 1 : 

Net loss.. ................................... $(15,127) $(11,272) $ ( 4 2 , 9 2 7 )  $(37,021] 
Other  comprehensive loss: 

(21) (19) ( 8 0 9 )  (232) Foreign currency translation adjustment.. .... 

9.  SUBSEQUENT EVENTS 

In  November 2000, S t a r t e c  en te red  i n t o  an agreement t o  acqu i r e  Capsule 
Cummunications, Inc.  ("Capsule"),  formerly known a s  U S  Wats, Inc. Under the 
terms of the  merger, subject  t o  c e r t a i n  price adjustments,  Startec will i s s u e  
approximately 2 . 7  m i l l i o n  shares of common s tock  t o  shareholders  of Capsule. In 
add i t ion ,  S t a r t e c  will i s s u e  an aggregate of $ 3  mil l ion  i n  5-year, unsecured 
promissory no te s  t o  two Capsule shareholders  owning approximately 7 4 %  of t h e  
i s sued  and outs tanding shares of Capsule. The merger agreement, which is 
expected t o  be formally consummated i n  the f i r s t  qua r t e r  of 2001, i s  s u b j e c t  t o  
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t h e  cond i t ions  s e t  f o r t h  i n  the  merger agreement and r equ i r e s ,  among o t h e r  
t h i n g s ,  t h e  approval of S t a r t e c  and Capsule shareholders  a s  w e l l  as r e c e i p t  of 
r e g u l a t o r y  approvals .  The approval of t h e  merger by Capsule 's  s tockholders  is 
assured because t h e  two Capsule shareholders  b e n e f i c i a l l y  owning i n  t h e  
aggregate  approximately 74% of Capsule 's  outs tanding common s t o c k  have executed 
vo t ing  agreements committing them t o  vote  a l l  of t h e i r  sha res  i n  favor  of t h e  
merger. Capsule i s  a switch-based interexchange c a r r i e r  providing long d i s t a n c e  
te lephone communications s e r v i c e s  p r imar i ly  t o  small  and medium-size business  
customers a s  w e l l  as r e s i d e n t s .  Capsule also provides  inbound-800 long d i s t a n c e  
s e r v i c e s ,  a s  well a s  o t h e r  telecommunications s e r v i c e s .  Capsule uses its own 
switches and f a c i l i t i e s  t o  o r i g i n a t e ,  t r a n s p o r t  and terminate  calls f o r  
customers g e n e r a l l y  l o c a t e d  i n  the Mid-Atlantic region and Ca l i fo rn ia  (on-net 
a r e a s ) .  For c a l l s  o r i g i n a t i n g  o r  terminat ing o u t s i d e  Capsule 's  own network 

d i s t a n c e  companies. The a c q u i s i t i o n  i s  s u b j e c t  to shareholder  and r egu la to ry  
approval .  

t (o f f -ne t  a r e a ) ,  t h e  Company u t i l i z e s  the  s e r v i c e s  provided by o t h e r  long  

14 

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 
OF OPERAT IONS . 

T h e  fol lowing d i scuss ion  and a n a l y s i s  of t h e  f i n a n c i a l  cond i t ion  and 
r e s u l t s  of  ope ra t ions  should be read i n  conjunct ion with the  f i n a n c i a l  
s t a t emen t s ,  r e l a t e d  no te s ,  and o the r  d e t a i l e d  information included elsewhere 
i n  t h i s  Q u a r t e r l y  Report on Form 10-Q. This  r e p o r t  con ta ins  c e r t a i n  
forward-looking s t a t emen t s  w i th in  the  meaning of Sect ion 27A of t h e  
S e c u r i t i e s  A c t  of 1933, as amended, and Sec t ion  21E of t h e  S e c u r i t i e s  
Exchange A c t  of 1934, a s  amended. Forward-looking s ta tements  a r e  s ta tements  
other than h i s t o r i c a l  information or s t a t emen t s  of cu r ren t  condi t ion.  Some 
forward-looking s t a t emen t s  may be i d e n t i f i e d  by t h e  use of  such terms as 
"be l i eves ,  " " a n t i c i p a t e s ,  " "intends,  " o r  "expects .  " These forward-looking 
s t a t emen t s  r e l a t e ,  t o  o u r  p l ans ,  o b j e c t i v e s  and expec ta t ions  f o r  f u t u r e  
o p e r a t i o n s  and growth. Other forward-looking s t a t emen t s  i n  t h i s  Q u a r t e r l y  
Report on Form 10-Q i nc lude  s ta tements  regarding syne rg ie s  and growth 
expected as a r e s u l t  of ou r  in-progress and f u t u r e  acqu i s i t i ons ,  expected 
growth i n  ea rn ings ,  revenue and gross  margin, our  expectat ion regarding our  
a b i l i t y  t o  consummate f u t u r e  acqu i s i t i ons  and the  n e c e s s i t y  f o r  and expected 
a v a i l a b i l i t y  of a d d i t i o n a l  f inancing. In  l i g h t  of t he  r i s k s  and u n c e r t a i n t i e s  
i nhe ren t  i n  a l l  such p r o j e c t e d  ope ra t iona l  m a t t e r s ,  t h e  i n c l u s i o n  of 
forward-looking s t a t emen t s  i n  t h i s  report  should not be regarded a s  a 
r e p r e s e n t a t i o n  by us o r  any o t h e r  person t h a t  ou r  o b j e c t i v e s  o r  plans w i l l  be 
achieved o r  t h a t  any of o u r  operat ing e x p e c t a t i o n s  w i l l  be r e a l i z e d .  Our 
revenues and r e s u l t s  of ope ra t ions  a r e  d i f f i c u l t  t o  forecast and could dif fer  
m a t e r i a l l y  from those p r o j e c t e d  i n  t h e  forward-looking s ta tements  contained 
i n  t h i s  r e p o r t  as a r e s u l t  of c e r t a i n  risks and u n c e r t a i n t i e s  including, but 
no t  l i m i t e d  t o ,  ou r  a b i l i t y  t o  i n t e g r a t e  and manage acquired companies, 
a s s e t s  and personnel, changes i n  market cond i t ions ,  t h e  v o l a t i l e  and 
competi t ive environment f o r  I n t e r n e t  telephony, t h e  a v a i l a b i l i t y  of 
t ransmission f a c i l i t i e s ,  management of ou r  r a p i d  growth, e n t r y  i n t o  new and 
developing markets,  competit ion,  the i n t e r n a t i o n a l  telecommunications 
indus t ry ,  dependence on ope ra t ing  agreements w i th  foreign pa r tne r s ,  r e l i a n c e  
on t h i r d  p a r t i e s  t o  provide u s  with technology, i n f r a s t r u c t u r e  and content ,  
s i g n i f i c a n t  fo re ign  and U.S.-based customers and s u p p l i e r s ,  a v a i l a b i l i t y  of 
t r ansmiss ion  f a c i l i t i e s ,  W.S. and foreign r e g u l a t i o n s ,  i n t e r n a t i o n a l  economic 
and p o l i t i c a l  i n s t a b i l i t y ,  dependence on e f f e c t i v e  b i l l i n g  and information 
systems, customer concen t r a t ion  and a t t r i t i o n ,  r a p i d  t echno log ica l  change, 
and t h e  expansion of t h e  g loba l  network. These f a c t o r s  should not  be 
considered exhaust ive;  we undertake no o b l i g a t i o n  t o  r e l e a s e  p u b l i c l y  the 
r e s u l t s  of any f u t u r e  r e v i s i o n s  we may make t o  forward-looking s ta tements  t o  
reflect  even t s  o r  c i rcumstances a f t e r  t he  d a t e  hereof o r  t o  r e f l e c t  the  
occurrence of unan t i c ipa t ed  even t s .  

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 f r o m  $76.6 million 
for the three months ended September 30, 1999 to $83 .2  million f o r  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 f o r  t he  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. 

t We continue to deploy our Internet Protocol ( I P I  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 IF-based 
technology and we will leverage our existing assets to focus on IP services. 

RESULTS OF OPERATIONS 

The f o l l o w i n g  table sets forth certain financial data as a percentage of 
net revenues for the  periods indicated: 

Net revenues ...................... 
Cos t  of services .................. 
Gross margin .................... 

Selling and marketing expenses .... 
Depreciation and amortization ..... 
General and administrative expenses 

Loss from operations .............. 
Interest expense .................. 
I n t e r e s t  income ................... 
E q u i t y  in loss from affiliates .... 
Loss before extraordinary item .... 
ext’inguishment of debt .......... Extraordinary item-loss on early 

Net loss .......................... 

TIfREE AND NINE MONTH PERIOD ENDED 

FOR THE THREE MONTHS FOR THE N I N E  MONTHS 
ENDED SEPTEMBER 30, ENDED SEPTEMBER 30, 

2000 1999 2000 1999 
------------------- ---------------Id-- 

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

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

h!T REVE?WES. Net reventies f O i  the three m n t h s  ended September 30, 2000 
increased $6.6 million, or 8 . 6 % ,  to $83.2 million from $76.6 million f o r  the 
three months ended September 30, 1999. N e t  revenues for the nine months ended 
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September 30, 2 0 0 0  i nc reased  $ 5 3 . 5  mil l ion ,  o r  2?.3%, t o  $249 .7  m i l l i o n  from 
$ 1 9 6 . 2  m i l l i o n  ove r  t h e  same period i n  1999. Net revenues include t h e  e f f e c t  of 
a c q u i s i t i o n s  from t h e i r  r e s p e c t i v e  a c q u i s i t i o n  dates. 

Net revenues gene ra t ed  by our North American segment inc reased  $ 3 . 3  
mil l ion ,  o r  4.5%, t o  $76.4 m i l l i o n  f o r  t h e  t h r e e  months ended September 30, 
2000,  from $73.1 m i l l i o n  f o r  t he  same period i n  1999 ,  and inc reased  $40.0 
mil l ion ,  o r  21.3%, t o  $227.9 mi l l i on  f o r  t he  nine months ended September 30, 
2000,  from $187.9 m i l l i o n  f o r  t he  same period i n  1 9 9 9 .  Revenue from our  I P  
network i n  North America was $45.3 mi l l i on  f o r  t h e  t h r e e  months ended September 
30, 2000  and $70.3 m i l l i o n  f o r  t he  nine months ended September 30,  2000.  The 
North American I P  segment was not ope ra t iona l  i n  e i t h e r  of  t h e  corresponding 
per iods o f  1999.  Revenue from our North American c i r c u i t  switched network 

September 30, 2000, from $73.1 mil l ion  for t h e  same pe r iod  i n  1999 .  Revenue from 
our  North American c i r c u i t  switched network decreased $ 3 0 . 3  m i l l i o n  o r  16.1%, t o  
$157.6 m i l l i o n  f o r  t h e  n i n e  months ended September 30, 2000,  from $187.9 mi l l i on  
f o r  t he  same p e r i o d  i n  1999. The decrease i n  the  amount of c i r c u i t  switched 
revenues was due t o  t h e  r educ t ion  i n  the  amount of wholesale c i r c u i t  switched 
t r a f f i c  on o u r  network. I n  add i t ion ,  we were able  t o  fully migrate  our 
r e s i d e n t i a l  t r a f f i c  onto o u r  I P  network i n  t h e  t h i r d  q u a r t e r  of 2000. 

w decreased $ 4 2 . 0  m i l l i o n  o r  57.5%, t o  $31.1 m i l l i o n  f o r  t h e  three months ended 

N e t  revenues generated by our  European segment inc reased  $ 3 . 4  m i l l i o n ,  o r  
170.0%, to $ 5 . 4  m i l l i o n  for t h e  th ree  months ended September 30, 2000,  from $2.0 
mi l l i on  f o r  t h e  same p e r i o d  i n  1999,  and increased $12.1 mil l ion ,  o r  252.1%, t o  
$16.9 mi l l i on  f o r  t h e  n i n e  months ended September 30, 2000, from $ 4 . 8  m i l l i o n  
for t he  same pe r iod  i n  1999. Revenue from our I P  network i n  Europe w a s  $5.4 
m i l l i o n  for t h e  t h r e e  and n i n e  months ended September 30, 2000. The European I P  
segment was not  o p e r a t i o n a l  i n  e i t h e r  of t h e  corresponding pe r iods  of 1999 .  As a 
result of the  complete mig ra t ion  toward t h e  IP network i n  Europe, we d i d  not 
generate  any revenue f rom our c i r c u i t  switched network for t h e  t h r e e  months 
ended . 

16 '4 

September 30, 2000,  a dec rease  from $ 2 . 0  mi l l i on  for t h e  same per iod  i n  1999. 
Revenue from our c i r c u i t  switched network i n  Europe inc reased  $6.7 m i l l i o n  o r  
139.68, t o  $11.5 million for t h e  nine months ended September 30, 2000, from 
$ 4 . 8  mil l ion  f o r  t he  same p e r i o d  i n  1999. The overal l  i nc rease  i n  n e t  
revenues a re  due t o  our con t inued  pene t r a t ion  i n t o  t h e  European market during 
f i s c a l  year  2000.  We w e r e  able t o  migrate a l l  of our European t r a f f i c  onto 
our  I P  network i n  t h e  th ird  q u a r t e r  of 2000. 

Net revenues gene ra t ed  b y  our  Asian segment decreased $ 0 . 1  mi l l i on ,  o r  
6.73,  t o  $ 1 . 4  m i l l i o n  for t h e  t h r e e  months ended September 30, 2000, from $ l . S  
m i l l i o n  for t h e  same p e r i o d  i n  1999, and inc reased  $1.3 million, or 36.1%, t o  
$4 .9  mi l l i on  f o r  t h e  n i n e  months ended September 30, 2000, from $3.6 m i l l i o n  for 
t h e  same period i n  1999. Revenue from our  I P  network i n  Asia  was $1.4 m i l l i o n  
for t h e  t h r e e  'and n ine  months ended September 30, 2000. The Asian I P  segment was 
not  ope ra t iona l  i n  e i ther  of the  corresponding per iods of 1999. As a r e s u l t  of 
t h e  complete migrat ion toward the  I P  network i n  Asia, we d i d  not  generate any 
revenue from our  c i r c u i t  switched network for t he  t h r e e  months ended September 
30,  2000,  a decrease from $1.5 mil l ion  f o r  t h e  same pe r iod  i n  1999. Revenue from 
our  c i r c u i t  switched network i n  Asia decreased $0 .1  m i l l i o n  or 2.88, t o  $3.5 
mil l ion  f o r  t h e  nine months ended September 30,  2000, from $3.6 m i l l i o n  f o r  t h e  
same period i n  1 9 9 9 .  . 

GROSS MARGIN. Gross margin increased $ 8 . 3  mil l ion ,  o r  82.23 ,  t o  $18.4 mi l l i on  
for t h e  th ree  months ended September 30, 2000 from $10.1 m i l l i o n  for t h e  th ree  
months ended September 30, 1 9 9 9 .  Gross margin f o r  t h e  nine months ended 
September 30, 2000 i n c r e a s e d  $27.4 mil l ion ,  or 122.9%, to $49.7 m i l l i o n  from 
$22.3 million for t h e  same period i n  1999. Gross margin as a percentage of  net 
revenues increased t o  22.1% for the t h r e e  months ended September 30, 2000 from 
13.1% f o r  t he  t h r e e  months ended September 30, 1999, and inc reased  t o  19 .9% f o r  
the nine ncnrhs ended Septerkar SZ,  2OCO froa 11.1% fcr t h e  sane pariad in 1 9 9 9 ,  
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The m a j o r i t y  of t h i s  i nc rease  can be a t t r i b u t e d  t o  t h e  higher g r o s s  margins we 
experienced f r o m  ope ra t ions  i n  o u r  I P  segment. 

Gross margin for our  North American segment increased $8.0 m i l l i o n ,  or 
84.2%, t o  $17 .5  mi l l i on  for t h e  t h r e e  months ended September 30, 2000 ,  from $ 9 . 5  
m i l l i o n  f o r  t h e  same period i n  1999, and inc reased  $24.6 mill ion,  o r  117.78, t o  
$45.5 million for  the  nine months ended September 30, 2000,  from $20 .9  m i l l i o n  
f o r  t h e  same period i n  1999. Gross margins for our  North American segment 's  I P  
revenues were 35.1% of n e t  revenues or $15.9 m i l l i o n  f o r  t he  t h r e e  months ended 
September 30, 2000, and 35 .2% of net revenues o r  $24 .8  mi l l i on  f o r  t h e  n ine  
months ended September 30 ,  2000.  The North American I P  segment was not 
o p e r a t i o n a l  i n  e i t h e r  of t h e  corresponding pe r iods  of 1 9 9 9 .  North American 
c i r c u i t  switched gross margins were 5 . 0 %  of n e t  revenues, or $1.6 mi l l i on  for ' t h e  t h r e e  months ended September 30, 2000, a s  compared t o  12 .9% o f  ne t  revenues 
and $9.5  m i l l i o n  f o r  t he  corresponding period i n  1999 .  North American c i r c u i t  
switched gross margins w e r e  13.2% of net  revenues or $ 2 0 . 8  m i l l i o n  for t h e  n ine  
months ended September 30, 2000,  as compared t o  11.1% and $20 .9  m i l l i o n  for t h e  
corresponding per iod i n  1999 .  

Gross margin €or o u r  European segment inc reased  $0.6 mi l l i on ,  t o  $ O . S  
m i l l i o n  for t h e  t h r e e  months ended September 30, 2000,  f rom a negative $ 0 . 1  
for t h e  same period i n  1999, and increased $3.1 mil l ion ,  t o  $2.6 mil l ion  f o r  
t h e  n i n e  months ended September 30, 2000, from a negat ive $0 .5  mi l l i on  for 
t h e  same pe r iod  i n  1999 .  Gross margins for our  European I P  revenues were $0.5 
m i l l i o n ,  or 9 . 3 %  of net  revenues f o r  t he  t h r e e  months ended September 30, 
2000, and $ 0 . 5  mi l l i on ,  or 9.3% of  ne t  revenues f o r  t h e  nine months ended 
September 30, 2000.  The European I P  segment was no t  ope ra t iona l  i n  e i t h e r  of 
t h e  corresponding per iods of  1999.  The European t r a f f i c  was completely 
migrated from t h e  circuit switched network i n  t h e  second quar t e r  of 2000. A s  
such, no revenues were generated on t h e  European c i r c u i t  switched network. 
European c i r c u i t  switched g r o s s  margins were 18 .1% of ne t  revenues, o r  $2 .1  
m i l l i o n  for t h e  n ine  months ended September 30, 2000,  as compared t o  a 
nega t ive  9.6% of  net  revenues and negat ive $0.5 mi l l i on  for t h e  corresponding 
pe r iod  i n  1999.  

Gross margin for our Asian segment decreased $0 .4  mi l l i on ,  or 50.0%, t o  
$0 .4  m i l l i o n  f o r  t he  t h r e e  months ended September 30, 2000, from $0.8 m i l l i o n  
f o r  t h e  same pe r iod  i n  1999,  and decreased $0 .2  mi l l i on ,  or 11.1%, t o  $1.6 
m i l l i o n  f o r  t h e  nine months ended September 30, 2000, from $1.8 mi l l i on  f o r  the 
same per iod  i n  1 9 9 9 .  Gross margins for our Asian segment's I P  revenues were 
31.1% of n e t  revenues f o r  
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t h e  t h r e e  months ended September 30, 2000, and 31.1% of ne t  revenues f o r  t h e  
nine months ended September 30 ,  2000. The Asian I P  segment was not ope ra t iona l  
i n  e i t h e r  of t h e  corresponding per iods of 1999.  The Asian t r a f f i c  was completely 
migrated from t he  c i r c u i t  switched network i n  t h e  second q u a r t e r  of 2000. As 
such, no revenues were generated on t h e  Asian c i r c u i t  w i t c h e d  network. Asian 
c i r c u i t  switched gross  margins were 32.8% of n e t  revenues, o r  $1.1 million for 
t h e  n i n e  months ended September 30, 2000,  as  compared t o  51.6% of net revenues 
and nega t ive  $1.8 m i l l i o n  for t h e  corresponding pe r iod  i n  1999. 

GENERAL AND ADMINISTRATIVE. General and a d m i n i s t r a t i v e  expenses f o r  t h e  t h r e e  
months ended September 30, 2000 increased $ 4 . 9  million, o r  43.4% t o  $16.2 
m i l l i o n  from $11.3 m i l l i o n  for t h e  t h r e e  months ended September 30, 1999 .  
General and admin i s t r a t ive  expenses inc reased  $18.5 mi l l i on ,  o r  59.1% t o  $49.8 
m i l l i o n  f o r  t h e  nine months ended September 30,  2000 from $31.3 mi l l i on  over t h e  
same per iod  i n  1999 .  

General and admin i s t r a t ive  expenses as  a percentage of ne t  revenues 
inc reased  t o  19 .4% for t h e  t h r e e  months ended September 3 0 ,  2000 from 13.1% f o r  
t h e  same period i n  1999,  and increased t o  19.9% f o r  t h e  nine months ended 
September 30, 2000 from 1 1 . 4 %  for t he  same p e r i o d  i n  1999.  The increase was 
primarily due to business in tegrat ion  costs  gonerated by our acquisitians i n  t h e  
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first quarter of 2000. 

General and admin i s t r a t ive  expenses for our North American segment remained 
constant a t  $8.0 mi l l i on  f o r  t h e  t h r e e  months ended September 30, 2000  and 1 9 9 9 ,  
and inc reased  $7.1 mil l ion ,  o r  31.4%, t o  $29.7 mi l l i on  f o r  t h e  nine months ended 
September 30,  2000 ,  from $22..6 m i l l i o n  f o r  t h e  same per iod i n  1999 .  

General and admin i s t r a t ive  expenses f o r  our European segment i n c r e a s e d  $2 .8  
m i l l i o n ,  or 133.3%, t o  $ 4 . 9  m i l l i o n  for t h e  t h r e e  months ended September 30,  
2000, from $ 2 . 1  mi l l i on  f o r  t h e  same period i n  1999, and increased $5.8 m i l l i o n ,  
o r  90.6%, t o  $ 1 2 . 2  m i l l i o n  f o r  t h e  n ine  months ended September 30,  2000, from 
$6.4 m i l l i o n  f o r  t he  same pe r iod  i n  1999. 

4 General and admin i s t r a t ive  expenses for our Asian segment decreased $0 .5  
m i l l i o n ,  or 41.7%, t o  $3.2 m i l l i o n  f o r  t h e  t h r e e  months ended September 30, 
2000, from $ 1 + 2  mi l l i on  f o r  the same period i n  1999, and increased $3.1 m i l l i o n ,  
o r  134.8%, t o  $ 7 . 9  m i l l i o n  f o r  t h e  nine months ended September 30, 2000, from 
$2.3 m i l l i o n  for t he  same p e r i o d  i n  1999. 

SELLING AND MARKETING. S e l l i n g  and marketing expenses f o r  t he  t h r e e  months ended 
September 30, 2000 increased $1.5 mi l l i on ,  o r  41 .7% to $5.1 m i l l i o n  from $3.6 
million f o r  t h e  three months ended September 30, 1999. S e l l i n g  and marketing 
expenses increased $1.4 m i l l i o n ,  o r  13.1% t o  $12.1 mi l l i on  f o r  t h e  nine months 
ended September 30, 2000 from $10.7 m i l l i o n  f o r  t he  nine months ended September 
30, 1 9 9 9 .  

Selling and admin i s t r a t ive  expenses as a percentage of n e t  revenues 
inc reased  t o  6 . 2 %  for t he  t h r e e  months ended September 30, 2000 from 4.6% f o r  
t h e  same period i n  1999 ,  but decreased t o  4 . 9 %  f o r  t h e  nine months ended 
September 30, 2000  from 5 .5% f o r  t he  same per iod i n  1999 .  The decrease is 
p r i m a r i l y  due t o  our e f f o r t s  t o  convert  our e x i s t i n g  d i a l  around customer base 
t o  a bundled customer base r a t h e r  than pursuing new customers through inc reased  
e x t e r n a l  marketing e f f o r t s .  

S e l l i n g  and marketing f o r  our  North American segment increased $1.1 
m i l l i o n ,  o r  35.4%, t o  $4.2 m i l l i o n  f o r  t h e  t h r e e  months ended September 30,  
2000, from $3.1 m i l l i o n  f o r  t h e  same per iod  i n  1999 ,  but decreased $ 0 . 9  million, 
o r  9.4%, to- $ 8 . 7  mil l ion  f o r  t h e  nine months ended September 30, 2000 from $9.6 
m i l l i o n  f o r  t h e  same period i n  1999.  S e l l i n g  and marketing expenses a s  a 
percentage of n e t  revenues inc reased  t o  5.5% f o r  t he  t h r e e  months ended 
September 30, 2000 from 4 . 2 %  f o r  the same per iod  i n  1999, and decreased t o  3.8% 
for t h e  nine months ended September 30, 2000  from 5.1% f o r  t h e  same per iod  i n  
1 9 9 9 .  The decrease is p r i m a r i l y  due t o  our  e f f o r t s  t o  convert  our e x i s t i n g  d i a l  
around customer base t o  a bundled customer base rather than pursuing new 
customers through increased e x t e r n a l  marketing e f f o r t s .  The c o s t s  from our  
outbound s e r v i c e  r e p r e s e n t a t i v e s  who performed t h i s  funct ion a r e  recorded i n  
gene ra l  and admin i s t r a t ive  expenses.  

+ 
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S e l l i n g  and marketing for our  European segment increased $0.5 m i l l i o n ,  o r  
125.0%, t o  $0 .9  mi l l i on  f o r  t h e  t h r e e  months ended September 30, 2000, from $0 .4  
m i l l i o n  f o r  t h e  same per iod i n  1999 ,  and inc reased  $2.1 mil l ion ,  o r  190.9%, t o  
$ 3 . 2  mi l l i on  for t he  nine months ended September 30, 2000 from $1.1 m i l l i o n  for 
t h e  same period i n  1 9 9 9 .  S e l l i n g  and marketing expenses a s  a percentage of n e t  
revenues decreased t o  16 .6% f o r  t h e  t h r e e  months ended September 30, 2000 from 
Z O . S %  for  the Same period in 1 9 3 9 ,  and decreased t o  i6.3% far the nine ZGnths 
ended September 30, 2000 from 22.9% for the same period i n  1 9 9 9 .  The decrease is 
primarily due t o  the  e f f o r t s  t o  convert  o u r  d i a l  around customer base for 
bundled customer a c q u i s i t i o n s  r a t h e r  than pursuing new customers through 
inc reased  marketing efforts. The c o s t s  f rom our  outbound s e r v i c e  r e p r e s e n t a t i v e s  
who performed t h i s  func t ion  a r e  recorded i n  gene ra l  and admin i s t r a t ive  expenses.  

S e l l i n g  and marketing f o r  our Asian segment increased $10,000,  o r  21.7%, to 
$56,000 f o r  t h e  t h r e e  months ended September 308 2000, from $46,000 f o r  t h e  same 
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period i n  1999, and increased $126,000, o r  165.8%, t o  $202,000 for t h e  n ine  
months ended September 30, 2000 from $76,000 f o r  t he  same per iod i n  1999 .  
S e l l i n g  and marketing expenses as a percentage of net  revenues increased t o  4 . 0 %  
f o r  t h e  t h r e e  months ended September 30, 2000 from 3.1% for t he  same per iod  i n  
1994 ,  and i nc reased  t o  4 . 1 %  f o r  t h e  nine months ended September 30 ,  2000 from 
2 .1% f o r  t h e  same per iod  i n  1999. 

DEPRECIATION AND AMORTIZATION. Depreciation and amort i r a t  ion expense inc reased  
$2.6 m i l l i o n ,  o r  123.89,  t o  $ 4 . 7  mil l ion  f o r  t h e  t h r e e  months ended September 
30, 2000  from $2 .1  m i l l i o n  for t h e  same pe r iod  i n  1 9 9 9 .  Depreciation and 
amor t i za t ion  expense inc reased  $5.7 mi l l i on ,  o r  107.53, t o  $11.0 m i l l i o n  f o r  the  
nine months ended September 30, 2000 from $5.3 m i l l i o n  f o r  t h e  same p e r i o d  i n  
1999. This  was p r i m a r i l y  due t o  inc reases  i n  c a p i t a l  expendi tures  pursuant t o  
our  s t r a t e g y  of expanding our  network i n f r a s t r u c t u r e  and amort izat ion of 
goodwill .  

~ 

INTEREST EXPENSE. I n t e r e s t  expense increased $2 .0  m i l l i o n ,  o r  36.4%, t o  $7.5 
m i l l i o n  f o r  t h e  t h r e e  months ended September 30, 2000 from $5.5 m i l l i o n  f o r  t h e  
same p e r i o d  i n  1 9 9 9 .  I n t e r e s t  expense inc reased  $3.8 m i l l i o n ,  or 23.8%, t o  $19.8 
m i l l i o n  f o r  t h e  n ine  months ended September 30, 2000 from $16.0 m i l l i o n  for t h e  
same p e r i o d  i n  1999. This was a r e s u l t  of h ighe r  balances drawn from s e v e r a l  
bank and vendor f inanc ing  agreements en te red  i n t o  during 1999 and 2000. 

INTEREST INCOME. I n t e r e s t  income decreased $0 .3  mi l l i on ,  o r  2 7 . 3 % ,  t o  $0.8 
m i l l i o n  fo r  t h e  t h r e e  months ended September 30, 2000 from $1.1 m i l l i o n  f o r  t h e  
same pe r iod  i n  1999. I n t e r e s t  income decreased $1.8 m i l l i o n ,  or 43.9%, t o  $2.3 
m i l l i o n  for t h e  n ine  months ended Septemher 30 ,  2000 from $ 4 . 1  m i l l i on  for t h e  
same per iod  i n  1999. This i s  p r imar i ly  due t o  a decrease i n  t h e  amount of 
pledged s e c u r i t i e s  on our balance shee t ,  r e f l e c t i n g  t h e  i n t e r e s t  payments made 
on t h e  Sen io r  Notes. 

NET LOSS. N e t  loss for t h e  t h r e e  months ended September 30, 2000 was $15.1 
m i l l i o n  or $1.05 p e r  common sha re  compared t o  a n e t  loss of approximately $11.3 
million o r  $1.19 per common sha re  for t he  same per iod  i n  1999 .  Nine-month net 
loss befo re  e x t r a o r d i n a r y  i t e m  was $ 4 2 . 0  m i l l i o n  or  $3.19 pe r  common sha re  
compared t o  $37.0 m i l l i o n  o r  $3.98 pe r  common sha re  over  the same per iod  i n  
1999. N e t  l o s s  for t h e  t h r e e  months ended September 30, 2000 was $15.1 m i l l i o n  
o r  $1 .05  pe r  common sha re  and net l o s s  f o r  t h e  n i n e  months ended September 30, 
2000 w a s  $42.9 m i l l i o n  or $3.26 per  common sha re ,  a f t e r  t h e  ex t r ao rd ina ry  i t e m .  
We i ncu r red  a loss  of $0.9 m i l l i o n  i n  connection wi th  t h e  e a r l y  repayment and 
t e rmina t ion  of  o u r  Loan and Secur i ty  Agreement wi th  Congress Financial  
Corporation ("CFC") du r ing  t h e  second q u a r t e r .  This amount cons i s t ed  of a 
one-time payment t o  CFC and unamortized d e f e r r e d  f inanc ing  c o s t s .  

LIQUIDITY AND CAPITAL RESOURCES 

We r epor t ed  a decrease i n  cash and cash equ iva len t s  of approximately $32.6 
m i l l i o n  during t h e  n ine  months ended September 30, 2000. Cash used i n  ope ra t ing  
a c t i v i t i e s  f o r  t h e  n ine  months ended September 30, 2000 increased $28.9 m i l l i o n ,  
o r  152.1% t o  $47.9 m i l l i o n  from $19.0 million for t h e  same period i n  1999  
principally due to cash requirements f o r  t h e  expansion of operat ions p a r t i a l l y  
o f f s e t  by changes in opera t ing  accounts and t h e  i n t e g r a t i o n  of  a c q u i s i t i o n s .  

We expect t o  incur net losses on a quarterly b a s i s  for the next s e v e r a l  
q u a r t e r s ,  as we incur a d d i t i o n a l  c o s t s  a s s o c i a t e d  w i t h  t h e  s t rengthening of 
our network i n f r a s t r u c t u r e ,  t h e  development and expansion of our marketing 
programs, our  e n t r y  i n t o  new markets, 
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t h e  p u r s u i t  of  our  a c q u i s i t i o n  s t r a t e g y ,  t h e  expansion of e x i s t i n g  and 
in t roduc t ion  of new telecommunications and I n t e r n e t  s e r v i c e s ,  the expansion o f  
our global I P  network and as a result  of i n t e r e s t  expense a s soc ia t ed  w i t h  our 
f inancing a c t i v i t i e s .  As of September 30, 2000, we have pledged s e c u r i t i e s  of 
approximately $19.3 m i l l i o n  t o  cover a l l  scheduled cash i n t e r e s t  payments on t h e  
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Sen io r  Notes through May 2001.  The Company is scheduled t o  pay a semiannual 
i n t e r e s t  payment of approximately $ 9 . 6  m i l l i o n  i n  November 2000.  We may be 
r equ i r ed  t o  ob ta in  a d d i t i o n a l  f inancing i n  o rde r  t o  pay i n t e r e s t  on t h e  Sen io r  
Notes a f t e r  May 2 0 0 1  and t o  repay t h e  Senior  Notes a t  t h e i r  matur i ty .  

During 1998 ,  we advanced an aggregate  of approximately $1.4 m i l l i o n  t o  
c e r t a i n  of ou r  employees and o f f i c e r s .  The secured loans bear  i n t e r e s t  a t  a r a t e  
o f  7 . 8 7 %  per year ,  and were o r i g i n a l l y  due and payable on December 31, 1999.  
Approximately $ 0 . 9  m i l l i o n  was r epa id  i n  January 2000,  and t h e  balance was 
extended through December 31, 2000.  

In  September 2000,  we s o l d  c e r t a i n  o f  our  VoIP terminat ion f a c i l i t i e s ,  
valued a t  approximately $ 4 . 3  mil l ion ,  and converted c e r t a i n  of our  accounts 
r ece ivab le ,  valued at  approximately $ 2 4 . 5  m i l l i o n ,  i n  exchange f o r  40% of t h e  
i s s u e d  and outs tanding common s tock  of Sunr i se  World Communications, Inc. 
( "Sunr i se" ) .  Sunrise  provides i n t e r n e t  communications s e r v i c e s  between t h e  
United S t a t e s  and t h e  emerging economies of t h e  world. The accounts 
r e c e i v a b l e  cons i s t ed  of  t r a d e  r ece ivab le s ,  prepaids ,  and depos i t s .  As of 
September 30, 2000,  our  investment value i n  Sunrise  is approximately $28.8 
m i l l i o n .  

In  t h e  f i r s t  q u a r t e r  of 2000,  we acqu i r ed  s e v e r a l  VoIP terminat ion 
f a c i l i t i e s  from va r ious  vendors f o r  approximately $2 .2  m i l l i o n  i n  cash and 
approximately $ 1 . 9  m i l l i o n  i n  common s t o c k .  We i s sued  the  shares  i n  t h e  second 
and t h i r d  q u a r t e r s  of 2000.  W e  have i n t e g r a t e d  these  f a c i l i t i e s  i n t o  our  VoIP 
network and launched VoIP s e r v i c e s  a s  a new l i n e  of business  i n  t h e  f irst  
q u a r t e r  of 2000.  The purchase price  was a l l o c a t e d  t o  the ne t  a s s e t s  acquired 
based upon t h e  est imated f a i r  value o f  such a s s e t s ,  which r e s u l t e d  i n  an 
a l l o c a t i o n  of approximately $ 4 . 1  m i l l i o n  t o  goodwill .  Purchase p r i c e  a l l o c a t i o n s  
have been completed on a prel iminary b a s i s  and a r e  sub jec t  t o  adjustment should 
new o r  a d d i t i o n a l  facts about t h e  bus iness  become known. 

I n  t h e  first q u a r t e r  of 2000,  we acqu i red  Vancouver Telephone Company 
("VTC") f o r  approximately $1.1 m i l l i o n  i n  cash and 520,463 shares  of common 
s t o c k  valued a t  approximately $12.3 m i l l i o n .  We i s s u e d  the shares  i n  t h e  second 
q u a r t e r  of 2000.  VTC provides  domestic and i n t e r n a t i o n a l  long d i s t ance  s e r v i c e s  
i n  Canada. VTC markets i t s  telephone s e r v i c e s  t o  e t h n i c  communities i n  Canada, 
i nc lud ing  Taiwanese, Chinese, Romanian and Serbian communities. The purchase 
p r i c e  was a l l o c a t e d  t o  t h e  n e t  assets acquired based upon t h e  estimated f a i r  
value of such assets, which r e s u l t e d  i n  an a l l o c a t i o n  of approximately $13.6 
m i l l i o n  t o  goodwill. Purchase p r i c e  a l l o c a t i o n s  have been completed on a 
p re l imina ry  b a s i s  and a r e  sub jec t  t o  adjustment should new o r  add i t iona l  f a c t s  
about t h e  business  become known. 

In  t h e  f i r s t  quarter of 2000, we acqu i r ed  DLC En te rp r i se s  Inc. ("DLC"), 
a New York-based telecommunications company f o r  approximately $0.5 mi l l i on .  
DLC o f f e r s  voice and d a t a  s e r v i c e s .  DLC provides  us with a management and 
s a l e s  fo rce ,  p r o p r i e t a r y  b i l l i n g  and customer s e r v i c e  software and small 
bus iness  customers. The a c q u i s i t i o n  of DLC f a c i l i t a t e s  t h e  in t roduc t ion  of  
commercial s e r v i c e s  f o r  e t h n i c  small  and mid-sized business  customers. The 
purchase p r i c e  was a l l o c a t e d  t o  t h e  n e t  assets acquired based upon t h e  
e s t ima ted  f a i r  value of such a s s e t s ,  which r e s u l t e d  i n  an a l l o c a t i o n  of 
approximately $1.1 m i l l i o n  t o  goodwill .  Purchase p r i c e  a l l o c a t i o n s  have been 
completed on a p re l imina ry  b a s i s  and a r e  s u b j e c t  t o  adjustment should new or 
a d d i t i o n a l  f a c t s  about t h e  business  become known. 

In t h e  f i r s t  q u a r t e r  of 2000,  we acqu i r ed  Global V i l l age r  Inc.  f o r  
approximately $0.8 m i l l i o n  i n  cash and 503,872 shares of common stock valued 
a t  approximately $13.2 m i l l i o n .  Global V i l l a g e r  owns a leading b i l i n g u a l  
Chinese/English Web community, DragonSurf.com, which provides a range of 
con ten t  and s e r v i c e s  on i t s  Web site f o r  the Chinese community. The purchase 
p r i c e  w a s  a l l o c a t e d  t o  the  n e t  a s s e t s  acqu i r ed  based upon the  est imated f a i r  
value of such a s s e t s ,  which r e s u l t e d  i n  an a l l o c a t i o n  of approximately $13.8 
m i l l i o n  t o  goodwill. Purchase p r i c e  a l l o c a t i o n s  have been completed on a 
pre l imina ry  b a s i s  and a r e  sub jec t  t o  adjustment should new o r  add i t iona l  
facts  about the business become known. 
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In  November 2000 ,  we en te red  i n t o  an agreement t o  acquire  Capsule 
Communications, Inc .  ("Capsule"),  formerly known as US WAX, Inc. Under t h e  
terms o f  t h e  merger, s u b j e c t  t o  c e r t a i n  price adjustments,  we w i l l  issue 
approximately 2 . 7  m i l l i o n  sha res  of common s tock  t o  shareholders  of Capsule.  
In  add i t ion ,  we w i l l  i s s u e  an aggregate of $ 3  m i l l i o n  i n  5-year, unsecured 
promissory no tes  t o  two Capsule shareholders  owning approximately 74% of t h e  
i s sued  and ou t s t and ing  s h a r e s  of Capsule. The merger agreement, which we 
a n t i c i p a t e  w i l l  be formally consummated i n  the  f i r s t  q u a r t e r  of 2001, is 
subject t o  t h e  c o n d i t i o n s  set  f o r t h  i n  the  merger agreement and r equ i r e s ,  
among o t h e r  t h ings ,  t h e  approval of our  shareholders  and Capsule sha reho lde r s  
as w e l l  a s  t h e  r e c e i p t  of  r egu la to ry  approvals.  The approval of t h e  merger by 
Capsule 's  s tockho lde r s  is assured because t h e  two Capsule shareholders  
b e n e f i c i a l l y  owning i n  t h e  aggregate approximately 7 4 %  of Capsule's 
ou t s t and ing  common s t o c k  have executed vot ing agreements committing them t o  
vote a l l  of t h e i r  s h a r e s  i n  favor  of t he  merger. 

I 

Our business  s t r a t e g y  contemplates aggregate c a p i t a l  expendi tures  
( inc lud ing  c a p i t a l  expend i tu re s ,  working c a p i t a l  and o t h e r  general  co rpora t e  
purposes)  of approximately $35 m i l l i o n  through December 31, 2000 t o  be spen t  
on ou r  I n t e r n e t  i n f r a s t r u c t u r e .  A s u b s t a n t i a l  po r t ion  of these expend i tu re s  
has been incurred as of September 30, 2000, and has  been funded by e x i s t i n g  
vendor arrangements. We are also pursuing a d d i t i o n a l  sources  of f inancing 
from t h e  c a p i t a l  markets.  We i n t end  t o  use any a d d i t i o n a l  sources  of 
f i nanc ing  t o  fund ou r  a c q u i s i t i o n  a c t i v i t i e s .  These a c t i v i t i e s  include,  bu t  
a r e  not l i m i t e d  t o ,  i n t e g r a t i o n  expenses, I n t e r n e t  i n f r a s t r u c t u r e  and o t h e r  
pos t  a c q u i s i t i o n - r e l a t e d  expendi tures .  
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W e  r e g u l a r l y  review o p p o r t u n i t i e s  t o  implement o u r  business  s t r a t e g y  
through s t r a t e g i c  a l l i a n c e s  with,  investment i n ,  o r  a c q u i s i t i o n s  of bus inesses  
t h a t  we be l i eve  a r e  complementary t o  our c u r r e n t  and planned operat ions.  Our 
a b i l i t y  t o  consummate strategic alliances and acquisitions. and t o  make 
investments t h a t  may be of s t r a t e g i c  s i g n i f i c a n c e ,  may require us t o  o b t a i n  
a d d i t i o n a l  debt and /o r  e q u i t y  financing. There can be no assurance t h a t  we w i l l  
be success fu l  i n  a r r a n g i n g  such f inancing on terms we consider acceptable  or at 
all. 

Although we i n t e n d  t o  implement the  c a p i t a l  spending plan descr ibed above, 
it is poss ib l e  t h a t  u n a n t i c i p a t e d  business  o p p o r t u n i t i e s  may a r i s e  which we may 
conclude a r e  more f a v o r a b l e  t o  our  long-term p rospec t s  than those contemplated 
by t h e  cu r ren t  c a p i t a l  spending plan.  

EQUITY AND DEBT FINANCING 

I n  June 2000,  we r e p a i d  and terminated a three-year  Loan and S e c u r i t y  
Agreement with Congress F inanc ia l  Corporation ("CFC F a c i l i t y " )  two yea r s  ahead 
of t h e  o r i g i n a l  term. We i ncu r red  ex t r ao rd ina ry  losses of approximately $0 .9  
m i l l i o n  with t h i s  extinguishment c o n s i s t i n g  o f  a one-time payment t o  Congress 
F inanc ia l  Corporation and unamortized de fe r r ed  f inancing c o s t s .  

In  June 2000,  we e n t e r e d  i n t o  a f ive-year  term loan with a p r i n c i p a l  
balance of $50 m i l l i o n  w i t h  NTFC Cap i t a l  Corporation, a f inancing arm of GE 
Cap i t a l  ("NTFC F a c i l i t y " ) .  This loan r ep resen t s  an i nc rease  of $15 m i l l i o n  
over  t h e  o r i g i n a l  $35 m i l l i o n  f a c i l i t y  e n t e r e d  i n t o  i n  December 1998 with 
NTFC. The NTFC F a c i l i t y  may be used t o  f inance  t h e  continued expansion of our 
I n t e r n e t  i n i t i a t i v e s  and t r a n s p o r t  business ,  a d d i t i o n a l  development of 
Wireless  Applicat ions P ro toco l ,  a p p l i c a t i o n s  of i t s  I n t e r n e t  p o r t a l s ,  
expansion of VoIP s e r v i c e s ,  a c q u i s i t i o n s  and working c a p i t a l  for gene ra l  
corporate  purposes. The ou t s t and ing  borrowings on the NTFC F a c i l i t y  c a r r y  
i n t e r e s t  r a t e s  ranging from 8.91% t o  9.90%, w i t h  a weighted average i n t e r e s t  
rate of 9.9%. Under t h e  terms of the NTFC F a c i l i t y ,  we a r e  sub jec t  t o  c e r t a i n  
financial and o p e r a t i o n a l  covenants, i nc lud ing  but not l i m i t e d  t o  minimum 
EBITDA, r e s t r i c t i o n s  on o u r  a b i l i t y  t o  pay dividends and l e v e l  of 
indebtedness.  As of September 30, 2000, approximately $ 4 6 . 8  mil l ion  was 
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ou t s t and ing  under the  NTFC F a c i l i t y .  The NTFC F a c i l i t y  is secured by a pledge 
of a l l  shares of S t a r t e c  Global Operating Company ("Operating Company") owned 
by t h e  Company, and by a f i r s t  p r i o r i t y  s e c u r i t y  i n t e r e s t  i n  a l l  of t h e  
Operating Company's assets. 

I n  June 2000, we en te red  i n t o  a $20  mi l l i on  unsecured f a c i l i t y  from A l l i e d  
C a p i t a l  ( "Al l i ed  F a c i l i t y " )  with a ba l loon  payment due a t  ma tu r i ty  i n  2005.  The 
A l l i e d  F a c i l i t y  may be used for general  co rpora t e  purposes, including the  
purchase of telecommunications assets, without l i m i t a t i o n s .  The A l l i e d  F a c i l i t y  
bea r s  i n t e r e s t  a t  the f i x e d  r a t e  of 15% per annum and is payable semi-annually, 
i n  a r r e a r s ,  a t  t h e  f i x e d  r a t e  of 1 0 %  per annum. Under the  terms of t h e  A l l i e d  
F a c i l i t y ,  we a r e  sub jec t  t o  c e r t a i n  f i n a n c i a l  and ope ra t iona l  covenants,  
i nc lud ing  but not l i m i t e d  t o  r e s t r i c t i o n s  on our  a b i l i t y  t o  pay dividends and 
l e v e l  of  indebtedness .  As of September 30, 2000, $20 mi l l i on  was outstanding 
under t h e  f a c i l i t y .  A f t e r  July 1, 2002, t h e  Company can prepay a l l  or p a r t  of 
t h i s  loan without pena l ty .  I n  connection with e n t e r i n g  i n t o  t h e  A l l i e d  F a c i l i t y ,  
we i s s u e d  a s tock  purchase warrant t o  A l l i e d  pursuant t o  which, at any t i m e  and 
from t i m e  t o  t i m e  u n t i l  June 30, 2005, A l l i e d  is e n t i t l e d  a t  its sole op t ion  t o  
purchase an aggregate of 125 ,000  sha res  of  our common s tock  a t  an e x e r c i s e  price 
of $11 .21  p e r  sha re  s u b j e c t  t o  c e r t a i n  a n t i d i l u t i o n  adjustments.  

In  May 2000,  we e n t e r e d  i n t o  vendor f inanc ing  f a c i l i t y  for up t o  $7.5 
m i l l i o n  from Coast Business Credi t  Corporation ("Coast F a c i l i t y " )  due i n  Novemer 
2002. The Coast F a c i l i t y  may be used t o  s a t i s f y  va r ious  operat ing l i a b i l i t i e s .  
The i n t e r e s t  r a t e  on t h e  Coast f a c i l i t y  is t h e  P r i m e  Rate p lus  3.5%, with a 
floor of 9%. As of  September 30 ,  2000, approximately $6.7 mi l l i on  was 
ou t s t and ing  under t he  Coast F a c i l i t y .  

In  J u l y  1999 ,  we e n t e r e d  i n t o  a three-year  vendor f inancing f a c i l i t y  f o r  up 
t o  $5 m i l l i o n  with IBM C r e d i t  Corporation ("IBM F a c i l i t y " ) .  The IBM F a c i l i t y  may 
be used t o  f inance t h e  purchase of IBM hardware and software from IBM under a 
c a p i t a l  l e a s e  s t r u c t u r e .  Borrowings under t h e  fBM F a c i l i t y  bear  i n t e r e s t  a t  a 
f i x e d  rate equal t o  t h e  average y i e l d  t o  ma tu r i ty  of t h e  five-year Treasury Note 
p l u s  a r a t e  adjustment which v a r i e s  by the type o f  equipment purchased. The 
ou t s t and ing  borrowings on t h e  IBM F a c i l i t y  carry i n t e r e s t  
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r a t e s  ranging from 9.5% t o  15.4% w i t h  a weighted average i n t e r e s t  r a t e  of 11.7%. 
As of September 3 0 ,  2000,  approximately $1.3 m i l l i o n  was outs tanding under t h e  
IBM F a c i l i t y .  

In  May 1999 ,  we e n t e r e d  i n t o  a vendor f inancing f a c i l i t y  f o r  up t o  $20 
m i l l i o n  w i t h  Ascend Cred i t  Corporation ("Ascend F a c i l i t y " ) .  The Ascend F a c i l i t y  
may be used t o  f inance equipment purchased from Ascend under a c a p i t a l  l e a s e  
s t r u c t u r e .  As of September 30 ,  2000, approximately $1 .9  m i l l i o n  bear ing i n t e r e s t  
a t  8.5% was ou t s t and ing  under the  f a c i l i t y .  

I n  May 1998,  we i s s u e d  $160 mi l l i on  of  12% Senior  Notes y ie ld ing  n e t  
proceeds of approximately $155 mi l l i on ,  of which approximately $52.4 m i l l i o n  was 
used t o  purchase s e c u r i t i e s  which a re  pledged and r e s t r i c t e d  for use a s  t h e  
f i r s t  s i x  i n t e r e s t  payments due on t h e  Sen io r  Notes. As p a r t  of t h e  o f f e r i n g ,  we 
i s s u e d  war ran t s  t o  purchase 200,226 s h a r e s  of common stock.  The warrants  are 
e x e r c i s a b l e  subsequent t o  November 1 9 9 8  a t  an e x e r c i s e  p r i c e  of $24 .20  per 
s h a r e .  The Senior  Notes a r e  unsecured and r equ i r e  semi-annual i n t e r e s t  payments, 
which began i n  November 1998. 

The implementation o f  o u r  s t r a t e g i c  plans,  including the  development and 
expansion of  our network f a c i l i t i e s ,  expansion of our marketing programs, 
expansion of our  g loba l  I P  network, p u r s u i t  of our  a c q u i s i t i o n  s t r a t egy ,  
a c q u i s i t i o n  of  a d d i t i o n a l  commercial customers, ou r  evolut ion t o  marketing of 
network and e n t e r p r i s e  s e r v i c e s ,  and funding of ope ra t ing  losses and working 
c a p i t a l  needs, w i l l  r e q u i r e  s i g n i f i c a n t  investment.  There can be no assurance 
t h a t  we will not need a d d i t i o n a l  f inancing sooner than c u r r e n t l y  a n t i c i p a t e d .  
The need f o r  a d d i t i o n a l  f i nanc ing  depends on a v a r i e t y  of f a c t o r s ,  including 
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the  r a t e  and ex ten t  o f  ou r  expansion and new markets, t he  cos t  of an 
investment i n  a d d i t i o n a l  switching and t ransmission f a c i l i t i e s  and ownership 
r i g h t s  i n  f i b e r  o p t i c  cab le ,  t h e  incurrence of c o s t s  t o  support  t h e  
in t roduc t ion  of  a d d i t i o n a l  o r  enhanced se rv ices ,  and increased s a l e s  and 
marketing expenses. In  add i t ion ,  we may need a d d i t i o n a l  f inancing t o  fund 
unan t i c ipa t ed  working c a p i t a l  needs o r  t o  t ake  advantage of unan t i c ipa t ed  
business  oppor tun i t i e s ,  i nc lud ing  acqu i s i t i ons ,  investments o r  s t r a t e g i c  
a l l i a n c e s .  The amount of  our  a c t u a l  f u t u r e  c a p i t a l  requirements a l s o  w i l l  
depend upon many f a c t o r s  t h a t  a r e  not w i th in  our  con t ro l ,  including 
competi t ive cond i t ions  and r egu la to ry  o r  o t h e r  government ac t ions .  In t h e  
event t h a t  o u r  p l ans  o r  assumptions change o r  prove t o  be inaccura t e  or our 
c a p i t a l  resources  prove t o  be i n s u f f i c i e n t  t o  fund our  growth and ope ra t ions ,  
then some o r  all of ou r  development and expansion plans could be delayed o r  
abandoned, o r  we may be r equ i r ed  t o  s e e k  a d d i t i o n a l  f inancing o r  t o  s e l l  
assets, t o  t h e  e x t e n t  pe rmi t t ed  by t h e  terms of t h e  Senior  Notes. 

We need t o  raise such a d d i t i o n a l  c a p i t a l  from publ ic  o r  p r i v a t e  e q u i t y  
o r  debt  sources .  We cannot a s su re  you t h a t  we w i l l  be able  t o  ob ta in  a d d i t i o n a l  
f inancing o r ,  i f  obtained,  t h a t  i t  w i l l  be ab le  t o  do so on a timely b a s i s  o r  on 
favorable  terms. I f  we are ab le  t o  r a i s e  a d d i t i o n a l  funds through t h e  incu r rence  
of deb t ,  i t  would l i k e l y  become sub jec t  t o  a d d i t i o n a l  r e s t r i c t i v e  f i n a n c i a l  
covenants.  In the event  t h a t  we are unable t o  ob ta in  such a d d i t i o n a l  capi ta l  o r  
a r e  unable t o  o b t a i n  such a d d i t i o n a l  c a p i t a l  on acceptable  terms, we may be 
r equ i r ed  t o  reduce t h e  scope of our  expansion, which could adversely a f f e c t  ou r  
business ,  f i n a n c i a l  c o n d i t i o n  and r e s u l t s  of operat ions,  our  a b i l i t y  t o  compete 
and our  a b i l i t y  t o  m e e t  ou r  o b l i g a t i o n s  under the  Senior Notes. 

CASH FLOWS 

Our cash and cash e q u i v a l e n t s  decreased $32.5 mi l l i on ,  o r  5 9 . 4 3 ,  t o  
$22.2 m i l l i o n  a t  September 30, 2000,  from $54.7 m i l l i o n  at December 31, 1999.  
N e t  cash used i n  o p e r a t i n g  a c t i v i t i e s  increased $28.9 mi l l i on ,  or 152.1%, t o  
$47.9 million for the nine months ended September 30, 2000 compared t o  
approximately $19.0 m i l l i o n  f o r  t h e  same per iod  i n  1999.  The inc rease  i n  cash 
used i n  ope ra t ions  w a s  p r i m a r i l y  t h e  r e s u l t  o f  an inc rease  of net  loss and 
accounts r ece ivab le ,  which was partially o f f s e t  by an inc rease  i n  accounts 
payable and accrued expenses.  

Cash used i n  i n v e s t i n g  a c t i v i t i e s  was $43.5 million i n  t h e  first nine 
months of 2000 compared t o  $56.8 mil l ion  i n  t h e  same period i n  1999. We 
c a p i t a l i z e d  approximately $3.7 m i l l i o n  pursuant t o  the  Statement of P o s i t i o n  
98-1, "Accounting f o r  t h e  Costs  of Computer Software Developed or  Obtained for 
I n t e r n a l  U s e . m  
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Cash provided by f inanc ing  a c t i v i t i e s  was approximately $58.8 
million f o r  t h e  f i r s t  n ine  months of 2000 compared t o  approximately $38.3 
m i l l i o n  over  t he  same pe r iod  i n  1999. Cash provided by f inancing a c t i v i t i e s  
p r i m a r i l y  r e l a t e s  t o  proceeds from draws on t h e  bank f a c i l i t y  and vendor 
f inancing a s  wel l  as proceeds from t h e  p r i v a t e  placement of our  comon s t o c k  
p a r t i a l l y  o f f s e t  by repayments of t he  c r e d i t  f a c i l i t y  and vendor f inancing.  
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ITEM 3 .  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET R I S K  

We a r e  exposed t o  m a r k e t  r i s k ,  i nc lud ing  changes i n  i n t e r e s t  rates, and 
t o  fo re ign  currency exchange r a t e  r i s k s .  We do not  hold any f i n a n c i a l  
instruments  for t r a d i n g  purposes.  We be l i eve  t h a t  ou r  primary market r i s k  
exposure r e l a t e s  t h e  e f f e c t s  t h a t  changes i n  i n t e r e s t  rates have on our 
investments and those p o r t i o n s  of o u r  ou t s t and ing  indebtedness t h a t  do n o t  
have f i x e d  r a t e s  of i n t e r e s t .  In  t h i s  regard,  changes i n  i n t e r e s t  r a t e s  
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a f f e c t  t h e  i n t e r e s t  earned on our investments i n  cash equ iva len t s ,  which 
consist pr imar i ly  of demand depos i t s  and money market accounts,  and U.S. 
Government obligations which we have purchased and pledged t o  make c e r t a i n  
i n t e r e s t  payments on t h e  Senior  Notes. I n  addi t ion,  changes i n  i n t e r e s t  r a t e s  
impact t h e  f a i r  value of our  long-term debt o b l i g a t i o n s  ( inc lud ing  t h e  Senior  
No tes ) .  As of September 30, 2000, the  f a i r  value of t h e  Senior  Notes w a s  
approximately $120.0 m i l l i o n  and the fair value of the s e c u r i t i e s  pledged t o  
make c e r t a i n  i n t e r e s t  payments on the  Senior  Notes was approximately $19.3 
mi l l i on .  Changes i n  i n t e r e s t  r a t e s  a l s o  a f f e c t  our  borrowings under our o t h e r  
f inanc ing  f a c i l i t i e s  w i th  NTFC, Al l i ed ,  IBM and Ascend. The NTFC F a c i l i t y  
provides  t h a t  each borrowing under t h e  f a c i l i t y  bears  i n t e r e s t  a t  a f i x e d  
r a t e  equal t o  the average y i e l d  t o  ma tu r i ty  of t h e  f ive-year  Treasury Note 

t plus an agreed-upon rate adjustment.  The A l l i e d  f a c i l i t y  bears  i n t e r e s t  a t  
t h e  f i x e d  r a t e  of 15% p e r  annum and i s  payable semi-annually, i n  a r r e a r s ,  a t  
t h e  f i x e d  rate of 10% per annum. The Ascend F a c i l i t y  provides t h a t  each 
borrowing under t h e  f a c i l i t y  bears i n t e r e s t  a t  8.5%. The IBM f a c i l i t y  bea r s  
i n t e r e s t  a t  a v a r i a b l e  rate during the term of the l e a s e .  

The foreign exchange r a t e  f l u c t u a t i o n s  r e l a t i n g  t o  our r e s u l t s  of 
fo re ign  ope ra t ions  have no t  been mate r i a l .  We have not e n t e r e d  i n t o  fo re ign  
currency exchange forward c o n t r a c t s  o r  o t h e r  d e r i v a t i v e  arrangements t o  
manage r i s k s  a s s o c i a t e d  wi th  foreign exchange r a t e  f l u c t u a t i o n s .  Foreign 
exchange r a t e  f l u c t u a t i o n  exposure may inc rease  i n  t h e  f u t u r e  as the size and 
scope of our f o r e i g n  ope ra t ions  inc reases .  
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PART 11.-OTHER INFORMATION 

ITEM 1. LEGAL PROCEEDINGS 

From time t o  t i m e  we are involved i n  l i t i g a t i o n  i n c i d e n t a l  to t h e  conduct 
of ou r  business .  W e  a r e  no t  c u r r e n t l y  a p a r t y  t o  any lawsui t  o r  proceeding 
which, i n  the opinion of management, is l i k e l y  t o  have a m a t e r i a l  adverse e f f e c t  
on the business ,  f i n a n c i a l  condi t ion o r  r e s u l t s  of ope ra t ions ,  

ITEM 2 .  CHANGE I N  SECURITIES AND USE OF PROCEEDS 

None. 

ITEM 3 .  DEFAULTS UPON 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.  Exh ib i t s  

2.2' Agreement and Plan o f  Reorganization da ted  November 2, 2000 by and among 
S t a r t e c  Global Communications Corporation, S t a r s  Acquis i t ion Corp., Capsule 
Communications, Inc . ,  Gold C Appel Transfer ,  S.A. and Foundation for t h e  
I n t e r n a t i o n a l  Non-Governmental Development of Space 

4,13++ First Amendment d a t e d  as of  August 21, 1999  to Shareholder Rights  
Agreement dated as of March 26, 1998, between S t a r t e c  Global Communications 
Corporation and C o n t i n e n t a l  Stock Transfer  S Trust Company. 
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4.14* Second Amendment da t ed  November 8, 2000 t o  Shareholder Rights Agreement 
'dated as of March 26 ,  1998,  between S t a r t e c  Global Communications Corporat ion 

and Con t inen ta l  Stock Trans fe r  & Trust Company. 

10.61' Voting Agreement da t ed  November 2, 2000 by and between S t a r t e c  Global 
Communications Corporation, Stars Acquisition Corp. and Gold 6 Appel Transfer, 
S .A. 

10 .62*  Voting Agreement da t ed  November 2, 2000 by and between S t a r t e c  Global 
Communications Corporation, Stars Acqu i s i t i on  Corp. and Foundation for the  
I n t e r n a t i o n a l  Non-Governmental Development of Space. 

27.1  F inanc ia l  Data Schedule 

*Incorporated by r e fe rence  from Exhibi ts  2.2, 99.1, 99.2, 99.3 and 99 .4  t o  t h e  
Company's Current Report on Form 8-K (SEC F i l e  N o .  000-23087) f i l e d  on November 
13, 2000. 

** Incorporated by r e fe rence  from Exhibit  99.1 t o  t he  Company's Current 
Report on Form 8-K (SEC File No.  000-23087) f i l e d  on August 25, 1999. 

N o  reports on Form 8-K were f i l e d  du r ing  the per iod  ending September 30, 
2000. 
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SIGNATURE 

Pursuant t o  the requirements of Sec t ion  13 o r  15(d) of  the S e c u r i t i e s  
Exchange A c t  of 1934, the Regi s t r an t  has d u l y  caused this Report t o  be signed on 
i ts  beha l f  by the undersigned thereunto d u l y  au tho r i zed  on the  14th day of 
November, 2000. 

STARTEC GLOBAL C-ICATIONS CORPORATION 

By : /s/ PRABHAV v. MANIYAR --------------------------------------------------------- 
CHIEF FINANCIAL 

OFFICER AND DIRECTOR 

(PRINCIPAL FINANCIAL AND ACCOUNTING OFFICER) 
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<S> 
< PERI OD-TY PE> 
<FISCAL-YEAR-END> 
< PERI OD-START> 
< PERI OD-END> 
<EXCHANGE-RATE> 
<CASH> 
<SECURITIES> 
<RECErmLEs> 
<ALLOWANCES> 
< INVENTORY > 

€PP&E> 
< DEPREC I A T  I ON> 

<CURRENT -ASSE TS> 

< TOTAL-AS SETS > 
<CCTRRENT-LIABILITIES> 
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DEC-31-2000 
JAN-01-2000 
SEP- 3 0 -200 0 

1 
22,151 

0 
73,854 
(7,435) 

0 
99,051 

140,768 
(19,589) 
337,066 
109,999 
158,391 

0 
0 

1 4 4  
9,753 

337,066 
249,740 
24 9,740 
200,060 
200,060 
74,160 

0 
(19,841) 
(42,927)  

0 
(42,927) 

0 
( 902 1 

0 
(42,927 1 
(3.26) 
(3.26) 
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