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Rt": Application for Authority to Transfer Control 
of Access Network Services, Inc. 

lk<H M.\ Rayo 

I·.Jldo.,cJ please fmd an original and 12 copies of the Application for Approval of a 
Transfer of Control of Access Network Services, Inc. from the existing shareholder., of 
Shared Technologies Fatrchild Inc. to Intennedia Communications Inc . for filing with the 
Commission. Also enclosed is a duplicate copy of this filing. Please <.late-stamp the 
duphcalc and return it in the self-addressed, poslage-paid envelope provided. 

Please do not hesitate to call me at (202) 955-9883 if you have any question., 
regarding thi., filing. 
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ORJGfNAL 
Before the 

STATE OF FWRIDA 
PUBLIC SERVICE COMMISSION 

Application of 

lNTERMEDIA COMM\..INIC'ATIONS INC., 

SHARED TECHNOLOGIES FAIRCHILD INC. 

and ACCESS NETWORK SERVICES, INC. 

For Approval of a Transfer of Control 

) 
) 

) 
) 
) 
) 

) 
) 
) 

APPLICATION 

Docket No. 

lntcrmcdia Communications Inc. (·lcr·), Shared Technologies Fairchild lnc. 

("STFI") and Access Network Services, Inc. ("ANSI") (coiii!Ctivcly the "Applicants"). hy 

their attorneys, hereby respectfully request authority from the Florida Public Service 

Commission ("Commission"), pursuant to Sections 364.:\3 and 364.345 of the Florida 

Statutes, to transfer control of ANSI from the current shareholders of STFI to ICI. ANSI 

currently is certified to provide intrastate telecommunications services in Florida, and will 

continue to operate as a telecommunications services provider in Florida after the tr<tn\fer of 
l > J 

control.' Due to th~! timing of the Applicants' business plans, they respectfully request thilt 

the Commission issue an order approving the transfer of control on or before March /, 

/998. In support of their Application, the Applicants provide the following informatwn: 
-· 
~--
( -· 

1'1<·•'-'<: nole lhlll m July 1997. the shllrehoh.lcr.; of STFI appro~>od"' t·mS¥~o'lllln whcreh) .:onlrnl ol g 
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tntns.ac110n hy order d.lod October 13. 1997, l>od.ct Nn. 971026 TP. Th•l lrllllli4M:hon. howc~>er. h.L~ ht:t·n 
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I. THE APPLil'A!\Ti 

ICf is a publicly held Delaware corporation headquartered at 3625 Queen Palm Driw. 

Tampa, Florida 33619. ICI is a rapidly growing provider of integrated telecommunications 

services offering a full range of local, long distance and enhanced data services to business 

and government customers, long distance carriers, Internet service providers and wireless 

communications companies. ICI operates as both a facilities-based and resale carrier. ICI is 

authorized by the Federal Communications Commission ("FCC") to provide interstate and 

international telecommunications services. ICI also is authorized to provide intrastate toll 

telecommunications services in all 50 states and the District of Columbia. IC'J i~ authon1cd 

to provide local telecommunications services in 35 states and the District of Columbia, 

including Florida. JCI received its authority to provide intrastate telecommunications 

services in Florida on June 6, 1987 in Docket No. 870084-TI (toll), October I 1, 1995 in 

Docket No. 95~54-TX (local), and May 29, 1996 in Docket No. 960199-TS (STS). Its 

qualifications are, therefore, a matter of record before the Commission. 

STFI is a publicly held Delaware corporation tradt!d on the NASDAQ stock market 

under the stock symbol "STCH". 1 It maintains its principal office at I 00 Great Meadow 

Road. Su1te 104, Wethersfield, Connecticut 06109. STFI is the parent company of Share<.! 

Technologies Fairchild Communications Corp., which, in tum, is the parent company of 

ANSI. a t:ertiticated provider nf intrastate telecommunications services in Florida. ANSI 1~ 

authorizt!d by the fTC to provide interstate and international telecommunications service~. 

ANSI also is authorized to provide intrastate toll telecommunications services in 25 states. 

C'opu: .. o; of STFI'~ mosl recenl SEC Forms 10-K and 10-Q are •ppended hereto L" AtLilleh~nl~ A &lld H 
res~tlv<'l)' 
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including Florida. ANSI is authorized to provide local telecommunications serv1ces 111 1 t1 

states, including Florida. ANSI received its authority to provide intrastate 

tdccornrnunicalions services in Florida on January 27, 1994 in Docker No. ~30757 TX. 

Ce:.>rtiftcale No. Yil2 (toll), on January 27, 1997 in Docket No. 961424-TX, Onkr No I'SC 

97-0079-FOF-TX (local), and on February 29, 1996 in Docket No. 951518-TP, Onkr No. 

PSC-96-0314-FOF-TP, Certificate No. 1669 (STS), as amended by Order No. PSC·lffl-

{t\14A-FOF-TP, issued April I, 1996. 

II. Dt:.su~NATED COI'(I"AL~ 

The designated contacts for purposes of this Application ;m•: 

James J. Freeman 
Marieann Z. Machida 
KELLEY DRYE & WARREN LLP 
1200 19th Street, N. W., Suite 500 
Washington, D.C. 20036 
Tel. (202) 955-9600 
Fax (202) 955-9792 
e-mail - jfreeman@kelleydrye.com 

mmachida@kcllcydryc. com 

Copies of all correspondence, notices, inquiries and orders should also be \\.'Ill to: 

For ICJ: 

Patricia A. Kurlin 
General Counsel 
INTERMED/A CoMMUNICATIONS INC. 

3625 Queen Palm Drive 
Tampa, Florida .13619 

- 3 -

For STEJ and ANSI: 

Allan C. Huhbard 
Regulatory Counsel 
SUA RED TEC IINOLOG/ES FAll(<" llJID I "'t'. 

JOO West Service Road 
P.O. Box 10804 
Chantilly, Vtr~inia 2fWU 



Ill. lh.C,Jlll~,·r HUt APPROVAL TO TRANSFER CONTROL OF ANSI TI) ICI 

On November 25, 1997, JCI and STFI entered into a definitive Agreement and Plan 

of Merger ("Merger Agreement") pursuant to which JCI will acquire STFI by purchasing all 

of the company's outstanding shares from the current STFI shareholders. 1 Sin .... ·e STH t'> 1111: 

ul[imate parent company of ANSI, the acquisition of STFI by ICl will resul! in a transfer of 

ultimate control of ANSI to JCI. The transfer of control will be accomplished through u:-.c of 

a reverse triangular merger whereby a newly formed, special-purpose subsidiary of ICI, 

Moonlight Acquisition Corp., will be merged with and into STFl. STFI will be the 

surviving enuty, and will thereafter be a wholly owned subsidiary of JCI. ANSI will 

continue to exist as a wholly owned subsidiary of STFJ. The boards of directors of ICJ and 

STFI have approved the Merger Agrccment. 4 

Under the terms of the Merger Agreement, each share of issued and outstanding STH 

common stock, par value $.004 per share, will be exchanged for $15.00, payable, withou[ 

interest, to the holder of each such share. ICI also is acquiring outstanding shares of STH ·, 

preferred and convenible preferred s!ock. The total cost of the acquisitio~t is estimatl'd hy 

ICJ tu hl' ;1pprownatl'ly $749 million and will be paid from existing cash reserves. 

Consummation of this transaction will not in any way undermine the financial ..:onditiun of 

ICI or its ability to continue to pro\lide high qualiry telecommunications services to customer~ 

in Florida. 

After rhe trano;fer of control, ANSI will survive for an indefinite Jkriod as a wholly 

ownl."d suh'iidtary or STFI, and STFI will be a subsidiary of JCI. ANSI will continue w 

Tho: M.:r~<"r Agret·m~ol .:11.11 t.... pn}lluJcd to the CorruruSb&on on 11 ~:ontidenlilll h&L,._, upun rc=o.ju~"l 

Chans dep1<.:110g thr transf~r of l·ontrol ar~ 11ppcndcd hcrdo a.' Att•.:hmcnt C. 
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operate as it has in the past, pursuant to the same name, tariff and operaling authority. 

Thus. the transfer of control will be seamless and will have no adverse impact on ANSI·., 

customers in Florida. On the contrary, ANSI's access to ICI's capital, economics of ~~.ale. 

and various service offerings will enable it to improve its ser.·ices to both existing and new 

customers. 

JCJ possesses all fanancial, managerial and technical quaHications necessary io 

assume ultimate control of ANSI. ICI is a rapidly growing telecommunications company that 

was founded in 1987. Between 1994 and 1996, ICI's revenues grew from $14 million to 

$103 miiiJOn.~ For the third quaner of calendar year 1997, ICl reported revenues of 

appro)(imately $165 million. 6 Due to the fact that it is in the process of acquiring and 

constructing fiber optic networks nationwide, ICI has relied principally on the capit~ll marh·h 

to fund 1ts rapidly expanding operations. ICI is le-d by a highly qualified team of 

management personnel, all of whom have e)(tensive backgrounds in the tck"CUITlllHJnu.:atHm'> 

industry. 1 ICI's telecommunications expertise, and the public's satisfaction with its Sl'rv i(c,, 

is demonstrated by the fact that the company experienced such tremendous growth in 

rt:vcnues over the last three years. 

IV. PuBLIC INTER£\,. ANALYSIS 

Approving the transfer of ultimate control of STFI from its current ~harcholdcr~ to 

ICJ is in the public interest. The combination of STFI and ANSI and ICI will cnhann.· hoth 

A c·opy ol I('J'~ 1996 SEC Form IO· K IS appo:nJO<.I ho::n:lo ~~ Atlltc·hnk·nl I> 

A "'I'> '•I I< ' I'" lll<"l ,.,.,·.-nt SE(' form I 0-(J 1' appc:nJ.,.J ho:rdu a.~ Au .. , i.mc:nl E. 

Bno::f h•ngraphscal stalemcnll. concemmg e4tch of ICTs ~nwr l1lllllll~o:tnenl p.:rsonncl ;.r.- iiJlfkntl.-J 
hadu "-' AIUI.c.hment F. 
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ANSI's and ICJ's ability to compete in the market for telecommunications services in 

florida. Both companies will benefit from increased economies of scale that will permit 

them to operate more efficiently and thus to compete more effectively. Over time, 

consumers in Florida will benefit from the availability of increased local and long dist<~nce 

telecommunications product and service options. 

WHEREFORE. the Applicants respectfully request that the Commission authorize a 

transkr of control of ANSI from the existing shareholders of STFI to ICJ. 

Dated: December 9, 1997 

Respectfully submiued, 

Marieann Z. ida 
KELLEY DRYE & WARREN LLP 
1200 I 9th Street, N. W. 
Suite 500 
Washington, D.C. 20036 
(202) 955-9600 

SHARED TECHNOLOGIES FAIRCHILD INC'. and 
CCESS NETWORK S VICES, INC. 

By ~ ~~-
Regulatory Counsel 
SHARED TECHNOLOGIES fAIRCHILD INC'. 
JOO West Service Road 
P.O. Box 10804 
Chantilly, Virginia 20 153-0~04 
(703) 478-5772 

Th~ir Attorneys 
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VE.RtACATION 

1 repre.scnt lntennedia Commu.nications Inc. IDd am authorized to make th1s 

sta~menr on its behalf. I have reviewed the foregoing document and declare rhe st.Jtemcnts 

thezein concemina Intermedi.a Cornmunicat;ons Inc. to be true of my own knowledge, except 

as to matters wtucb are stated on information and belief. As to those maners, I believe them 

to be true. I declare under penalty of perjury lhat !he foregoing is tn~.e md correct 

SUBSCRIBED AND SWORN to before 
me Uusq.t;- day ot \)erea;tK , 1997 

Name: fi;\"IRK i a A . Kv&u N 

aid County and State 



COMMONWEALTH OF VIRGINIA, 
COUNTY OF LOUDOUN. to-wit: 

VERIFICATION 

I mn Regulatory Counsel for Shared Technologies Fairchild Inc . and Access Nctworl-. 
Services Inc. and am authorized to make this statement on their beha:r. I have read the 
l(xcgoing document and declare the statements therein regarding the aforesaid panics to he 
true of my own knowledge. except as to matters which are stated on infonnarion and hclicf. 
As to those matters. I believe them to be true. I declare under penally of perjury tlwt th~: 
l{m:going is true and correcl. 

By: 

Name: Allan C . Hubbard 

Title: Regulatory Counsel 

Date: (2,(.·/tt? 

SllBSCRIBED AND SWORN to before me in my County aforesaid this lith 
day of Decem her. 1997. 

\1~ ( ·nm;n1ssion 1-:xpircs: t) i J0/99 

IDS P !'Y> & " ' 1-- . 'r'So' ..a.q ~ .--. , 
Melinda L. Kcuroglian:NOiilr)/Puhli~.· 
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SECURITIES AND EXCHANGE COMMISSION 
Wa•hinqton, D.C. ~0~4Q 

roM 10-1< 

ANNUAL R!PORT UNDER SECTION lJ OR 15{d) Of THE SECUR I T1L~ 
EXCHANGE ACT OF 1934 FOR THE YEAR ENDED DECEMBER J 1, l "J 'J •_ 

ANNUAL REPORT UNDER SECTION 13 OR 15 (d) OF THE SECURITIF 
EXCHANGE ACT OF 1934 FOR THE TRANSITION PERIOD T0 

Commission File Number 0-17366 

SHARED TECHNOLOGIES FAIRCHILD INC. 
(Exact name ot reqi•trant •• •pecitied in its charter) 

~o::D.li<.e .... lJilla.!lw~a .. r.:~e'--------:--:--~--:-------------:---------lla_!_7_-~o~4.l. '!~·.'. ;. 
(State or other jurisdiction ot Incorporation (I.R.s. Employer 

or orqanization} Identification No. ) 

100 Great Meadow Road. Suite 104 Wethersfield. Connecticut _r .. ,: 
(Address ot principal executive ott ices) ( z l t-- r:·r_;·l· 

Registrant 1 s telephone nWiber, including area code: (860l 258- 2 -!_ ~< 

securities registered pursuant to Section 12 (b) of the Act: Now · 

securities registered pursuant to Section 12(g) of the Act: 
Coppon Stock. $,004 par value 

Indicate by check mark whether the reqistrant (1) has tiled all 
reports required to be tiled by Section 13 or 15(d) of the Securl~le ~ 
Exchange Act of 1934 durinq the preceding 12 months (or for such 
shorter period that the reqi•trant was required to file such reports 1 • 

and (2) has been subject to such tilinq requirements for the p~st q c 
days. Yea x No 

Indicate by check mark it disclosure of delinquent filers pursuant t c 
Item 405 ot Regulation s-K i• not contained herein, and will not be 
contained, to the be•t ot reqi•trant•• knowledge, in definit i ve prox1· 
or information statement• incorporated by reference in Part III of 
this Form 10-K or any aaendaent to thi• Form 10-X. [XJ 

The aggregate market value ot the registrant's Coamon Stock held by 
nonattiliates as ot March 21, 1997 waa approximately $49,350,000, 
based on the averaqe ot the closing bid and asked prices as reported 
on such date in the over-the-counter market. 

Indicate the number ot shares outstanding ot each of the reg 1strant 's 
classes of Common Stock, aa ot March 20, 1997. 

15.704.399 aharea ot common Stock 
$.004 par yalue 

The following document is hereby incorporated by reference into Part 
Ill of this Form 10-K: The reqistrant's Proxy Statement tor its 
Annual Meeting ot Stockholder• to be held on April JO, 1997 to be 
filed with the Securitie• and Exchange Coaaiaaion in detinit1ve form 
on or before April 15, 1997. 



Itea 1. 
Business 

PART I 

(a) General Development o! Business - Shared 
Technologies Fairchild Inc., which was incorporated as Shar~d 
Technologies Inc. on January 30, 1986, ita subsidiaries and 
a!!1liated partnership• (collectively, the "Company") are 
engaged in providing shared teleco101unications services ("STS") 
and telecommunication systeaa ("Systeaa") to tenants of modern, 
multi-tenant office buildings. As an STS provider, the company 
generally obtains the exclusive riqht from a building owner (the 
owner;oeveloper") to install an on-site communications system, 
called a private branch exchange ("PBX"), or an ott-site 
communications system, called Centrex, and to market 
telecommunications and ottice automation services and equipment 
to tenants. 

In May 1991, the Company acquired the stock of Boston 
Telecommunications Company(BTC), a provider of STS in the Boston 
area. The Company paid $1,097,000 consisting of acquisition cost 
less cash received ot $197,000, stock purchase warrants valued at 
$300,000 and a $600,000 promissory note payable. In May 1989, 
the Company acquired intere•t• in tour entities providing STS 1r. 

the greater Chicago area from Shared Servicea, Inc. and I.S.E . , 
Inc. for 5180,000. Additionally, in February 1989, the company 
purchased the stock of Multi-Tenant Services, Inc. (MTS) a termer 
division of BellSouth Corporation tor $4,048,000 ot which 
$391,000 was paid in cash and in payment ot the balance the 
Company assumed existing lease obligations. MTS was a provider 
of STS in nine metropolitan areas. 

During 1992, the Co•pany coapleted a restructuring due 
to its working capital deficit and the maturity of its principal 
financing arrangements which were due to the FDIC, as receiver 
for the Company's principal lender. The restructuring included 
Shared Technologies Inc. and all of ita subsidiaries. The 
restructuring resulted in the Company recording a gain of 
$5,162,000 before related expenses of $1,361,000 tor consulting 
fees related to the restructuring and inco•• taxes ot $45,000. 
As a result ot the restructurin9, approxiaately $900,000 ot 
vendor payable& and $1,500,000 of capital lease obligations were 
forgiven and $3,300,000 of vendor payablea were converted to 
three year non-interest bearing notes payable (see Note 7 ot 
Notes to Consolidated Financial State•ents). Additionally, a 
settlement agre .. ent was entered into vith the Federal Deposit 
Insurance Corporation ("FDIC") as receiver tor the Company's 
principal lender which resulted in the Company paying ott its 
term loan and revolving credit arrange•ents and recognizing a 
gain of approximately $2,700,000. In April 1994 the Company 
entered into a settlement agreeaent which provide• tor the 
payment ot $750,000 plus intereat at 10' which resulted in an 
accrued extraordinary loss of $150,000 in 1993. 

In connection vith the restructuring, the company also 
raised equity capital of approximately $5,780,000 from certain 
institutional investor•, net of expenaea. A firm, one ot whose 
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principals was a director and stockholder of the company, at the 
time, served as Underwriter for the offering. The Company paid 
this firm underwriting comaissiona and expenses totaling $446,750 
for the offering. No other parties to the restructuring were 
affiliated with the Company. The Coapany also entered into 
agreements with series A and B Preferred Stockholders to convert 
their holdings, including $327,920 of the accrued dividends 
related thereto, into Series C Preferred Stock. As part of this 
conversion, $40,990 of the accrued dividends was forgiven by the 
stockholders. 

In September 1992 the Company effected a one-for-four 
reverse stock split of Comaon Stock and increased the par value 
of Common Stock from $.001 to $.004 per share. All per share 
amounts contained herein have been retroactively adjusted to 
reflect this split. 

In December and October 1993 the Company commenced 
management and subsequently completed the acquisition of certain 
assets and liabilities ot Road and Show South, Ltd. and Road and 
Show Cellular East, Inc., respectively. The purchase price for 
south was $1,261,611 which represents $46,111 cash and an 
obligation to issue 272,763 aharea ot the Company's common stock. 
The purchase price for East vas $750,245 which represents 
$209,245 cash and an obligation to issue 121,403 shares of the 
Company's common stock. 

In June 1994, Shared Technologies Inc., completed its 
acquisition of the partnership interests ot Access 
Telecommunication Group, L.P.(•Access•) for $9,000,000, subject 
to certain post closing adjustaents. The $9,000,000 includes 
$4,000,000, paid at closing with the proceeds from the private 
placement sale of approximately 1,062,000 shares ot the Company's 
Common Stock, and the issuance to the sellers of $400,000 shares 
of Preferred E stock, valued at $1,500,000 and 700,000 shares of 
Preferred F stock valued at $3,500,000. 

In April 1995, the Company's subsidiary, Shared 
Technologies Cellular, Inc. (•STC•), completed an initial public 
offering. Prior to this date, STC vas approximately an 86\ owned 
subsidiary of the Company. STC sold 950,000 shares of common 
stock at $5.25 per share which generated net proceeds of 
approximately $3,274,000 attar underwriter's commissions and 
offering expenses. The net effect of the public offering on the 
Company's consolidated financial statements was a gain of 
approximately $1,375,000. 

on June JO, 1995, the Company purchased all of the 
outstanding capital stock of Ottice Telephone Management 
("OTM"). OTM provides telecoiiiJiunication management services 
primarily to businesses located in executive office suites. 
The purchase price was $2,135,000, of which $1,335,000 was pa'd 
in cash, and the balance through the issuance ot a $800,000 note, 
including interest at 8.59\ per annum, through June 30, 2005. 

During December 1995, STC affected a private placement 
of approximately $3,000,000 in Series A voting preferred stock to 
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third parties. Althouqh the Company's ownership percertage of 
common stock ot 59.Jl did not chanqe, the voting rights assigned 
to the preterred stock reduced the company's voting interest in 
STC to 42.7l, reaultinq in the Coapany'a loss or voting control 
or STC. Accordingly, as a reault ot this stock issuance, the 
Company has accounted tor STC on an equity basis with all assets 
and liabilities ot STC eliminated and a non-current asset 
recorded to retlect the Company'• equity investment in STC. 

In March 1996, the Company's stockholders approved and 
the company consumDated a merqer with Fairchild Industries, Inc. 
("FII") with and into the Company. The Company simultaneously 
changed its name to Shared Technoloqies Fairchild Inc. ( "STFI") . 
In connection with the merqer, the Company is•ued 6,000,000 
shares of common stock, 250,000 shares ot cumulative convertible 
preferred stock with an initial $25,000,000 liquidation 
preference and 200,000 aharea ot special preterred stock with a 
$20,000,000 initial liquidation preterence. In addition the 
Company raised approximately $111,000,000, net ot expenses 
through the sale ot 12 1/4l senior subordinated discount notes 
due 2006, and approximately $123,000,000 (ot an available 
$145,000,000) in loans trom a credit tacility with Credit Suisse , 
Citicorp USA, Inc. and NationaBank. The tunda were used t::rimarlly 
for the retirement two aeries ot FII's preterred stock and of 
certain liabilities assumed trom FII in connection with the 
merger and the retirement ot the Company's existing credit 
facility. 

In June 1996, the Company entered into a management 
agreement to serve as aanaqer ot ICS communications, Inc. 
("ICS"), a Dallas-based provider ot cable and telephone services 
to over 600 residential propertiea nationwide. The management 
agreement is on a month-to-month baaia, and waa still in effect 
as of March 20, 1997. Additionally, the Company entered into a 
letter ot intent with ICS in June 1996, which contemplates that 
the Company will become a minority equity holder or ICS, while 
continuing in the capacity ot manager ot the ICS business. 

In March 1997, the Company entered into a similar short­
term agreement to manage the shared telecommunications services 
business of GE Capital-ResCom, L.P.("ResCom"), which provides 
services to tenants of approximately 1,000 residential complexes 
nationwide. Similar to the ICS aqreement, it ia contemplated 
that the Company will obtain a ainority equity position in the 
Rescom business, while continuinq to serve aa •anaqer. 

In addition to the Above transactions, the Company has 
continued to pursue and achieve internal growth in ita existing 
operations. 

(b) Financial Information about lndu•try Segments - The 
Company is engaged in one induatry seqaent, the 
telecommunications industry, providinq a vide ranqe ot 
telecommunications and ottice automation service• and equipment. 

(c) Narrative Description or Bu•ineaa 
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(1) (i) Products and services 

Shared Telecommunication services CSTSl 

The Company provides STS to commercial tenants in office 
buildings in which the Company typically has installed a 
dedicated private branch exchanqe (PBX) switch under exclusive 
agreement with the buildin9 owner, thereby permitting the 
company's customer• to obtain all their telephone and 
telecommunications needs trom a sin9le source and a single point 
of contact. Under multi-year contracts that usually extend 
through the terms of the tenants' leases, the C~•pany Offers ltS 
customers access to services provided by requlated commun1c~t1or.:. 
companies, such ae local, discounted long distance, international 
and "Boo~ telephone service•. The Coapany alao provides 
telephone switchinq equipment and telephones, as well as vo1ce 
mail, telephone calling carda, local area network wiring, voice 
and data cable installation. Other services provided by the 
Company 1nclude audio conterencin9, autoaatic call distribution 
services and message center capability. In addition, the 
Company's customers receive a convenient ainqle monthly 
customized invoice tor all services provided by the company. 

Historically, the Company has ~arketed its services to 
small and medium-sized (25 to 250 linea) business customers who 
are not otherwise able to take advantage ot economies of scale in 
procuring their telecommunications services. "One-stop shopping" 
is provided for these customers• telecomaunications needs withou~ 
the substantial initial capital coat• that would be incurred 
with the purcnose or tne some telecommunications system from 
multiple suppliers. Tne Company otters its customers (i) 
services that would otherwise not be cost-effective for, or 
readily available to, such customers due to the site of their 
business: (ii) reduced capital expenditures and space 
requirements by allowing its customers to utilize the Company's 
existing infrastructure and centrally located hardware; and (iii) 
comprehensive maintenance proqrama. Additional services are 
available as the customer's business and telecommunications 
needs grow. The Company also provides its customers with the 
benefits of responsive on-site service. 

STS providers, such as the Company, negotiate and enter 
into long-term telecommunications agreements with owners and 
developers of office buildings. Under these agreements, the STS 
provider typically has the ri9ht tor a period of up to ten or 
more years to install switching equipment, wiring and telephones 
capable of serving all of the tenants in on otfice building. 
Typically, the right to install a dedicated PBX switch is 
exclusive. Such agreements provide tor the owners to assist the 
STS provider by identifying potential tenant customers. 
Generally, an STS provider leoaea and pays rent to the owner for 
switch room space in the building and, under certain 
circumstances, may agree to provide on incentive to the owner. By 
contracting with on STS provider, on owner will hove the benefit 
of a state-of-the-art telecomaunications infrastructure in its 
building and be able to otter its tenants the ability to access 
sophisticated telecommunications aervices. 
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Telecommunications SYstems CSytttml) 

The Company•• teleco .. unicationa ayatems business 
provides end uaera with a wide variety ot telecommunications 
products and services and otters its cu1tomers the flexibility ~o 
expand or enhance their telecommunications aystema as their 
businesses change. Through it1 telecommunication• systems 
business, the Company is alao able to provide customized 
telecommunications aolutions to thoae of its customers choosing 
to purchase, rather than leaae, equipment. Under the trade name 
Telecom 2000(, the Company aell• directly to end users a ~ide 
selection ot telecommunications equipment produced by leading 
manufacturers, including Northern Telecom, Inc , AT,T, NEC, Octel 
Communications Corporation, Centigram Co .. unications Corporation 
and Active Voice Corporation. Through a atatf ot field and other 
engineers, the Company deaigna and install& all of its customers' 
telecommunications infrastructure needs in a complete turn-key 
telecommunications system including post-inttallation 
maintenance. Post-inatallation maintenance consists of complete 
maintenance of the cu1tomer 1 1 entire telecommunications system, 
including ~arranty and post-warranty maintenance contracts, 
upgrades and adda, move& and changes. Telecommunications systems 
installations include PBX and key telephone systems, voice mail, 
automated call distribution ay1tem1 and entire call centers. The 
company also provide• a vari1ty of long distance services 
including basic aervic11, •eoo• tervicea, calling cards, 
international calling and various other n1twork 11rvices. The 
Company providea teleco .. unicationa syat .. a to commercial 
customers and government aqencie1 with ayatema ranging in size 
from 15 to several thousand linea. 

CUstomer service options rang• from nine-to-five 
coverage to 24 houra a day, 365-days a year maintenance 
contracts. The Company also contracts with customers to staff 
their facilities with dldicated aervice personnel under long term 
contracts. As of December 31, 1996, the Company provided 
telecommunication• syatea• nationwide, includinq maintenance and 
other services covering in exce11 of 500,000 customer lines. 

cellular 

The Company owns an equity investment in Shared 
Technologies Cellular, Inc. (•STC•) which is a national cellular 
services provider, offering rental or prepaid services to over 
640 ot the approximately 950 Cellular Geographical Service Areas 
("CGSA") within the United Statel, and Clllular activation 
services in over 690 CGSA 1 a. AI a rea•ller or agent for cellular 
and PCS carriers, STC can offer cellular service to approximately 
94 percent of the US population. 

SIS Buildings 

As of December 31, 1996, the Coapany wa1 providing STS 
in 28 metropolitan areas. The Company ia able to realize 
significant operating economies by aharing manaqement, 
administrative, sales and technical staff aero•• a number of 
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locations. The tollowinq table seta forth as ot December )1, 
1996, on a city-by-city ba•i•, the Net Leaaeable Square Feet and 
the Potential Linea of Service in each location wh•r• the Company 
provide• STS to tenant•. 

Locauon 
Atlanta 
Austl.O 
Balnmorc 
BlJ"'TWlg.lwn 
Boston 
Chicago 
Dallas 
Ft LaudenWe 
Hartford 
Houston 
lnd!anapou s 
Los Angeles 
\iwru 
\ii..l y.;aukee 
MJ..MCapOus 
M \'rtlC Beach 
s~ Jersey 
~~Orleans 

Orlando 
Pb..i..l.adelphla 
Pboerux 
P1n..sburgb 
Salt Lake Cl[) 

Seattle 
Stamford 
Tampa 
N;uhnllc 

Washulgtoo DC 
Totals 
Penetration Rate" 26•/, 

l...casable~ 

E= 
13,607,723 

400,000 
479,000 

1,435.000 
4,S96,000 

18,856,319 
19.390,123 

561,000 

1.1~~.000 
11,419.~~5 
6,724,439 
7,845,108 
2.~83,216 

394,000 
5,918.230 

125.820 
62S,OOO 

4,697,500 
43~.000 

9,421,600 
2,837,400 
7,346,272 
1,010,000 
4,848,721 
1,937.200 
2.869,636 
1,352,600 

1 I. 70 Ll ()() 
144 978 S62 

T cul PoteDbal 
LiDcl 

45,359 
1,333 
1,597 
4,783 

lS,320 
62,854 
64,634 

1,170 
6,113 

37,065 
22,415 
26,150 
8,611 
1,313 

19,727 
419 

2,083 
15,658 
1.4~0 

31,425 
9,458 

24,488 
3,367 

16,162 
6,457 
9,56S 
4,509 

~ 
4112S9 

Tcul Lmes 
m Service 

11,250 
3,077 

131 
1,14 1 

3,060 
12,676 
13,483 

l9tl 
2,475 
3.130 
8,642 
4,195 
2.316 

166 
6,428 

20 
1!56 

7,195 
801 

5.658 
3,015 
2.205 

864 
3,518 

627 
3,71!7 
1,767 

U!l 
111 627 

"Penctrauon r.ue as.ruJIWI8 a 100/e Nanoo.al Vec&Dcy rate. UDes LD Servacc/(Pottnba.l Lmcs x 90'%) 
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owner/Developer Agreementa 

In moat buildinqa where it providea STS, the Company or 
its asaignor haa entered into a contractual agreement 
("Owner/Developer Aqreement•) with the buildinq owner/Developer. 
Subject to specific provisions contained in certain 
Owner/Developer Aqreementa, the owner/Developer Aqreements 
generally grant the Company the excluaive riqht to provide STS 
in the buildinq and the owner/Developer ia precluded from 
entering into a "materially aimilar arranqement" with ft th1rd 
party. In addition, the Co•pany i• ;ranted a riqht nf first 
retusal in the buildinq tor the offering of additional STS,such 
4S telephone answering services, word and data processing, telex, 
copier services and certain other STS. The ten, of the agreement 
is generally for ten years with renewal options. 

The owner/Developer Aqree .. nts qenerally provide for the 
payment of royalties to the OWner/Developer which may be based on 
a percentage of qroas revenues or on a percentage of rental, sale 
and service income or net long-distance revenues. Such royalty 
payments may commence at the initial service date, at some later 
date, typically 18 to 24 months after the Company commences to 
provide STS to the building, or at the time the Company achieves 
a certain level of market penetration in the building. 

The Company is responaible for the costs and expenses 
incurred in operating and maintaininq the STS equipment in the 
building and must obtain the Owner/Developer's approval to make 
any modification in the STS equipment which vould affect the 
building structure. The agreeaent ia aasiqnabl• by the 
owner/Developer upon the sale of the building. certain 
ovner;oevelopers also have the right to purchase the company's 
STS equipment in the buildinq at a, no•inal or !air market price 
if the agreement is terminated. 

Each owner;Developer Aqreeaent either contains a lease, 
or references a separately executed leaae, for the space 
necessary for the Company's on-aite personnel and equipment. 

Tenant contracts 

The company is a party to a master shared tenant 
services agreement ("Tenant Contractw) vith substantially all of 
its STS customers. The Tenant Contract contain• terms and 
conditions qoverninq the provi•ion of STS. Subaequent to signing 
a Tenant contract, tenants submit individual cu•tomer orders for 
specific equipment rentals and STS. In addition to the typjcal 
Tenant Contracts for STS, the Co•pany has agreements vith several 
tenants who have their ovn PBX to •aintain the •Y•tem and manage 
the tenant's telephone call billing sy•tem, and the Company 
receives a monthly tee for its servicea. 

The company generally •iqn• contracts tor a period 
coterminous vith the custo•er•s leaae in the buildinq. The 
Company feels it has staggered the contracts such that there is 
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no time when a material amount or contracts come due at the same 
t1me. Additionally, the Company does not have any individual 
customer contracts which are material. 

(iii} Sales and Marketing 

The Company markets its services and products through a 
direct sales torce which is segmented into distinct geographic 
markets. Typically, under agreements with the Company, the owner 
identities prospective and existing tenants to the Company's 
local sales force. After establishing contact with the potential 
customer and obtaining an understanding or the prospective 
customer's telecommunications needs, the Company's local sales 
representative arranges tor a presentation or the company's 
products and services and the coat or potential solut~ons meeting 
the customers requirements. Attar securing a sale, m•~ers of 
the company's sales force follow-up with cuatoaers by ottering 
them new value-added services. Management believes that direct 
sales activities are more ettective than advertising tor securing 
and maintaining the businesses ot aaall to aediua-sized services 
customers. A significant percentage or new syste .. sales result 
from upgrading, enlarging or replacing systems currently used by 
the Company's existing customers. As or December 31, 1996, the 
Company had approximately 66 employees in its direct sales force. 

Customer Seryice 

The Company strives to provide superior customer service 
and believes that personal contact with potential and existing 
customers is a significant factor in securing and retaining 
customers. Each new customer account is processed locally at the 
site location that was responsible tor obtaining the account. 
The Company's customer service statt is dedicated to providing 
ne~ customers with a smooth transition to its services and 
systems. All customers' calls tor repair, moves, adds, and 
changes are handled and processed at the local site. Management 
believes that this personal and local handling or the customer 
service function is vary important to the custoaers, creating 
strong alliances tor the company and encouraging repeat business. 
The Company's local ottices retain total responsibility tor all 
aspects of their respective custo .. rs services (including 
equipment, local service, and long distance). As a result, the 
customer only needs to place one call to inquire about any aspect 
of its service. The management ot each local office site is 
evaluated quarterly on the quality ot ita cuatoaer service and 
the Company's field service representatives conduct periodic 
audits of all its customers to a••••• their satisfaction with all 
aspects ot service. The Coapany•s service contracts with STS 
customers are typically tor a duration ot rive years (or expire 
upon termination of a customer's building lease). Service 
contracts with the Company's teleco.aunications systems customer 
are typically for one to three year duration and generally for 
automatic extensions of such term. 
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Management Intoraation Syateaa CMIS) 

Providing accurate and cuatomized billing tor customers 
is an inteqral component of the Company•• buaineaa. The 
Company's MIS ayat ... procaaa million• of call recorda a month 
for the telecommunication• aervicea buaineaa and combine this 
information with other recurrinq and nonrecurring cuatomer 
charqes to produce monthly invoicea. Tenants are quoted a 
monthly charqe for leased equipment which includes a rental fee 
for equipment, a charqe tor acceaa to the PBX owned by the 
Company and installed in the buildinqa where such tenants are 
located, and a local acceaa charqe for acceas based on the cost 
of the trunk linea which connect the building to the central 
office of the local telephone company. In addit:on, tenants are 
charqed for special service• and uaaqe, including "800" service , 
dedicated circuits, directory liatinqa, local messaqe units, 
directory assistance, calling card sarvicaa, third party billing 
calls, and long-distance at a 4iacount from the standard rates 
charqed by lonq-diatance provider•. The coapany believe• that 
ita detailed billinq reporta provide a unique aervice to small 
and medium-sized cuatoaera allowinq cuatomara to understand and 
control their telecommunications coata. 

The MIS ayatema alao track telecommunications 
installations and customer raqueata from initial request to fina l 
collection. Each customer requeat ia entered into the job order 
system to monitor the proqreaa of the work aa wall aa to keep 
track o! the time and material requiaitioned tor the job. 

The company's MIS syatema can be expanded with minimal 
incremental cost to accomaodate aubatantially more volume. Such 
systems feature backup proceaaora and short-time response 
maintenance aqreements and are deaiqned to respond to customer 
needs as well as support the co•pany'a operations. 

Canadian operations 

In June 1996, STF canada, Inc., a wholly-owned 
subsidiary or the Company, entered into an agreement with RH 
Telecom, ICN. C"RHTI"), an affiliate of O'Y Properties, Inc. , a 
major property management coapany that currently manaqes in 
excess ot 12 million aquare feet of mixed uae properties across 
Canada, and with Rogers Cableaystems Limited ("Rogers"), a 
canadian telecommunication• coapany, purauant to which the three 
parties formed Shared Technoloqiea of Canada Inc. ("STOC"), with 
each party holding a one-third intereat in STOC. STOC provides 
shared telecommunication• aervicea in Canada, combininq the 
company's telecommunication• services expertiae with RHTI's 
extensive property manag .. ent resourcea and expertise and Rogers' 
resources as a Canadian telecommunications service provider. 

The Company believes it is well positioned to continue 
to grow through the continued iapl .. antation or its buainess 
strategy, the key element• or vhich are: 

- Increased Penetration ot Exiatinq Buildings. The 
Company intends to incraaae its focus on generatinq additional 
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revenue !rom the buildings in which it now provides shared 
telecommunications services. Although the Company may continue 
to make selective acquisitions or STS providers in the future, 
its principal focus will be on marketing services within 1~s 
existing buildings, both to new customers and to existing 
customers. 

- Significant Additions of Buildings. The Company plans 
to continue to take advantage of ita improved market position to 
aggressively pursue opportunities to add buildings to its 
portfolio, in particular, throuqh multi-building contracts with 
large commercial property owners. 

- Expanded Service Offerings. The Company intends to 
capitalize on the growing d ... nd tor new telecommunications and 
information technoloqy by expanding its services to include high 
speed access to the Internet, video teleconferencing, wireless 
services and the delivery o! cable proqramming. The Company's 
existing infrastructure allows for low-coat delivery of these 
services at minimal incremental expense to the company. The 
Company believes that many of these services would otherwise not 
be readily available or affordable to its customers. 

- cross Marketing of services and systems. The company 
intends to leverage its systems business by marketing 
telecommunications services to its existing Systems customer 
base. In addition, the Company intends increasingly to market 
Systems to its STS customers relocating !rom existing rental 
space who continue to require customized telecommunications 
solutions, including the purchase or lease of equipment or the 
provision of long distance and other network services offered by 
the Company. 

(iv) Patents, Trademarks, Licenses, Franchises, 
concessions- see Item l(d) (i) - ~owner/O.veloper Agreements•• 
herein. Additionally, Shared Technologies Fairchild and Shared 
Technologies Cellular are registered trademark. 

(v) Seasonality 

While the company's business is not generally seasonal, 
the Company has experienced, over the last several years, a 
reduction in local and long distance revenues in the month of 
December which is believed to be associated with the holiday 
season. 

(vi) Working Capital 

To date, the Company has funded its working capital 
shortfall through borrowinqa and sales of its securities. See 
Item l(a) - nceneral Developaent or BusineasM: "Management's 
Discussion and Analysis of Results or Operations and Financial 
condition". The Company requires workinq capital to sustain its 
growth and maintain its revenue ba•e. 
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In March 1996, the Company's stockholders 
approved and the Ca.pany consummated a merqer with Fairchild 
Industries, Inc. (•FII") with and into the Company. The Company 
simultaneously chanqed its name to Shared Technoloqies Fairchild 
Inc. ("STFI•). In connection with the merqer, the Company issued 
6,000,000 shares ot common stock, 250,000 shares ot cumulative 
convertible preferred stock with an initial $25,000,000 
liquidation preference and 200,000 shares ot special preferred 
stock with a $20,000,000 initial liquidation preterence. In 
addition the Company raised approximately $111,000,000 net of 
expenses throuqh the sale ot 12 l/4t senior subordinated discount 
notes due 2006, and approximately S123,000,000 {ot an available 
$145,000,000) in loans from a credit tacility with Credit Suisse, 
citicorp USA, Inc. and NationaBank. The funds ~P.re used 
primarily for the retirement two aeries ot FII's preferred stock 
and of certain liabilities assumed from FII in connection with 
the merger and the retirement ot the company's existinq credit 
facility. 

As of March 15, 1997, the Company has approximately $20 
million available under the credit facility to fund working 
capital requirements. The credit facility contains, among other 
things, affirmative and neqative covenants which are usual and 
customary with respect to senior secured indebtedness. 

The company expects to satisfy ita tuture cash 
requirements through cash trom operations and borrowings under 
the Credit Facility. 

The Company expect5 that its workinq capital requirement& will 
remain manageable primarily due to the minimal capital 
requirements of the syst .. a business and, with respect to the 
services business, its ability to neqotiate favorable payment 
terms with its vendors and to bill its customers in advance for 
many recurring services. 

(vii) Dependence on a Sinqle customer 

No single customer or buildinq accounts tor 10\ or more 
of the Company's revenues. The Company's business is not 
dependent upon a single or a few customers. 

(viii) Backloq 

At any given period the Company maintains new contracts 
signed but not yet installed due to the term of the contract 
~hich further adds to this backloq. The number of additional 
lines not yet installed related to new contracts cannot be 
determined due to chanqes that occur throuqh the installation 
date. Therefore, backloq information cannot be quantified. 

(ix) Government Regulation 

The Company is subject to specific regulations in 
several states. Within various states, such requlations may 
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1nclude limitation• on the number of lines or PBX switches per 
system, limitations of shared telecommunications systems to 
single buildinqa or buildinq complexea, requirements that such 
building complex•• be under common ownership or common ownership, 
management and control and the imposition of local excharge 
access rates that may be hiqher than thoae tor similar single­
user PBX systema. 

Rates for telecommunications aervices generally are 
governed by tariffs filed by certified carriers with various 
regulatory agencies. Future chanqea in the regulatory structure 
under which such tariffs are filed, or material changes in the 
tariffs themselves, could have a material adverse effect on the 
Company's business. 

The Company's Systems business is qenerally exempt from 
governmental regulation froa the standpoint ot marketing and 
sales. However, various regulatory bodies, including the Federal 
Communications Coamission, require that manufacturers of 
equipment obtain certain certification•. 

On February 8, 1996, the Telecommunications Act of 1996 
("Telecommunications Act") was enacted as Federal law. The 
Telecommunications Act made certain changes in the regulatory 
environment in which the Company operate• by: (i)pre-empting any 
State or local law or requlation that prohibits, or has the 
effect at prohibitinq, the ability of any entity to provide any 
interstate or intrastate telecommunications service which may 
result in the removal of regulatory barriers that have heretofore 
discouraged the Company from expandinq its business in certain 
States; (ii} prohibitinq local exchanqe telephone companies from 
prohibitinq, or impoainq unreaaonable or discriminatory 
conditions on, the resale of thoae companies' telecommunications 
service& which may result in the removal or relaxation of some 
of the restrictions on ahared telecommunications systems referred 
to above, and reduces the risk that telephone companies could 
modify their taritfs to improve more restrictive terms and 
conditions on such Systems~ (iii) authorizing the FCC to forebear 
from applying any regulation to a telecommunications carrier or 
class of telecommunications carriers under certain conditions, 
which may result in a relaxation of the FCC's regulatory 
supervision ot over th• Company's operation•: and (iv) 
authorizing the Reqional Bell Operating Companies upon satisfying 
certain conditions, to apply tor, and the FCC to grant, authority 
to offer long-distance services to customers within the states in 
which they offer local telephone aervice. This will result in 
more intense competition within the marketa in which the company 
operates. 

The Telecommunications Act haa affected government 
regulation of teleco .. unicationa, both at the state and federal 
level. Although the long term qoal ot the legis!ation is 
deregulatory, federal and state government regulatory agencies 
have created new rule• to govern competition in the local 
exchange market that, in the short term, could subject the 
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Company's shared teleco .. unications services to greater 
regulation than in the past. 

(X} Competition 

The Company's STS business coapetes with regulated major 
carriers that may provide a portion or the services that the 
company provides, but are typically not structured to provide all 
of a customer's telecommunications requirements. The company 
also competes with small independent operators serving regional 
or local markets and with other STS providers, including the 
Realcom unit of MFS WorldCoa, Inc. ("MFS"). The Company also 
competes with equipment aanutacturers and distributors and long 
distance companies tor the provision ot telephone o.;:ld other 
telecommunications equipment and services to tenants in buildings 
under franchise with the company. Within the past rive years, 
competition has expanded to include a qroup ot companies known as 
alternate access providers, including MFS, TCG, Inc. and others. 
The major competitive factors in the STS market are technology, 
price and service. The company's principal competitive 
advantages are its ability to provide "one-stop shopping" tor 
telecommunications services and site-based technical service. 

The principal competitors of the Company's Systems 
business and, once a building tranchise has been obtained, the 
company's STS business, include the direct sales channels of 
manufacturers such as LUcent Technologies, Northern Telecom, 
Inc., NEC, other distributors or equipment manufactured by such 
companies, as well as the Regional Bell Operating Companies 
( "R80Cs") . 

on February 8, 1996, the Telecommunications Act was 
enacted as Federal Law. The Teleco .. unications Act makes certaln 
changes in the requlatory environment in which the Company 
operates by: (i) pre-emptinq any State or local law or regulation 
that prohibits, or has the etteet ot prohibiting, the ability of 
any entity to provide any interstate or intrastate 
telecommunications services which aay result in the removal of 
regulatory barriers that have beretotore discouraged the Company 
from expanding its business in certain States; (ii) prohibiting 
local exchange telephone coapanies trom prohibiting, or imposing 
unreasonable or discriainatory conditions on, the resale of t :.ose 
companies' telecommunications services which may result in the 
removal or relaxation ot soae ot the restriction on shared 
telecommunications syst .. s reterred to in the preceding 
paragraph, and reduces the risk that telephone companies could 
modify their taritts to i•pose aore restrictive terms and 
conditions on such syst ... : (iii) authorizing the FCC to forebear 
from applying any requlation to a teleco .. unications carrier or 
class of telecommunications carriers under certain conditions, 
which may result in a relaxation ot the FCC's requlatory 
oversight over the Coapany's operations: (iv) authorizing the 
RBOCs, upon satistyinq certain conditions, to apply for, and the 
FCC to grant, authority to otter lonq-distance services to 
customers within the States in which they otter local telephone 
service. This may result in more intense competition within the 
markets in which the Coapany operates. Other ~revisions of the 
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Telecommunications Act direct the rcc to conduct rulemaking 
procee4in9• on a variety of aubjects, including interconnections, 
resale, an4 universal service, which may affect the Company, ~ut 
it is not possible to predict the outcome of any such 
proceedings. 

The Telecommunication Act may result in greater 
competition for the Company. The RBOCs are free immediately to 
seek authority to offer long distance service outside their 
current operating areas. They will be free to otter long 
distance services to custoaera within their current operatlng 
regions after satisfying the lav'• requirements for opening the>r 
local markets to competition. GTE and ''ther local exchange 
carriers are free immediately to seek au~hority to offer long 
distance services both within and outside their regions. 

Long 4iatance carriers also are permitted to seek 
authority to offer local exchanqe services. The major carriers 
(AT&T, MCI and Sprint) will be subject, on an interim basis, to 
restrictions on joint marketinq ot local and long distance 
services. 

(xiii) Employees 

As of March 15, 1997, the Coapany had 787 employees, ,,f 
whom 66 were covered by two collective bargaining agreements. One 
agreement expires in 1998 and the other expires in 1999. 
Management believes ita relations with their employees are 
satisfactory. 

It .. 2. 
Property 

As of December Jl, 1996, the company lea&ed real 
property totaling approxi.ately 340,000 aquake teet. The Compan · 
does not own any real property. Each of the leased propert1es 
is, in management's opinion, qenerally well maintained, is 
suitable to support the Company's busine•• and ia adequate for 
the company's present needs. 

The Company leases froa RHI Holdings, Inc., the former 
parent or FII, on an arm•a-lenqth basi•, office space at 
Washington-Dulles International Airport. 
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ItM l. 
Legal Proceeding• 

At a reault or the merger with FII, the company became 
liable tor all liabilitiea ot FII. The Federal Corporate 
Administrative Contractinq Officer (the "AOC"), based upon the 
advice of the United Statea oaten•• Contract Audit Agency, has 
made a determination that FII did not comply with Federal 
Acquisition Requlationa and Coat Accounting Standards in 
accounting tor the (i) the l9f'5 revertion to FII of approximately 
$50.0 million in exceaa pention tunda in connection with the 
termination ot defined benefit penaion plana, and (ii) pens1on 
costs upon the cloaing ot aeqmentt ot FII's business. 

The ACO has directed FII to prepare ~ coat impact proposal 
relating to such plan termination• and aeqzent closings and, 
following receipt of auch coat impact propotal, may seek 
adjustment• to contract pricea. The ACO alleges that subst~nt1a! 
amounts will be due if auch adjuat.enta are made. In connection 
with the merger FII stated that it believe• it has properly 
accounted tor the aaaet reveraiona in accordance with applicable 
accounting atandarda. FII hat had diacussiona with the 
government to attempt to reaolve thea• pension accounting issues. 

The aforementioned qovernaent claim (the "Contingent 
Pension Liability~) and other liabilitiea are covered by an 
indemnification aqr••••nt (the "Indeanitication Agreement") 
entered into between the company and RHI Holdings, Inc. ("RHI"), 
the former parent ot FII. Purauant to the Indemnification 
Agreement, RHI agreed to indemnity the Company tor various 
liabilities, includinq the Continqent Penaion Liability. 
However, since RHI is primarily a holding company, any claim by 
the company pursuant to said Indeani!ication Agreement will be 
effectively subordinated to the creditor• ot RHI's subsidiaries. 
There is no expiration date with reapect to the Indemnification 
Agreement. RHI's indemnification obligation• under the 
Indemnification Agreeaent are aecured by all or the shares of 
Cumulative Convertible Preferred Stock (other than an amount 
equal to $1,500,000 in initial liquidation preference) and the 
Special Preferred Stock iaaued to RHI in the merger. 

In view or the Indeanitication Agree•ent and RHI's 
current financial condition, it it the opinion of the Company's 
manage~ent that the contingent Penaion Liability is unlikely to 
have a material advert• effect on the Company's financial 
condition, tuture reaultt of operation• or cash tlowa. 

In December 1995, Gerard ~lauer Mattiaon 'Co., LLC 
("GKK"), filed suit againat the Co•pany in u.s. Diatrict Court 
for the southern Diatrict of New York alleqinq breach of a letter 
agreement and seeking an amount in exc••• ot $2.25 aillion for a 
commission allegedly owed to GKK a• a r••ult of GXM initiating 
negotiations between the Coapany and FII and negotiatinq the 
Merger. GKK has alleqed that the company entered into a tee 
agreement, whereby the Coapany aqreed to pay to GKM 0.75\ of the 
value ot the transaction as a tee. FII bat denied that FII at 
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Answer in January, 1996, denying that any commission is owed. 
This litigation is in the discovery process. Management believes, 
however, that an adverse outcome, it any, would not have a 
material adverse ettect on the Company's consolidated financial 
position. 

The Company 1• • party to other 1aw•uit• and 
.~~m1n1strative proceedings that arose in the ordinary course ot 
its business. Although the tinal results in all suits and 
proceedings cannot be predicted, the Company presently believes 
that the ultimate resolution ot all such other lawsuits and 
proceedings, atter taking into account the liabilities accrued 
with respect to such matters, will not have ~ material adverse 
effect on the Company's tinancial condition, ~eaulta of perations 
or cash flows. See Note 14 to the Company's Consolidated 
Financial Statements. 

The Company has no other material litigation or 
unasserted claims, the outcome ot which would have a material 
impac~ on the Company's tinancial condition, results of 
operations or cash flows. 

Item 4. 
Submission of Matters to a Vote of Security Holders 

None 

PUT II 

Itea s. 
Market for Registrant's coamon Stock and Related Stockbolder 
Matters 

The company's shares of common Stock (trading symbol: 
STCH) have been quoted and traded in the over-the-counter market 
since December 1J, 1988. OVer-the-counter market quotations 
reflect interdealer prices, without retail mark-up, mark-down or 
commission and may not necessarily represent actual transactions. 
During 1996 and 1995, the quarterly high and low closing prices 
were as follows: 

J.ill ll.2.2 
IU.Silb ;L&w HiSilb l,&W 

First Quarter $6 3/8 J 5/8 $5 l / 4 $3 1/ 2 
Second Quarter 9 5/8 4 1/8 5 3/4 4 
Th~rd Quarter 8 1/10 5 1/4 5 1/4 3 7 / 8 
Fourth Quarter 9 7/8 6 11/16 4 3/4 3 1 / 8 

The number of beneficial holders ot the Company's common Stock as 
of March 6,1997 was 1,448. 

Itg 6, 
Selected Financial Data 

The following table sets forth the selected financial data 
of the Company for each of the last tive years. Financ1al 
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statements for 1993 and 1992 are not preeented in this filing. 
such selected financial data were derived from audited 
consolidated financial statements not included herein. The 
selected financial data of the Company should be read in 
conjunction with the Consolidated Financial Statements and 
related notes appearing elsewhere in this Form 10-K. In September 
1992 the Company effected a one-tor-four reverse stock split of 
common stock and increased the par value of common stock from 
$.001 to $.004 per share. Weiqhted average common shares 
outstanding and per share information have been retroactively 
adjusted to reflect this aplit. All amounts, except per share 
amounts, are in thousands. 

?e·.·enues 
Grcs~ lll-4t:Qln 

se::!nQ. Qener:al and 
•~nl5:cat1V~ e~penses 

Interest expen3e, net 

l"-1nc::.:.ty •n:erest .:.n net 
!ncome o! 'ubsldl&rles 

~a~n on s1le o! subs1d1ary 
~:: ock 

::-:.::-::rue' ta.xe~ 

Ex : raor:d.:.nary ltem3: 
.:oss; g&ln on restructur1nq 

~oss on early retlrem•nt 
c! deb~ 

Ne: .:.ncome tlcs~ l 

Net .:. ncome (loss ) per 
co~on share appl1 c Lble 
t c common stockhold•rs 

.,...e~qt'.ted a·Jei•9• common 
5haces o utst&nd1ng 

Balan~e Sheet Data: 
Wor~lng cap.:.tal de!1c1t 

Nc~es payAb~ e. convcrt1ble 
pro~s~ o ry notes payable, 
o ther lonq - term debt ( lnc!. 
C'.Jrrent port 1on : &nd 
redee~~~· preferred •tock 

1996 1995 

$1!>7' 241 S47,086 
74,669 18,214 

55,)29 16,188 

19,340 2,026 

(22,888) (66'?) 

p, 927l /1, '752) 

l, )"75 

{78)) ItS I 

(311) 

C8,H9J 921 

( .19) .06 

13,"787 8, 482 

($8,165) ($3, 393) 

369, H6 42,863 

291,004 6 . 998 

43,209 22,844 
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1994 1993 : s-~: 

.5H,J67 525,426 s:: 4. c, .... 
19, 195 1(),912 9.:"~.; 

16,9()9 9,197 " ' 9 ~ • 

J :>S 

2.286 n: ..., r ( 

(3~9) ·4)~, ~ c, ~ 

\128 ) !82. 

481 

(15 0 I ) "" St 

2,286 14J ' "":.; ., 

. ~ 1 l. 04 I ~ ·:.. 

6,192 ~' 132 4 ' ) ~ ~ 

(53, 6911 ( $3 . BH I 'S 4 , 5 : li 

3"1 . 925 .2C , 60l 18 . 7 ~ : 

J' 7 19 

2 0. 881 9 , 30 2 6 . ~ )4 



Itea 7. 
Management's piscussion and AnAlysis of Results of Operations 
and financial Condition 

The following Management's discussion and analysis of results of 
operations and financial condition include forward-looking 
statements with respect to the Company's future financial 
performance. These forward-looking statements are subject to 
various risks and uncertainties which could cause actual results 
to differ materially from historical results or those currently 
anticipated. 

overview and Recent Developments 

STfi is a national provider of ahared telecommunications services 
("STS") and talecoiiJiunications syatems ("Systems") to tenants of 
multi-tenant commercial office buildings. One ot STFI's 
affiliates, Shared Technoloqiea cellular Inc. ("STC"), is a 
provider of short-term portable cellular telephone rentals and 
prepaid, or debit, cellular telephone service. 

In March 1996, STFI's stockholders approved, and STFI completed , 
a merger with fairchild Industries, Inc.("FII") following a 
reorganization in which FII transferred all non-communications 
assets to its parent, RHI Holding, Inc. As a result of the 
merger, STFI is the largest provider of STS in the United States . 
on a pro forma basis, STFI generated approximately $185 million 
in revenues and $24 million in operating income tor the year 
ended December 31, 1996. 

Results of Operations 

The following table sets forth various components of STfi's 
statements of operations expressed as a percentage of revenues: 

Cost o! r~v~nue~ 

Gross Marg1n 
Se:Cllnq, G<!neraJ. and 
A~~nlstratlve Expenses 
~per~~1ng Income 
=~~eres: ~xpen~e (netl 
M~~Ctlty !ntecest 
~alr. c~ sal~ cf subsl.dlary stock 
Equ1ty .u. los~ of subsldlarl.es 
: :1 ::ome Tax eenef: r (Expense! 
Ex:cacrd1r.ary Item 

Net ( ~ o .s .s ; : n c orne 

Year Ended 
December 31, 

1996 1995 

100.00% 100.00% 

~2. ~ 1' 61.32% 

47.49% 38 . 68~ 

3!>.19% 3ol.38i 
12.30% 4.30% 

-14.~!!% -1.44% 
O.OOi 0.00% 
0.00% 2.92% 

-2 . 50~ -3.72% 
-0.!!0\ -0 . lO'Il 
-0.20' o.oo• 

-~d~i Jw..W 
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100.00% 

57.69~ 

42.31% 

37.2H 
~.OH 

-0.19~ 

-0.28\o 
0.00~ 

0 .00~ 

1.07% 
0.00% 

~ 



Year Ended DeCember 31. 1996 compared to Year Ended pecember 31. 
1995 Revenues 

STFI's revenues tor the year ended December 31, 1996 increased 
by $110.2 million, or 233.8\, to $157.2 million compared to $47.1 
million for the year ended December 31, 1995. This increase was 
principally due to the March 13, 1996 merger with Fairchild 
Industries, Inc. ("FII"). Shared Telecommunications Services 
(''STS") revenue increased $60.8 million, or 173.0\, and 
telecommunications systems ("Systems") revenues increased $49.3 
million or 414\. 

Gross margin 

Gross margin increased in 1996 to 47.5\ ot revenues, !rom 38.7\ 
of revenues in 1995. The to1lowinq table seta forth the 
components of the Company's overall qrosa marqin for 1996 for the 
STS and Systems divisions, respectively. 

Weiqhted 
Division ReyiDUIS ~ ~ 

STS 61.1\ 53.0\ 32.4\ 

systems 38.9t 38.9t lS.lt 

Company Total lOO.Ot ~7.~1 

In 1996, the Company's gross margin was a combination of STS 
gross margin ot 53.0\ and Systeas gross marqin ot 38.9\. In 199~ 
the Company's gross margin was a combination ot STS gross marg1n 
of 44.6\ and systems gross margin or 21.1\. STS incre~sed 
gross margin from the 1995 level mainly due to the network 
synergies resulting trom the March 1996 FII merqer. Systems 
margins increased !rom 21.1\ in 1995 to 38.9\ in 1996. This 
incr~ase was due primarily to the FII merger and the resultant 
change in the mix ot systems revenue. The Company's systems 
revenue was comprised or long-distance revenues outside of its 
building sites and the sale and ongoing maintenance ot equipment 
to customers in and out ot ita buildinq. The long distance 
component had margins in the ranqe of 20-25\, while the sale of 
equipment, with ita aaintenance co•ponent, provides margins in 
the range of 35-40\. With the coapletion ot the March 1996 
merger of FII, the Company's sales mix in Systems became more 
concentrated in the equipment sale and aaintenance end. 
Therefore, the Company's margin has increased accordingly. 

In addition the revenues qenerated from the management agreement 
with res communications, Inc. ("ICS") have been included in 
Systems revenue. Since the associated coat tor this revenue of 
$5 million is in the selling, general and administrative expense, 
it has a positive effect on Systems gross margin. 

Selling. general and a¢ministrotiye expenses 

Selling, general and administrative expenses ("SG&A") as a 
percentage of revenue increased to 35.2\ tor 1996, compared to 
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34.4\ tor 1995. Thil increa1e wa1 due to the merger with FII, 
principally in the Sylte .. divilion, AI the higher margin sale of 
equipm•nt and ••intenance requires 1ale1 and support personnel. 

Qperating income 

Operating inco•e increa1ed by $17.3 million, or 854.6\, to $19.3 
million in 1996, fro• $2.0 million in 1995. The increase was 
mainly due to the merger with FII. 

Equity in loss it affiliates 

The company recorded an equity losa ot $3.9 million, $3.7 of 
which came as a result ot STC lo1ses ot $8.9 million tor the year 
ended December 31, 1996. The reaaining $.2 million came as a 
result of the coapany's portion ot the loaae• incurred by Shared 
Technologies of Canada, Inc. 

Interest expense 

Interest expense, net ot interest income, increased by $22.2 
million to $22.9 million tor 1996, compared to $0.7 million 1n 
1995. This increase was due to the merger with ~II and the 
resulting bank and bond debt incurred aa a result of the 
transaction. As of Deceaber 31, 1996, the Company has bank debt 
in the amount of $123.3 aillion and bond debt in the amount of 
5126.5 million. It 1hould be noted that the interest on the 
bonds is initially accretive and, therefore, non-caah. The total 
non-cash portion of interest expense was $12.1 million as of 
December 31, 1996. 

Extraordinary item - Lo'' on early retirement ot debt 

An extraordinary lo•s of $0.3 million tor 1996 was recorded to 
reflect the expense associated with the early retirement of pre­
merger bank debt which was paid at the conclusion of the March 
1996 ~II merger. 

Income tax expense 

The Company•s income tax expen11 of $.8 million consisted of 
actual payments of tax tor approximately $.2 million &nd the 
reversal of a tax a1set benefit of $.6 million. Since the March 
1996 merger, and the correspondinq loss due primarily to interest 
charges on debt, the coapany reversed ita tax benefit. 

Net income Closs) 

As a result of the ractora listed above, net lois tor the year 
ended December 31, 1996 was $8.6 aillion coapared to net income 
of $.9 million for 1995. 

Net Closs) income opplicoblt to comaon ttockbolders 

As a result of the fli merger, the co~pany issued additional 
mandator~ly redeemable preterred atock, this re1ulted in the 
Company recording higher preferred cash dividends and non-cash 
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dividends throuqh the accretion ot the•• in•truments to 
liquidation values. 

Year Ended pecemQer 31. 1995 compared to Year Ended pecemQer 31. 
llll 

Revenues 

STFI's revenues rose to a record $47.1 million in 1995 an 
increase ot $1.7 million or 3.71 over 1994 revenues of $45.4 
million. This increase occurred despite the loss ot STC revenue 
as STC results were recor~ed per the equity methc~ in 1995: STC 
accounted !or $10.2 million ot 1994 revenue. STS revenue 
increased $6.5 million or 22 . 71 and systems $5.4 million or 83.1\ 
in 1995 over 1994 levels. Approxiaately $2.9 million ot the 
growth in revenue tor STS wa• attributable to a full year of 
service at locations acquired in June 1994 with the acquisition 
of Access Telecommunications Group, L.P. (Access), $1.6 milllon 
was attributable to the June 1995 acquisition ot Office Telephone 
Management (OTM), the reaaininq increase ot approximately $2.0 
million was generated throuqh internal qrovth at existing and new 
locations. Approximately $4.7 million ot the qrovth in Systems 
revenues is attributable to a tull year ot activity at accounts 
acquired with the June 1994 acquisition ot Acce•s, the remaining 
increase of $1.8 million was qenerated internally. 

Gross margin 

Gross margin dropped to 38.7' o! revenues tor 1995 !rom 42.3\ tor 
1994, a reduction of 3.6\. The !ollowinq table sets forth the 
components of the company's overall qro•• marqin tor 1995 as a 
factor of sales percentage and qross marqin percentage per line 
of business: 

Weiqhted 
Di vision RIVIDUIS ~ GIS 

STS ?4.71 44.61 )J.JI 

Systems 25.31 2l.lt L.J. 

Company Total 100.01 ~II.Zi 

As shown above , the 1995 qroas marqin was a mix ot STS gross 
margin of 44.61 and Systems qrosa aarqin ot 21.11. In 1994 the 
company's qross margin was a coabination ot STS qross matqin of 
45.2\, systems gross marqin ot 20.41 and STC gross marqin of 
48.21. STS produced sliqhtly reduced qroaa margin !rom the 1994 
level mainly due to the acquisition o! OTM operations which 
produced gross marqin ot approximately 301. Systems experienced 
slightly improved gross marqin aainly due to a full year o! 
operations obtained with the Access acquisition. The overall 
decrease in the Company's qross marqin was principally the result 
of changes in sales aix. The change in accountinq to the equity 
method tor STC results or operations created an overall drop in 
~ross margin ot approximately 1.71 tor 1995. The drop in STS 
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gross margin for 1995 contributed o.4t to the overall reduction 
in gross margin for 1995. The reaainder of the decreaae in gross 
margin was generated by systems. As noted above, systems 
revenues grew at a faster rate than STS revenues in 1995. Since 
Systems produces significantly lower qroaa marqin compared to 
STS, the qrowth in systems aalea depressed overall gross margin 
for the Company 1.5t. 

Selling. general and ad;iniatratiye expenses 

Selling, general and administrative expenses ("SG,A") as a 
percentage of revenues decreased to 34.4\ tor 1995 c'~mpared to 
37.3\ for 1994. The Company has reduced SG~A as a percentage of 
revenues by increasing revenues without adding a comparable 
percentage ot SG~A costs. Certain SG'A costa are essentially 
fixed and do not increase siqniticantly with revenue growth. In 
addition the Company has carefully cho•en to expand in locations 
with existing management intra•tructures already in place. 

Operating income 

Operating income decreased by $0.3 million or 11.4\ to $2.0 
million in 1995 from $2.3 million in 1994. The decrease was 
partially the result of STC no longer a part ot the STFI 
consolidated group in 1995. STC contributed approximately $0.7 
million to operating income in 1994. This was offset by improved 
STS and Systems contribution of $0.4 million in 1995 over 1994 
levels. 

Gain on sale of Subsidiary stock 

In April 1995 the Company successfully completed a public 
offering of STC stock. Following the offering the Company's 
percentage of ownership decreased from approximately 86\ to 60\. 
The accounting treatment of the sale required the company to 
record a gain of $1.4 million tor the year ended December 31, 
1995. 

Equity in loss of SubSidiary 

In December 1995, STC issued approxiaately $3.0 million in voting 
preferred stock to third parties. While STFI's ownership 
percentage did not change, STFI's voting interest in STC was 
reduced to 42.7t, resulting in STFI's loss of voting control. 
Accordingly, subsequent to this stock issuance, STC was accounted 
for under the equity method, The Company recorded an equity loss 
of $1.7 million as a result of STC losses of $2.8 million for the 
year ended December 31, 1995. 

Interest eXPense 

Interest expense net of interest income increased ~y $0.) million 
for the year ended December 31, 1995 over tl.e year ended December 
31, 1994. This ie attributable to the addition of approximately 
$4.4 million in interest bearinq debt during 1995. Approximately 
$0.3 million in non interest bearing debts were repaid during 
1995. 
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Income tax benefit <expense) 

The Company recorded an inaiqnificant amount ot income tax 
expense tor the year ended December 31, 1995 compared to a net 
benefit of $0.5 million tor the year ended December 31, 1994. 
Income tax expenae tor 1995 vaa mainly the result of state 1ncome 
taxes. During 1994 STFI adjusted the deterred tax asset 
valuation reserve per Statament of Financial Accounting Standards 
No. 109 "Accounting for Income Tax••" ("SFAS 109 11 ). This 
adjustment resulted in a deterred tax asset ot $8.0 million, a 
corresponding valuation reaerve ot $7.4 million and a $0.6 
million tax benefit tor the year ended December 31, 1994. This 
benefit waa partially ottaet by atate income taxes resulting in a 
net benefit of $0.5 •illion tor 1994. The s~~rce of the deferred 
tax asset is principally the expected future utilization on a 
conservative basis of net operatinq loaaea ("NOL") generated in 
prior years. Baaed on the requireaenta ot SFAS 109 the Company 
recalculated the deterred tax aaaet and adjusted the valuation 
reserve for the year ended December 31, 1995. This adjustment 
resulted in no significant impact to the Company's results of 
operations for the year ended December 31,1995. At December 31, 
1995 the company•s NOL carryforward tor federal income tax 
purposes was approximately $21.8 million. 

Net income 

As a result of the factors listed above, net income for the year 
ended December 31, 1995 decreaaed by $1.4 million or 60.9\ to 
$0.9 million from $2.3 million for 1994. 

k*quiditv and Capital Resourcaa 

Net cash provided by operations reached $24.4 million in 1996 
compared to $4.9 million in 1995 and $3.1 million in 1994. The 
Company's working capital deficit was $8.8 million at December 
31, 1996 compared to $3.4 million and $3.7 million for December 
31, 1995 and 1994 respectively. The increase in the Company's 
working capital deficit was directly related to the March 1996 
merger with FII and the current portion ot bank debt raised as 
part ot this transaction. The Company's current portion ot long­
term debt and capital leaaes vent !rom $2.9 million in the year 
ended December 31, 1995 to $13.6 million in the year ended 
December 31, 1996. 

The merqed company has continued to invest in capital equipment 
directed at internal qrovth, expansion into new operations and 
upgrading telecommunication equipment at existinq locations. The 
Company invested $9.7 million in the purchase of equipment in 
1996 compared to $3.7 million and $3.2 •illion in 1995 and 1994, 
respectively. The company inveated $225.9, net ot cash, acquired 
in the merger of FII and had invested $5.3 million to complete 
two other acquisitional ottice Telephone Management in June 1995 
and Acce•s Telecommunications Group, LP in June 1994. 

financing activities were focused primarily on raisinq capital to 
provide cash tor inveatinq activities. For the year ended 1996 
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the company raiaed $125 million of bank debt ot which S'· m1ll1un 
was the amount taken dovn on a $2~ million revolver, and $115 
million in S•nior Subordinated Discount Notes both in connect1on 
with th• March 1996 merqer with FII. Additionally, the Company 
received $3.2 million trom the exercise of employee and director 
options as well as the exercise of warrants issued 1n conjunctio~ 
with its Preferred D stock. The Company paid $9.4 million in 
deferred financinq and debt issuance costs and $8.4 mi11ion in 
payments to affiliates, both ot which are related directly to th•· 
merger with FII. It paid $1.S million in preferred stock 
dividends and $12.7 million !or repayments of debt. Dur1ng 1'''''· 
the Company borrowed $2.7 million and raised $1.2 million from 
sales of common stock to help finance the current year's 
equipment purchaaea and the acquisit~~n of OTH. During 1994 
approximately $4.6 million was rais•d from sales of common dnrj 
preferred atock to h•lp the Company fund operations. In 199~ ana 
1994 the Company spent $4.6 million to repay notes, long-term 
debt and capital lease obliqationa. 

Cash requirements tor 1997 will be significant due to the merger 
with FII and the continued payments of its principal and 1nteres: 
for debt. The Company anticipates that it will continue repaying 
its borrowinqs and providinq cash flow for operations and capital 
expenditures throuqh cash flow from operations. As of March 1997 
the Company has a credit facility available ot approximately $1<, 
million. 

The initial coat of capital equipment to establisia shared 
telecommunications aervic•• in a building typically ranges from 
$50,000 to $80,000 with additional start-up working capital 
expenditures of less than $50,000. The Company currently 
anticipates that capital expenditures for 1997 will be 
approximately $13.S million. 

Due to the Company's n•t operating loss carryforwards, the 
Company currently anticipates minimal federal income tax payments 
during 1997. 

The Company does not anticipate inflation to materially impact 
its operations in 1997. 

Item 8. 
Financial Statements and Supplementary oota 

Attached. 

Item 9. 
Changes in and Pisaqretments with Accountants on Accounting 
and financial oisclo•ure 

None. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To Shared Technologies Fairchild Inc. and Subsidiaries: 

we have audited the accompanying consolidated balance sheet 
of Shared Technoloqies Fairchild Inc. and subsidiaries (the 
"Company") as ot December 31, 1996, and the related 
consolidated statements ot operations, stockholders' equity 
and cash flows for the year then ended. These financial 
statements are the responsibility ot the Company's 
management. Our responsibility is to expr·ess an opinion on 
these financial statements based on our audit. The 
summarized financial data tor Shared Technologies Cellular 
Inc., contained in Note 4 are based on the financial 
statements ot Shared Technoloqies cellular Inc., which were 
audited by other auditors. Their report has been furnished 
to us and our opinion, insofar as it relates to the d~ta in 
Note 4, is based solely on the report of the other auditors. 

We conducted our audit in accordance with generally accepted 
auditing standards. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about 
whether the financial statements are tree of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial 
statement presentation. We believe that our audit and the 
report of the other auditors provide a reasonable basis for 
our opinion. 

In our opinion, based on our audit and the report of the 
other auditors, the financial statements referred to above 
present fairly, in all material respects, the financial 
position ot Shared Technologies Fairchild Inc. and 
subsidiaries as of December 31, 1996, and the results of 
their operations and their cash flows tor the year then 
ended in conformity with generally accepted accounting 
principles. 

Washington, D.C. 
March 7, 1997 

F-1 

/a/ Arthur Anderton LLP 



Report ot Independent Public Accountants 

To the Stockholders and Board ot Directors ot Shared 
Technologies Fairchild Inc. and Subsidiaries: 

We have audited the accompanying consolidated balance sheet 
of Shared Technologies Fairchild Inc. and Subsidiaries ~s 
of December 31, 1995, and the related consolidated 
statements ot operations, stockholders' equity, ~nd cash 
flows for the two-year period then en~~d. These 
consolidated financial statements are the responsibility of 
the Company's management. Our responsibility is to express 
an opinion on these consolidated tinancial statements based 
on our audits. 

We conducted our audits in accordance with gener~lly 
accepted auditing standards. Those standards require that 
we plan and pertorm the audit to obtain reasonable assurance 
about whether the tinancial statements are free of material 
misstatement. An audit includes examining, on a test bas1s , 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 
accounting principles used and siqniticant estimates made 
by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide 
a reasonable basis tor our opinion. 

In our opinion, the consolidated tinancial statements 
referred to above present tairly, in all material respects, 
the financial position ot Shared Technologies Fairchild Inc. 
and Subsidiaries as ot December 31, 1995, and the results 
of their operations and their cash tlows tor the two-year 
period then ended in contormity with generally accepted 
accountinq principles. 

As discussed in Note 4 to the consolidated financial 
statements, the Company changed its method ot accounting 
for its investment in one ot its subsidiaries. 

Roseland, New Jersey 
March 1, 1996 

ROTHSTEIN. KASS & COMPANY. P.C. 

F-2 



SHARED TECHNOLOGIES FAIRCHILD INC. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 
AS OF DECEMBER 31, 1996 AND 1995 

(IN THOUSANDS EXCEPT PER SKARE DATA) 

CURRENT ASSETS: 
cash and cash equivalents 
Billed accounts receivable,less allowance 
for doubttulaccounts ot $611 and $410, 
respectively 
Unbilled accounts receivable 
Advances to affiliates 
Inventories 
Other current assets 
Total current assets 

PROPERTY AND EQUIPMENT, AT COST: 
Telecommunications 
Office and data processing 

Accumulated depreciation and amortization 
Property and equipment, net 

OTHER ASSETS: 
Costs in excess ot net assets acquired,less 
accumulated amortization of $6,189 and $792 
Deferred financing and debt issuance costs 
Investment in at!iliates 
Deferred income taxe• 
Other 

Total assets 

ASSETS 
il..2..§ 

$ 2,703 

23,752 
8,811 

1,976 
1, 8 5 J 

39,095 

90, 158 
:;!,776 

95,934 
28,169 
67,765 

253,329 
8, 513 

457 

.i.Q.2 
262.706 

$)69.566 

$ 

l ~-4 ~1 ~-

'--.. •, 

9 , E :, ' . 

r:,?. ~) 

-~ . 

- .. 
~::, c - ., 

28,':10~ 

6,0~9 

H, 95J 
18' 3 0:, 
16,6H 

10,280 
1, 26] 
1 1 58 1 

560 
461 

14.145 
Si?,663 

The accompanying notes are an integral part o! these consolidated 
balance sheets 

F-3 



SHARED TECKNOLOGI!S FAIRCHILD INC. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

AS OF DECEMBER 31, 1996 AND 1995 
(IN THOUSANDS EXCEPT PER SHARE DATA) 

LIABILITIES AND STOCKiiOLOERS' EQUITY 

CURRENT LIABILITIES: 
Current portion ot long-term debt and capital 

lease obligation• 
Account• payable 
Accrued expenses 
Advanced billing• 
Accrued dividend• 
Total current liabilities 
LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS 
REDEEMABLE PUT WARRANT 

Total liabilities 

REDEEMABLE CONVERTIBLE PREFERRED STOCK,$0.01 
par value, authorized 250 aharea, outstanding 
250 shares in 1996 
REDEEMABLE SPECIAL PREFERRED STOCK, $0.01 par 
value, authorized 200 shares, outatanding 200 
shares in 1996 

COMMITMENTS AND CONTINGENCIES 
STOCKHOLDERS' EQUITY: 
Preferred stock, $0.01 par value- Series c, 
authorlzed 1,500 shares, outstanding 428 and 
907 shares in 1996 and 1995, respectively 
series 0, authorized 1,000 share•, outstanding 
441 and 457 shares in 1996 and 19~5, 
respectively 
Common stock, $0.004 par value, authorized 
50,000 shares, outstanding 15,682 and 8,506 
shares in 1996 and 1995, reapectively 
Capital in excesa ot par value 
Accumulated deficit 

Total stockholders' equity 
Total liabilities and atockholders' equity 

$13,576 
17,356 

9,558 
6,935 

!12 
47,860 

238,261 
l. 069 

287,19Q 

25,000 

14.1{>7 

4 

4 

6) 
76,054 

(32.91§) 

4J.209 
SJ69.566 

The accompanying notea are an integral part of these 
consolidated balance sheets 
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SHARED TECHNOLOGIES FAIRCHILD INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 

FOR THE YEARS END!D DEC!M8ER 31, 1996, 1995, AND 1994 
(IN THOUSANDS EXCEPT PER SHARE DATA) 

.1...2.2..2 1994 
REVENUES: 
shared telecommunications services 
Telecommunications systems 
Cellular service• 

Total revenues 
COST OF REVENUES: 
Shared telecommunications services 
Telecommunications systems 
Cellular services 
Total cost or revenues 
Gross Margin 
Selling, General And Administrative 
Expenses 
Operating Income 
OTHER (EXPENSE) INCOME: 
Gain on sale o! subsidiary stock 
Equity in loss of affiliates 
Interest expense 
Interest income 
Minority interest in net income of 
subsidiaries 

(Loss) Income betore income tax 
(provision) benet it and extraordinary 
item 
Income tax (provision) benet it 
(Loss) income before extraordinary 
item 
Extraordinary item, loss on early 
retirement or debt 
Net (loss) income 
Preferred stock dividends 
Net (loss) income applicable to 
common stockholders 
(Loss) income per common share: 
(Loss) income betore extraordinary 
item 
Extraordinary item 
Net ( 1 OSS) income 
WEIGHTED AVERAGE COMMON SHARES 
OUTSTANDING 

$96,016 
61,225 

157,241 

45,133 
37,439 

82.572 
74,669 

55.329 
19,340 

(:3,927) 
(22,903) 

15 

-
(26.815) 

(7,475) 
17&ll 

(8,258) 

(J 11) 
(8,569) 
(2.J§§) 

~'~Sl.2~~~ 

$ (0.77) 

(Q,Q2l 
s (0.79) 

~~.7§Z 

~ 

$ 

s 

$35,176 
11,910 

-
47,086 

19,473 
9,399 

28.872 
18,214 

16.188 
2,026 

1,375 
(1,752) 

(882) 
205 

-
(1.054) 

972 
.Li.2.l 

927 

927 
£~2el 

~,2 

0.06 

-
0.06 

§d§* 

~ 

s 

s 

S28. 6c; 
6 • .u; ~ 

l.!L__2 l ~ 
4 5. H:-;-

l:. • 7 1-:' 
5. lE l 
5,25~ 

261 17:: 
19. 19 ':: 

16,9C~ 

2,28t 

( 522) 
lt] 

1,799 
487 

2,286 

2,28€. 
!478) 
1,808 

0.27 

-
0.2"'7 

6, 7 92 

The accompanying notes are an integral part o! these consolidated 
financial statements. 
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SHARED TECHNOLOGIES FAIRCHILD INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

YEARS ENDED DECEMBER 31, 1996, 1995, AND 1994 
(IN THOUSANDS) 

~H F~OWS FROM OP£~TING ACTIV1TI!5: 

Net (loss) income S 
AdJustments-

Loss on early retirement of debt 
Depreciation and amortization 
Provision tor doubtful accounts 
Gain on sale ot subsidiary stock 
Accretion on 12 l/4' bonds 
Accret~on on put warrant 
Equ~ty in loaa or attiliate 
Common stock or subsid1ary issued for 
se:vices 
Stock options and common stock issued 1n 

lieu of compensation and ~ther 
~nor1ty interest 1n net income ot 
subs1d~arie1 

Gain on sale or franchise 
Amortization of discount on note 
Chanqe ln aaaeta and liabilit~es, net of 
e!!ect o! acquisitions: 

Accounta receivable 
Other current assets 
Other aaaeta 
Deferred income taxee 
Accounts payable 
Accrued expenses 
Advanced billin9a 
Other liabilit1ea 

Net cash provided by operatinq 
activlties 

~H fLOWS FROM INVESTING ACTIVlTIES: 
Purchases of 
AcqulSltions, net or caeh acquired 
Payments to a!!illate 
Deferred merqer costs 
Other investments 
Lonq- term deposita 
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311 
l5,53C 
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337 

18tl 
483 

83 
560 

( 4' 277 ) 
2' 2€1 
1,203 

435 

24,3S7 

( 9, 702 ) 
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Shared Technologies Fairchild Inc. and subsidiaries 
Consolidated Statements ot Cash Flows 

Years Ended December Jl, 1996, 1995, and 1994 
(In Thousands) (Continued) 

:asn flows from f~nan~inq activities: 
Rep4j~en~s ot lonq-term debt and ~ap1tal lease 
obllq4tlons 

Proceeds tro~ borrowinqa­
Credit Facility term loana 
Revolv~nq Credit Fa~il~ty 
Sen~or Subordinated Discount Notes 

Proceeds from sale• of common and preferred 
stock 

Preferred stock dividends paid 
Deterred financ~ng and debt ilauance costs 
Cash of subs~d~ary prev~oualy consolidated 
Repayrr.ent of advances to subsidiary 
De~erred reg~.stration costs 

Net cash prov:ded by financing act1v1tie.s 

NE7 :NCREASE !DECREASE) IN CASH 

":AS~. beglnr,lnq of year 

":ASH, end cf year 

St:P?LEMENTAL !:liSCLOSUR!:S OF CASH FLOW INFORMATION: 
C4.sh pa1d dur~nQ the year• for­

Interest 
Income taxes 

SUPPLEMENTAL DISCLOSURES OF NONCASH INVESTING AND 
f'INAACING AC'!"IVI'I'IES: 
)t::g4t:on.s to 1.ssue common stock ~n connect1on 
w:tt acqulSltlon.s 

:ssuance o! preferred stock 1n connect1on 
w~th acq~l.Slt1on 

l~~uancP of common stock to acquire FII 
f·~d.,.,rr..stle put warrant 1ssued 1n connectl.on Wlth 
tar.k f1nanc1ng 

Cap1tal lease obliqat1ons incurred for lease 
of new equ1pment 
~lVldend accret~on on redeemable put warrant 
D1v1dend accretlon on preferred .sto~k 
Costs o! 1ntangible assets i~cluded in 
accounts payable 
Note rece1ved !or ~ale of franchise 
:ssuance of not~ relat:ng to •~quiaition 
Iss~.;a:1ce o! common stock to aettle accrued 
exp'!nses 
0Pferred mec9er costs ~ncluded in •~counts 
pay4ble 
Reclas~•flcatlon ot advance to auDiidiary to 
lnves~ent 1n ~ubsldlary 

F-8 

19'!-E. 

120,000 
10,000 

!14, 999 
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38,269 
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Shared Technoloqiea Fairchild Inc. and Subaidiaries 
Notes to Consolidated Financial Statement• 

As of December 31, 1996 and 1995 
(In Thousands Except per Share Data) 

1. BUSINESS AND ORGANIZATION: 

on March 13, 1996, Shared Technoloqiea Inc. merqed with 
Fairchild Industries, Inc. ("FII"), and chanqed its it&me to 
Shared Technologies Fairchild Inc. ("STFI") (see Note 3). 

STFI, together with ita aubBidiari•• (collectively the 
"Company") operates in the teleco .. unication• industry by 
providinq shared teleco .. unication• services ("STS") and 
telecommunications systeas (Syat ... •) which provides 
telecommunications and office automation services and 
equipment to tenants of office buildinq•. one of the 
company's affiliates, Shared Technoloqies Cellular 
Inc. ("STC"), is a national cellular aervice provider, 
offering short-term rentals, prepaid and activation services 
through major retail outlets across the United States. 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 

PRINCIPLES OF CONSOLIDATION 

The consolidated financial stat .. ents include the accounts 
of the company and its •ajority-owned aubaidiaries in which 
the company has a controlling intere•t. The effects of all 
significant intercompany transaction• have been eliminated 
in consolidation. Investaents in coapanies owned between 20 
and so percent by the Co•pany are recorded using the equity 
method. 

CASH EQUIVALENTS/STATEMENTS OF CASH FLOWS 

For purposes ot these atatementa, the company considers all 
highly liquid investments with original dates of three 
months or less as cash equivalents. The Company maintains 
its cash in bank depoait accounts, which at times, may 
exceed federally insured limita. The Company has not 
experienced any losses in aucb accounta and believes it is 
not subject to any significant credit riak on cash. 

UNBILLED RECEIVABLES AND ADVANCED BILLINGS 

Unbilled receivables arise from those contracts under which 
billinqs can only be rendered upon the achievement of 
certain contract stage• or upon sub•ission of appropriate 
billing detail. Advanced billinqs represent pre-billings 
tor services not yet rendered. Advanced billinqs are 
generally tor services to be rendered within one year. 
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I~NTORIES 

Inventories are stated at the lower of cost or market. Cost 
is determined primarily using the weiqhted average method. 
The inventories consist of telecommunications equipment to 
be installed at customer sites. 

PROPERTY AND EQUIPMENT 

Properties are stated at cost and depreciated over estimated 
useful lives, generally on a straight-line basis. All 
telecommunications equipment is classified as equipment. No 
interest costs were capitalized in any of the years 
presented. Useful lives for property and equipment are: 

Telecommunications equipment 
Office and data processinq 

8 years 
3 - B years 

Depreciation expense related to property and equipment 
amounted to $10,133, $3,534 and $3,123 for 1996, 1995 and 
1994, respectively. 

REVENUE RECOGNITION 

The majority of the Coapany•s revenues are related to the 
sale and installation of telecommunications equipment and 
services and maintenance after the •ale. service revenues 
are billed and earned on a monthly basis. For systems 
installations, usually three to five months, the Company 
uses the percentage-of-completion method, measured by costs 
incurred versus total estimate~ cost at completion. The 
company bills equipment rentals, local telephone access 
service and maintenance contracts in advance. The deferred 
revenue is relieved when the revenue is earned. Systems and 
equipment sales are recoqnized at time of shipment. 

USE OF ESTIMATES 

The preparation of financial statements in conformity with 
generally accepted accounting principles requires management 
to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the 
financial statements and the reported aaounts of revenues 
and expenses during the reporting period. Actual results 
could differ from those estimates. 

AMORTIZATION OF COST IN EXCESS OF NET ASSETS ACQUIRED 

The excess of cost of purchased businesses over the fair 
value of their net assets at acquisition dates is being 
amortized on a straight-line baaia primarily over 40 years. 
The Company recorded amorti%ation of $5,397, $433 and $579 
for the years ended 1996, 1995 and 199•, respectively. 
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DEFERRED FINANCING AND DEBT ISSUANCE COSTS 

costs incurred related to the issuance of debt are deferred 
and are being amortized over the life of the related debt. 
The amortization of deferred financing and debt issuance 
costs included in interest expense was $939 in 1996. 

INCOME TAXES 

The Company accounts for incoae taxes under Statement of 
Financial Accounting Standards (•SFAS•) No. 109, "Accounting 
for Income Taxes,• which requires an asset and liability 
approach to financial reporting for incoae taxes. Deferred 
income tax assets and liabilities are coaputed annually for 
differences between financial stateaent and tax bases of 
assets and liabilities that will result in taxable or 
deductible amounts in the future, based on enacted tax laws 
and rates applicable to the periods in which the differences 
are expected to effect taxable income. Valuation allowances 
are established, when necessary, to reduce the deferred 
income tax assets to the amount expected to be realized. 

INCOME (LOSS) PER COMMON SHARE 

Primary income (loss) per co .. on share is computed by 
deducting preferred stock dividends from net income. The 
resulting net income applicable to co .. on stock, is divided 
by the weighted average nuaber of co .. on shares outstanding, 
including the dilutive effect, if any, of options, warrants 
and obligations to issue co .. on stock. 

Fully diluted income (loss) per co .. on share is computed by 
dividing net income applicable to coamon stock by the 
weighted average number of co .. on and co .. on equivalent 
shares and the effect of preferred stock conversions, if 
dilutive. Fully diluted income (loss) per com.on share is 
substantially the same as primary income (loss) per common 
share for the years ended December 31, 1996, 1995 and 1994. 

IMPAIRMENT OF LONG-LIVED ASSETS 

In accordance with SFAS No. 121, •Accounting for the 
Impairment of Long-Lived Assets and for Long-Lived Assets to 
be Disposed Of,• the Coapany reviews ita lon9-lived assets, 
including property and equipaent, 90odwill and identifiable 
intangibles for impairaent whenever events or changes in 
circumstances indicate that the carrying aaount of the 
assets may not be tully recoverable. To determine 
recoverability of its long-lived assets the Company 
evaluates the probability that future undiscounted net cash 
flows, without interest charges, will be less than the 
carrying amount of the assets. Impairment is measured a~ 
fair value. 
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RECLASSIFICATIONS 

Certain reclassifications to prior year financial statements 
were made in order to contorm with the current year 
presentation. 

J. THE MERGER AGREEMENT AND OTHER ACQUISITIONS: 

on March 13, 1996, the company's stockholders and the 
Company consummated its merger with FII, a subsidiary of RHI 
Holdings, Inc. ("RHI") for consideration of $295,191 of 
securities and assumed debt. Under the merger agreement, 
STFI issued to RHI 6,000 shares ot common stock, 250 5hares 
of convertible preferred stock with a $25,000 initial 
liquidation preference and 200 shares of special preferred 
stock with a $20,000 initial liquidation preference (see 
Note 8). The Company iaaued 12 1/4 percent Senior 
Subordinated Discount Notes Due 2006 with an initial 
accreted value ot $114,999 and received $125,000 (or an 
available $145,000) in loans !rom a credit facility with 
financial institutions (see Nota 6). The funds were used 
primarily for the retirement of certain liabilities assumed 
from FII in connection with the merqer, and the retirement 
of the Company•s existing credit tacility. In connection 
with the merger, the company entered into two-year 
employment agreements with key employees for annual 
compensation aggregating $1,250, and adopted the 1996 Equity 
Incentive Plan. The merger was accounted for using the 
purchase method of accounting and resulted in $248,117 cf 
cost in excess of net assets acquired, which is being 
amortized over 40 years. 

on June JO, 1995, the company purchased all of the 
outstanding capital stock of Office Telephone Management 
("OTM 11

). OTM provides teleco1111unication management services 
primarily to businesses located in executive office suites. 
The purchase price was $2,135 of which $1,335 was paid in 
cash and the balance through the issuance of an $800 note, 
(discounted at 8.59 percent) payable June 30, 2005. 

In June 1994, the Company acquired all of the partnership 
interests in Access Telecommunication Group, L.P. and Access 
Telemanagement, Inc. (collectively Access). The purchase 
price was $9,252 ot which $4,252 was paid in cash and the 
balance through the issuance of 400 shares of Series E 
Preferred Stock valued at $3.75 per share and 700 shares of 
Ser1es F Preferred Stock valued at $5.00 per share. 

The following unaudited pro forma financial statements of 
operations for 1996 and 1995 give effect to the acquisit1ons 
as it they had occurred on January 1 of each year. 
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(Unaudited) 1996 :9~~ 
;<.ev~:1u~s $184,525 Sl""14,e;: 
::1=om~ before extraordinary it~ 
s~t l.ncome 
Ne~ l.nccme available to common stockholder• 

!Loss\ ~ncome per common share: 
!Loss, l.ncome before extraordinary item 
Extraorcl.nary l.tem 

N~t lloss) income 

4. INVESTMENT IN AFFILIATE: 

s 

s 

(4,6211 e,; ~ e 
! 4, 932 I : s, ~2 e 
r 8, S20l ~:~,:4;: 

(0.601 . '"' 
l0.02J 

(0.~21 s -. "r 

During December 1995, STC issued approximately $J,GOO in 
voting preferred •tock to third partie•. The voting rights 
assiqned to the preferred •tock reduced the Company's voting 
interest in STC to approximately 42.7 percent, resulting in 
the Company's loss of votinq control ot STC. As a result of 
additional common stock is•uances to third parties, 
partially offset by the company's receivinq 250 ahares of 
STC Series B votinq Convertible Preferred Stock, the 
company's voting intere•t in STC was reduced to 
approximately 41.3 percent during 1996. Accordingly, STC 
has been accounted for on the equity method for 1996 and 
199 5. 

The summarized balance •heat of STC as of December 31, 1996 
and 1995, and the related summarized statement of operations 
of STC for the years then ended, are a• follows: 

1996 

S~rl.Zed balance sheet: 
Current assets s 2,070 

2, 131 
10,061 

~ : I -- .; 

Telecommunl.catlons and otfl.ce equlpment, net 
Other asseta 

Current llabl.ll.tl.e.s 
Not~ payable 

T~tal ll.abilities 
Stockholders' equ1ty 

Total a11ets 

S~r1zed statement ot ope.rationa: 
Revenues 
Gcoss m.~rq1n 
OperatlnQ loss 
Net loss 
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$14,.262 

$ll,04S 
360 

11,405 
2,857 

$14,262 

S20,914 
1,285 
6,8~8 

8,796 

... , . :. .. 
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5 . Accrued Expensea: 

Ac~rued expenses at December 31, 1996 a n d 1995, con s i st of t he f c::~wl r.g : 

l99f ~ :. ~ ~ 

Sta t e sales and excise taxe1 
Deferred lease obli9at1ons 
P.roperty taxes 

Sl , 986 $ : . .; 

230 
Con -:e ss1 on fees 2 0 4 . -

' 
Salar1es and wages 3,598 
Othe r 3,54 0 . ~ . 

ss .~~ e ... .. , ~ ~ . 

6. LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS: 

Long-term debt and capital lease obligations at December 31 , 
1996 and 1995, consist of the following: 

.1.222 !99~ 

Credit Facility TmD Loans $1!3,2-'0 s 
R~·otnng Credit Faciltty 10.000 
Scruor Subord.i.natcd DtSCOWll Noc.es 126,!123 
Baruc Re\.·olver 2.174 
Ot.ber loog-term deb( aud capital leases 2,062 .. . 824 

2~ 1.137 6.998 

Less- CWTent poruon l3 ,S76 2,870 

$238,261 ~. 128 

THE CREDIT FACILITY 

The company , through its wholly owned •ub•idiary, Shared 
Technologies Fairchild Communication• Corp. ("STFCC"), 
entered into a Credit Facility with a consortium of banks 
upo n the merger with FII in March 1996. The Credit Facility 
consists of (a) a Tranche A Senior Secured Term Loan 
Faci lity providing tor term loan• to the company in a 
pr i ncipal amount not to exceed $50.0 million {the "Tranche A 
Term Facility"); (b) a Tranche B Senior Secured Term Loan 
Facility providing for term loan• to the company in a 
p r incipal amount not to exceed $70 . 0 million (the "Tranche B 
Term Facility" and, toqether with the Tranche A Term 
Fa c ility, the "Term Facilitiea~); and (c) a senior Secured 
Revolving Credit Facility providinq for revolvinq loans to 
the Company in an aqgregate principal amount at any time 
not t o exceed $25 mi llion (the "Revolvinq Facility"). 
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The Tranche A Term Facility require• quarterly payments due 
over 5 yeara; $44,750 waa outatandinq at year end. The 
Tranche B Term Facility requirel quarterly payments over 7 
years: $68,500 was outatandinq at year end. 

The Company will be required to make mandatory prepayments 
of loans in amounts, at times and aubject to exceptions (a) 
in respect of 75 percent (aubject to step-down based upon a 
leverage ratio test) of conaolidated exceaa caah flow of the 
company and its subsidiariea, (b) in reapect of 100 percent 
of the net proceeds of certain dispoeitions of asset• or the 
stock of subsidiaries or the incurrence of certain 
indebtedneaa by the coapany or any of its aubeid~aries and 
(c) in respect of 100 percent (aubject to atep-down based 
upon a leveraqe ratio teat) of the net proceeda of the 
issuance of any equity aecuritie• by the Company or any of 
its subsidiaries. At the company's option, loans may be 
repaid, and revolvinq credit co .. itaenta •ay be permanently 
reduced, in whole or in part, at any time. 

The obliqations of the company's wholly owned subsidiary, 
STFCC, under the Credit Facility are unconditionally and 
jointly and severally quaranteed by the company and the 
subsidiary quarantora. In addition, the credit Facility is 
secured by first priority security interests in all the 
capital stock and the tanqible and intanqible assets of the 
Company and the quarantors, includinq all the capital stock 
of, or other equity interests in, the Company and each 
direct or indirect domeatic aubsidiary of the Company. The 
wholly owned subsidiary, STFCC, ia reatricted from payment 
of dividends or other distribution• to ita parent, STFI, 
except to the extent necessary to pay preferred dividends 
and other identified ite ... 

At the company's option, the intereat ratea per annum 
applicable to the Credit Facility will be either Adjusted 
LIBOR plus a marqin ranqinq from 2.75 to J.50 percent, or 
the Adjusted Base Rate plus a aarqin ranqinq from 1.75 to 
2.50 percent. The Alternate Baae Rate ia the hiqher of 
Credit Suisse's Prime Rate and the Federal FUnds Effective 
Rate plus 0.5 percent. At Oeceaber Jl, 1996, the interest 
rate for the Tranche A Tera Facility was 8.J75 percent and 
the interest rate for the Tranche B Term Facility was 9.125 
percent. The Revolvinq Facility 
1nterest rate• at year end ranqed from 8.125 to 10.0 
percent. 

As required under the Credit Aqreement, the company entered 
1nto interest rate awap aqreeaenta with two commercial 
banks. The three contracta, each with a $10,000 notional 
amount, expire fro• May 1999 throuqh May 2001. In order to 
protect the Company from interest rate increaaea, the 
aqreements require the Company to pay a fixed interest rate 
in lieu ot a variable interest rate. The Company accounts 
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tor the intereat rate swaps aa hedqe aqreeaents and 
recognizes interest expense ba•ed on the fixed rate. 

The Credit Facility contains a number of significant 
covenants that, among other thinqa, restrict• the ability ot 
the company to dispose of aa•ets, incur additional 
indebtedness, repay other indebtedne•• or amend other debt 
instruments, pay dividend•, create lien• on a••ets, enter 
into leases, investments or acquisitions, engage in mergers 
or consolidations, make capital expenditures, or engage in 
certain transactions with subsidiaries and affiliates and 
otherwise restrict corporate activities. In addltion, under 
the Credit Facility, the Coapany is required to comply with 
specified financial ratios and tests, including a limitation 
on capital expenditures, a ainimua Earninqs Before Interest, 
Taxes, Depreciation, and Amortization (•EBITDA") test {as 
defined), a fixed charge coverage ratio, an interest 
coverage ratio, a leveraqe ratio and a minimum net worth 
test. 

SENIOR SUBORDINATED DISCOUNT NOTES 

As part of the acquisition of FII, the Company also issued 
Sl63,637 of aqqreqate principal amount (with an initial 
accreted value of $114,999) of senior Subordinated Discount 
Notes (the fiDiacount Notes•). The discount notes bear an 
annual interest rate of 12.25 percent with the principal 
fully due on March 1, 2006. Interest will beqin accruing on 
March 1, 1999, with payments due eeai-annually thereafter. 
The discount on the Discount Notee ie being amortized to 
interest expense using the effective interest method over 
the three year accretion period, ending March 1, 1999. 

The Discount Notes are not redeemable prior to March 1, 2001 
except that, subject to certain limitations, until 1999, the 
Company may redeem, at ita option, up to an aqgregate of 25 
percent of the principal aaount of the Discount Notes at a 
specified redemption price plus accrued interest until the 
date of the redemption. On or after March 2001, the 
Discount Notes are redeemable at the option of the Company, 
in whole or in part, at the specified redemption prices plus 
accrued interest to the date of redemption. 

upon a chanqe in control of the Company, as defined, the 
holders of the Discount Notea aay require the Company to 
repurchase the Diacount Notea at 101 percent ot the accreted 
value plus accrued interest to the date of repurchase. 

The Discount Notes of the Company'• wholly owned subsidiary, 
STFCC, are subordinated to all exiatinq and future senior 
indebtedness, as defined, of the Company. The Discount 
Notes are unconditionally and jointly and severely 
guaranteed on an unsecured senior subordinated basis by the 
Company and ita aubsidiary quarantor•· 
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In addition to similar reatrictions to the Credit Agreement, 
the indenture under vhieh the Discount Notes vera issued 
limits (i) the issuance of additional debt and preferred 
stock by the Company and subsidiaries, (ii) the payment of 
dividends on capital stock ot the Company and its 
subsidiaries and the purchaae, redemption or retirement of 
capital stock or indebtedneaa, (iii) inveatment• and (iv) 
sales of assets, including capital stock of •ubsidiaries. 

BANI< REVOLVER 

In Hay 1994, the Company entered into a $5,000 financing 
agreement with a bank collateralized by certain aaaeta of 
the Company. The agreement provided for a revolving credit 
line f~r a maximum, as defined, of $4,000 to be used for 
expansion in the shared telecommunications services business 
and a $1,000 term loan. The Coapany retired this debt in 
1996 and recorded an extraordinary expense of $Jll. 

DEBT MATURITY 

Scheduled maturities on long-term debt and capital lease 
obligations are aa follows: 

Year EndJ.nc; 
:Jecernber 31, 

1991 
:9~8 

:999 
20::!C 
2001 
:-r.ereafter 

Subtotal 

Less - Accret1on of 12-l/4' ~Jcount notea 

Total debt ~tur1t1el 

Cap! tal 
Lonc;-Term Leaae 

Debt Obl1qat1ons 

$ 13,036 
16,528 
11,926 
10,120 
ll, 3/0 

204,961 

287,941 

(37,112) 

$250,829 

$ 540 
349 

BE' 
3: 

s l. 0 08 

If the Company is unable to qenerate sufficient cash flow or 
otherwise fails to coaply vith the various debt covenants, 
it would be in default under the teras thereor. This would 
permit the holders of such indebtedness to accelerate the 
maturity of such indebtedness and could cause derault under 
such indebtedness of the Company. The Co•pany•a ability to 
meet its obligations will be dependent upon the future 
performance of the Company, which will be subject to 
prevailing economic conditions and to financial, business 
and other ractora, includinq factors beyond the control of 
the Company. 
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7 • REDEEMABLE PUT WARRANT: 

In connection with the May 1994 bank financing agreement, 
the company issued the bank a redeemable put warrant for a 
number of common shares ot the Co•pany's outstanding common 
stock, subject to certain anti-dilution adjustments. The 
warrant was redeemable at the Co•pany•a option prior to Hay 
1996, and is redeemable at the bank•• option at any time 
after Kay 1997. As defined in the 
agreement, the company has guaranteed the bank a minimum of 
$500 in cash upon red .. ption ot the varrant, ar~~ therefore, 
initially valued the warrant at the present Value ot the 
minimum quarantee discounted at 11.25 percent. To the 
extent that the Company's stock price exceeds approximately 
$6.03 per share, the bank may elect to receive stock in lieu 
of the $500 cash as the value ot the stock will exceed $500. 
At December 31, 1996, the Co•pany's stock price was $9.125 
per share. The Company has therefore accreted throuqh 
interest expense the additional value due to the bank, 
resulting in a liability ot $1,069 at year-and. The 
liability will continue to fluctuate until redemption based 
on the Company's stock price. 

8. REDEEMABLE PREFERRED STOCK: 

CONVERTIBLE PREFERRED STOCK 

In connection with the Merger, the company issued non-voting 
convertible Prererred Stock to RHI with an initial 
liquidation preference ot $25.0 million. Dividends on the 
Convertible Preferred Stock are payable quarterly at the 
rate of 6 percent per annum in cash. If tor any reason a 
dividend is not paid in cash vhen scheduled, the amount of 
such dividend shall accrue interest at a rate or 12 percent 
per annum until paid. 

The Convertible Preferred Stock has a liquidation preference 
of $25.0 million in the agqreqate plus an additional amount 
equal to the total amount ot dividends the holder would have 
received if dividends vere paid quarterly in cash at the 
rate of 10 percent per annum tor the lite of the issue, 
minus the total amount ot cash dividends actually paid (the 
"Liquidation Prererence"). Each share is convertible at any 
time at the option ot the holder into such number of common 
Shares as is determined by dividing the Liquidation 
Preference thereof by the conversion price of $6.375. The 
conversion price is subject to adjuat.ent upon 
occurrence of adjustment events includinq, but not limited 
to, stock dividends, stock subdivisions and 
reclassifications or combinations. 

The Convertible Preferred Stock is not redeemable at the 
Company's option durinq the tirat three years after 
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issuance, but thereafter, upon 30 days' prior written 
notice, is redeemable at the Company's option at a 
redemption price of 100 percent of the Liquidation 
Preference. In March 2008, the Company ia required to 
redeem 100 percent of the outstanding shares of Convertibl~ 
Preferred Stock at the Liquidation Preference. 

SPECIAL PREFERRED STOCK 

In connection with the Merger, the Company issued non-voting 
Special Preferred Stock to RHI with an initial Liquidation 
Preference of $20.0 million and recorded at an initial fair 
value o! $13,269. No dividends are payable ~n the Special 
Preferred Stock until 2007 when the outatanding Special 
Preferred Stock 
will receive a dividend at a rate equal to the interest rate 
on the Discount Notes and calculated on the then outstanding 
Liquidation Preference. The Special Preferred Stock's 
initial liquidation preference of $20.0 million will 
increase by $1.0 million each year after 1996 to a maximum 
liquidation preference of $30.0 million in 2007. The 
Company is accretinq the Special Preferred Stock to SJO.O 
million usinq the effective interest method and records the 
accretion as preferred dividends. 

Shares are redeemable at the Coapany's option at any time 
upon JO days' prior written notice, at a redemption price of 
100 percent ot the Liquidation Preference. All outstanding 
Special Preferred Stock is mandatorily redeemable in its 
entirety at 100 percent ot the Liquidation Preference upon a 
change of control of the Company and, in any event, in 2008 . 
In addition, in March of each year, coamencing with March 
Jl, 1997, the Company is required to redeem, at a price 
equal to 100 percent of the liquidation preference in ettect 
from time to time, an amount of Special Preferred Stock 
equal to 50 percent of the aaount, if any, by which the 
consolidated EBITDA, as defined, of the company 
and its subsidiaries exceeds a apecified amount for the 
immediately preceding year ended December 31. At December 
Jl, 1996, the threshold waa $47,000: therefore, no amounts 
were due. 

9. STOCKHOLDERS' EQUITY: 

SHAREHOLDERS AGREEMENT 

RHI and the Company are partie• to a Shareholders Aqreement 
pursuant to which they have aqreed to cauae the Board of 
Directors to consist at all times of eleven directors, with 
RHI having the ability to nominate three or tour and the 
Chairman and Chiet Executive Officer of the Company having 
the ability to 
nominate seven. Each party aqreea to vote for the other 
party's nominees. Under the terma of the Shareholders 
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Agreement, the Chairman and Chief Executive Officer of the 
Company and RHI have aqreed to certain restrictions with 
respect to the resale of securities, other than the Special 
Preferred Stock, of the company owned by them as of the date 
of the Merger. 

The Shareholders Agreement terminates at such time as either 
the Chairman and Chief Executive Officer of the Company or 
RHI owns less than 25 percent of the shares of Common Stock 
owned respectively by such Stockholders on th'~ date of the 
Merger or the current individual ceases to be Chief 
Executive Officer of the Company. 

COMMON STOCK 

The Company has authorized 50,000 shares of common stock at 
$0.004 par value per share with equal voting rights. 

During January 1995, the Company completed a private 
placement to sell to a certain investor 300 shares of common 
stock at $4.25 per share, pur•~ant to Requlation 5 of the 
Securities Act of 1933. The coapany received $1,163, after 
deducting expenses of $112, including an underwriter 
commission of $102 paid to a firm in which one of the 
principals is a director and stockholder of the Company. In 
addition, the underwriter was granted a five year common 
stock purchase warrant to acquire 30 shares of the 
Company's common stock for $5.00 per share. 

In May and June 1994, the Company sold, through a private 
placement to certain investors, 1,329 shares of common stock 
and an equal number of warrants, for net proceeds of $4,562, 
after deducting expenses of $371. The warrants are 
exercisable prior to June 26, 1999 at a per share price of 
$4.25, sUbject to certain anti-dilution protection. As of 
December 31, 1995, no warrants had been exercised. 

SERIES C PREFERRED STOCK 

Series c Preferred Stock is non-voting and is entitled to a 
liquidation value of $4 per share and dividends of $.)2 per 
share per annum, payable quarterly in arrears. These shares 
are convertible into common stock, at the holder's option, 
on a one share of common stock for two shares or Series c 
Preferred Stock basis, at any time, subject to certain 
anti-dilution protection for the Preferred Stockholders. 
At the Company's option, the series c Preferred Stock is 
redeemable, in whole or in part, at any time after June JO, 
199J, at $6 per share plus all accrued dividends. 

SERIES D PREFERRED STOCK 

In December 1993, the Company commenced a private placement 
to sell to certain investors units consisting of one share 
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of Series 0 Preferred Stock and one warrant to purchase one 
share ot common stock. Aa of December 31, 1995, the 
company had sold 457 units for net proceeds ot $1,740, afte= 
deductinq expen•e• ot $430. series D Preferred Stock is 
entitled to dividends ot 5 percent per annum, payable 
quarterly, and may be redeemed tor $7 per share, plus all 
accrued dividends, at the option of the Company. The shares 
are non-votinq and are convertible into shares ot the 
company's common atock on a one-for-one basis at the 
holder's option. The share• are senior to all shares of the 
Company's common stock and junior to Series c Preferred 
Stock. The common stock purchase warrants a~e exercisable 
at a per share price ot $5.75. In connection with the 
ofterinq, an inveatment bankinq firm received warrants to 
purchase 16 shares ot the Company•• co .. on stock at an 
exercise price ot $5.75 per share. Aa ot December 31, 1996, 
428 warrants had been exercised. 

SERIES E PREFERRED STOCK 

The Series E Preferred Stock was converted into 400 shares 
of common stock in January 1995. The holders also received 
warrants, which expire on December 31, 1999, to purchase 
175 shares of the Company'• common stock, at an exercise 
price of $4.2~ per share, aubject to certain anti-dilutive 
provisions. 

SERIES F PREFERRED STOCK 

These shares were converted on Auqust 1, 1995 into 700 
shares of common stock. In 1996, an additional 111 shares 
of the Company's common stock were issued in connection with 
the provisions ot conversion ot the Series F Preferred 
Stock, as defined. 

Additionally, the company issued warrants to the sellers of 
Access to purchase 225 shares ot the Company's common stock 
at an exercise price ot $4.25 per 1hare, subject to certain 
anti-dilution adjustments. 

10. GAIN ON SALE OF SUBSIDIARY COMMON STOCK: 

In April 1995, STC completed ita SB-2 tilinq with the 
Securities and Exchanqe coamiasion and became a public 
company. Prior to thi• date, STC was approximately an 86 
percent owned subsidiary of the Coapany. STC sold 950 shares 
of common stock at $5.25 per share, which qenerated net 
proceeds ot approximately $3,274 attar underwriter•' 
commission• and otterinq expenaea. The net ettect ot the 
public otterinq on the conaolidated financial atatements was 
a gain of approximately $1,375. 
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11. STOCK OPTION PLANS: 

1987 STOCK OPTION PLAN 

Under the 1987 Stock Option Plan (the "1987 Plan"), the 
Company is authorized to iaaue options to purchase an 
aggregate of 1,200 shares of common Stock of the Company. 
All options granted are exercisable at the date of grant, 
with a term of tive to ten year• and are exercisable in 
accordance with vesting schedules set individually by the 
Board of Directora. Aa of Decellber Jl, H•96, approximately 
lJl optiona were available tor ;rant. Options to purchase 
~~6 aharea of com.on atock were outstanding at December 31, 
1996-

BOARD OF DIRECTORS STOCK OPTION PLAN 

The Board ot Directors Stock Option Plan (the "Directors' 
Plan''), was adopted by the Board ot Directors in 1994 and 
accepted by the stockholders of th• company in 1995. Under 
the Directors' Plan, an "independent director" is a director 
of the company who ia neither an employee nor a principal 
stockholder or the company. The Directors' Plan provided 
for a one-time grant of an option to purchase 15 shares of 
common stock to all independent directors who served during 
the 1994-95 term. 

Each independent director who recei\'ed the initial one-time 
option grant in 1994, and who vas elected to a new term as a 
director in 1995 or ia reelected in 1996, shall receive upon 
such reelection a grant of an option tor 5 or 10 options, 
respectively. Reelection after 1996 of any independent 
director in service as of September 22, 1994, shall entitle 
such director to a grant or 15 options. 

All options issued under the Directors• Plan are exercisable 
at the closing bid price tor the date preceding the date of 
grant. The option• veat over three years and are 
exercisable tor so long aa the optionee continues as an 
independent director and for a period ot 90 days after the 
optionee ceases to be a director ot the Company. The 
maximum term of the option ia ten years from the date of 
grant. The maximum nuaber of shares or coaaon stock which 
may be issued under the Director•' Plan is 250 shares, ot 
which options to purchase 145 are outstanding as ot December 
31, 1996. 

1996 EQUITY INCENTIVE PLAN 

In connection with the acquisition of fii, the company 
adopted the 1996 Equity Incentive Plan (the "1996 Plan"), 
pursuant to which the Company will otter aharea, and share­
based compensation, to key employee•. The 1996 Plan 
provides for the grant to eligible eaployees ot stock 

f-22 



options, stock appreciation rights, reatrieted stock, 
performance shares, and perto:naance units (the "Awards"). 
The 1996 Plan ia adainistered by the Coapenaation committee 
of the Company'• Board of Directors (the "Compensation 
Committee"). The 1996 Plan provides that not more than 
1,500 shares of common stock will be granted under the 1996 
Plan, subject to certain anti-dilutive adjustments. The 
exercise price will be set by the Coapensation committee, 
but can not be lese than the market value of the stock at 
date of issuance. Stock appreciation riqhts may be granted 
only in tandem with stock options. Options to purchase 
1,478 shares ot common stock were outstanding at December 
31, 1996. 

SUMMARY ACTIVITY 

NUWBUOF ll.'t.IGiiTID 
OPTlONI 1...\NGE A ~"[llAGL 

Ba1mcc outstaMmg. January I, 1994 ~ 1112·1100 ~06 

Gr.uJt.ed 317 32~-' ~ 360 
Exptmi (~9) 'OOd~ ~ .o 
Excmsc:d (2~) 21-' Js.& 

Ba1mcc outctaMmg. December 31, 1994 697 I 72- II 00 ~ ~g 

Gr.uJted 4() '·13 " 13 
Expm:d (2) '00-~72 !I lb 
hem sed (2) 2.28 - 2 "' 2 ~8 

~ ouutand.i.Dg. Dcczmber J 1. 199' 733 172-1100 J 79 

Gr.mted 1,716 ' 13 -' 7!1 4SO 
Expm:d (32) ,_38 '38 
Ex.em.scd (238) 172-!1~ 348 

Ba.lancc OUUWldlJlg. Dcc:cmbcr 3 1. 19% 2,179 $1.72. 511 00 $ 4 37 

At December 31, 1996, there were 440 options immediately 
exercisable at prices ranging from $2 to $11. 

The Company adopted the disclosure requirements of SFAS 
No.l23, "Accounting for Stock-Based Compensation, " 
effective tor the Company's December 31,1996, financial 
statements. The Company applies APB Opinion No.25 and 
related interpretations in accounting tor its plans. 
Accordingly, compensation cost has been recognized !or its 
stoc~ plans baaed on the intrinsic value ot the stock option 
at date ot grant (i.e., the difference between the exercise 
price and the fair value ot the Company's stock). Had 
compensation cost tor the Co•pany•a stock-baaed 
compensation plana been determined baaed on the fair value 
at the grant dates tor awards under those plans consistent 
with the method ot SFAS No. 123, the Co•pany'a net (lose) 
income and (loss) earnings per share would have been reduced 
to the pro !erma amounts indicated below. 
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~ 
Net (loss) inc~me available to common shareholders: 

As reported 
Pro forma 

(Loss) earnings per share: 
As reported 
Pro forma 

$(10,935) s '~2 ~""• 
( 12,364) C', r, -

(0.79 ) rJ . CI • 
( 0 • 9 0 ) 'J . () ( 

Because the SFAS No. 123 method or accounting has not been 
applied to options granted prior to January 1. 1995, the 
resulting pro forma compensation cost may not be 
representative of that to be expected in future years. 

The fair value or each option ;ranted waa $3.26 per option 
and was estimated on the date or qrant uaing the Black­
Scholes option pricinq model ~ith the tollo~ing weighted­
average assumption• used for qranta in 1996 and 1995: risk­
free interest ratea or 6.0 percent: no dividend yields: 
expected livea or 5 to 10 yeara: and expected volatilit1es 
of 52 percent. 

12. RETIREMENT AND SAVINGS PLAN: 

On March 3, 1989, the company adopted a savings and 
retirement plan (the "Plan"), which cover• substantially 
all of the Company'• employees. Participants in the Plan may 
elect to make contributions up to a maximum of 20 percent 
of their compensation. For each participant, the Company 
~ill make a matchinq contribution of one-half of the 
participant's contributions, up to 5 percent of the 
participant's compensation. Matchinq contributions may be 
made in the form of the Company's common stock and are 
vested at the rate or 33 percent per year. The Company's 
expense relatinq to the matchinq contributions was 
approximately $609, $199 and $163 for 1996, 1995 and 1994, 
respectively. At December 31, 1996 and 1995, the Plan owned 
148 and 134 shares, respectively, of the company's 
common stock. 

13. INCOME TAXES: 

Under the liability method, deferred tax assets and 
liabilities are determined baaed on differences between 
financial reporting and tax baaea of aaaeta and liabilities, 
and are measured using the enacted tax rates and laws that 
will be in effect when the differences are expected to 
reverse. 
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Income tax (expanse) benetit consists of the following: 

llll ~ 1.2..2.! 
current: 

Federal $ - $(10) $ 
State and local ( 22 J) till llll 

'ii~l 
Deferred: 

.ull ~ 

Federal (560) 10 550 
State and local - - -- - -

(560) ~ ~ 

Total (expense) benet it i'ZUI i'S:il Wl 

The income tax provision for continuinq operations differs 
from that computed csinq the statutory Federal income tax 
rate of 35 percent in 1996, 1995 and 1994 tor the following 
reasons. 

~ lll2 lill 

Computed statutory amount $2,616 $(340) $(630) 
Effect ot net operatinq losses 285 567 
Valuation allowance on nat 
operatinq loss tax benefits (3,004) 10 550 

Other (395) -- -
i Pl~l i '!~I s HP 

The followinq table is a summary ot the significant 
components ot the continuinq operations portion ot the 
Company's deterred tax assets and liabilities as at December 
31, 1996 and 1995. 

OEFERRED(PROVISION) 
BENEFIT 

Deferred tax assets: 
Equity in loss ot subsidiary 
Accrued expenses not yet tax deductible 
NOL carrytorvards 

Deferred tax liabilities: 

$1,588 
5,581 
9.156 

16,325 

Asset basis ditterences-tixed assets (11,008) 
Asset basis ditterences-intanqibla assets 

(Goodwill and other intanqibles) (1.373) 
(12.381) 
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8.641 
8,909 

(1,218) 
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Deferred tax asset, net 3,944 7,508 

Less- Valuation allowance (3.944) (6.948J 

Net deferred tax asset 1-= s 560 

At December 31, 1996 and 1995, the Company recorded net 
deferred tax aaseta of $0 and $560, respectively, and 
corresponding valuation allowance• of $3,9~4 and $6,948, 
respectively. The valuation allowances were decreased by 
$3,004, $439 and $1,418 respectively, tor the years ended 
December 31, 1996, 1995 and 1994. 

At December 31, 1996, the Company's NOL carryforward for 
federal inco~e tax purposes is approximately $23,100, 
expiring between 2001 and 2011. NOL's available for state 
income tax purposes are less than those for federa: purposes 
and generally expire earlier. Limitations a~~·) ~J ~~e use 
of NOLts. 

14. COMMITMENTS AND CONTINGENCIES: 

COMMITMENTS 

The Company has entered into operating leases for the use of 
office facilities and equipaent, which expire through 2007. 
Certain of the leases are subject to escalations tor 
increases in real estate taxes and other operating expenses. 
Rent expense amounted to approxiaately $6,093, $2,200 and 
$1,856 for the years ended December 31, 1996, 1995 and 1994, 
respectively. 

Aggregate approximate tuture minimum lease payments are as 
follows: 

1997 
1998 
1999 
2000 
2001 
Thereafter 

CONTINGENCIES 

OPERATING 
LEASES 

$5,278 
4,807 
4,156 
3,345 
2,674 
3.230 

$23.490 

As a result ot the acquisition ot FII (the "Merger"), the 
Company became liable tor all liabilities or FII with 
respect to the operations ot the former businesses ot FII, 
including the FII Telecommunications Business and its 
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aerospace and industrial fasteners business up to the 
effective date of the Merqer as well as operations of FII 
disposed ot prior to the Merger, including 
its injection moldinq busineas. As a matter cf law, the 
Company will not be released from FII's obliqations with 
respect to such liabilities. 

As a pre-condition ot the Merqer: (a) FII, ita parent RHI, 
and RHI's parent, Fairchild and certain other subsidia~ies 
of Fairchild underwent a recapitalization pursuant to which 
FII divested itself of all assets unrelated to the FII 
Telecommunications Business; (b) RHI assumed all liabilities 
of FII unrelated to the FII Telecommunications Business 
(other than the Retained Liabilities), including but not 
limited to the followinq (collectively, the "Non­
communications Liabilities"): (i) continqent liabilities 
related to a dispute with the United States Government under 
Government Contract Accounts rules concerninq potential 
liability arisinq out ot the use o! and accountinq, for 
appruximately $50.0 million in excess pension funds 
relating to certain qovernment contracts in the discontinued 
aerospace business of FII; {ii) all environmental 
liabilities except those related to the FII 
Telecommunications Business; (iii) approximately $50.0 
million (at June JO,l995)of costs associated with post­
retirement healthcare benefits; and (iv) all other accrued 
liabilities and any and all other unasserted liabilities 
unrelated to the FII Telecommunications Business; and (c) 
pursuant to certain indemnification aqreements (the 
"Indemnification Aqreements•), the Company is indemnified 
(i) by Fairchild and RHI jointly and severally with respect 
to all Non-communications Liabilities and all tax 
liabilities o! FII and STFTI resultinq from the FII 
Recapitalization or otherwise attributable to periods prior 
to the Merqer and (ii) by Fairchild Holdinq Corp. (a company 
formed in connection with the FII Recapitalization) with 
respect to the liabilities that are indemnified tor being 
herein collectively referred to as the "Indemnified 
Liabilities"). The Company believes no taxable qain or loss 
~as recognized by FII or any ot its affiliates on the 
transfer of the FII assets and liabilities pursuant to the 
FII recapitalization. 

In December 1995, a suit was tiled against the Company in 
u.s. District court tor the Southern District of New York 
alleging breach of a letter aqreement and aeexinq an amount 
in excess of $2.2~ million for a coamiasion allegedly owed 
to a vendor as a result of a vendor initiatinq neqotiations 
between the Company and FII and negotiating the Merqer. A 
vendor has alleqed that the Company entered into a tee 
agreement, whereby the Company aqreed to pay to the vendor 
0.75 percent of the value o! the transaction a• a tee. FII 
has denied that FII at any time enqaged the vendor tor this 
transaction. The coapany tiled an answer in January 1996, 
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denying that any commission is owed. This litigation is in 
the discovery process. Management believes, however, that 
an adverse outcome, if any, will not have a material adverse 
effect on the Company's consolidated 
financial statements. 

In January 1994, the Company entered into a consulting 
agreement for financial and marketing services, which 
expires in November 1996. The aqreement provides for the 
followinq compenaation; $30 upon siqninq, $6 per month 
retainer, and $150 upon the attainment ot a specific 
financial ratio, which as of December 31, 1~95 had beer. 
attained. In addition, the conaultant waa 1aaued a three 
year warrant to purchase 300 shares of the Company's common 
stock at a purchase price of $5.75 per share and a five year 
warrant to purchase 250 ahara• of the Company's common 
stock at a purchase price of $7.00 par share. The 
consultant may not compete with the Company during the term 
of this agreement and for two year• thereafter. 

In November 1995, the Company entered into a three year 
consulting agreement with a financial advisor requiring 
annual compensation of $250. 

In December 1995, the Company qranted options to employees 
of the Company, STC and certain members of the Board of 
Directors of the company and STC, to purchase an aggregate 
of 350 shares of STC common stock, held by the Company. The 
options are exercisable for five years, at $2.50 per share. 

The Company's sales and use tax returns in certain 
jurisdictions are currently under examination. Management 
believes these examinations will not result in a material 
change from liabilities provided. 

In addition to the above matters, the Company is a party to 
various legal actions, the outco•e of which, in the opinion 
of management, will not have a material adverse •ffect on 
results of operations, cash flows or financial position of 
the company. 

15. RELATED PART'{ TRANSACTIONS: 

As of December 31, 1993, the coapany had paid approximately 
$288 of life insurance premiuas on behalf of an officer ot 
the Company, which was to be repaid from the proceeds of a 
$2,500 face value life insurance policy owned by the 
pres1dent. In January 1994, the beneficiary on the policy 
was changed to the Company in order to reduce the premium 
payments required by the Company. As ot December 31, 1996, 
the amount due to the Company for premiuaa paid exceeded the 
cash surrender value of the policy by approximately $130. 
Accordingly, the officer has agreed to reimburse the 
Company for this amount. The receivable and caah surrender 
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value are reflected in other assets in the accc~panying 
consolidated balance sheets. 

16. FAIR VALUE OF FINANCIAL INSTRUMENTS: 

SFAS No. 107, "Diacloaurea about Fair Value of Financial 
Instruments," requires 4isclosures of fair value information 
about financial instrument•, whether or not recoqnized in 
the balance sheet, fer which it ia practicable to estimate 
that va~ue. Financial inatruaents are defined a• cash, 
evidence of an ownership intereat in an entity or a contr~ct 
that impose• a contractual obligation to deliver cash or 
other financial instruments to the second party. In cases 
where quoted market prices are net availabl~, fair values 
are based on estiaate• of future ca•h flews. In that regard, 
the derived fair value estiaatea cannot be substantiated by 
comparison to independent aarketa and, in many caaes, could 
not be realized in i .. ediate aettleaent ot the instrument. 
SFAS No. 107 excludes certain financial instruments and all 
nonfinancial instruments troa ita disclosure requirement•. 
Accordingly, the agqregate fair value aaounta presented do 
not represent the underlyinq value ot the Company. 

The following methods and aaa~pticns were used by the 
company in estimatinq ita fair value disclosures tor 
financial instruments. 

CURRENT ASSETS AND LIABILITIES 

The carrying amount reported in the balance sheet 
approximates the fair value for cash and cash equivalents, 
accounts receivable, accounts payable, advanced billings, 
deferred revenue, accrued liabilities and capital lease 
obligations. 

LONG-TERM DEBT 

There is no active market for the Company'• long-term debt 
securities, and consequently, no quoted market prices are 
available. The Company'• lonq-term debt securities can be 
segregated into tvo distinct cateqories: variable rate long­
term debt that reprices frequently and fixed rate long-term 
debt. 

VARIABLE RATE LONG-TERM DEBT • The Company's Credit Facility 
Term Loans, credit Revolvinq Facility and Bank Revolver 
carry a rate of interest which varies in relation to LIBOR 
or prime, a common aarket interest rate. Because theae 
loans reprice within one to aix .antha, fluctuations in 
market interest rates do not materially impact the fair 
market value of these obliqationa. Therefore, the carrying 
value of these financial inatruaenta approximate fair market 
value. 
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fiXED RATE LONG-TERM DEBT - The fair value o! the Company's 
Senior Subordinated Discount Notes ia estimated using a 
discounted cash flow analysis baaed on the Company's 
borrowing cost tor similar credit facilities, at December 
31, 1996. As minimal changes in the market level o! interes~ 
rates occurred since issuance in March 1996, the company 
estimates that carrying value approximates !air market 
value, at December 31, 1996. 

INTEREST RATE SWAP AGREEMENTS 

The Company holds interest rate awap agreements with two 
commercial banks in order to reduce the impact o! potent1al 
interest rate increases on ita variable rftte debt. At 
December 31, 1996, it would have coat app1·c.ximately $1,059 
to break the Company'• interest rata swap agreements. The 
Company is exposed to credit loss in the event o! non­
performance by the banks, however, such non-performance 1s 
not anticipated. 

REDEEMABLE PUT WARRANT 

The carrying amount o! the redeemable put warrant 
approximates fair market value aa it ia adjusted quarterly 
to reflect the Company's liability due to the holder. 

REDEEMABLE PREFERRED STOCK 

The Company estimates the fair market value o! the 
Redeemable Convertible Preferred Stock at carrying value 
based on the conver•ion feature and underlying value o! 
common stock at year end. 

The fair market value of the Redeemable Spacial Preferred 
Stock is estimated at carrying coat. carrying cost reflects 
a discount to face value. 

This disclosure relates to financial instruments only. The 
fair value assuaptiona ware baaed upon subjective estimates 
of market conditions and perceived risks of the financial 
instrument• at a certain point in time. 

17. CONSOLIDATING FINANCIAL STATEMENTS: 

The following unaudited statements separately show Shared 
Technologies Fairchild Inc. and the subsidiaries o! Shared 
Technologies Fairchild Inc. (representing Shared 
Technologies Fairchild communications Corp., and Shared 
Technologies Fairchild Taleco-unications Inc., or "STFTI"). 
These statements 1re provided to fulfill reporting 
requirements and represent quarantors ot the Senior 
Subordinated Discount Notes issued by STFCC. 
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PART III 

Ittm 10. 
pirectors and Extcutiye Officer• of tbe Registrant 

Item 11. 
Executive Compentation 

Item 12. 
Security Qwnersbip of Certain B«neficial Qwners and 
Management 

Item 13. 
Certain Relationthipt and raltte4 Tranaactiont 

The company incorporate• by reference items 10, 11, 
12 and 13 in ita Proxy State•ent for its Annual Meeting or 
Stockh~ldera to bt held on April JO, 1997 (to be tiled with 
the Securities and Exchanqe Co .. iasion on or betore April 
15, 1997). 

-26-



PART IV 

Item 14. 
Exbibitl. Financial Stateaent Schedule• and Reports on Form 
~ 

(a) Financial stat .. ent• 

Report o! Independent Public Accountants 

Consolidated Balance Sheeta as of December 31, 1996 and 
1995. 

Con1olidated Statements of Operation• for the years ended 
December 31, 1996, 1995 and 1994. 

Consolidated Statement• of Stockholder•' Equity tor the 
years ended December 31, 1996, 1995 an~ 1994. 

Consolidated Stat .. ent• of C.1h Flow !or the years ended 
December 31, 1996, 1995 and 1994. 

Notes to consolidated Financial Stat•••nta 

Financial Stataaenta Schedule•: Schedule VIII 

(b) Report• on Form 8-K 

on March 28, 1996 the Company tile• a Form 8-K Item 2 
and 7 detailinq the completion ot the merqer o! Fairchild 
Industries, Inc., with and into the Company e!tective March 
13, 1996. 

on Kay 9, 1996 the Company filed a Form B-K Item 2 and 
7 detailinq that on April 27, 1996 the Company, throuqh its 
subsidiary Shared Technoloqie• Cellular, Inc. completed its 
acquisition of certain a1aet1 ot Cellular Global Investments 
o! Northern California, Inc., Ace••• Cellular corp., Summit 
Assurance Cellular, Inc., Road and Show Cellular Arizona, 
Road and Show Cellular Weat, Northttar Cellular Corp. and 
Craiq A. Marlar. 

on May 28, 1996 the Company tiled a Form 8-K Item 7 in 
which it included audited financial 1tatement1 o! Fairchild 
Industries, Inc. and conaolidated tubtidiari•• purauant to 
its Karch 13, 1996 merqer. 

On November 22, 1996 the Company tiled a Form 8-K Item 
4 concerninq ita chanqe in public accountant• !rom 
Rothstein, Kass ' Company, P.c. to Arthur Ander••n LLP. 

(c) Exhibits 
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Exhibit No. 

1.0 

2. 1 

2.2 

2.) 

2.4 

3 (I) . 1 

)(!) .2 

3 (I) . 3 

)(ii).l 

Oe•cription of EXhibit 

Purche•e Aqreeaent dated March 8, 1996 
a.onq the Coapeny, the quarantora named 
therein and cs Fir•t Bo•ton Corporation 
and Citicorp USA, Inc. Incorporated by 
reference to the Coapany'• For. 8-K filed 
on March 27, 1996. 

Aqreeaent and Plan ot Merqer dated aa ot 
Noveaber 9, 1995 aaon9 Shared Technoloqies 
Fairchild Inc.(toraerly Shared 
Technoloqie• Inc.) (•STFI•), Fairchild 
Induetrie•, Inc. (•FII•), RBI Holdin9a, Tnc. 
(•RBI•) and The Fairchild Corporation 
(•TrA•). Incorporated by reference to the 
Coapany'• Fora 8-K tiled on March 27, 1996. 

Firat Aaen4aent to Aqreeaent and Plan o! 
Merqer dated •• ot February 2, 1996 among 
STFI, FII, RHI and Trc. Incorporated 
by reference to the Coapany'• Form 8-K tiled 
on March 27, 1996. 

Second Aaen4aent to Aqreeaent and Plan of 
Merqer dated a• ot february 24, 1996 among 
STFI, RHI and TFC. Incorporated by 
reference to the Coapany'• Form B-K tiled on 
Karch 27, 1996. 

Third ~n4aent to A9reement and Plan ot 
Merqer dated aa ot March 1, 1996 amonq STFI. 
FII, RHI and TFC. Incorporated by 
reference to the Coapany'a Form 8-K tiled on 
March 27, 1996. 

Reatated Certiticate ot Incorporation of the 
Company. Incorporated by reterence to the 
Company'• Fora 8-K tiled on Kerch 27, 1996. 

Certificate of Merqer of STI and FII. 
Incorporated by reference to the Company's 
Form 8-K filed on Kerch 27, 1996. 

Certiticate ot Incorporation of Shared 
Technoloqi•• Fairchild communication• Corp. 
("STAFF"). Incorporated by reference to the 
company'• For. 8-K tiled on March 27, 1996. 

Amended and Reetated By-lava ot STI. 
Incorporated by reference to the Company's 
Form 8-K tiled on March 27, 1996. 
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J(ii) .2 

J(ii).J 

4.1 

4.2 

4.3 

4.4 

4. 5 

4. 6 

10.1 

10.2 

10. J 

Aaendaent to Aaended and Restated By-law• of 
STI. Incorporated by reterence to the 
Coapany•s Fora 8-~ tiled on March 27, 1996. 

By-lava ot the ca.pany. Incorporated by 
reterence to the Coapany•s Form 8-K tiled on 
March 27, 1996. 

Certificate of Oesiqnations ot Series G 6\ 
cumulative convertible Preferred Stock of 
STFI. Incorporated by reference to the 
coapany•s Fora 8-K tiled on March 27, 1996. 

Certificate of Oeaiqnationa ot Sari•• H 
Special Preferred Stock ot STP'I. 
Incorporated by reterence to ·c.h.e Co~any • 11 

Fora 8-K tiled on March 27, 1996. 

certificate ot Oeaiqnationa ot Serie& I 6\ 
CU.Ulative convertible Preterred stock ot 
STFI. Incorporated by reference to the 
coapany•s Fora 8-K tiled on March 27, 1996. 

Certificate of Oesiqnationa ot Series J 
Special Preterred Stock ot STFI. 
Incorporated by reference to the Co•pany's 
Fora 8-~ filed on March 27, 1996. 

Indenture dated as of March 1, 1996 aaong the 
Co•pany, the quarantora na•ed therein and 
united Statea Truat Coapany ot New York, as 
truatee. Incorporated by reterence to the 
Co•pany'a Fora 8-~ tiled on March 27, 1996. 

First suppl ... ntal Indenture dated as of 
March 13,1996 .. onq the Coapany, the 
guarantors n .. ed therein and United States 
Trust coapany ot Nev York, aa trustee. 
Incorporated by reference to the Co•pany's 
Form 8-K filed on March 27, 1996. 

Reqiatration Riqhta Aqreeaent dated March 8, 
1996 aaonq the Coapany, STFI, the guarantors 
named therein and cs First Boston Corporation 
and Citicorp USA, Inc. Incorporated by 
reterence to the Coapany's Fora B-K tiled on 
March 27, 1996. 

Registration Riqhts Aqre .. ent dated March 13, 
1996 ••onq STI, RRI and TFC. Incorporated by 
reterence to the Company's Fora 8-K tiled on 
March 27, 1996. 

Credit Agreement dated aa of March 12, 1996 
among the Company, STFI, credit Suisse, 
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10.4 

10.5 

10.6 

10.7 

10.8 

10.9 

10.10 

10.11 

Citicorp USA, Inc., NationaBank and the 
other lender• naaed therein. Incorporated by 
reference to the ca.pany'• Fora 8-~ riled on 
March 27, 1996. 

security Aqre ... nt dated aa ot March 13, 1996 
aaon9 STAFF, STFI, each aubaidiary ot STAFF 
naaed therein and credit Sui•••· as 
collateral agent tor the aecured parties. 
Incorporated by reterence to the Company's 
Fora a-x tiled on March 27, 1996. 

Pledge Aqre .. ent dated a• or March 13, 1996 
aaong STFCC, STFI, each aucaidiary or STFCC 
na.ed therein and Credit Sl,iaae, a• 
collateral agent tor the ••cured parties 
Incorporated by reterence to the Company's 
Fora 8-~ tiled on March 27, 1996. 

Parent Guarantee Aqreeaent dated as March 12, 
1996 between STI and Credit Sui•••, a• 
collateral agent tor the ••cured parties. 
Incorporated by reference to the Company's 
Form 8-K tiled on March 27, 1996. 

Subaidiary Guarantee Aqre .. ent dated as of 
March 12, 1996 aaonq the •ub•idiaries of 
STFCC and STFI naaed therein and Credit 
Suiaae,a• collateral agent tor the secured 
partiea. Incorporated by reterence to the 
Company'• Fora 8-K tiled on Karch 27, 1996. 

Aqreeaent to Exchange 6' cumulative 
convertible Preterred Stock and Spacial 
Preterred stock dated as or Karch 1, 1996 
among STI FII, RHI and TFC. 
Incorporated by reterence to the Company's 
Form 8-K tiled on March 27, 1996. 

Shareholder•' Agreeaent dated as or Karch 13, 
1996 aaong STI, RHI and Anthony D. Autorino. 
Incorporated by reterence to the Company's 
Form 8-K tiled on Karch 27, 1996. 

Tax Sharing Agreement dated aa or March 1J, 
1996 between STI and RHI. Incorporated by 
reference to the coapany's Fora 8-~ 
tiled on March 27, 1996. 

Indeanitication Agreeaent dated aa ot March 
13, 1996 between STI and Incorporated by 
reference to the coapany'• Form 8-~ tiled on 
March 27, 1996. 
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10.12 

10.13 

10.14 

10.15 

21 

27 

99 

Indeanitication Aqre .. ent dated as ot March 
13, 1996 aaonq STI, TFC and RHI. Incorporated 
by reference to the ca.pany•a Form B-K tiled 
on March 27, 1996. 

Indeanity Subroqation and Contribution 
Aqre .. ent dated as ot March 12, 1996 between 
STFCC and Credit Suiaae aa collateral aqent 
tor the aeeured partiea. Incorporated by 
reference to the coapany'a For. 8-K tiled on 
March 27, 1tt6. 

Manaq .. ent Aqre .. ent dated Auqust 19t6 by and 
amonq Shared Technoloqies Fairchild Inc., 
ICS communications, Inc., Interactive cable 
Syat ... , Inc. and MCI Teleco.aunicationa 
Corporation. 

Interim Manaq .. ent Aqre .. ent dated February 
24, 1997 by and a.onq Shared Technologies 
Fairchild Inc., GE capital-Reacom, L.P., 
Rescom, Inc. and POTS, Inc. 

List ot subsidiariea ot the Registrant. 

Financial Data Schedule 

Purauant to Regulation S-X Rule 3-09 the 
Company ia incorporated by reference. The 
audited conaolidated financial statements for 
Shared Technoloqies Cellular, Inc. ("STC") 
included aa part of STC's Form 10-K filed on 
or before March 31, 1997. 
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SIGNATURES 

Pursuant to the requirement• or Section 13 or 15(d) ot 
the Securities Exchanqe Act or 1934, the registrant has duly 
caused this report to be aiqnad on ita behalt by the 
undersigned, thereunto duly authorized. 

SHARED TECHNOLQGIES FAIRCHILD INC. 
(Reqiatrant) 

By /a/ Anthony D. Autorino 
Anthony D. Autorino 
Chairaan, Chief Executive 
orticer and Director 
Date: March 27, 1997 

By /a/ vincent DiVincenzo 
Vincent DiVincenzo 
Senior Vice Preaident - Finance and 
Adminiatration, Treaaurer, Chief 
Financial orricer and Director 
Date: March 27, 1997 

PUrsuant to the requiraaenta or the Securities Exchange 
Act of 1934, this report haa bean aiqned below by the 
following persons on behalt or the registrant and in the 
capacities and on the dates indicated. 

By Is! Anthony D. Autorino 
Anthony D. Autorino 
Chairman, Chief Executive 
Officer and Director 
Date: March 27, 1997 

By / s/ Mel D. Borer 
Mel D. Borer, President, Chief 
operating Officer and Director 
Date: March 27 1997 

By /s/ Natalia Hercot 
Natalia Hercot, Director 
Date: Karch 27, 1997 

By / s/ Aiit G. Hutheesing 
Ajit G. Hutheesing, Director 
Date: March 27, 1997 

By /s/ Vincent Divincenzo 
Vincent DiVincenzo, Director 
Date: Karch 27, 1997 
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By /a/ Jeffrey J. Steiner 
Jetrrey J. Steiner 
Vice Chairman and 
Director 
March 27, 1997 

By /a/ Jo McKenzie 
Jo McKenzie, Director 
March 27, 1997 

By /a/ Tboaas H. Peeker 
Tho.aa H. Decker,Director 
Date: March 27, 1997 

By /a/ pqnald E. Miller 
Donald E. Miller,Director 
Date: March 27, 1997 

By /1/ William A. Di~ell§ 
Williaa A. DiBella 
Director 
Date: March 27, 1997 
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Item 1 . Financial Statements 

Shared Technologl .. Fairchild Inc. 
Coruolidated Balance Sheets 
September 30. 1 997 and Decemb.r 31, 1996 
(In thouAndtl 

Assets 
CurTent A ... ts: 

Cash 
Accounts receivable. less allowance for doubtful 
accounts of •300 in 1997 end 1611 in 1996 

Inventories 
Other current eueu 

Total current auets 

EQuipment: 
Property & Equipment 
Accumulated depreciation 

Other Aueta: 
Investment in affiliates 
Intangible assets 
Deferred income taxes 
Other 

Total assets 

S•e!•mb.r 30, 1997 
lunaudlt.cfl 

• 178 

34, 115! 
4,7U 
3,91!1, 

43,029 

105,302 
(371234) 
68,068 

754 
258.075 

316 
259,145 

• 370,242 

The accompanying notes are an integrel part of these financiel rtatementl 

-J-

Decemb.r 31. 1996 

• 2. 703 

32,563 
1.976 
1,853 

39.095 

95.934 
!28.1691 
6 7. 765 

457 
26, .842 

407 
262.706 

• 369.566 



Shared Technologlea F•lrchlld Inc. 
Consolidated Balance Sheet• 
September 30, 1997 and December 31, 199e 
(In thousands) 

Seetember 30, 1 997 December 31 . 1 996 
lunauditedl 

Uabilitiaa end Srockholdtta' IEqully 

Cu"ant Uabilitiea: 
Cl~rrent portion of long term debt and 

capital lease obligations • 18,083 • 13,576 
Accounts payable 18,314 17.356 
Accrued expenses 7,948 9,558 
Accrued dividends 1,1515 435 
Advanced billings I 079 6,935 

Total current liabilities 51,0&9 4 7.860 

Long-term debt and caplt•l le .. e obiigationa. 
less current portion 239,633 238.261 

Redeemable put warrant 887 1.069 

Convertible preferred stock 
$.01 par value, authorized 250 shares, outstanding 250 lhlrtl 
in 1997 and 1996 25,000 25.000 

Special preferred atock 
$.01 par value, authorized 200 shares, outstanding 200 lharea 
in 1997 and 1 996 , 5,081 14.167 

Stockholders· equity: 

Preferred Stock, $.01 par value. authorized 25,000 lhlres: 
Series C. outstanding, no shares in 1997 and 428 INres 
in 1996 4 

Series D. outstanding, 58 sharas in 1 997 and 441 lhlrea 4 
in 1996 

Common Stock: $.004 per value, 50,000 lharea authorized, 
out standing 1 7. 1 86 shares In 1997 and 115,682 1hare1 in 1996 69 63 

Addit•onal paid-in capital 78,137 76.054 
Accumulated deficit 139.60&) 132.9161 

Total stockholder•· equity 38,802 43.209 

Total habillties end stockl'lolders' equity • 370.242 • 369,566 

The accompanying notal are en integral pert of these financial natamenu. 
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Sh1red T echnoloul•• f .. rc;hlld Inc. 
Consolidsted Statement• of Oper1ti0N 
For the Nine Months End~ 
September 30. 1997 etld 1996 
(In thous.nds except per share dlta) 
(unaudited I 

September 30, 1997 September 30. '•996 

Revenue: 
Shared telecommunications services • 82,539 • 69.310 
Telecommunic1tions systems 69,240 41,585 

Total Revenue 141 779 110.895 

Coat of Revenue: 
Shared telec:ommunicetions services 39.272 34.233 
Telecommunicstions systems 31 ,8!53 25.019 

Total Cost of Revenue 71,126 59,257 

Grosa margin 70,654 51.643 

Selling. generll & adminlatrltlve upenaea 51,1536 39.118 

Oper1ting ln~;ome 19,118 1 ~ 525 

Other Income fupensel: 
EQuity in loss of affiliate 12101 (2.0091 
Net interest expense 121,694) ( 15,2461 

121,904) (17.2SSJ 

Income (lou) befor1 income tau• 1nd elltr•ordinllf'Y Item 12.786) (4,730! 
Income tea 1214) !74J 
Income Uoul before uaraordinlry Item (3.000) (4,8041 
E..tr1ordinary item, lou on eerty retirement of debt (31 01 
Net income llo .. l (3.0001 15.1141 
Ptelei'Tad ttoclc dividend• (3,689) 11 ,6821 

Nar Income Uoaal epplicable to common stock • (8,6891 • 16. 796· 

Income Uoasl per common ahlre: 
Income (loss) before extraordintry item • (0.42) • 10 49 

Extraordinary item 10 02 
Net income llosst • (0.42) • ro 52 

Weightad Avar1ge Shares Ouutendlng 16,039 13.316 

The accompanying notu ere an intsgrtl pert ot theM fintneiel statements. 
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The accompanying not .. era an integral pert of theM fin~~ncial -'•temenu. 

-6-



Sh•~ hchnoiO(IIIN F..,c:Nid Inc. 
Consolid1ted Stltements ol C.th ,low1 
For th! Ntne Months Ended 
September 30, 1997 1nd 1995 
!In thousands) 
(unaudited) 

seetember 301 ,997 Seetember 301 1 996 
Cuh Flow• Uud L'1 Operating Actlvltlu: 

Net Income (lOSS) • (3.0001 • (5,114) 
AdJustments: 

Extraordinary loss on urly retirement of debt 310 
Depreciation & amortilltion ,4,214 11.1S25 
Accret•on of pllt warrant (1821 
EQu•ty 1n lou of 11filiate 210 2.009 
Accretton on 1 2 1/4% bonds 11,782 7.803 
Amortiution of discount on note 14 
Change in Assets and Liabilities: 

Accounts receivable n,&82J (1,031) 
Inventory 12.7691 
Other current assets 12,3891 (6271 
Other assetS 1,018 1,732 
Accounts payable 1,038 646 
Accrued e•penses 14101 2,039 
Advanced billtngs 144 (.&721 

Net cuh p~ovldtd by oper.U,g ac:tlvltJu 1 B 092 18 834 

Cuh Flows U1~ In lnveltlng Actlvta•: 
Purchases of eQuipment 19.3881 (7.0921 
Investments in affoloates (507) (1,.&941 
Aquosotoons, net of cash aquired jl,2<101 ,. 0111 

Net c11h uuc:l In lnnstJng KtlvltJ., (11,115) (1 2 597, 

Cuh Flow• From Finenclng Ar;tlvltl•: 
Preferred stock d1vodends (3.8891 (1,007, 
Repayments of notes payable, long·term debt 

and capotal lease obligations (9,9031 (1 92,004! 
Borrowings under notes Ply able 1nd long·term debt 2.000 2.&.&,999 
Payments to atfloate !8 . .&071 
Deferred f.nance costs (8181 !9,.&16) 
Proceeds from sales of common stock 2.082 37J 
Repayment of Fll preferred stock 88.& (.&0,7061 

Net Cllh PfOVIdld by lul.ci In) ftnandng ectlvltfel (9,&02) 16 , 681 

Net lncreeu ldecreuelln ~h (2.!251 69 

C .. tt. Beginning of Period 21703 476 
Cuh, EM of Period • 178 • &.&5 

Supplemr.nt• Dlsdo11.1111 of Cuh Flow lnfonnedon: 
Cash paid durong the perood for · 

lnteresl • 12,09b " 100 
Income taxes 21.& 1 19 

Non casl1 transactoons · 
l~suance ot common llock to acquore Fll 27.750 
Issuance ot preferred atock to acquore Fll 38.269 

The •ccomp1nying note• '" 1n integral Plrt of thell finanaal ltltemenb. 
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Sta.redTwt h ..... hlrchlld Inc. c_..,._. sue ...... o1 S&odahalllln' Equity 

F• 1M ....... ..ted Sepc ..... 30, 1 1!7 
.., thouSands~ 

..... c s.tee D " ........ TIUII 
,....,.. keda ,....,... .... C.......koc* ,...... ACQift'l .... S&u:M II • - ~ -- a-.nt saw. Anllalllll t.plaal .,... !pi!! 

..... J ~21 • ~ ~~1 • ~ 16,882 • 63 • 76,054 • tl2,9161 • ~3.209 

Pref.,.,ed stoc* divtdendl (2,7961 l2.1161 

DMdlnd acca li:t.it of apecill Jnfenad atocll .. ,., II!MJ 

bcen:ise of cas 11011 ltocll optbls .-d w.,.,.. 12~ 3 1.~98 1,&01 

luwnal ot ...... ,.., atodl. tor ~0111 plan rMtdt 82 510 &80 I 
CD 
I 

Pret....t stock corwerted 10 CDmfl!:oJn 1110 14281 14t l3831 Ill 698 3 & 

Net Loa 13.0001 13.0001 

..... Sews•• '. 30, 1117 0 • 611 • 17, 111& • 69 • 71,137 tt39,8061 ' 38,602 

The ac:c:ompanyeng notes.,, an integ•al P~ft ol these I~ llltements 



Sbared Technolovi•• F&i~Ghild IDa. 
N~tes to Consolidated Financial Statement• 
September 30, 199/ 
(In thousands) 
(Unaudited) 

1. Basis o! Presentation: 

The consolidated financial stateMent• included herein have been prepared by Shared 
Technolo9ies fairchild Inc. (the Company) purauant to the z:ulea and re;ulationa ot the 
Securities and Exchan;e Commiaaion and reflect all adjuatmenta, conaiatin; only o! n~:~ .•. 
recurrin9 adjustmenta, which are, in the opinion of m.na;em.nt, neceaaary to present ~ 
!air statement o! the resulta for interim perioda. Certain information and footnot• 
disclosures have been omitted purauant to auch rulea and re;ulationa, althou9h the cc~; a-., 
believes that the discloaurea are adequate to m.ke the information presented not 
m1 sleadlf•9. It u su;;eated that theae conaolidated financial !!tatementa be read 1 n 
conjunction with the conaolidated financial atatementa and the notea thereto included 
the company's December 31, 1996 report on Form 10-K. 

2. Investment 1n Unconsolidated Subsldiary 

7he Compa~y·s ~r.vestment 1n 1ts unconsolidated aubaidiary, Sha1ed Technoloq1es Cellu~ar. 
Inc. iSTCl. 1s accounted !or under the equity method. Prior to December 1995, STC wa~ d 

maJOrlty-owned s~bsidiary and waa included on a eonaolidated bllia. Dur1n9 December 1~~:. 

STC issued approxi~tely $3,000 in votin; preferred atoek to third part1es. Althouqh ··~ 
company's owner1hip percenta9e of approxi~tely ~8' did not chan9e, the vot1n9 r19hts 
assiqned to the preferred stock reduced the Company'a vot1n; lntereat ln STC, result~~; ~~­

the Company's loaa ot votin; control of STC. Accordin;ly, STC haa been accounted tor ::. 
the equ1ty method since 1996. At September 30, 1997 the Company had an ownership inter~~~ 
o! approximately 25.4' in STC. Summarized balance aheet and at1tement o! operatlon~ 
ln~o.::Tnatlon !or STC as of, and for the nine montha ended, .September 30, 1997 15 as 
!o~:ows: 

Current as!oets 
Property and equ1pment, net 
Other assets 
rcta: a~s~ts 

Curre~t llabtllttes 
l'ote payable 
~otal l1ablllt1es 
Stcckholder!o' equ1ty 
7ota: l1ab~l~~1es and stockholdera' equtty 

$ 

$ 

$ 

$ 

S~rlEed Stat~nt of Operation• 

P.evenues 
Gross m.arq1n 
Operatinq loss 
Net loss 

$ 

3,379 
1,844 
9,614 

1 7 

9,4~7 

l,H3 
l , 

4,117 
U.IP 

19,089 
8,430 

(47ll 
(670) 

In Au~u•t 1~~6 the Company reached an a9r••~•nt w1th STC to purchaae 12,~00 ln STC 
pre!erred Stec k. Thl5 1nvestment waa financed throu9h the ~onveraion ot ex11t1nQ adva~-e ! 
owed by STC to the Company in the amount ot Sl,200 and a caeh payment ot Sl,300. The 5~~ 
preferred stock was convertible lnto 833 aharea of common atock at the Company's opt•c~. 
!r-. a:!:L t1on, ~per. cor.vers1on o! such STC preferred atock, the Compa~y would receive • 
war:a :-.~ to p ·-rchase a:-~ addltlonal 833 ahares o! STC co111110n atock, aub)eCt to ad)ustme:-.: 
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Subsequently, in Auqust 1~97, the Company sold such preferred stock to a third party 
investor tor $250 and recorded a qain ot $20. 

3. Acguisltions! 

On March 13, 199f, the Company's atockholdera approved and the Company cona~ted it! 
merger with Fair=hild Induatries, Inc. ("FII"), followinq a reorqanization transterrlng a~~ 
non-communication assets to FII'a parent, RHI Holdinq, Inc. (ftRHI"l. The Company char.;"-:: 
its name to Shared Technoloqiea Fairchild Inc:. t•STFI"). Pursuant to the merger aqree~ ... -.·-. 
STFI issued to RHI, 6,000 ahara• of co.-on atoc:k, 2SO aharea of convertible preferred 
stock with a $25,000 liquidation preference and 20 aharea of special preferred stock ~~~~ 
a $20,000 initial liquidation preference. In addition the Company raised in the caplta. 
market approx~tely $111,000 after offerinq expenaea, throuqh the iaauance of 12 l / 4• 
Senior Subordinated Notes Due 2006 and approx~tely 112~,000 (of ar. available $lt5,G : ~ 
ln loans from a credit facility with financial inatitutiona. ·rhe fundi were uaed 
primarily !or the retirement of certain liabilities assumed from FII in connection w~ tr. 
the merger, and the retirement of the Company's exiatinq credit facility. In connect:7~ 
with the merger, the Company entered into two year employment aqreements wlth key 
employees tor initial annual compenaation aqqreqatinq $1,2~0, and adopted the 1996 E.'<-~: ; 

Incentive Plan. The merqer was accounted for uain9 the purchase method ot accounting. : : ... 
total purchase consideration of approximately $71,581 was allocated to the net tang1c:e 
and intanqible assets of FII baaed upon their reapective fair market values as follow~ 

A..:!! sets 
Cash 
Accounts receivable 
Other current assets 
Equipment 
Goodw1ll 
7ota1 Assets 

:labllltles a~d stockholders' equity 
Caplt&l lease obllqations $ 
Accounts payable 
Accrued expenses 
Advanced billings 
Due to affiliated company 
Lonq term debt 
F!I preferred stock 
Net purchase price 

1, ~51 
24,747 
2.~72 
~1.~32 

248,008 
328,410 

(262) 
111,~77) 

(6,981) 
(6, 102) 
(8,407) 

(182,794) 
(40, 706! 
71, 581 

The tollow1ng unaudlted pro tormA statamen~• ot operations tor the nine months ended 
September 30, 1996 91ve affect to the above acquisitions and the chan9e in report1nq o! 
STC to the equity method (Note 21 and the pro to~ effect of 5TC acqu1ait1ons, as lf t~ ~ , 

occurred on January l, 1996: 

Revenue5 $ 
Cost ot revenues 

Gross m..ar91n 
Sellin9, 9eneral and 
•~n!strative eKpen••• 
OperatlnQ income 
E.qulty ln loss of subsldlary 
Interest expense, net 
Loss before income ~ax expense 
and extraordinary item 

Income taxes 
Extraordinary 1te~. loss on early 

ret1r~ent ot deb~ 
Net Lo5s 

1996 

138,1711 
70,968 
61,211 

~0,310 
16, §61 
(2,009) 

(20,594) 

! S, 702 l 

llll. 
( 332) 

(6:-onT 
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Preferred stock'dividenda 
Loss applicable to common 1tock $ 

Net loss per common share $ 

We1ghted average number of common 
shares outstanding 

~. Con~ingenc1es: 

11sU9 

In December 1995, a suic was filed aqainat the Company allaqinq a breach cf a letter 
agreement and seeking an amount in exceaa of $2,250 for a commiaaion alle~adly owed in 
connection w1th tht merger with FII (Nota 3). The Company deniea that the claimant at any 
time was engaged in connection with the merqar. The Company filed an anawer in Januari· 
1996, denying that any commi1aion ia owed. Thia liti~ation ia achadule1 for trial in 
December 1997. While any litiqation contain• an elam.nt of uncertainty, m.naqement is of 
the opinion that the ultimata reaolution of thi1 matter 1hould not have a mateual advecs~ 
ettect upon raault• of operatlona, caah flow• or financial poaition ot the Company. 

On J~ly 31, 1997 the company was served with a purported ahareholder claaa action 
compla1nt in an actl.on commenced in the Delaware Chancery Court in New Caatle County. ;:-... 
Company and its directors are named aa detendanta. The complaint 1eeks injunctlve rel~~~. 
costs \nd attorneys • tees with reapect to the propoaed merqer of the Company and Tel-Sa·_.,. 
Hold1ngs, Inc. whl.ch was announced on July 17, 1997 (See Note 9). 

~ of Octobec 27, 1997, an aqreement in principal had been reached between the Company an~ 
counsel for the plalntlff class, which agreement, aubject to court approval, would res~~~ 
1n d1smissal of the Complaint with prejudice and releaae of all claima of the plaint1!! 
class relating to the merger. 

The Company's sales and use tax returns in certain juriadictionl are currently under 
ex4!TU.nation. Management bell.eves theae examination a will not re1ult in a materl.al cl-.ar.-;e 
from ll~bilities provided. 

In ~ddition to the above ~tters, the Company ia a party to v&rioua leqal actions, ~he 
outcome o! wh1ch, Ln tne opinlon o! ~naqement, will not have a mAterial adver1e effect c~ 
cesu~ts ot opec~:1or.s, cash !lows or !1nanc1al poaitlon ot the Co~any. 

5. Income Taxes: 

The Company accounts for income taxe1 under Statement of rinancial Accountinq Standard' 
("SfAS"I No. 109, "Accountinq for Income Taxea," which raquirea an asset and llabillt/ 
approach to f1nancial reportinq !or income taxea. Deferred income tax aaaeta and 
l1ab1lities ace computed annually toe dit!erencel between financial 1tatement and tax 
bases of assets and liabilities that will result in taxable or deductible amounts in the 
future, based on enacted tax laws and ratel applicable to the period• in whi=h the 
differences are expected to effect taxable income. Valuation allowance• are established, 
when necessary, to reduce the deferred income tax 111et1 to the &meunt expected to be 
real1zed. 

6. Extraord1nary Item: 

At June 30, 1996, the Company recorded an extraordinary lo11 o! $310 relatinq to the eady 
retirement of a $5,000 credit facility. The early retirement took place a1 a result o! 
re~1cements in the merger aqreement with FII !Note 3). 

7. Earn1ngs per Share: 

s:a~e~ent o! f:..nanc:..a! Accounting Standards No. 12e, "£arnin91 per Share" changes the 
repo::t:..ng req'"l(ements !or earn1ngs per share I'"EPS"I tor publicly traded compan1es by 
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replacinq primary'EPS with baaic EP5 and changing the diacloaurea associated with this 
chang~. The Company ia required to adopt this atandard for ita Deeember 31, 1991 yeac-end 
and 1s currently evaluating the impact ot thia atandard. 

8. Consol1dat1ng Financial Statementa: 

The !ollowin~ unaudited statement• aeparately ahow Shared Technologies Fairchild Inc. and 
th~ subsidiaries of Shared Technologiea Fairehild Ine. Theae atatementa are provided tc 
fulflll SEC reportinq requir.ments. All of Shared Teehnolo9iea Fairchild Inc. 'a 
subs1d1aries are wholly owned and are full guarantor• on the 12 l/4' Senior Subordinated 
Note.5 due 2006. 

Sbucd TechaolO(Ic• Falrcblld lac. 
Scpten~bcr )0, 1997 

AJJcU 
Curnat Auctl: 
Cash and cash equ1 valc:nlll 
Accounl:ll rece•vablc, net 

L"enlones 
Other current &sselll 

Tow current assclll 

£qulpmul: 
Propeft)' A Equ•pmcnt 
Ao;;;umualed d~CCIAl.IOD 

N ct Property &. Equipment 
Orbrr Aueu: 
!nv~l iD a.triliates 
!nl..lnii blc &SSCill 

t-;ote Rea:•vablc 
lntCTcompan} RtceJ\'ablc 
Deferred utcomc tAXes 
OtitCT 

Total Other A.sselll 

T ota1 assclll 

Uabili:irs aad StQckboldcrs' :E.qulry 
Currnt Uabllltict: 
Current port.Loo of IOilllmn debt and capital leac 
obligatiON 
Ac.c.ounl:ll pa~·ablc 
ACCT'Ued Cxpen.KS 

A~ dJ VJdcnds 
Ad "ltlccd btl! was 

Tol.ll C<U'Tenl liablill.lr1 
Looe-ccrm deb[, •ad curnat lo:aM obllcar1oa• 
len cur~IIC por1Joa 

Rcd«auble p111 ••mal 
Coavcrrtblc p~frrnd atock 
Special prdcrnd stock 
Stocl.:holdrn' rqu.lry: 
Preferred Stock. Scnes C 
Preferred SIDCl. Series 0 
Commoo Stod: 
Add11lOMI pa•d·ID c.p1LI.l 
Ao;;;umlllated deficit 

lntercornpao~ 

ToUlJtOCkboldcn' eqw!)' 
Tol4llabLl.Jl.le:t and stock.boldcn' eqw!)' 

Eliaa.l••dllc CoDIOIId•aad 
_ _.::..:.:...:.:... __ .:.STF.:.:...C:::;.;C::...._-=s:.:i.:.l.:.i __ _:r.•tnea STT1 

s 

s 

s 

ISO 
)3,766 
4,7)5 
3,961 

<&2612 

105,302 
(37))4 
61061 

312 

143,322 

316 

1441020 
2S4,?00 

11.3~ 
7,<&11 

7,079 
12,961 

1441\7) 

I 
47,~)1 

30.027 

n.~ 

ls-4,700 
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0 

0 

47,.S40 
7,627 

144,173 
221,166 

421,206 
s oi21J06 

s 16.013 

16011 

2l9,6)J 

I 
s-4,102 

(2~.63S) 

10)12 
172,<&90 

s oi21J06 

s 21 
119 

0 

~S,I74 

250,441 

10~.6%2 
s )()6,039 

2 OIS 

117 

15 061 

} 

69 
71,137 

(oil,997) 

2211166 

s )()6,019 

0 

0 

( 102,342) 

(\44,173) 
(372,118) 

(6181703) 
s (618,703) s 

0 

(2) 
(102,340) 

{372,111) 
(474.~)0) 

s (611,703) s 

178 
)4, 155 
4, 7)5 

3 961 
43 029 

105,302 
(l4.112) 

68 068 

7~ 

258,075 

316 
2S9,145 

370,242 

16,083 
111.394 
7,948 
J,S55 
7 079 

51,059 

2l9,6JJ 
1187 

25 000 
IS 061 

69 
71,137 

(39,605) 

370,242 



Shared TechDoloefes Fairchild IDe.. 
Consolldal.cd F i.nancw Statemeuts 
( conu.nued) 

STFTI STFCC sm Ealr1tl ~ 

REVENUE 
Tow rc vcuuc 131,910 9,799 141,779 
T ot.a.l cost of revenue 71 125 71 125 

Cron marala 60,U5 9,799 70,6S4 
Crou marala •;. 46.11~ ·~ 49.13'Yo 

Selliac. &eoeral & admlobtratl"t cspea.a 45.941 5~95 Slt5J6 

OperatUislDcome 1C,9lC CJ04 19,118 
Olher locomr (nprnsr): 
Eqwty Ill loss of atTUaate (11,806) 11,596 (210) 
lllleTest expens-e, net !91712~ ~121192l 210 ~211694) 

!91712~ ~1211922 ! IIIS96l 111596 !211904) 
Ill come (los•) bdore locome tuea aad 
ntl"'lordlaary llem SJ02 {12,192) (7,)92) 11J96 (2.7&6) 

lDcome tu {21Cl ~2~ 

lncome (loss) before ntraordlDary Ucm •.988 (12,192) (7,)92)) 11,596 (J,OOO) 
E1t1'110rd1Diry llcm, lou OD nrly ~~l~meDt or debt 

l"c1 iocomc (lou) 4,988 (12.192) (7,)92) IU96 (3,000) 
Preferred Uod; di•icfrDch (3,619) (1,689) 

lncome (loss) applicable lo common atock uaa (.Wjl) UlJW.l ~ 6..6.8..2 

9. Merger Agreement. On July 16, l9!n, the Company, Tel-Save Holdinqs Inc. (''Tel-
Save"), and TSHCo, Inc. ( "Merqer Sub" J, a wholly owned au.baidiary of Tel-Save, entere:: 
into an Agreement and Plan of Herqer (the "Merqer Aqreement"). Pursuant to the Herqer 
Agreement the Company shall be merqed (the "Herqer•) with and into Merger Sub and each 
common stock holder of the Company shall receive for each ahare of the Company's commo~ 
stoc~ $11.25 worth of shares of common stock of Tel-Save based upon the average closlng 
pr1c~ of Tel-Save common stock for the l5 trading daya ending on the third business day 
prlor to the closing of the Herqer. Holder• of Series C and Seriea 0 preferred stock of 
the Company w!.ll receive preferred stock in Tel-Save with au..batantially identical teen-.:~ t: 
the ser1~s C and D preferred atock of the Company. The Merger is intended to be • tax­
fre~ exchange of shares and il expected to qualify for pooling of intere1ta accountlnq 
treatment. The Merqer is su..bject to approval of stockholder• of both companies and other 
customary clos1ng conditions. 

In connection with the Merger Aqreement, the Company haa entered into a Stock Option 
Agreement with T~l-Save pursuant to which Tel-Save haa the option (the "Option") to 
acqu~re 3,000,000 shares of common stock of the Company upon the termination of the 
Merger Agreement under certain circwn.stancea (a "Pu.r:chaae Event"), The Option expires or. 
the earl1er of (AJ consl.111"11TL&tion of the Merger, (b) January l!l, 1998 or (C) the te.r::m1na~•or. 

of th~ Merqer Agteement other than pursuant to a Purchase Event (as auch te~ il def1ned 
ln the Stock O~t1on Agreementl. In addition, the Company has entered into a Voting 
Aqreeme~t w1th Daniel Borialow, the Chairm.n and Chief Executive Officer of Tel-Save, 
pursuant to whlch Mr. Borislow haa aq.r:eed to vote hia share• of Tel-Save ~ommon atock ... 
favor of the Herqer and the Herqer Aqreement. 

On October 30, 1997, the Tel-Save Holdinqs, Inc. and Shared Technoloqies ra1rchild Inc. 
Jo1nt Proxy Statement was filed with the Securitiel and txchanqe Co~ss1on 91v1nq nc•. ~ 

cf ~a ::r. compeny • s special meeting of atockholders to be held on DeceJNJer l, 1997 · 
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l te= 2. 

Management's Dlscussion and Analyaia ot Financial Condition and Results of Operations 

Results of Operations: 

N1ne Months Ended September 30, 1997 compared to September 30, 1996 

STFI's revenues rose to $141.8 million in 1997, an increaae of 27.8' over 1996 revenue~ o! 
Sll0.9 ~lllon. Thls lncrease waa principally due to the Karch 13, 1996 merqer w1th 
falrChlld Industrles, Inc. ("FII"l, Shared Telecommunication• Service (~STS"I revenue 
1ncreased $13.2 mill~on, or 19.11, and Telecommunication• Syat~ ("!yat~''l revenue 
·. r.creased $17.6 nu.ll~on, or 42.SI. 

;proximately $1.0 million ot the increaae in the Syatema revenue waa due to the inc!us~o~ 
of management tees from ICS Communie&tiona, Ine. I"ICS"I and GE Cap1ta1-ResCom, L.P. 
1"Rescom"J. During this period, the COft1Pany operated as the manager of each of these 
businesses. These management agreement• terminated durinq the third quarter of 1997. 

G.::oss M.!lrgin 

Gross marg1n 1ncreased to 49.91 of revenuea for 1997, !rom 46 . 61 tor 1996. The chanQe 1 ~ 
gross margin was malnly the result ot chanqea in aalea mix and the merger with ~II. l n 
addl~lon, the revenues generated from the management aqreementa with ICS and ReaCom were 
included 1n Systems revenue. Since the aaaoeiated cost for this revenue of approximate!}· 
$9.0 nu.llior. was in selling, general and a~ni•trative expen11, it had no ~ter1al 
adverse etfe~t on syste~ gross marqin. The followinq table aets forth the componen~s o~ 
~he Company's overall gross margin (GMI tor the nine months ended September 30, 1997 a3 d 

factor of sales percentage and grosa margin pereentaqe per line of bua1neaa: 

Weiqhted 
D~VlSlOr. sale a GM GH 

s:s 58.28 !>2.4~ 30.!>~ 

Systems u. 8% C6.2% 19 . 3% 

Compa!".y "'ota1 100.01 .u......u 

~s shown ~bove, th• 1997 9roas mar91n wa1 1 mix of !T! qro11 marqin of ~2.4' and Syste~s 
gros~ margin of 46.21. In 1996, the Company'• grosl m.rgin wa1 a combination of STS gross 
marg1n ot 31.1% and Syste~ gross margin of 14.9,, 

Selllng, general and adminiatrat1ve Expenaea 

Sellln~. general and a~n1atrat1ve (!-~) expen••• inereaaed $12.4 million to S~l.~ 
null1on, due entlrely to the merger with YII and the aaaociated increa1ed headcount, 
goodw1ll amortlzatlon and other 9eneral overhead expenaea. SG&A •• • percenta9e ot 
revenue 1ncrease~ !rom 3~.31 !n 1996 to 36.3' in 1997. 

Operetlng Incom• 

Operat.:.:1g income increased by $6.6 million to $19.1 million in 1997 hom $l2.S mill l or. lr· 

1996. The 1ncrease was mainly the result of the FII merqer mentioned earlier. 
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Int~r~st Expense 

Int~r~st expense net of intereat income incre•••d by $6.~ million tor the nine months 
ended September 30, 1997 over the nine month& ended September 30, 1996. Thia was 
attributable to the addition of approxim.tely $24~ million in new debt on March 13, 1996 
~n connection w1th the fii merqer. 

Net Incom~ ,Loss) 

A3 a result of the factors listed above, net lo•• tor the nine montha ended Septemb~r 3:. 
1997 decreased $2.1 million to $3.0 million, compared to • net loa• ot $~.1 million H. n·.e 
n1r.e months ended September 30, 1996. 

Thr~~ Months Ended September 30, 1997 Compared to September 30, 1996 

Revenues 

STF!'s revenues d~creased to 546.2 million in 1997, • deer•••• of 2.0, compared to 199e 
reve:~ues of S47.1 rru.lllon. STS revenue decrea1ed $.5 million from $27.4 million ln t~.e 
three months ended September 30, 1996 to $26.9 in the three months ended September 3C, 
1997. Th1s sl19ht decreaae was due to the increasinq competition in the 
telecommunications marketplace. Systema revenue decreased S.5 mill~on 1n 1997 over :~~~-

Gress Margin 

Gross ll'.ar9in decreased to 46.9% of revenue• tor 1997, from 48.U tor 1996. The follo,..;q 
table sets forth the component• of the Company'• overall qrosa marqin <"GM"'J for the t~.: .... 
~o~~~s ended September 30, 1991 as a factor of aale1 percentaqe and qroaa mar91n 
pe":entage per llne of busineaa: 

Weiqhted 
D~vislor. Sales GH GH 

STS !>B.H ~1. 5' 30. u 

Systems 41.6' 40.~' 16.8' 

Company Total lOO.Ot iL.l1 

A3 shown above, the 199/ 9ross mAr91n waa • mix of the STS qroaa mAt9in of !>l.~t and 
Systerr-5 9ross mar91n of 40.!>%. In 1996, the Company'• qroas mArqin was 1 combir,atlCi. c~ 

STS 9ross mar91n of 30.2t, and Syste~ qrosa marqin of 17.9,. The qross m.rqin decrea~e 
1.1a5 d·Je to the lncreaslnq competition in the teleco~m~unicationa market pl•ce. 

SG'-.A "' a percer.taqe of revenue 1ncreaaed to 37. J' in the three month• ended September )r:. 

199~ compared to 34.~• fo~ the three month• ended September 30, 1996. 

Ope~ating Income 

Operatinq income decreased to 54.~ million in 1997 fro~ $6.4 million in 1996. 

Interest Expense 

Interest exper.!ll! net of lntereat income h•d a aliqht inc:re••• of 1.2 million tor tt•• · ~ ,~ .. 
mcr. tiH •nded S•pt•mb•r J O, 1997 over the three month• ended September JO, 1996 . 
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Net Income 

A3 a result of the !actors listed above, a net losa for the three months ended Septe~~er 
30, 1997 of $2.8 million waa recorded, compared to a net loal of $.9 million !or the t~.re,. 
month5 ended September 30, 1996. 

Liquidity and Capital Resources 

Due to the mer~er with FII and the aaaoeiated borrowinqa of 124~ million, the Company's 
liquidity and capital reaourcea were liqnificantly chanqed. At September 30, 1991 the 
Corr.pany h•d S370 million in •••eta, $2~6 .Ullion in various lonq and short-term debt ar.:! 
c•pital lease obliqationa, and $40.1 IIUllion in recently iaaued preferred atock. The 
balance 5heet at September 30, 1997 aho~ed a workinq capital deficit of •e.o million, 
comp•red to a deficit ot $22.7 million at September 30, 1996. 11\a of Septealber 30, 1997 ~~ ... 
company had •vailable !or future borrowinqa approxi~tely $11 ~lli~n on a credit 
facility. Cash provided by operation• waa $11.1 IIUllion for the nine montha ended 
Se~tember 30, 1997, compared to $12.1 ~llion for the nine month• ended September 3C, 
1996. 

The Com?any inve5ted $9.4 million in equipment purchaaea in the nine month• ended 
September 30, 1997, compared to S7.lll\1llion in the nine 1110nth1 ended September 30, lSS•: 
These expenditures were used to qro~ additional busin••• and lult&in the Company'a 
u~derlyinq revenue atre~. 

Finar.clnq act1V1tle5 !or the per1od ended Saptember 30, 1997 involved principal paymer.ts 
on the Company'!> debt of $9.9 m1ll1on, offset by a $2.0 rrJ.lHon take down on the Compar. 1 ·~ 
revcl.ve~ avall&blllt::,:. Subsequent to quarter end, th• Company has drawn down an 
add.:.t1or.a: $S ::-..;.:l: .. :>n or. l.ts revolve:: btlnc;Jinq it to $17 m1lllon and leavl.nc;J $6 nulb::. 
~t1ll ava1lable <net of cash set aside tor letters of credltJ. 

Cash req~irements tor 1997 have been siqnitieant due to the acquiaition of FII and 
associated new debt rnentloned earlier. The Company anticipates to continue repayinq t~.~~" 
borrow.:.nqs and provid1ng cash !or operations and capital expenditure• throuqh cash trc~ 
operat.:.on5. 

-16-



P AAT I I . OTHER IN FORMA.TI ON 

Item 1. Legal Proceedings 

In Decembe~ 1995, a auit waa filed againlt the Company alleqing a breach of a lette~ 
aqreement and seek1ng an amount in exce11 of 52,250 for a co~11ion allegedly owed 1n 
connection with the merger with FII !Note 3!. The Company denie• that the claimant at an 1· 
time was enga9ed in connection with \he m.rger. The Company tiled an anawe~ 1n January 
1996, denyin9 that any COmftUiaion il owed. Thia litigation ia acheduled !or trial in 
Decembe~ 1997. While any litigation contain• an element of uncertainty, m.nagement 1s c! 
the opinion ~hat the ultimate reaolution of thia m.tter ahould not have a m.terial adver~e 
effect upon results of operationa, caah tlowa or financial poaition of the Company. 

On July 31, 1997 the Company waa aerved with a p~rported ahareholder claaa action 
complaint in an action commenced in the Delaware Chancery Court in New Caatle County. ;~.e 
Company and ita director• are n&med aa detendanta. The complaint ·~ek• injunctive re:~et, 
costs and attorneys' feea with re1pect to the propoaed merqer of the Company and Tel-Sa•:e 
Hold~ngs, Inc. which was announced on July 17, 1997. 

A3 of October 27, 1997, an aqreament in principal had been reached between the Company a:--.~ 
counsel tor the plaintiff claaa, which agreea.nt, aubject to court approval, would res~:t 
in dismissal of the Complaint with prejudice and releaae of all claima of the p1a1nt~f! 
class relat1nq to the Merger. 

The Company's sales and uae tax return• in certain juriadictionl are currently under 
examination. Mana9ement believes theae examination• will not re1ult in a materlal cha~.ge 
!rom liabilities provided. 

Ir. addition to the above mattera, the Company il a party to varioua legal actions, the 
outcome of which, in the opinion of managem.nt, will not have a material adver.ae e f!er:~ c:--. 
results ot operations, cash flows or financial poaition of the Co=Pany. 

Item~. Other In!ormatlon 

Or. Ncvembec l3, 1997 the Company a1gned an aqree~nt whereby Tel-Save Holdinga, Inc. w::: 
become the excluslve p~ov1der of 1t1 lonq-diatance lervicea. The ratea to be pald by ~~e 
Company under this contract are slgni!icantly lower than rate• currently paid to lts 
ex1st1ng lonq-dlstance providers. 

!tern 6. £xhibita and Report& on Form 8-K: 

(a) ~hibita 

10.1 Agreement and Plan of Herqer by and amonq 
Shared Technologiea Fairchild Inc., Tel-Save 
Holdinqa Inc., and TSHCo, Inc., dated July 16, 
1997. Incorporated by reference to the 
Company'• Form 8-K filed on July 21, 1997. 

10.2 Stock Option Aqreement between Shared 
Technoloqiea Fairchild Inc. and Tel-Save 
Holding• Inc. d1ted July 16, 1997. Incorporated 
by reference to the Company'• Form 8-K filed on 
July 21, 1997. 

10.3 Voting Aqreement between Shared 
Technologies Fairchild Inc. and Daniel Borialow 
dated July 16, 1997. Incorporated by reference 
to the Corr~any'a Form 8-~ filed on :Jly 21, 
1997. 
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10.C Tel-Save Holdin91, Inc. and Shared 
Technoloqiea fairchild Inc. Joint Proxy 
Statement filed •• part ot s-4 %eqiatrat1on ot 
Tel-Save Koldinqa, Inc. (R•q I 333-389431 
incorporated hereby by reference. 

27 financial Data Schedule 

gg Preaa Releaae dated July 17, 1997. 
Incorporated by reference to the Company'• form 
B-K filed July 21. 1997. 

tt Complaint filed by Bernard tiche~n 
dated July 1997. Incorporated by reference to 
the Company' a Form 8-K filed on J.uquat 4, 1997. 

gg Prell Releaae dated Auquat l, 1997. 
Incorporated by reference to the Comp•ny'a form 
B-K filed on AU9Uit 4, 1997, 

On July 21, 1997 the Company filed a form 
B-K, date of %eport July 16, 1997, in 
which the Company diacloaed that the Company, , Tel­
Save Koldinqa, Inc. and TSKCo, In~ .• a wholly owned 
aubsid1ary ot Tel-Save Holdinql, Inc. had entered 1r.~ c 
an Aqreement and Plan ot Herqer. 

On Auqust 4, 1997, the Company tiled a 
Form 8-K, date of report July 31, 1997, ln 
which the Company discloaed that 1a was 
aerved with a purported shareholder ~lass 
action complaint in an action commenced in 
the Delaware Chancery Court 1n New Castle 
county. 
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SIGNATURE 

Pursuant to the requirement• ot the Sec:uritiea Exc:hanqe Ac:t ot 1934, the Reg-istra~.: 
has duly caused this report to be aiqned on ita behalf by the undersiqned thereunto c_: 1 
authori%ed. 

Date: November 14., 1997 

SHARED TECHNOLOGIES FAlRCHILD INC. 

!ys /a/ Vincent DiVincenzo 
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Vincent D1V1ncenz·• 
Senior Vice Preaident-Financ:e 
and Adm!niatration, Treasurer, 
Chiet Financial Ottic:er 
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Relerence~ m th1~ repon to !.he ··company·· or "ICI" means lntenncc.ha Cornmuna:at1un~ lm '"l!lclhcl '"'h 
1ts subs1d1anes. e:~;cept where the context ot.hcrw1SC! requtreS. CeiU.in terms used herem are dehned 1n thc­
Gim\ar. "'h1c h beg1n~ on page 35 This report contams ceruan "forward-lookmg statements" concernm~ !.he 

(. ompan~ , opcrallon\. econom1c performance and financial condiuon. whJCh II'C: subJect to 1n.hercnt unccnAUnlle' 
and m~, Actual resulb could d1ffcr matenally from those anllctpated m thu repon When u~ed m thl\ repon 
1he .,. ord~ "estimate... "proJect." .. anuctpate." "expect." "antend." "believe .. and ~Hnllill e:~;pre~~1um illr 

1nten..:~J ''' 1denuh lnn.o.ard-loolung statements. 

Item I. /)~scription of Busin~ss 

Thr Compan) 

!Cl " a rap1dly growmg mtegrated commumcallons servtces provtder I "lCP"l. offenng a full 'u1tc of I'" J.l. 
lun~ d1stance and enhanced data telecummumcauons serv1ces to busmess and government end u'er •u't"mc:r' 
long distance earner,. Internet Serv1ce Prov1ders 1 · 'ISPs · · 1. resellen and wtreless commumcauom compan1e' 
Founded 1n 1987. the Company ~~ currendy !.he th1rd largest <based on annualized tc:IL::;,mmunu:at1om 'er>1•e' 
rc::' enuc:' 1 among pnn 1der~ generall} referred to as compcuu ... e local exchange earner~ 1 "CLEC' .. J after .'I.H·S 
Commun1,·a11on~ Compan~. Inc and Telepon Commumcauons Group Inc . The Compan~ ha, 'ale' offKn 1n: 1 

l illc' througho ut the eastern half ol the Unned States and offers a full product package ol teln11mmum, Jll• >rh 
,t·r. ,,c, 1n 15 metmrolnan stau~ucal areas In Apnl 1996. ICI beciJTle one. of the first Jcp, 1n the L'n1ted ~tJll'' 

'" pr<>>Hk 1nte~rated ~wnched local and long dtst~ce servtce and now has five lcKali1 <Jn~ d1~1anre >n1cc '''"td1c' 

1n 'er.tce The Compan~ provtde' enhanced data servtces. tncludmg frame relil) annrhronou' u.uJ,Iel moJr 
' .. A T\f .. 1 and Internet acce!>' ~er.~ees. pnmanly to busmess and go.,.ernment , U\h>mcr' !Jnclud1n~ "'rr It~> 

ISP" 1n Jppro>:.Jm • .llel\ ~ .200 (ltrc~ nauonwtde. uuhz•ng 89 Company-owned data '"" 1lchc' ICI .11\o 'ef\ n J' ,, 
IJ.cdJtu:,·hJ~ed 1nter,·hhan!le earner to approJilmately 12.000 customers na110n"'tdc ICl ,.,ntllluc' I•> llhrc.~"· 

''' ci.J,I•>mcr t>.~,e .wJ nel.,.ork den\lt~ 1n the easrcm half of the UnueJ State:' Jnd " pur,u1r1~ .Jilr.hll'l' 
·'l'r••nunJtJc• ,,, .1dd .~JdliJ••nJI ' en lc'c' .md e"'pand 1010 ··omplemenl4l0 ~eugrarh1c m.~r~ct' l'h'" " ''·d I lllil"•l 

~I.JI<'' JnrtuJ.I rn.~r~cl l<>r the l11mrun~ ·~ lo,;al. long dJstanc·e and enhanceJ Jat.o ,en 1,,., " ,-,w,. .• ,c.! '" ,., 

.~ppr"\ Jn1Jieh S ll'l~ bdhon. ol "'h1ch apprmumatel) S25 bllhon IS e~umated to be Jddre".Jhlc' 1'>1 the < "' p.Hl'-

The CumrJm ' .~nnual11ed revenue based on the fourth quarter of 199tJ 1~1\'1ng rro lorma cllrcl r .. '"" 
rr:,cnJ Jcqu'"ll""'' .,.J, S l~~ 7 mdhon The Company's revenues have ~ro.,.n from ~1-1 ·' mdh·>n 1n ]lJ<J..l I•· 

S I Ol .: mil loon m I \J\J6. rcpresentmg a compound annual gro~~oth rate of 16\J'4- Dunn!!! the \Jntc pen. •J th,· 
C~>mpan~ ha1 1nc rea\ed 11\ sale' force from appro:~;tmately 45 to appro:~;1matel~ 17~. m'reaseJ tht· nurnhcr , ,, 

,,de' n:fi.:c:~ from four to 21 and grown 11~ customer base from 8.148to 14.133 In 11Nf> the C'nmram .Jchinl'.! 
.1 "~n111.:an1 mdc~tonc by mtroducmg local exchange SC!rviCes 10 11~ product pontol10 anJ po\lli"ncd '''cl: .i' ,, 

I''',, 1der • •I mtq:r JleJ tc:lc.:ommunll·atJOO\ \C: r\'ICe~ to 11~ customen b~ I 1 1 obta1mn~ CLEC cen1hc.!l '' ••• 111 I l 
'l.J!C, JnJ th~ 1..>"1"' 1 ''' C<>lurnboJ 1 v. 1th ~: .1pphcauon~ pcndtn[!l. 1111 complel•ng lnlerl'llnru· , ll<>n , '• , .ornn 
J~rtcrnenl\ v. 1th \H 1n• umbent local cxchan~e ca.mers < · · JLEC ~ · · J. 1 111 1 dcplu~ '"I! lt•ur t. •.: alllon~ Jl\tJ ih c ', "' ,. 

'"' 11. hn Jnd 1" 1 dc:plo~ In~/ .l7 data '"" Jtche' bnn(nng us total data ~w1tchc:s 10 R'-1 

\1JnJ~emen< bcl1c:'e' that J ""C'IItra1ned team of d1reet sale~ and ent~mccnnl!l 'uppon rrote"'"n.JI' " ''''Tifh' 
,u,l••mer' • lull \UIIe of telc."communiCillJOn' !>ei>'ICe~. rs cn!lcal to ach1e\lng ''' 110"1 o>l caplurtrl~ mt"Jill">l"' ' 
mJr~ct 'hd.Te m the nc.,. h u•mpctlll~c local telecommumcauons mark.c:t B~ 1n1!1 a11n~ hx~l """' hed ,a ., ,,<'' 1r: 
m;u~Cl\ .... here,,, \die\ clOd en~·neennl!l 'uppon team I~ alread~ In place. ICI ((' J,he•J J \l~nlllc..Jnl lllllr'l ••l>l' 

'""'Jr 1 Jll.lllllnl' th" ~oal ~·1Jnal!lemcnt bche\e~ that bcmg one of !.he few ICP~ offcnn~ JntqzrJLC'd ""-JI l••n• 
Jo\I.Jncc anJ ,·nhJn,,·J uatJ 'cnl(e' to"' ,u,tumc:rl prov1dcs the Compan~ 1.1.11h .1 .:om~llll't' Jd\JIIl..J~~ '' ' 
rur'u1ng th~ c\lllll.JicJ ~'N hdhon natiOna l markc:l tor local e1.change ~r.· JCe~ The Cnmp''"' ' ,JTo~lc~·, ,, ,,, 
"'tcmatKall~ \Ccur~ .1 (!f<!""ln~ portiOn ol .1 c: ustomcr's tclecommuniCilliOns bu ~Jne" and thro~ugh lhl l'r•'' ' ''''" 
·•f JdJ111nnJI mletuated 'n' "~' "1.:rea'e the c" u\lorner'' reliance on. and ~en~c nl partncr'h'r .,., ,t, '''~" 
I •lllfl,tll\ 



The Company beheves that a stgmfic&m portion or bu~mcu and government cuMomer) prcter J ''"~"" 
\OUrce telc~o·ommumcatton~ provtdtr lhlll deliver. I full r&nJC or trflCtent and COil cffeciiVC \Oiuhon\ In tht'l l 

tdccommumcauon~ need~ These cu~tomers rcq\u~ m&J.Jmum tehabtlny. htgh ~uo~l11~. broad gc"!lr o~phac 

co,·eragc. end-to-end )erviCe, solouom-onented customer servtcc and the umel;w anmx.lucuon ot nn• o~nJ 

ann<ll au1 c )erv1ces The Company ts well pos1Uoned 10 sausfy iUch customer re~uarement~ due tu 111 '" 

~pc:.:tahzed sales and .-.en1.:e approach employmg engincen11g and sales proress10nab v.ho de)tgn and ampknaent 

''"t·dft:cttle tclc.:ommuna.:auon\ \olutron~. Ill) the ongomg development and tntej!:rauon 111 nc" 

ll' le, <>mmunacaflom ~cr- '' c,, 1111 l It' locaVlonJ d1stance ••otcc ~wttch and tran~m ... wm nctv.nrl.. dcpi<>\Cttent 

pro!!ram. '''' the tmpkmentauon of 1!9 enhanced data swuche~ and over 200 no::tv.orl>. w netv.orl.. 1nterto~'e' 
:o-;:o-;h 1 for trame rei~~ data transm1ss10n throughout the conllnental Unaed State~ anJ 1' 1 tl\ rnterconn~:, 111111 

, '•-c;uncr o~~rrcmenh "'''h ''"' ILEC' 

The c .. mpan1 ",·en1fted a' a CLEC tn 13 \tales and lhe Dastnct of Columb11. allov.·u1~ the C"lllP.JI11 ,,, 

pro1Jdc h~<~J c~chan~c ~er-Kc~ tn rho~ markers. and has CLEC centficauon apphcalton~ pendlllF an ~~ "~'e' 

In ~,Jdatrnn ICI "crn•ltc:J a' a lonF distance earner 1n 41 suttcs and the D1stnct of Columb1a The Cornp.lln h.1' 

n•nr dl~tt.JI. tiber opn, nctv.orh 1n 'erv1ce and one under development As of December 'I I 'N" thl' 

onrra,tn.Kturc "'a' cornpn,ed of 24.1 ~::'! fiber miles and 6~~ route mtle~ and ""'as connect~:! t~> -HP hu t!Jmt;' ~' 

'•f De.:cmher .<] !INh ICI had 1nve~ted S241 5 nullion (or 67G- of Its total •nve\reJ rapatal; tn n"" pi;sn. 

pwpcn1 .~nJ <:<.jutpmrnt. pnn<:tpally ttlecommumcauons equtpment ICI expect~ to continue"' ~ro" 11, n<''""rl<., 

.•nd hl' 1den11 tt~J e 'P.J"""" npponuniiiC'' an other selected market~ Mana!!ement heh~' ~' thJt 1 ht• np.1n'" •n 

v.tll enat>lc thr CompJnl IP <i l onaea~r the ~tzc ofrls addressable market and reach a ''~ntllc.anl nurnN:r "' nr" 

rntc:nttJI 'u't"mcr' • 111 o~.-htc'r rconnmJc\ of sc.1le tn net....,ork operation\ anJ \ale\ and n1.Hkrnn~ .1t1d ' 11 1' n~<•rt· 

rllc-dolcl\ 'l"f'ILl" ''''lt>llln\ that hai'C a p~~nce tn multtpic metropolitan ;uea\ rhe ( <Hllfl·lfl\ 1\,,, ,!), , 

unt..l<'nJI<.t•n .o 11\.Ji••r '''f'Jf1\0<ln <ll ''' antercJt~ nelwork. pnnCipalll to \all\1\ thr !-'f"" 1n¥ J<·m.snJ ,,,, 

:r.:nt''' h.Jtlc'r •<'" '''' orh luJon~ enhanced data \oe'T'I'ICe\ \U(h I\ framc rcl;n ncl"nrknl~ '''r\ ,,r, ,, .• ,,_., ,, ,, 

:r.tllll' It'Ll< .,.,,je, hJ<t' ;:r;•v.n lrnrn .!ppro.fl.trnalel~ ~.JOO node\. ~entn~ LU'iomcr lo.:alltlfl\ lh l>i~t ' lt l<' , . ··! 

l le, eml'<n :<-1'1'- ,,, .Jr··r'"'lln.atrl< 4 ~00 node~. \oe'TVtnF cu\lomer !<)<·ataon' on ~ 200 •Ill<'' .o• " ' I k ·• · .,,. , 

; 1 f44h 

I nll.tr:,cd .J.tt .. ''"'I•<'• ,u,h ·" lhu~c pro,Jded on rhc Cnmp.~n~ 'tr.Jnu· rcl.1~ nclv.nr~ .1re ' /"-'•'"'''''•: 

,,-r, ''""' •. ·r . u•L<•merc lh.Jt nn·J ''' tran~pon large amounh of dat.a ~nwn~ mullipk J,,.,.llt••n' A,,w,Jon~ ! · 

1nJu~tr- •-•ur,r:• the lr~an~ rcl.11 •enact'\ markel t\ proJectea to grov. lrorn S-:'~1 nulltnn 111 1 '14~ 1<1 s: · b tl io"r· 

111 !441J tl""''-''cr 1here, ~n be no a~wr;mcc that ~uch market gn1v.1h "'oil be reo~lt/eJ ur rh.1t the .J"urnpt1111l· 

unJnl< 11,,. '"' h prtofr< t11>n' ..r~ reltahle \lr'htle the Company ha~ ,;on..:cntr;.atr:J 11' lr.11nr rcl.11 '~le' 111 tilt• <'.l'tcn : 

lo.dl "' t!w I rltleJ '>IJIC• I( I" ,urrcnrl~ the frllh lar(!e~l na!lon.Jl pro,ldC'< "' lr.Jrnc rei.>< ll<"l""'~ ' n~ '""1'r' 
r. .. ,rJ ,q 1 unthcr '•f n,,_k,' .1f1er AT&T. Inc 1 • AT&T" J. MCI Communt, ~tl"'l' (', '"P''' .Jtlllf\ • \1CI ' '>pmt l 

1 ·lfT'''' .. ''''n' lapnm • .1nJ V.orldCom.lm· ,··\l.'orldCom''! In order w ,Jit•f' ''' ,u,tomcr' Jnarc l••t ,., .. ~ ,,, 

en.) tumc rd .. , 'cr1 l<l"' trorn ... \Ingle pro•sder. rhe Compan)' ha~ deplo~cJ 11• ncl""r~ .. nd 11t.JJc .JrTJil).'r!nl.'lli• 

·":h · •the lumc rei~' ,,·nrc~ prcn odcr' to offer nalional anJ antem.Jttono~t •cr' ,, r 

f( I r"unJcJ the I r.: .'>l'-'1.:\d .. ' c<>n,un1um an 1994 wttn three orher c.1rnrr• '" rn.Jhk Ill-' C•llllpJn' ' " 

f' I"'•J•· er;d I• · c:nd lrJI11l' rc:l.n \CT\Ic·e~ throuFhOul t1lt' Unlled St.lle~ ;anJ ('Jn.sdJ Be, .. u,l' "' lhc htjlh •nlurn<' 

1 l•·k,.•nlitnJI•I•••••'fl' lr .tlli, hetv.een JCI 'tar!!cl market~ and tena•n LJttn Arllell,,lft n>.srkcl' till" ( · •IL1p.1n' 

t;,,. cntt· r,·d ,,,I•• <lllnrulo.,n.tl It .Jill<' rciJ~ opc:rallng a11reemenl\ v.Jth lmpS.~t ·•I Cnl.,mho~ '>A ! rnl ··fl , 

llll<'lll~llllli"! r ,·[r,,rrl H,i[J,"~' P~ll~lll.J .mJ Amencatel Corpc.~raiiOn lor thc P'"' ,,,.,n "' lf.JIIIl' r~I.JI 'l' l \ ,, .. . I• . 

. JiiJ !I<Hll \ . . ,,,,lp,,, h.aefl•• k,,,, P..an.1mJ. Chile & Costa Ra.:a ICI plan'''' pur,ur "mal.~r .~n~ng~rncnt· r .. ,.,,,,, 

•tnn L~ttr. -\nlnt,.~n lllo.~r~cl\ Thr Curnpan) ha~ p1oneered the lnterconne.:taon ol at' tr.~me rciJ' llt'l""'~ "11t1 

:1\-• , t' ,,f ~~It' J! I ( • .dl""'n~ J'l<.'f>.J\1<~ CO\t-e!hCJeflltrrmmallon for"' ,.,,romrr' <her ~~-~ '"cl' ' '' · 1 ..•. , 
,.,·.·r· 11lllllr'l~)l''111"·1 ·' lfh H· II\· •ufh T rll-, rtftlfllUnu.: .aiiOI"l\ In~ 4 Bt•ll\nuth ~ "'-.pr&Ht (IT J t tl'l'•''·''l''". t. II 

· . ·,"·.,I\ 11 ', .~.· J,. H···· ~ ... 4,,.,, , .uhi ·"•HJlta·rn '-t'"' lu~it.tnJ Irk • t lllnun~~. .Jr._,,, ' •l,. -,·. 1 t 



The Compam believes thai 11 ~n effectively uuhu liS compeouve advantage§ iU a pro,adcr ol cnhan<C'tl 

datJ scr.·ace\ to commumcauons antens1"e customers 1n order to acqu~~e and ~wn the~ cu~tomcr' a' :.x-~1 

nL·hange o~nd long distance customers throughout ns mll1ce!5 As ICI conunues the deplo~menl ol lo.:al/lon~ 

dt,t~nt·e vo~ee ~wuche~. 11 wtll make mo~ efficient u~ of its antercny netwon Combanang long dtstann~ \OI(C' 

trJIIt..: hct" ccn such swuche~ wtth the tntercny data uaftic mc~ase1 the overall amvunt of vo~ee and data tr .11 he 

th.•• rC"rnJin' .-omplctd~ on rhr Company's networit. The Company Is developang addnmnal appiKauon' o~nd 
.lq••· ·I >1\~ I<'• tuwi<>~IC'' that "Ill pro~·tde C\'Cfl JlTealrr cfficu:OCIC~ lR the Ule of II~ IRICTl'll\ OCI"I>r~ 

l'he l olltf'Jil\ ha' Jnclopc:d iUld tntends to an((oduce a votce product over us enhanced data nel\~urlr. u. .. a, h 

"ill rrmJdC' ... lttrnpclHiYC \CI"ICC offenna~ to CUIIO~n we~n. I Iowa COil lltemauvr to \OJlC \tl\lcC'\ 

, urrcntl~ pro•tdrd over tradauonal c1n:UII switched t.clecommurucauons networu The Cumpan) ~lu:vC\ th.tl 

pJd,et 'wm:hcd data networl~. such u the Company·,., w1ll dtspiKC 1 Slpticant poruon of the esllmatcd \1 111 
hd lwn tclc..:ommumcauom markec whtch ts currently provtded over tr8dtuooal cU"cull JWttched net\loorb ThC' 

C,>mpan~· bcltc'c~ tht\ propo!>ed new !>en<tce oHenng w11l accelenu.c tiS pcneuauon of the lfosdlltonal ,,,,,. 

\C'r"> tee' market 

The C umpan~ ha~ dnclopcd operating stralegle!.. Important component! of whiCh arc de,, nhcd he I"" t<> 
JlldC'.I~<: mar~ct ,h.trr .md upc:raung margms 

Customer Strategy 

Pro\ it' .\m.file·Sour,·e Te/t( ommuniCQ(/()rlj s~n..C~l The Company's ~Cr"\KC pon1olt .. IRL luJc, "" ,,, 

n, h~ng~. ~nhJn.-ed data 11 c frame rei a~ and ATM. Internet and lnuanel 1. tnter~ ~.:han~e I• 'n!-' .t r ,1.10, r 

tnte~ratlon and pn' ate line \ef' tlC~ Managcmenl beltevc~ that ItS abtluy 10 dell\ cr all of !he'<' ,,.r, ,, <'' rr• ··. 11k · 

''~nltl(ant ad,antages for hl>th the customer and for the Company NO( onl~ doc' !ht' -~rJt>tltl\ .11!Jrr·. 

, u\lomcr~ c'omplcx rcquaremenh .~~~Dctatcd ll-'tth tntegrauon of d1veae ACI\Ioorl' and tc:dHI<>I• •>.:tn .tt ... all "'• 

j.,,Jt1nn' but 11 ~ho reduce' ,u,tomc:T\· admmtstrattve burden~ associated With ~er-•..:e charge' hd!tn~ ll<'l·.,.,fl 

•n• •nttt>n ng. 1 mplcmentallnn. , '"'rdtno~lll>n o~nd mamtenancc ICI ah.o bellc'c~ tho~ I h~ ••I krtn~ ,. • ~'JII•k · ~ ,.,.. " . 
.. ·ur,.: ,er' t.:e' through e>:.l,ttn!' net.,.ur~, and customer connccuons. H can lc'eragc the ''!-'IIIII, ,,nr , .• ;·.,. :1. 

tnhcrent 1n 1t' dtgll.li net .... orl' 

fo, a' •. ,, Hull'lt'l, and (;,., ernmen/ CuHom~rs The Compan~·\ ponfolto ••I 'er. ac·c: ofknn~' , u ,1 . · rt l<" ' 

··" '' t' JJ'f''"·" 11 l11~hh relt~hiC' nctu.urlc.'. oruad gcogroaphK (O\er;allc and JntCjH:.Ollltn c.tp.•Odolt<'' .II<' \\I'll <Il l •·.: 

'·· 'cr'C' lh<" dcm.snd' ul td<·•••rnmuntcJiton,-•ntcn~l't bustnes\ and government ,u,turncr' ltl<' ( ''"11'~"' 
nt,ttng bu\tnc\' cu5tomrr base repre!>ent5 a broad nmge of mdustne!., tncludtng hrrm 1n the rC't,lJl ftnJ II• 1 .• 

'<:f\ 1ccs. Internet. hcalthcare merchandtstng. manufactunng and other tndus~ ~cgments ICI h.t' .1 .Jed,, Jtcd 

,Jie' and cngtnrcnng ~uppon group locu5ed exclus1vely on prov1dtng servtcc ro government <l~C'n, te• Thr 

Cnmpan~ hJ' l•>ng term contra ... ·t, .,.llh the States of Flonda and New York puf\uant to v.htdl the ( ''"'!'·"" 
rr"''Jc~ \oifltJu' trlecommuntcJtorm' \Cr">ICC\. tncludtng frame relay and other data <oer.tce' '~'"ell,, , ,n:~tn 

'. •IL,. ,er. ,.;e, under the ~ev. 1\•rl ..:unlrarll 

/le~t• lt'f' /nru~rchunr,:l' Curnu t.Jfld \'ulu~·AdJt'J Rnt'llu R~larw•uhrpl As a re,ult "' re , t'lll , h.tr.:·> .r 

• : •• 1 ,. ~nd !eJeral regula! ton u. h"h ha'c provtdcd ILECs wllh mandateJ that fo~!cr loc;~l e" han~r , <'1111'<'1 II• • '" 

I• I"·'' ""ctcr~tc:d tt\ cntr. '"'"the !t~~:~l c~changc \er.·tcc\ market A5 tntercH·hanl!lr <MTtC"r' • 1\t ' · <' ll lcl 

!lie ;, '~I ~" h.1nl!le bu'' nc:'' thc Cumpan, he lac ~c5 thai the~ wtll ~k to ga1n a..:cc\\ 1o the I·-. .11 n , i,,,.,,.,. 
,er' 11 c' mJrlc.C"t O\ ctlhcr Jc, cloptng local netv.ork capac II)! or by purchasrnJ! 'u..:h capa~ at\ !r• •m .t IIC"m .•t •' ,. 

'Cf\ l<t' pn)\ tJCI\ The c .. rnpan\ believe~ th<JI the\C de\dopmcnl5 ll'r ltkely to make IC'I J ,an.!JJ.tt<" '·'1 ·""' 

•cnturc:' ~nJ I'IC'terretl •cnJor arrangcmrnt' "tlh !XC, ILEC\ and other tdccommunt<.'JIIIln\ rrl.tlcd ' '""~'·""'' 
' .-11 .ur.~n~r111rnh ""uld henclll the <."ump:.n~ h~ cnaollng ICito more raptdh rcu"e' 11' utpll~l ""~""'~~"'" •I · 

' "' >t.:hc' antl •llhcr ne'"'"r~ mtra,truc;turc o' m.:rea\1ng the 1rafh..: throullh tiS ne1u.orlr.\ The'e l\1. IC'I.oll•'ll'l'll" 

'' r·- oil" hcgoan "lin the ( ornr~n\ prtn odtng \pc:Cta! .t(CCS~ !>Cr"> I'C\ on be hall .,, th<:\C I xc, ~nd h.J\ c '"' (' /:II\ 
c····h~J I•• 1nclud~ loc~l .~,,," 1r:.mpon o~nd Jc~~::..l ~'''hange <oer.tc~s The~ arran~cment' \houlol C'r1~t'>lr !I I' 

J. r11ne ;'l<:dlC'I rno~ri.t·l 'hJrr .HoJ IC'.I,·h Ill'" rn;ar~.:t 'C!!rn<:nt' more rap1dh than •I ,,,ufd <llhcr~.< '"' I he< ·".: ·' ' · . 



"·" iil\o hc'~un .ohcttrna thcK IXC&. out of reJ•on ILECs. cable .:ompalllc\ an~ uth('r '<>lu(' .. ,J,J(',J rn..tk ... '" 
r(',ell the Company's local uchlnJt and ()(her Aef'\'ICCI ICI hli recently eue:,hshcd a preferred 'end"' 
rdJtton~h•r wrth Cable & Wrreless. Inc. whtch tncludta the re"IC' of ICI'• local uchanae .ervt.:e b~ l'ahk & 

Wrreles~ . Inc 

A!mntazn and Dnrlop Lon11· Tum RrltJtlorulrtps By provtdrng .:ustonuzed tclecommunteauons ~oluoon' 
,,, '" ru,t<Hlln' the Company develops a sense of pannershtp lilfllh tt!. tu , ~~- rofilcther "'''h rhc 
fH<" ""H' nt .m tntegrated package ot serv1ces (local. long drstancc and enh•mced dat~ ' rvu.:c\t lu)tcr' thr 
dnelopmcnr "' lnn!l · terrn cusromcr relauonshtps A.\ an eumple. the group of ICI's top 4:! customer\ a\ " ' 
December .l l . 1944 1 reprcscntrng appro:rumately 68~ of ICI' s bllhnJS for the montlt of December I 1.144 ' haJ 
tn.:rea5ed rherr aggregate bdltngs rn excess of IQO<l- for the month of December 31. 1996 At December ~ 1 J wr, 
17 ot the\c -12 customers were sull customers of ICI and. rn the aggregate. represented appro~tunatch l ~,, "' 
ICI ~ rnonthl~ hrlltng) for December 1996 

Prm rdr C m -£/fr<111·r Srn•rcr 0/frnngs The Company belteves that the tntroducttnn o! m -en,, c' ~~ 

:nmpelltl\c market rare~ ha~ Stimulated demand from small to rnedaum·saz.cd customer~ . thereh~ t>roaJcntn > ti l<' 
market tor ICI'' servrces Each of the Company·~ andavadually packa1e<1 servtec~ •~ compettll\ eh rnc cJ J/h~ 

-...hen 1ntegr:.ated anao a comprehen~1ve telecornmunacauons pack.iitge.typacally provade' \tl!nrn..:ant '.1"n~' '" c u, ~. 

,u,to mcr' "'era combrnauon of ILEC and IXC ser'\·tce offenn11~ 

E op,md .\olurronJ -Onrnrrd Sa Irs Effort. The Company ha~ raptdly e~randcd , and rmcnd' '" , ',,,, .,,·.J<' 1• 

npand '" Jncd 'ale, .. nd suppon tc.am consisting of enganeennJ! and sale' prnte)~•onJI\ l11r ,,dr- .• n.J 'Uf'l' •r' 
t<' JIIi' h . .,,. , "mrktc pmdu.:t knowledge and technacal. tntegrauon and prullr.m1 or rr••Jr,r rn.u•~~··n t•·nt " t!!' 
Thr' tc.J il o "Pf'l••adl promote~ J c lo~ worlung relauonshap between 1hr Cnmpa11' .111d thr , ,,q"""'' 
lele.:nmrnurllc<~tron• . rnft)rrnauon -cr.rces and u~er .:nn~lltucn.:re' The ( •>mpall\ hc'hnr, ,u, h rt·l.,l\ ... rJ.III~' 
tmprn,c tt' o~/'lllu~ '"'ell mo re of Hs !>trvacc~ and maantam longer rclatH>n,tur' "'''h tt' ,u''' ''""r' I ),,,,, : ,. ,, 

ICI •n.tc .J,ed the number of 11s sales offices by nrne and substanuall~ rn,rc .. ,cd ''' en)!tm·rnll~· 'url"'f' J•·· · ''·''" 
Jfld , .. ~e, rcrrc,CIII :tii\C\ The Ctlmpany bdrcves that the .onllnued derif>H11CIIl "f "' ,~JIIt-.t e•·,,) .I"' 
<·n~tnn·nn~· -urron ·•nd 'ale~ team "''II allow ICI to establtih -cr,1ce 111 r.ro"' m:.arl..et' ..r11J m:unt.11 J1 ·' , .. n,,,,.,,!,. •: 
r\1\lli"'' Ill l'\l\lln~ nlJ II..Cl\ B\ lt.ICU\tng hr~t on e~rahll\hlllg ,·u,ton'lt'l rd.!ll\10\htr- ill t>nth nc·" Jlld ""'''" .. 
m.~rJ..~ t ' ttlc l'·•mpao' bche'e~ 11 can elhetcnll) deploy c.1prtal•n re'f'"""' "' .,c~u.~l ' "''•·mer .lc· rnJfl,l 

( •'"'ru/ francfus' Pornrs of rhr !V,tklorb Connecltom to CU\lllmcr' and butldrnJI e11tne ' rcrrncnl "'' 
1 mp"n .. nt <.omponcnt of ICI'~ network strategy The !it cunne..:uom prm 1,k 1hr Comp.1m ""ttl! 1hr r r .. !l · on11 t· 

'rll J •Jrtet~ of serviCeS 10 CAtSIIng and addtttonal potcnual cu~lomer' ~>1thrn .. tHnldtn!! . .. n .. l"i!""' t•· 11""" 
PI"' 1dC'J h~ tradi!JOnal shared tenant serviCes provadef\ IC I beJ1e'e' that the dcp1<wrnc111 "' '" tkhtn._· 
tc, hn• •log~ and ;,d' ant ed network electrontcs enable~ tht Compan) tu t'oellcr ..:onh~urr ''' net"'"'~' ''' pr• ,, r·k 
''"' e tk.-r l' c and cu\ tomazed so/ullon~ to 11s cu~tomefi 

f <rrnd Co•·,ro(?r 10 Pro••dr End·lo-£1111 Srrwcr The Compan' 1"<-l•e'c' lh.u .1n ti11J" •r1 Jnr .• ,, ..... · 
'JII\1\ tll!l 11~ .:ustome.rs IS lis abthty to provadc and wppon o;cr. t CC~ fmm end t• . cnJ Th" rryutrc , r: r l" ·· • 
<nler. n nnec11on ... uh o ther camcrs and operational suppon \y\lem' ind rooh '" !l\JO.l!/C the , u""mr r ' tooiJ! 
'cn "e Thro Cnmpan~ ha' entered 1nto lntcrconnecllon co-camrr J!lrcrmcnt' ""1th kdl'"'ulh '> pr1111 t r i J 

'\) '\l:\ S BC C'· •mmuniCatJOm.lnc , · ·ssc··,and Broil Atlilnt•• Th" ... dl..rll''"' rhr t·.ornp"n' "' .,,,,.,. ·''··t~,· 

nurn~r <>I hu"ne'\ and government telephone~ 1n ~~~ ~erv1ce temt"n lhc (. "n'J'"n ' ,lfJl " 'I'·''' ' "":ct "'~ I IIi· 

''md .. , JI1Jn!J'cmenh "' llh ILEC's 1n other markeg The Compan) ho~\ a/'" tntercunnr,tcJ " ' lr .• rr w rt·r.~o ·,ct·,.,,n 
loo 'an•>U' Ill::(', lh~rehv \Ubstanuall~ expandtni the reach of"' nrol~ork' ICI 11n~> pw,,J~, ·•tl~<nJIIII>. ·"'': 
rcnmnatrn~ tr..rn,pon ' er.ICCS '" 45 state~ and m;untalm POII'II\ "' rrt'\t'll•C I f't "'' I l•lf llllrfl'\ .. I;,Hl~<' ·"'" 
cnho~n.:ed d.1IJ , e r, rcc \ tn most maJor ClUes tn the Un11cd State' ll1r 1 ·.,mr.w' r,.,, dropt.,,c.! ·"'" ·•II'""•<' ' ,, 
IIHn~ratro nr-'"'''~ mo nt!nn11g and control tooh to rn~urr ht!lh IC\~r , "' ,cno,c c1 ,.,),1\ .111d l<'i'·'''li•l· . 

.. 



Ut•l•:r /Lt.< l<n<Jir <1nJ Unl>undl~d N,r .. ·orl El~mt'nll Recent re11ulator'> ,h;anrn tu..- r~o . .t,tr.t the 

Com pan~ 10 resell ILEC servace~ and to uuhze unbundled ILEC ~twork elemenu at dl~c·ounteJ r .ate' ll1e 
Compan~ tntends to use resold servtces and unbundled network element~ 10 provtde rap1J mill~t't entf' .anJ 

develop tl' customer base tn advance of captt.al deployment. Once threshold~ of customer denstt) ha' e ban 

achte' ed. the Company •nte.nd~ to systematically replace these resold and unbundled element\ .,.llh th ''"" 

ta.:dtlle). where economtcal 

LJep/01 Capllal Cost £fj,cm·el\· on a Deman.d Drtvtn 8a5t5 In addtuon 10 the u~e ul ILlC rec.ak .mJ 

unbundhnjZ. the Company has the abthty to lease network. capacl!y from other earners at competllt\e ratn nw 
ha~ led the Company to lease network capacuy an vanous areas pnor to. or as an e~o·onomK allemattH' 111 

butldtniZ addauonal capacny As a resull of tts most favored nauon pnctng from Advanced Radto Tdeu>rn Corp 

1 ··ART" ·, m the Nonheast. the Company from tune to ume l~.s 38 GHz wtreless servace' J) Pne 'll' h 

econorruc altemauve Uultzmg leased facahues enables the Company to Ill meet customers· need~ more rarJtdh 

• 111 am prove the uuhzauon of JCI" s ext sung networks. 11111 add revenue producmg customen he tore huilc..lln~ 

netv.orb thereby reducmg the nsh assocaaled wath speculauve nelwork construclton and an 1 \ub'c~urllth 

focu~ tb capnal e,.;pendnures an geographtc arca.s where necwork constrJCUon or acqu1~1twn .,. til pro1 1Jc " 

compelltave advantage The Company focuses ns capital deploymenl on the ~gments of 11, netv ... ,r~' th.at th~ 

Compan~ believes ""'Ill prov1de 11 w1th the highest revenue and cash flow pou~nual and the llre.aror hm~ tcr'll 
compet1t1ve advantage For the I~ month~ ende.d Septem~r 30. 1996. the Compan~· recorded~ ~J 111 rrcn:~•c 

tor each a' nage dollar of plant. property and equtpment anvested. 

Growth Strat~l) 

At. elna/t' lnlrrnal (i rm.rh Bv foc ustng on bu~tne~s and sovemment ,u~tomrr\ ..IIlli !11.11111.111llll~ lllf'" 

~ualtt\ and co~t-cffel·mc ,en.Ke~ the Company ha~ generated a compound annual 1ntcm.al rnt·m•c- ~~·mtll 1..11r 

·•1 t><r;. l\>r the 1v. u ~co~r J"l<'nt>d ended December 31. 1996 The Company bchc,·e, chattl' ,u,t••tn,·r ·'''d '""'""'~ 
,trategaec "'til continue l(l en:sble JC ito c~pand 11~ ~ef''ICe~ and markel~ . lnnC"a>c II' re,rntJt" ~,,,r ·""! •::r,· '.t\<'h 

cllmJ"l<'IC 111 d dynama, mart..etplace In order to achteve such growth. II 1~ essentl.al to ctlllttnu(· "' .11!.! t• · thl" 

C••mp.an\ ' haghly 'ktllcd. broadly dcplo~cd end user sales and engmeenng 'uppon team 

.O,.d ' "rnll•c.antl~ 1mpnned the oppununtt\ lor compet1110n tn the lo.:al e\i:hanj!e m.ulo.et t•; lll.tn,l.lllll> tlu: 
ILEC, enter 1nto arrangement~ .,.1th competllors such ~ the Company tor central olhlC" cnll•>~. ..ttl< •n JlhJ 

unbundling of local sef' tees The Co mpany bcheves thai rmplement.auon of such pro-com(Xtttt\ c- P''''' ae' , r<'..tlr' 

ta,orable opponunalle\ to more aggressavely pursue the proviSion of local exchange \erv1ce~ "The Comp .. n' ll..t' 

" total ol fl'e local/lt~ng d1~tance votee ,.,.nche!> an operation and IS currently market1ng to e\1\llfl~· JnJ nn< 
,-u, tomer' 1,,._ al d1al t• •ne ,..,.ll,·hed accc'~ termmataon and onganallon ~erv1ccs. centre' .tnd Je,i-.1• •r r•• •Ju, t' 

bundled "'llh the Cump.am· .. o ther sef'ICt offenng~ The: Company e,.;(XCI~ to offer , u,h \Cn.t,e' •n .all ' '' 11, 

nbcr "Ptlc·!">.a~ed mart..er' b~ mad 1997. wuh the exce.puon of Hunt~valle . Alabama 

.\rlt'c /Ill'/\ "-n/Uirt' f.liHirtg Nn"kor.l..l and Sn>"ICt'.l Over the pa~t re .... VCaT\ . J pt>nl<>n "' ttlt• ( ''"•i"Jfl\ ' 

pmo.th ha' hcen accumpll\hed lhrough a~·quJ,IIIOn\ und J•llnt venlure~ or ~elhn11 rrl~t11•mh•r' I hr 1 " '" l'•ll' 
,l>nttnuo to e.>.amme 'ailou~ acqu1~1110n and JOint vl"nture proposals to accelerate~~~ rate ''' ~ r""tl1 In .tddttl"r. 
t<> rhc u \ ual finannal .-on~1dera11on' ICJ a\\cHe~ each opponumty to delermJnc d rllher 111 .-urrcn: net"' ' ·r~ 

tr.alhc tnlt> .1nJ nut''' the !lCO(Iraphtc area~ ~crvcd by the po1enual JOint ve·nrurr or acqu1~1111>n ,;~nJ I ,J .ttr v..trr.•nl• 
c\el('inptn~ J pr('\('llcl' Ill lhO\C jleOjlraphl( area \ <lr lilt SUCh cand1date offer~ \('r\l cC C c"ll'l'lrrll '""'"hIll<" 

( "111p.a11\ ' ''r.atq!• "'- htle rnan~tllcment Joe) no t bchevr that acquatllun~ arr ne< e".1" t .. "Iii<"' r IIH" 
C•>mpdn\ ' \tra1~g1, goal~. 'trateg1c alliances v.llh or acqu1SII1ons of appropn.;ue compante ' m,l\ ••. <"ier~tr 

.achte,crnent ul cenam ~oah b~ lTC.allng operatmg s:vnergte~ and prov1d1ng lor a more rap1J e\fl.lllll·· ll ··~ rlw 

Compan• ., net'40rl<., .and 'e""''e' The Compan~ 1\ .:urrently e valuaung \aTJOU\ a.:~UI\Itton ·':'P"nunl!Jr• \. 
J"UIJfl,r c.lll he )!"<'0 lhJI .Ill\ f"llt'llll.tl ~c~UI,IIIOn '4111 be (OnsummatcJ 



1996 Acquisitions 

Dunng 1996. the Company completed tbrce corporate ~uisitiona. In June 1996. the Company acqUJrcd 
rhc telecommunacauons diYIIiorJ of EMI Commurucauons Corp. ("EMI"l, • company tcrvmg cu)tomcr' 
rnmanly m the Northeast wilb ~&Pille telecommiUUcations revenues of approllimately S.53.7 nullion for thc 
\Cas ended December 31. 1996. of wh1ch S27.8 million wu included 1n the Company's revenue for 111'.16 !Cl 
pur.:hased EMI's telecommurucalion5 diviaion in exctuan,e for 937.500 newly •uued .twa of ICI's common 
,,O<.:k. par value S.OI per shan: (the "Common Stock"), issued to Newhouse Broadcasuns Corporauun. lhc 
parent corporauon of EMl C"Newbou~e"). 1be number of shan:s of Common Stock payable to Nc:whou!.e .,.a, 
t>ased upon a purchase pncc of Sl.5.000.000 divtded by the average tradlng pnce per ~bare of !he Common Stoclo. 
dunng the twen~-onc day penod endma oo February 14, 1996 (wtuch 111a1 ~ual to Sl6.00l As of June 211. 
1996. the closmg date of the acquiaition. the EMI Shara wen: valued at approxamauly Sl6.9 nu1!1on W1lh um 
acquiSition. lhe Company subswuially expanded its frame relay presenu into the Nonbeast and acqu1rcd both 
addttlonal customers Cmcludmg 1 mAJOr contract with lbe Saa1.e of New Yon) and 1 number of tughl~ ~lo.tllcd 
per,onnc 1 

ln December 1996. lbe Company ~uired Univenal Telecom Inc ("lr.T"). a prov1der of mrerc11.chan~c 
~crv:cc~ to approximately 1,000 bustnen cuswmen 1n the St. Louas an:a wtth annualized munthh 
teiccommumcauons revenues of appro-.tmauly S.5.4 nuHion. 1bc purchase pnce WAli S2.9 rrullJOn. •ncludm!<' 
a~sumed ltablltlles and shares of Common Stock. 1be UTI acqumuon wu SlTaLegtcaJiy Slgmflcalll b«"au~t> ul 
tht> ncar compleuon of constiUcuon or ICI's St. Louts meuopohLln area fiber opuc network 

In December 1996. the Company also acqul.led the network llanspon busmess of ~·etSol~e ln<:l>rpor..ttt>J 
' ·:-.:etSol\e · 1 for approll.tmately Sl2 8 milbon in c&Jh W1lb lbss ~equissuon lbe Compan~ l!!illned 6011 mulll·,,tr 
t>u;1nc~' .:u;tomers and network factht1C5 (uanspon and sw•rchmgJ whsch ntended the Compan\ ·' mtcr- ''' 
n~•"' ork .n,., TcuJ> and pro~tded facilities tnto tncremental markets m the eastern hall ol the Unllc:d Sl..tl<'· 
:-.:et.5n1H·, nct.,.ork transpon busu1eu generated approlt.lmarely Sl6 0 rrul110n or annuau1cd rr>"mhh 
~~ leconnmuniCallons rc~cnues !or December 1996 

!CI .... ~, tncorporarcd If\ the SaaLe or Oelawan: on November 9. JY!P. ·~ lbc SU(;CC">\Of lll ~ t ),,,,J~ 
,,,r1><.)rJtt<H1 rhal ~~o.a~ founded In 1986 The Company's pnnctpal offices arc located at 362.~ Queen P..tlr" lJn'r 

T ~mp..t. FlonJa JJ619. and tiS telephone number ts ( 813 J 8~9-00 I I 



' 
Services Provtded and M•rkets 

Local uchang~ s~rvtc~s. Telephone servaces that connect a custom~r· s telephone or PBX to lhe puhl,, 
network These local scrv1ces also provtdc the customer wtth .-ccess to long dul&llcc ..ervaces. operator and 

d•rectol)· assas!&nCt' scrvJccs, 911 servact' and enhanced local feature~. wh1ch an des.cnbcd by cxampl~ bcln ... 

PBX Trunk 

Busmess Access Lm~ 

lSD I" 

o-n,.. 
Connects a customer PBX to the pubhc 
network. shlred by mulllplc users 
connected to lhe PBX. for rnumg or 

rece1 vins local (and long distance ) calls 

Connects a bustness customer's 
telephone to the publ1c network. for 

mwng and complcuns local (and Ions 
daSWICe) calls. 

A spcctaltzed digital SWI!Chang 
t«:hnology that allows voace and da~ to 
share a dagn.aJ channel 

A serv1ce offered by ICI's swuch. 

prov1dtng full. person.al1z.ed answering 
sernce for a busaness customer 

T ypkal A pplk:IIUon 

24 trunks for bolh ancorrung a.nd 

outgomg calls - allo"' a call tn bt' 

duected to a spec1fic user connected to 

lhe .PBX (known as d1rect '""'·a.rd d•al. '>r 

DID SCfVICC) 

A small sales office uuliz.c~ 5 bu~•nc" 
hnes, each wtth a unaque telephnnr 

number. connected to five telephone' 111 

the office 

A sma:l office uuhzes a sangl~ lSD:" 

hne to samuh.aneously transpon data aa 

64 kt>ps and talk to another locauun "'1111 
a sarrular scrvace 

A busmess customer u~c~ ICI" ~ 
voaccm.ul servacc to J.\ 01d the co't ~1nd 
upleep on an answennF machmc 1n thc11 

office 

Enhanced Dar a St"r\'H f 1 Swttchmg l.lld Uan5port of dtgtllzed dat.a tor 'o1cc 1 o•er a 'carnic" n~ l "' " ' ~ 

de\lgned to rro\ 1dc ht!!'hh rehable. ftu1ble scrv1ce and support of man~ data transm•~~um prnt<x "h ll I -
enhanced data ~cr> tees arr pro• 1ded over us network of frame rela;• and A TM data \Witch~~- lcxa:~d thn•uf: h• •UI 

11, 'er.1cc tcrntory Example' of these serv1ces are hued belo~· 

Seni« or fr•lun 

Frame Rcla\ :"Jct"'ork 

O.Cr1pdoll 

Connecuon of data commumcattons 

dcv1cc~ at numerous locauons over ICI's 
enhanced data network. 

T ypkal A ppllc..llon 

A firm ha~ ~~\leral data networl-' llln~ 
for potnl or ~~le. one for hnancc illlJ 
~ccountang. one for LAN to LA!" 
connecuonl that all const\1 of a lar).!c 

"'host"' ~tte and numerou' rcnH •lc "'"._ 

cuTTenth .:onnected by a lar~c numt->er " ' 
dedtcated pn\'ate lanes h 1~ con' crted I• · 

ICI's frame r~lay network . wtth J \ln)lk 

.:onnecuon to each locauon. ;u1d thr 

mulllplc net\1/orb operaung l"~' thl' 
~mgle cnnnecuon 

A ~mall. mulu-Jocat10n hrm ha' LA-.;, ~ ~ 

each locauon. but has not been ..thlc I<• 

provade compan~ -~·tde em;ul ami ilk 

access . .,..lthnur ll\tng dtal up 

c·onnecuom The e~tabh,hmcnl <•I " 
frame rela~ network allo.,.~ an attnrda11k 

means to tnterconnecr all ofhce,. lor full 

umc access to compan~ ·"'tdc ern.u! >~~rd 

shared tile' 



/nltmtt and l11.rrantt Strvicts. ICI offers ac:cess to lhe Internet and provuks addJuoniLI SCTVICe~ that uuliu 
the Internet na tts frame relay network. Examples of lhe.se servtces are hsted below· 

Dedicated Internee Access 

Ho~ted Internet Sen •cc 

Intranet Scn·tc~ 

o.m,.-. 
Coanection to !he Internet via ICl's 
frame relay network. 

ICJ provtdes a World Wi!k Web 
presence for a cUStomer, establishtRK 
and rrwDtainin& the customer's web 
page on ICI's platfonn. 

Pnvate eqwvalent of the Internet 

T,aa 4ppllmlioa 

An e~~:tsung JCI frame relay customer 
uultus an elt:tsling physiCal connection 
ro access other computers on lhe 
Internet. ustng a "web browser .. 

A buimess washe~ to have a world .,..u.ir 
"''Cb presence. but lac/u lhe upcrtt~r. 
compuuna platfonn. and techntcal 
resoun:es to dcs•sn. •mplement. and 
m1.1nwn lheu web presence ICI 
prov1des !he tumkt)' sentce 

ICI provtdes a large corporauon "tth 
"pnvate" equtvalenl~ of lhc lnt~mel 

allowmg secure. ·:lased user accr'' '" 
the company · ~ pr,.atc web \1\C\. hl~ 

1ransfer capab•' ttte~. etc 

LonR DISian. e Stn·tcei The ongmatJon and temunatJon of telephone calls between u~en tn dtttcrcnt 
cut~' nr nchan~~s The Compan) provuies these services on a usage basts. utthlLn~ m loco.~!llonf dt~t.~n, r 

""He he> tl~ tnterot~ network and ~crvtee~ provuied by other Cill'Tlers Examples arc hsted be lolL 

~n•c~ or Fulvrr 

Outt>nund Lon~ D1~tancc 

Inbound Long D1stanc:c 

Dacnpdof> 

Compleuon of long d1Uance c:iLII~ 
ongmated by ICI customer~ 

"800" or "888" number ~rvtce 

~at10nwuie long distance calhn~ 

"'•thout cuh 

II! 

T,pic•l 4ppllc.tlon 

An ICJ cu~tomcr ol ltX:al e~d·;m~c 

~cnKc~ male~ a "I· · c.1ll dom'""" "' 
tnlcmauunal. v.htch •~ pn"'c~'~J . .tnJ 
Jeh•crcd cu 1b Jcsuna11on t'l~ til<" I! I 
ner~~o ork .ts pi111 <>1 an 1n1c~ratcJ 
lncalllon~ dt"an.;~ sen·•cc packJ~· 

An 1(1 CU510m~r rccctH'' · ' tnll lrrt' 

,·all!. handled over ICI ·Prtl' •dcJ 
ded11:ated linn to lhe CU\tnmcr nr '" <·r 
the .;u~tomer'~ ICllo.:al nchan~<" 
~el'\ ICC hnc~ 

An ICI customer dtab J nat1onv. •d" ~~ x • 

number . .1nd .:nmplctc' a lnni <i"''m' ..­
'~11 u~,n~ th~ ICI calltn~ c aHJ hill on~ 
J~pCI!(.I\CJ V. 1th the c U \(IIJLIC"I ' "111<'1 
\er\ tees 



Pnvau /...J.rt~ SnvlC~J Ded1cated cl\annels connecung dl&ereet end points. Th~~ non-~wuched !>er' •~n 
can be prov1ded to 1wo location~ w1tlun !he same cny. or between locations in different c1ucs lLntcru.chan1.1(' 
pnvate lmes) Eumples are hSLed below: 

Spectal Access 

!XC End Of/icc Tran .. pon 

o..u,.. 
An mll'l-city private line that 
connects a customer to an IXC for the 
purpo~ of delivering long dastance 
calls to the IXC--does noc carry local 
traffic 

An tnrer-cuy pnvate hne, for vo1ce or 
dat.a. of a filed bandwidth. connecun1 
to !wo locauons of the ume 
customer 

Connecting an IXC to the End Office 
of an ILEC or CLEC 

TJ,.al A.,..aon 

An IXC customer of lCI order' a spcc1al 
access circuit to one of us customer, m 
an ICI city 

An ICI customer llee<U a l 54-J Mbp' 
connecuon between two computer~ • n 
M1anu and Boston 'The full 1 ~44 Mhr, 
is used con~tantly 

An IXC CUIIOI"IV'r of ICI need~ <.:1r.:uu' 
to !he end office ;;fa LEC. to allo--.· lhr 
IXC's custo~!"S to obtam · ·I • · · lonF 

distance dtahng from that IXC 

/n1t'i?rat10n Sen 1< es Provi)IOn and custom configuration of nelwork dt\'Jce~ . normall~ loo;ated ~~ the• 

customer· .I locat1un. ""h1ch rna' •nclude any specaal cnganeenng. lnliWlauon. or ~n•JC~ lunc11on pro' •d~d h' 
ICJ Eu.mpl~s arc ll\ted belo~.~o· 

( '1'1 lmrpali<H1 Pr"' l'lon. contil!urauon. IRStallatlon. 
and monuonng of spcc1al1ud !c-lecom 
equ1pmen1 

C on\lrucuon of a pnva!e fiber 
n~l .... orl 

Pro' 1\IOh of ~ng1ne~nni set"\ IC~\ 1n 
wppon of a cu~rorncr apphn.uon 

I! 

Typkal AppUcouon 

ICI de"'l!"' " routC'r h•~C'd <1..11..1 nr:" • •r ~ 
for a .:u\l•>mer. pr<><.UTC'\ "'niJrur<"' 
lh~talh and ma1ntJ1n' both h..1rd" ..Ill' .u;.J 

~nhwarC' lor lht ~ U\tOmC'r p.!d ... !!rd trll • · 

il ~Ingle ~~I"\ I(C' lnHHCC 

ICI d~s1gm . .:on~tru.:l~ and "P'" •n ... lh 
monitor~ a pn,atc f1~r · ·1""r hudr ·'11 
a campus of bulldJnj!\ 

ICI prov1de~ ha.rd"' a.re and '"ll~.~o.Jrr 
cngln~C'rlhl.( \C'r>'ll'C \ Ill \upfl<>l1 .1 

..:u~tomer'~ lntcmC't ~.~oet"t ' ''c 



The tullowm~ table sct.s lonh !he Company· s esumates. based upon VI Vla.lys•~ ol sndu~t~ "'ur, e' 
sncludm~ sndustry proJections. and FCC dat.a. of lhc I'D&Itet sau nauonally of the serv1ces de~nbed. above Onl' 

a hmHed amount of d1rect 1nforrnauon IS currently na.ilable and therefore a SIIDificant pomon of !he anforrnauon 
~et fonh below as based upon estimates and assumptions made by the Company 1be Company beheve~ thai 11, 

e'tamate~ are based upon reliable anformauon and that its assumptions ~ reasonable There can be no as~urance 
hou.:eHr . that the e~tamates will no1 vary from the actual market dat.a and !hat the~ vanances w1ll nol be 
\Uh\[;.Hl'!.il 

L,•..:.il ~er" or~ Ser.acc' 

'>pee aal Ac..:c" Jnd Pm·atc: Lmc Services .. ... . . .. . .. . .. . . ... . . . . . . . . . . . 
"" 111.hed o\.:ce'' Ser-·aces 
Lc._:JI E\.:han~c Ser;1cesr I I 
I )thc:-rl ~ I 

lcnh..1n< <'d !ht.J '.cr ·. ' ' e' 
I ntc:-rc:- \d1 . .m~e <;er\1, e' 

1 1)ral .-\ddltHJOal Ser-· 1<'e~ 

VDILtd S&atea Com~uu-. 
T~uftkalloru ~tarlt.tl 

Oppor1unu~ 
t ... c-IJM) E.t.tinut<.> 

IDollan In miiii<HU• 

s ~.IHM I 

I '1 . ~(I( I 

.1~.~11(1 

: 1)~011 

'11\.~IN I 

I 11M I 

fl~ 2fNI 

I I ' I ht' ( "ll1Polll\ "c'UrTenll} permllted to offer these services Ill Flonda. Alabama. Wa~h· n~!Pil. D ( . I ocooq:l.l 
llhn .. l\. "'"'..! Kcntuck~. M<10land. Mas~assappt. New· York. l'onh C.uohna. South ( ,u<>ltn..~. 'lriHH""<'<' .uo.: 
\l..t''·" hu"~"' .end ha~ <ipphed tor cenaficallon to offer the~e ~er' 1cc' an 2~ o~ddcl!ona l ''"'e' 

~-' ()ttl~• tndudc' rncnuc trom pa~ phone,, balhng serviCe~ and 1n1raLATA c;~lllng ~er,~~.n 

1 hr n •.1rA.c1 "'c' 'et lonh tn rhc atxnc table arc not tntendcd !u p111'1dc VI 1ndu:a11on <>1 thr t • '1!1p~n-. 

' ' 't.il .~JJrc"Jblc rn..Hio.ct or the re,cnuc: porenlaal tor the Compan) ·, \C:I\ICCS ICI ha~ ••bca1ned dl! ccnlfl,_,tl"" 
nc,e"..n tu pemut the Compan} to pru'lde local exchange serviCe '" 13 ~tate~ .ind the o,~tn,l ••I l ·•lullll'•~ 

.wJ " 1 n I he:- pr, ... e" of obtaanang the necessary centticauon~ an 22 other ~taft'~ "'here: thc Compo~n} up.:-r ..~tc' • ., 

pl Jn · '" "~rate In Jddauon . the Compan~ · ~ ab1hty to offer ~rviCe\ 1n 11~ temtol) 1\ hmllcd b\ I he '"c o~nd 
, ' " c r .1~c ,,1 th<' Com pan)· s net" nrlcs and compeuuve facror~ The Company dcrl\n ~~ ~ addrr " .. t>k m.11~ , .. 

' 'IHll..!l<' ' t'l' mult1pl' an~ the 101<~ 1 nauonal market SILC estimated at'k"r b~ the:- pc!lentaj!C of the pnpu!JI••"' 1 ·' 

Jcn·. ~ ..: !rc'nl L I, lemu~ Bureau lllforma!IOIJ ) re~ldtng an the c,,mpan~ \ markcl area~ lhl' niHII.JIC ""'""'' 
lhJ! r•·r • .Jp!la lc le ,nrnmunJcauons serviCes usage as the samC' an 'anou' retuo ns ot the l ' ni!C'J State' 1 hr 
< ·:np.cn ' ,,,,rn ... ac, !hat m 1997 addressable market . computed under lhl' mcthodolo~v. "apprn\lrn.llc h ~ ,_. 
rtlll· t fl 

H I '>Cr\lcc' ~cnerally lall•nto three catcgoncs 11J local nel.,.orl< '<'I'H:e ~. "'htch andud<· '"'"I c"h•n~< 
"''• lo.C • '~CIJI ..tO<l '"'llched J\.'CCSS Ser>' ICes and fOCal pn11a!C' Janr \Cr\l<:e\. 1111 ('Dholnl'CJ J..tl.l \Cf\I'C' .,.111-t , 

111, ID,k tr Jmc rc l.1' ho~,ed datJ transpon . A TM and Interne! and lntro~n~t \CIIII(C \ and 1111 1 11\tt'f( ~ .. 1\J!I~(' 1J, 111;: 
J I ~ I .J J h. C I .._C n I 1.. l ' ' 

I he ( om p..!n \ ' hl<...tl nec ... ,·r~ ,ervtCC ~ clll!\1\1 ol l<x.al pn• aiC' ltll(' \l"r\llC > "'tll,h lhe ( ""'P•'" 11.1 ' ""' " 
.o!!~nn~ ""'C' 1'-1/'o- o~nd lt~<..al c•change ~er> tcc . wh1ch lht Compan~ he~an offcnn~ tn ! •Nh lhc t .. mpo~•: · 

" '""'k. ' " ' '''fllCI' 11-..oll rrr o.~((' 1111(' \('1\lle\ (&!her"' hudd•nll net .... or~ loi.:daUC\ o r IC.i\ln).' C\lcn<Jcd '"' '"·'I~ 
f.h tl l l lt" f,, !hr tl.l \ llf\('( " prr rtu'f'"' In chr rfi •. Uk.C"I\ \lohf'"f(" rh(" ( t•mpto~n \ htl\ ,Jijllt.1J ht)('l t •(ll h 'l C' "' ' ' '~'" ~·l 

J.J.J.fp ~f\ • 1 ! "'...J I f\ ... flJn~c 'C' f \h~ ' .JII0\4'1 lht· l ••rnp.Jn\ ttt tn~,. rcJ.'t,,' It ' f C'\('IHH' ~C"OC' f.IIU\~' fH • .., Ju . , ,, , , "''I t 

1.' 



ha' tng to acqutre addllw nal transport fact hiles and allows a more •ntegrate.d servace to be offered to the c ustomer 
The mlllal ctrcuH used w reach the customer establishes a platform that can be uuhz.ed to offer additional 
\O:r.t..:e' Due to the \tgmhcant bandwtdlh mherent m fiber opttc cable. a sm~le connectmn can support a la..rg~ 

numt)('r nr- ,ervtce IYfX'' and a largt' number of customers 

Thr Cnmpan' ha' built 11\ ha~t' of local network servace customen by offcnng ht(lhl} reliable . htgh 4ualt1 _1 

'er.td'' rh.t t cOnJfl<'l~ pnmard~ v.trh the lLEC~ In 1996. hxal network servace~ accounted for appro"rn.atel1 

I ''; ', '' .tppro\lrn,J(t'h S I "\ ~ rnlll1on1 o f the Company · s total revenues The Comp01n~ beheves that the mar~c t 

f<) r thc'c 'e"' tc·c , "til ~'""' thro ugh the mtroducuon of local ellchange ~n· tee~. t'llpansJOn of netl4'orl~ "11h1n 
e \l,tl n): market\_ a<.klnw n nl nc"' markets . and mcreased pcnetrauon of utsttng customer.. through pro' .,wn nl 

ne"' mnemental ' er. ICC' ' 

Lnh.tnc·ed dar.t 'n' ,, e ' nm'l'' of mterexc hange data networks uuhzma frame relay technolol{_' .tnJ 
.trrt..-Jtoon 'e"' u.:c'. ,u,·h J' Internet. whach utthze thr frame n:lay network . Enhanced cUll -.cr. ~<.t', C'n.tl'-k 
, u,t0 mer ' ll• ec o nomtc.tll\ and \Cc' urel~ transmll large volumes of data typJCall)' sent tn largr bur''' lrom ••nt· 

-tit' tn ano ther Prt'' 1nu\h. , us tomt'r\ had to utihze low speed dedtcated pnvate hne~ •:-r da.al up ••r.:utl\ t• •r 
anto:r.:onnt'.- ltn)! rcmo t<" L.~N' and other customer location~ These methods had roumerou~ dasad' anta~~' 

on.::!ud1 n~ "' h>v. tr .. n,ml, >lo n 'fX'ed~ . 1111 systems that requued the utthzataon of compkmenta..ry proh•:ol' .mJ 

l• m· ' IX'e'-b "'ho.-h '' l.'n iiKantl\ 1ncrea~ the cost of tmplrmenttng ~tworks. 1111 1 ltmttc:d .. c:cunl ~ . pia, an~ 

.u't"mcr' ~n11rr nC'I V.•>rl-.' a1 n\~ 10 tampenng from outstde sources and 11\' l h1gh co''' due to the nccC''~I I' '" 

r'"' t•>r J tull 11nte Jt'dK.ttc:d ltne desptte 1nfrequen1 u~e Enhanced d'ta !>C:rvaa' .ue uttlllt'd '"' L A'\ 

1 ntn , • •nn~, IH •n rc:n .. •t c 'Itt'_ p"mt 11! '"k and bnmch o ffice communacallon~ 'olutton' 

T h,· l\r•-~1 ICI " ' ' ' '"nc r '' " enhanced data \t'f\tCt'\ ha\ mult1ple hu\tnt'" lt" ..t' '""' .m d trqu•r~ 
... mmunlc,lli•>n /"r ,n,· ·•r nto>rt· dat.J ~pphcauons amo ng tht'\C: locauo ns Tht' cusro mt'r m;l\ .!l'o h;ne J numht·: 

.•! l• .. ..tll"n' .cncd "' !(T, ltl'-cr llpllt network~ . however . prll\t~ton of enhanced data 'e'' IL.n 1' notl J cp .. · rhlcnt 

·•n the i''''''""" "' 1 ..... .~1 net "' "'~ ,er'ICC:~ at an) spcc1tic locatwn All o l tht' ,·u,rnmt'r• lo.:.ttl" il ' "'tlclllc t 
,J,•rtll''l:, . • , 1111L'fflwlto•ll.d .. r~ 111" 1111\lfCd b~ thC' Compan~ .lnd .:an lx \ef\('d t iUt>u~h lht' ( o m r .. ,,, ' •'" " 

"i'<'r.tt'"'' · •r IIH••u.:h th,· ""' ••1 p .tnner nc:tv.ork~ It" g . l'ntSPA:"tC it 

-\- ,, .••n't"~u~n,r "' .. ,,~n1 tlc anll ~ trJcrt'a~ed volume of traffic and number o llntemt't .-u , tomr:-r' ,llltrl<'c l<'•l 

111 I( I , "<''"''''~- lll.Jrt\ ••I thl''" ' u 't"mer~ co nnect to o ther u~u~ or lntt'met ho''' v.tthnut e'er lc~ >~ ll~ It I , 
nt'l"'''r~ r l.n I!Wl 1'-,P, util11~ ICJ', netwo rk for accc: ~~ to lht'tr cu~tomcr~ .1nd othet Internet '"n 

In I '14n rh..: c,,,r~m ·, cnh~ nc cd dara ~rrvKt'~ accounted for appro~1matcl\ ~I 't nl the (\•mp.~n , ' trot.t: 

rnt'I1UC' rhr nl.t! l. cr J,.r c-nh.tnc r:-J J.Jlol 'erVICC::'. accord tng 10 Industry \OUfCt'~. I ~ <"~fl<''tt'd In l?f""- lr<>r1· ~ I ; 
hdl11•n •n :c;c;t, '" ~~- htll1on 1n 1'1<,1'1 Thert' ,;-an be no a)~uranct' . howe,cr . chat \Ur h m.u-~.:1 j!f<>'<4t h v. lll t-o.· 
·~~l•t<"d "' th.ot rhr .J"'"nptton' undt'rl \ tng ,u<.: h proJec· tt<m' are reliable 

'-••n.: J"i~n,c 't'''••C' h.t \C' bern n llt'rcd b) the Cumpan~ \Jn<.:t' D<:<.:e m ber 1<,14~ Lon!! J l\t~ lh " 'L'r\1, e 
"" 1uJt' tnl'lc >und • I'll XI ' ,t'n tle L>urhou nd \ t'f\ tce and calling card telepho nt' 'en tc t" The Com p.tn\ , unrnll' 

r'"' •Jt', I ntcr LATA I· '"!I dl\tan,-t' \l"f\ l(e \ 10 ~I \late~. l nter~t31t' lo nF Jl\tan<..t" \(" (\ ,, (', nJII• ! Jl V. "k .Ill• I 
.nl('nL.al ~· •ri.L: 1~rrn•n~1" W1 \A, udJ""' H.k 

I he l • •tllfl.J"' ' :ni<',Cf.Jlt• >n 'c" lc·e, arc .tppli.: .1blt' to a ll thret' cate~nrte\ .,f 't'f' ~t c cit' "- rt~J .th• "C' .1nd .II<' 

rn.tJc ·" .1ti.tt>lc I•> <'11...! u'er ~nJ ,.In ter c u,tomt'r~ A team ol ~.l it' s pro lt' \ \JOn.th .1nd en!!• n<'er' dncl.or• 
·f'<"•t.titJt'd "'IUtJO•n, '"' .1 ,u,tnmer' ' pcc tflC telecommuntt'atton~ needs Somt' u f rhe\c 1 nle ~r at1<~n -r-nl« '' 

H~t·luJc 1t1t· •• lie '""ro.:ur.Jitt>n ""d Jr,,IJ IIauon of 1h11d pan ~ cyurpmcnt In handle ccnJ1n tdc<.wnn"" '""''""' 

.tnJ "'"n" ''"1~ tun,l"'" ' .tnJ the Jr,<"l<•pment ''' pn,atr:- net"- <>rlc~ The Cnmpan' hc:ltC''e' tho~l ""h ''''"'" ' 
on.rc_.,,. tft c lc•<"i ••I IHI~.J!-'C' hclV.t'cn rhe Compan\ ·, and the c ustomt'r , o pcrauon' thc rdl' •n-rr.1""'' r /H' 

._u,tnnH:r .. rt." i i.Jn~ro..c •'n lht· ( t1n1p~HI\ 

f l 



The Company plans to conunue to expand its domestic geo[!raph•c ruch by an1u•nng and 1ntegr:um~ h•!lh 
qualny. value added compames. In ~d1uon. the Company, through the pursull ot suatcgJC illhance ~ . plarH '" 
expand lt5 ab•l•ty to ongmate and tennmatc voice and data uaftic m cetta~n Laun Amencan market\ Oc:~ onJ 

those recently establtshc:.d sn Panam'l. Columbia. Puen.o Rico. Chile and Costa Rica. ICI bchc\le~ the ~e mM(.;et~ 
.u-e 1mponanr to 1ts business because. not only as then a s•gmficant communny of mterest between man' or ahc'c: 

..:ountne~ and cen.:un key c111es m ICI' s se.rvacc: ltmtory as a result of 1M large Span ash spcum~ JX>pulo~tJun' 111 

the"· ..:1Ue~. but there arc ahu a number of busmesse~ that have opcrilllons an both Lalli• Amen,, Jnd 111 the 
C~>rnr-lrH ·~ "'Uthe:.~!Cm market~ 

Sale<.. Marketing and Se~kc: ~livery 

ICI's marketing acllvHJes atC' pnmanly directed to bus1ness ilnd go\lemmcnl customers "-'lth a pre\cnce 1n 
the Cnrnpan\ ·' 'e'"' 1cc temcor>- lbc- Company·\ cuslomers mcludc: large corporations. hnan.-aal 'c ~ '' c' 
C"omp.an•c:~. !!mc:mmc:m departmentS and agencu~s. and acadcmac. !.CJenufic and other maJor 1nslltu!H>n ~ a' "-<:II 

"' 'mall and med1um SIZCd busmesses and IXCs 

The C••mpany·~ ~ales and marlc.eung approach 1~ to buald long-term busmess relauomh•P' "'''h 11, 

.:u~tom..-r~. wtth the mtc:nt of becorrung the smg!e source pro"tder of all of the1r telc.-Jmmunacauon' \CI' '":' I" 
an eft on 10 Je, crag.e 11~ recent success m ob<amang government conl!acu. rhe Comoan~ ha~ created " 'ale' ~roup 
~~o.·ho~c focu'> ,; rile marketmg of ICI' s relecommunacauons servtces to govemmem depvune.nl\ .anc.J "~en,'"' 

The Compao1 ha~ also established a sales group that focu~s elclu51 \lcly on obwmng bulld1ng cnrr, "l<rc•·r11rrlf 

"'1th ""'ncr' ol muiuplc: office: bu1ld11!1 comple11e~. The ICI sale:~ force mc!udes spcctilhzcd prolc"tonJI' "'IJ, • 
locu' nn ,aJc, lP retail. w holesale and allemate channel (agcnu and •·alue addc:o re~cller\1 .:nn,urncr' .. r tlw 
Comp.sn,·, tel< nmrnun1cauon~ ~er"\'Jces The Compan~ ·~ sale:~ '>tatr "'·orb to gam a Oc:ltcr unc.lct\I.JnJm~ .. t th,­
' u'lr>rner ' <>reratton> 1n order 10 de•·clop mno,·au vc. apphcauon-~pc:Cific solutaon~ to each cU\t••rncr ' nc·c.l· 
SJie' pcr;,onnel locate potcnual busmess c ustomers by se.-uat method'>. 1ncludrng (U~Iomcr relcrr.tl m.ui.c l 
re,eJn:h . cold calltng and other networlung all1ances. mclud1ni! c ustomer dema.nd mlr•nnatlon I rom "'n.111 , I\( , 

Fnh..1n.:ed J..11.> 'ct\ICC' . like all other ICI -cr. ICC'>. ;ue 'old throu~h the C"mr.sn~ ·, "'''llfl>' .,, , _.. · .,, ,. 
'urp .. n~:d h' , .. k, en!-'1ncer' .md ofl<."n 1n ccx>pc:riii/On 10.11h ..tgenh ..tnd ,,Juc: added re~llcr' ' tndqx·;.,l,·r,· 

pr"' 1dcr' •>I ,.•nunun".auom hardware to c ustomersJ and other bu,mc:~' a~~O<:Jatc ' Th" apprt~o~<h cnJt>k· tt>,· 

Con1p.1n\ to 111 cmph.a,lzc the ~pphcatton~ ~olu110m aspect\ of ~nhanced data 'crvll'e' .and rn• 11!dt/<' Ill<' 

nrx·nl'<' and re,ourcc\ or other ~endors The Compan~ anrends to conc1nuc c:~pand1ng ~~~sale\ Jnd ~npn<'''"n' 

'upp<>l'1 'taff ;,nd o ther lc:chnJCal ~pec1ah~l~ '" order to meet the:- 11ro"' mg demand h>r cnham:c:-d JJI,, ,ct' 1, "' 
Stnce thr:'r: 'c'"' 1ce~ are also ~old to euendcd ne1work customers ot tile Compan~. th1~ ~ale' cil"n ·•lin, tt11· 
C11mp .. m " m<'-'n~ of expand1ng m network See .. -Networ~ '. 

"e"' cu~tomcr relationships arc typiC all~ estabh<,hed b~ prO\ rd1nl( \C:r"\' tcc~ lrPm one ol rh~ thr<'r rll.tl"' 
, Jlt'~llllt"' I),,._ Ji c-nh:J/Ked and long d1~tance I. then rolJOWI!llt ur I' llh JUdi liOn ..II \Cr"\ ll"C\ frr1111 lh<' •11/C:I I 14 • ' 

, Jlr.:• '"''' h" ,r,,rJr~c·c. dunng ll.f96. the Compltn) cstabh~hc:d appro~ 1l'llatel~ ~.80o nc~A cu~torner rd..~tlnn'h'f" 
throu~t• the ,afe n! ion.!? d1St.1ncc:- )<."r"\ICe~ 

The Compan ~ ·' \CI'\ Ke deli\ er: staff '' pnmanl\ re,pon\Jblc fnr •oordm~tmg 'c:rvJ<:C' Jnd ln'tJIIJit• '" 
J.ll·llt<'' )c:rvtcc dcll\cr"\ acll'IIIC' 1ncludc \Ur"'Cylnsthe \lte Ill a~sc\\ amb1cnt cPndJIJon\ and r• •"'cr .md 'I'·"" 
r<'quunucnt~. a~ "'ell "' ,-onrc.llnJiln!! m~tallatoon date' and r4u•pmc:nt Jcll,cr: JllJ lc'''"~ ICI ' , "''''""'' 
,,.1, 1,, .. .lllJ <c,hn,,..~l ,!;~It plan,. cngmeen. monuor~ and mau11am~ the 1ntcgnt\. ~ual11~ ani.l .. ,Jd..Jtltllr' ·>I thr 

.. rnp~n, 'n~:r"' r•r~' ICT; cu~tomer sc:rv1ce and u.·chmc;.)l ~carr arr J' ~d:.aole to cu''"me" ~J hour' ''"''' .1.1\ 

I ,, ·llf'f'"n .• 11 ,,, 1h net..,.nr~ hosed 'e'"'"·c, the ( mnp;an, h.a~ ~rnrl~mcnlr•l Jn .Httnn•-11<'.1 ··r,J,·I ,,,. 

!''''""'"""> ·""' b>itrn~ '"tcm "molar to thar u'cd h' rh~ IL~-C' l'h" Julom•t<:d "'tcm rn.1._e, 11 c·"' '"' tlw 
( <>!llp.lrl\ ' 1\C , u'wrner~ to !rack theJT order~ wHh ICI. and "mlla.rly allow~ ICI to lr..td 1h ••rJtr' "'rltl !Ia· 
llf:C, Jr-1 h .. , Jl\n rrnplcn:entcd an tnteg~ated nerwork management ~y~tcm wh1ch c:-nhancc' the- C.. nrnr..~n, ' 

Jbli1t' tr • mon11<>r tc~r track trouble and d1spatch repa1r re\ource~ Thh w\tem monat<>r' the pcn .. n ll.trh <' "' 

ICI ' ll<'l.,.,r._, .1nJ '<"" II.C' ~.J hour' e1er. d;n 

\..l 



Network 

The Company ha.s deployed its netWor1c infrutnlcture selecting the most econom1cal altem;jtJ' (' of 
cnnstrucung or leasing facilities or a combination the.reof. The Company generally chooses to own facdJhe' 
"''here 111 there is no fiber optic nerworlc ahern.auve and the Company can be the incumbent network prm•der 
111 1 c'"'ner:sh•p creates strategtc value for the Company. (iti) large concentratiOn~ of telecommuntcauon~ tnfti , 
Me iKce-.s•ble. or have been secured. to jusufy network constnlction and (IV 1 network consuucuon can ere arc 

'i!PHficant bamers to entry for subsequent competitors who may wish to enter the Compan~ ·~markets 

In addl!ion to the .. hu,Jd" v~ . "lease" deCISIOn for network deployment. the Company Also con ....... er' 
['<>tenual network acqutsHtons from ume to urne . The Company believes lhal acqumuons wtll generall~ prn\'ld(' 
11 ~< 1lh 111 •mmedtatc access to mcrcmental customers. 1 1il reducuon of network consuucuon and tmplementatu>n 
mb. 11111 ehmJnauon of an mcumbent competitor. liv I immed1atc access to add.iuonaJ qualified mana~ement 
'ak~ and techmcal personnel and(") a network platform for the provis1on of mcrernental value added senlC'e' 
The Companv ha.~ demonstrated such strategy with liS acquaslllon of FiberNet. EM! and NetSolve 

In tho'e market~ where ICI chooses to deploy broadband fiber network... thr Company's siiateg~ I'>"' IH'' 
J..-,clop the ".:amer nng" ponaon of If' network.. 1 hlJh capactty network des1~~:d to be accessshle H• all th(' 

ma,ur Inn~ dl\lan..:e earner~ and key lLEC cenual offices tn the an:a. nus por11011 ol the network allo"'' U\(' 

I nrnpan~ to prov1dr accrss to these long distance earner~. provuie r;onnecuvsty to the ILEC net\Lorl.. for 
Jn!erwnne.:uon and use nf unbundled lLEC networll elemenu. and over umc. to connect bustnC)\ and 
~"'<"mment ~.·u,rurncrs to ~uch long distance earners_ Second. thc Company destgns a larger "ba(kbonl' nng· 
otendmg from the earner nng. wtlh a v1ew toward malung the network acce~stble to the largest •on<enu.~tson 
nt relc..:ommuniCauon)-Jntensn(' busmess and government customers sn the area Hub' :ue \ltare~s..lll~ h><..~rcJ 

on lh( backbone nng; to allo"' for the collecuon and dtstnbuuon of telc.communll.'allun' trathc l\lllo and <>II ti1~ 

h.J.:~b .. ne nn~ Thml. the Cumpan~ concenuates rts ~ale' and markeung cffon, on addsng bu..snn' and 
~"' ,·mmcnl , u-ron1cr' ll><. .ttcd un or very near 1ts backbone ne1work and hub Jocauo m Oncr ICI dctcmJtnc•. 
til.> I 1hcre " -,ulllc-,ent customer demand tn a parucular area. 11 C)!.tend' · 'dtsiilbuuon nng-, · · from the h.~, U'"nr 

nn!= 1" re;,s..:h )JX"''"' bu,sne.,, ~.-u~wmers 10 that area The Compan)··, emphas., 1~ on the busldmg ..1nJ np.JthJ .. n 
"' lh<·'c .:~t,·ha~cd networl,., ILl reach end user cu,tomers m butld1ng' or office patb v.11h .,uh,1 .. n11.,, 

I~Jt-,.,mrnum.:.tuun, opponun11' The establishment of a "franchsse potnt'' at a cu\lnmer's l<x:at1nn '' ,, ~n 

'trale~'' Jn1~n clerncnt of the'e networks 

ICT., .: st~ ·bo~,eJ network~ arc ~ompn~ed of tiber opuc cable~. sntegrared ~"" 1tc hsng fa..:lltlle~. ad' .111. rJ 

dectrun., '·data ''"Jtchtn~ equspmcnt re g frame relay and ATM1. IIansrruss•on equspment and a~~ocsated ~< mn~ 
~nJ e4u1prneni 8\ \irtuc: of 11~ ~tare-of-the-an c:qu•pmenr and nng-hke archslecture. the Compan> 's net"' o rl-> 
• •ffcr (' lc, tr,•n•c rc:dundanc~ and d1' er~e access rouung Through automauc protecuon sv.1tchmg, 1f any clectn, al 
'''mf'<•nenl <lf tlbc:r uplll ;trand {ash. the SlgnaJ IS InStantaneously SWitChed 10 a "hot Standby .. COnlfX>nenl Dr 
tther ~In-<~ nctv.nrl. outage~ and IIansm•ssson errors can be: "efJ d1srupuve and costl~ to long dt~tan.:c ClJTic:r' 
~nd t•thc:-r , u,J.,mcr' '""''strnt rehabilstv IS cnllcal to customer~ 

fh~ ( • •mpan~ ..:urr('m); ha~ hbcr t>ptu: network~ sn ~en1ce 1n the Orlando. Tampa. MtarnJ. St Pcter,t'>urg. 
J~, "'''n' ille ~nJ \1. e\J Palm Beach. Flunda. Ctncmnau. Ohm. Rales!fh·Durham. !'orth Ca.rohna. and Hun!\' ilk 
-\IJhJrnJ rne1ropolstan Mea; and one under de,..clopmenr sn St Louts. MtHoun ICI conrsnue; to C:\panJ thc:'c 

net"'"'"' Jnd ha' sdenlihc:-d .,tmslar net"' or~ npans10n opporturntses m ou . .:r selected mou~e" 

·\' ·' re,ul t ''' 11' ->u.jU l 'lt~t >n '" I:MI 1n 19%. ICI aho uuhze; cc:rtaJn w1rele'~ technologic:~ a~ a pan <~t 1t' 
I''''"''' •n ,,, '~" 1u:' It 'l ""' "' a kmg-haul miCrowa ve transm1>sson system compn~1n~ appnu.•matel ~ ~ • M ~ 1 
r, •ulc: nulc, 1 n rtw :--.onhc: .. ,l "'hsch u pnnc1pally used for transporting dtg11£1 snteru.change trun~lnj: an<l .an.ll"~ 

'1deo "!!nJl' .-\Jdstwnall \ J' J pan of a I ~5 Asset Purchase A~reemenr bc:t'"•een E MI and ART. JC l h." ~--c" 
It• 1.11 GH1 il,en"=' 111 rn • ._r mc:trofX>Istan olJ'ca~ 111 the: Nonhea)l at the lowesl rate charged b~ ART tor ,u,h 
,,·n ,,o T"hr' .omr_.n, u'"' !Ill' technul"l1' trom lime 10 umc: to connect u.s customer) to 1lS nct\Ailf~- all"'"'nl! 
r 1p1J llll ll.Lli• lf ~ >~t 'c:'r\t ~o. (' 

I~ 



In addauon. the Complllly hu undertaken 1 stgmlicant nerwork upansion to sausfy thr demand~ ol thr 
Company's marlcet dnven growth 111 mterellCRauBC data and votce offcnng~. The Compan) ha~ dcplo~ cJ 
rc~ourccs. primanly swuchmg equ1pmen1. to develop an clltcnsive network 10 provtde these serviCe~. E,;cc:s~ 

capaett~ on ttus pnmanly leucd network can be used to provade mcrernenta.l rclecommurucauons servacc~ ~uch 
a.~ antere~change long dtstance servtces. 

The Compan;. h.u recently undertaken the deployment of ATM networking technology tn au mterclt~ 
net"' nrt.. allowmg the networlc capacny to be efficiently shared between mulup)e platform~ Often. rhr Com pam 
t•: ter~ mterexchange ~ervtces ac geograptuc markets where Jt hu not deploy~ au own fiber opuc nea·.11ur~ t>~ 

lea>Jnl!' factl.mes from a vanet!" of entitic.s, mcluding U.EC~. utilitiea, IXCs, local governments. cable <."nmpame' 
.lnJ 'olll"U' lfan~tVlul!'hway authonue1. In ITWlY cases, such capacuy ts otxaincd through the capaal le.uc "r 
rur~o ha..o.c ol "dar~ llbcr " The combinauon ol the Company's ctty·bucd ncrworts and au mtercn~ .:ara..: 11' 
cumpmc the ~amless network platfonn wtuch the Company uuhzcs to offer 1U bruaJ .ma' nl 
telecommunJcauon~ scrvtces to Its customers. 1be Company also has agreements wtth ceruun thard partte~ anJ 
the earner' m th~ trmsPAN(C) consonium to deliver enhanced diu scrv1ce1 nat•onwJdt! or mt~mattnnJih 
through a scarnle~~ data network 

The Compan~ ~ telecommunJCauons equ1pmcnt "ccdo~ acuvely paructpat•· 1n planntng and de,clnp111j: 
ck.-tronJC equapment for u!>e m JCI' ~ network~ 1bc Company does not beLieve 11 ~~ dependent nn an~ \Ingle 
'cndor lor e4u1pment Because the Company uses eatstin& tclecommuntca!lom techno log) rather tholn 
de\ rlortng 11. lC I'' reseaJch and development c,;pendnures an n~ matenal 

Competition 

The- CnmrJn' lace\ Lntrn~c compehuon tn each of 11~ three serviCe catefonr,-local \el'\ ll ~' enh.m, t"d 
•t"l\ let"' Jnd Jon~ Jl\lolllCC' \CI'\'ICe\ 

The (.,mpan' t>eJJe'c' that •·anous leJll!i.lauve tnlllallllc!>. mclud1ng the recent!~ enacted I 'l'll' ·\, 1 ""d 

, cna1n 'tate •mtLJtl\ c\. \0. til result an the removal of the remaJntng n:gulatorv bam en to h-.."' ,. ,, li.olh'<' 
'"nlr<'II!Lnn While rhc C ompan~ currenrl~ compete~ with AT&T. MCJ and othe" .n the 1nterc" hJn~c· 'r:r"' ,., 
rn.u~r! th~ l 'I<JI, -\ct 3hP pennm the RBOCs to provide tnrerrxchange ser. ~~-e~ upon meet tn • , c·ru1n 
"'4u1rcmenh Jc'Cnbed tn the 1996 Act When the RBOC~ beg1n to pr0111de such ~erv1ce~. the' -...dl ·"<: 111 ·' 
['<hlllllrl to ofter ~mgle source ser.tcc stmllar to that bemg offered b~ ret In adduaon. Spnnt and liT! o>tlt·r ""'f 
'mou~ ILECs and IXCs. mcludmg BellSouth. ha,.e announc~d thetr antent to offer. tntcgrated telec11mmun~e Jill •n 
'>cr. tee~ tn arras currently served by JCI. AT&T and MCI ha,.c begun to enter the local e~ch;~.npe 'e" a,c, 
ma.rlo:er The Company canno1 pred1c! the number of competitors that ""Ill emerge as a result of e•r,ung anJ o1n' 
nev. lcderal lnd \tale Tef!ula!Ory or leg•slai/IIC actions CompctHton from Integra led !elecommun1c Jto<>n' ,en"~, 
rr· '' tded b' thr RBOC~. AT&T MCI. Spnnt. WorldCom and others could have a matenal ad,er,,· die, 1 .. n •lw 

C.>mran~ ~ bu~me~s 

t "mpetlllcm an each of the SCI'\'/CC ..:ategonc~ pro,.1ded b)· the Compan~. J\ v.ell a~ for '~'1t'm> Lntq:rari"" 
",,1. h " < nmmnn '" JJI market SCf!ment\. '" d1~cu~~d below 

/,or a/ St>n '' t' 1 In each of 115 geograph1c markets. thr Compilny la.:e\ ''gn1 he ar!l ~:nmp<" L 11'"" '"' 1 h~ r ... , . 
''"'., ,, e' 11 offer- from RSOC5 and other lLECs. wh1ch current!~ dommate theu local rc le, "111111un 1, "tr• •n · 
mJJicrh The'~ •••rnrame' Jll have long·~tandsng relallon5hap\ wrth rhc1r cu!>torner' and h;ne hn.lll,,,d JXI'"I""'' 
.111.! ,,., t:n1-:Jl reo'"Uiccl 'ut>,tJnua!l\ ttrrater than thme of ICI 

I he I. '•mp.>n' Jho la,·c, u>mpetltaon 1n mo\t markeu 1n whtch 11 operate' I rom one , •I 1w •tc r ·1 I 1 , • ·r 
(( ·p, <J~raiJn~ hber oput networks Uthc-r local servace pro~rders have- operatwn~ or ilfe 1n11 IJl r n~ "l'<'l,ot '"" 
1.1.11h1n nne- or mnrc of the Compan~·, 'erYICC areas ICJ npects WorldCom. MCI. Telcpon CnmmunocJII··r:· 

and cerra1n cahle !elc"ISIOil pro111der~ many of wh1ch arr 5UbstanttJ.Ih iJr~cr .J/l,l h.J\t' 

,,., 



presen!l) serve~ At least two of these competllor~. WorldCom and Telepon. have entered or announc·cd rlan' 101 

enter a number uf ICTs servtcc areas. ICI also understan<b that other entitles have: mdacated thetr <Je~1rc t" ente1 
the local n.:hange servaces market wuhm spec1tic mc:U'opolnan areas served or targeted b) ICI 

In add111on. a conunumg trend 10ward consohdauon and strategic alhancu wtlhm the telc~:ommum(allon' 

1ndu\lf> could result 111 stgmficant new competltton for the Company AT&T and MCI have begun to enter the 

local ~ervJCe~ market Other pou:nual competuors of the Company mclude ullhty compames. '''"II u1\l.ut. ,. 
•am<"r' "'lrelc~' telephone \\~terns and pnvate networh built by tndtvldual busme~~ c"u~tomer' !'he '·.,rnp.w' 
,·,,nn••l pred&. 1 1hr numhcr ,,, cumpeutor~ that will emerge as a result of eJ.ISimg or any new tederal and \l.llt' 

rc:~ul~t,,r. cH k~"l.1t1'e .1.:uom 

Competlllon 1n all of the Company's geograptuC" market areas iS based on qual..uy. rehabllu~. cu~tome r 

'er.1ce and respon~1,eness. ~ervJCe features and pnce The Company has kept tis pnces at Je,c:b compet1t1\t· 
wtth those: of the ILECs ....-hilc prov1dmg. 10 the op1mon of the Company. a h1gher level of ,cr.1cC: ,11\J 

rc,rvn'" enes' to H' •ustomcr~ 

t\l!tluugh the ILI:C~ arc generally subJect to greater pncmg and regulatory constnunts than uthC"r 1 .... ~1 

nct~.~.ork ,er.·u:~ pro,ader~. ILEC~ arc: achievmg mcrcasmg pncang ftex1btl1ty for their local ~ervJCc' a,, a re,ul! ••I 

re.:em leg.,latl\ e ..~nd regulatory d~velopment~ The ILEC~ have conunued io lower rate, . resulttnl!l 111 dm" 11\l.ud 

prc"ure on ccna~n dediCated and swnched access transpon rates. This pnce e rosiOn has decrea~c:J oper Jtl n): 
mo~rgtn' tur the~c 'c:" 1.:e~ Howe\er. the Company beheves this effect w11l be more than offset by the tn.-rc: .• ,cd 

re' enun available .~~ "' rc~ull of acce~~ to customers prov1ded through mterconnecuon co-ca mer apecrnen1' and 
the up<.>n•ng of l<~<:al e'Changc: 'erviCc: to compelltiOn. In add1110n. the Company behcvn that h11•cr r~lc\ l11r 

dcdJCJteJ :.~.:..:c:\' "'dl hc:·nC"fit o ther ~C:I"\ICe~ offered by the: Company 

Lnhun.~J lJcllu ~.· n/Ct'S The Companj faces competition 1n liS enhanced data \er.lle\ hu'JIIC''' tr"n' 
IU-.c,, IX(',_ \SAT rrn,lder~ and others Many of the Company·~ (Jll~llng and potenu:.l cPiliJX'!I!IOI' tl.J\t' 

tln~n-:"' <~nd othn rn.,ur..:c' ''!!nl!h-:.nth greater than those of the Compam 

The Compan~ compero 1.1.11h the larger IXCs on the ba~ts of serviCe respon~"~nc:~'· raptd rnr••n'<· I•· 

te ... hn••lu~' :~nJ 'er.•ce uends. and a reg1onal focus borne ol early mark~t succe~~e~ All ul the rn"J"' I \t , 

1ncluuJn)1 '\ T&T. '1('1 Spnnt and WorldCom offer frame rela~ \crv1ce' and \c,cro~l ol lhc lliJJ•H 1\t ' ''·"" 
~IIIICIUII<C.J r>lan\ !ll rn" Ide Intern~! \t::rvJCe~ The Company bche\~~ II compete' f;norabl) l.l.lth U,e,e PIP\JJC'r ' 

"' '" "'·""('" t>~,C"J ''" the l~::atur~' and luncuom of lis servtce~. the high densll) of "' nci"'Orks. relau,eh 
greater nr-:nenc~ o~nd In-house: cJ.pertiSC: Continued .aggreSSIV(' pncmg I~ expected 10 \Upport <.'On!lnueu rariJ 

grn1.1.th t>ut v. ill place 1ncreasmg pressure on operaung margm' 

Tht Cnmpan~ ~1\,, , umpe1e~ w1th VSA T serviCes on the: bast~ of pncc: and daLa capac II) The C.•rnr~m 
t>d1t::'c' th.11 the rdJ!I\eh lov. band""Jdth of each VSAT tenrunal and th~ ..:osl of purcha~mg and 11\\t~llm~ 

\. ':> .\. 1 cyu1pment ltmlt' the abtht~ of VSAT to compele wllh the frame rela) 'er.ICe' pro"'tded by th~ C.•mr.Hll 

"-!.1m of the ILEC~ no v. offer ser.rce~ ~•mllar to ICI's enhanced data ~er."c:~. but offer them •>Ill\ ••n .11. 
:ntr .1LA T ·\ 1">.1.'!1\ While: the ILEC,.. gC"nerall~ canno1 mterconnect theH frame rC"I.J) ne1"'ur~ ~ Y.llh co~, h .. thC"r H I 
h~' Hll<'l,llnne,tcd 11\ lr~mC" rC'I;n nclwur~ v.1th those of \llnOus ILECs A~ d rc:~ult. ICI lan u~C" ceru•n 11.1 ( 
,,·n 1,,., !•• ,,.,·r 1h ""' n ,.,,,,do"''" v.hc:n d•smbuung 1010 areas that cannot be more econom .. alh 'en '"'J ••n 

oh ""'" "'''"'"'' It I c'pe"' the Ill::(', 1o aggre~~l\cl~ e1.pand theu enhan.:eu data ~er.,,c:, .. , rc~uld!PI\ 
Jnelorm,·nc, r><:m11: then• '" CIC"plo\ 1111erLATA long <11~1ancc r11:1v.orlu V.'hc:n the ILI::C, o~r~ pcrr, .,llcJ '" 
rr,l\ldC ,u,h \('f\ '-C' lhl'\ v.d! be Ill J JXl~IIIUn 10 offer Single !>OUfC~ serviCe Sltrular tO that bc:ln): <~fll'll'J b\ 

ICI "' pdrl of 11' '.tn"u' 1ntcrumnecuon agreement.">. ICI ha~ negouated faHHable rate.'> lor unbunJicd It I c · 
lr~mc rei~' "'r.l,e C'klllt'nh The Cumpan) expecr~ wch neguuatron~ 10 de.:rease '"costs. P'"lll,eh llllp.t.!lflJ.' 
rH.Jrgtn .... t~)r th1' 'er\ 1\.t' 



lnt,.rochanRr Strvicn. The Company currently competes Wllh AT&T. MCI and olher' rn rhc 

mlerochange serv1ces market. Many of the: Company's competuon havf' longMlllldan(l relauonsh1p' ~~>' lth thnr 
cus10mcrs and have financial. personnel and lechmcal resources substanu<~ll~ greater than thosc nl ll ' l In 

provrdang 1nlere:rr:change services. the Comp&ny focuses on quahry serv1ce and economy ro diSIIOjlUJ\h ,,,~11 rn .1 

,·e~ .:ompeuuve marketplace . ICI has bualt a loyal customer base by cmpha~wng ~~~ ,·uswrner ,cr>tL<' I h·· 
add1110nal new serv1ces !hat are offere.d as the Company Implement~ rts local C:'-Changc ~erv1.;c~ ,huulJ lunher 

suppon fh1~ positiOn by allowang the Company to m&Bet a Wide asTI} ol fully tntegrated tdc.:ommunh ·'''"11' 

'ervJces While the~ serv1ces are sub,ect to hr&hly compelHIVC pncrng pressure~. the Compan' '""' "' pr"'"-k 
these sen ICC'S rs dccrca.smg as 11 deploys more local/long d1stance votee s~~o·uchc) and rntcrn_-hanttr net,."'~. 

f acdHic\ 

5} rtrm 1 lntrf(ratwn The Company face~ compeuuon 1n 111 systems rntcgrauon busme'~ tr<•rlr co1utprnr11r 

m;~nulaclurcr' . the RBOC\ and other ILECs. long diSllllce camen and systems lnteptor~. mam "' "'ha.h hJ\l' 
tinannal. a nd o ther resource~ stgnihcunly gre.arcr than tho~ of thr Complllly Becau~r 1he c.,mpan\ '' n .. r 
hrghl~ dependeru on system 1ntegrauon revenues and because the Company Cyp•cally prov rdr~ "'lem u1lquJtl<>n 
,e,... rce> l<> ..: usto mcrs who purchase otoer scrvrces of the. Company. ICJ ' s ~ystem~ macgrat1••n "'mpcw. •r' ,h. ·ul.! 

nul po~e ~ ~•gntficant threat to ICJ' s overall busme~s. 

Go"crnmcnt Replalion 

0\ rnrr" The Com pan~ · ~ ~er>·tces are WbJeCt 10 vary.ng degree~ ol leJcral. ''ace ..1nJ l•x ..11 rq~ul"''' ·n 

The FCC e~.t·rcrsc:> JUnSdlcllon over all facthlles of. and ~r>·tees offered b~ . tcle,•ornmunr,,t"'"' '''"'!!'"" 
.-.tmer> 10 the c:rr:tenl tho>c facrhlie~ an~ used to provtdc. ongrnatc o r lcmtonJtl' ontC'r ''"tr "' llll<'m.rt •. "···'' 

L <>mmunr~o:atron' The slate regula!Ory commt~Sions re1a1n JUnsdiCtoon '''er m"'' ,,, thC' '·"''" !." 1lrt><'·. ,,, .. : 
'C'I'ICC~ w the cxte.nt the~· are used 10 ongmate or 1enn1natc antra~1a1e .:ummum,allon' In .. J,forr"n lll.1tl\ ,.: ih<' 

r<"~ulatr~"~ns ''wed b~ these regulatory bodu:s may be >UbJe<.:t to JUOILt~l rf'"C" the rc,ult "' "'hod1 ll I '' utu"! · 
lP pred1.:1 

Ft·J~rai Rt·~ulartun The: Compan\ mu~l l'ompl• "'' llh thc ret.~urremenr. '•I u•mno· ,, .• . u r "' ,.,. ""·k• : t~t· 
···rnmuni<.Jii<>n' :O.l'l ot 1'1\-l rlhe · ·communrcllmn' Act··,. a' Jme nclrJ Cnn1prehrn"''' ·"'"''"h'"' " ' ,,. 11o.· 

t , •mmunr'"'"'n' A.:r "'<'r<' maJr 0\ rhe 199to A.:t . .,. hu:h wa~ "~neJ rnl•> I•"' .or, .. rtlrtJ•r> ' r '1'11 • It"· , '1'11 

·\d cltedeJ plen~r\ .:h•ng~, m regulataon al both !he federal and ''ate le,el' thai .1f1e.:1 "nu .. ll< ncn ,q•rn,. , ,, 

11! the tdru>mrnunrcalolln' 1ndu s1~ The \ lalcd purpose of the 1996 Al'l "11> promolc t <~mpetrtl"'' II> Jll .oro-"' 
tcle• ommuru..:;~ltons and to rrJule unnecc~'at'Y regula110n 10 the greate,r e\tenl P'""blr Whllr rr "rll r.li.t· "·.or­

'"r the rnJu,rn tc• feel rhe lull rmpact of the 1996 Act. 11 1~ J.lrc:ad~ dear lhar the lrt~"'"'"''· I""' rdt'' til<' 

Compam "'rth htoth ne"' oppununrue~ and nc"'· challenge~ 

fhe 14llt. Al'l grves the FCC the aurnonly to forebe:ll from regul.tun~ ,·umpanrc' rl rr hrr•l' thJI ,u, 1. 

ll'!!uiJ.ti"n JuC\ rmr ~ervr the publ rc anteresl. and dm~ct~ the FCC to rn1c~~> rl~ rrji!ulalwn~ lor liHHIIlued rrr··• " ' · ,. 
,,n " regui . .H hJ.,,~ As a rc~ult of th1s d1rec ttve. a number ol the regulatuon' thai hi\IPn,,~JI. "i'I""·,J !•• rh, 
r·,·mr..an\ hJ.''e hcf'n and may conunue to be elrm1nated 1n the fulure Whrlr ill' lhcre!.ne e'~' tc."J thJr J rlln::t•• .. 

• •I rt')!ulautom rh.11 were de\ eloped pnor to the 1996 Act "-'Ill be elrnunateJ 1n ttrne. thme "'h1c h ,,,11 .rpph '" 1!1< 

< ·,,rnpan:- a1 pre,en! are dt~cu~~rd belo~~o 

The FCC ha~ e~tabllshed daflerenlln·cb of rrgulallon for Jornrn.Jnt anJ non .torrun.''" , ·""t'l' 'or -1··11~<' • 

···rnmon c·a.mrr \C'r>u:~ prmu.lcf\ 11nh (jTI· JnJ lhe RBOC~ ilr<" ' '"'\lhrJ 4' Jununillll, J.nH''' .Jild .o!: ··th,·: 
prt 1 \. ~~kr' (\r d•Hnr,tn dHlUlh)f\ ... .Jnlll!'f 'il!'r' h.: C'\ 1nl"IUl11n~ (he Ct>nlpo.~n'f. at( ~.l.1~~ ~ f1cd ..... , nnr~ Jt~OI I n.uH "' .HTit' 1 

11"· i •I'll> ·\, r I''"' oJ(', the f·Ct' "'''h thr .aulhonl\ to forebear rrom '"'P"'' nl! "n' IC'~ul~"""' '' •kr"n. 
"""C'' <""",... ,n, I utton~ re4uonn~ non·domtnant 'aiTier~ to file tanfh On ~o,ember : 14'/f> '" rh ''''' mJI••• 

ncr.t'c ,,, re~ul~torv torbea~anCC' ~uthonl~ granleJ by th< 1996 Act. the FCC "'ueu Jn <lf,JC'r Jl'l ~trrt1oo.· 

d<>mr~lrc mrern,hanjte ~cr>1ce~ The ordrr rcqu1re~ miUldatory &tanffing and gr'r ~ <..£mer' ,u_r, ·'' II ·1 '"",. 
m•)nth' to "rthJr""' tcdcral tanff~ and rnv•e 10 conuactual rel.uron~hlps wHh 1h .:u,romc·r, T h r, • ·rd, .. 

,uh\C<juC'nth ~~o:,, 'ta\ed I'>~ " lcderal appeah t oun and 11 ~~unclear .at 1h1s 11me v.herher the Jrr.~r.:ton~ ,.,J,. , 
-.ill ..,._. ompiemcnrcJ 

I~ 



The 1996 Act greatly expand~ the FCC'' mt.erconncction requarc~nu on Lhc ILEC~ Thr Jtl(~, Ad rr4u1rr ' 

thr ILEC~ to (II prov1dc phySical collocauon. which allows companies such as ICI and ocher lntc:rconne.·t< >r' '" 

1nstall and mamwn thetr own network tenrunauon equtpmcnt in ILEC cenual offices. and \·1nual '""'x-.illun 
onh 1f requested or !l phystcal collocauon IS demonstrated 10 be techntcally mfeastblc:. (Ill unbundle c.:ompuncnh 
ul thetr local scrv1ce networb so thai other provuiers of local servtce can compete for a ""' 1der ran(le Dr (,,.. J i 

\1."1"\ 1cc~ c ustomers . 11111 e scabhsh · 'wholeulc ' · rates for Lhetr servtce5 to promote rc:~<&le h~ cu:c, and •llhc:r 

c.:umpeutors. if\ 1 e~tabhsh number porubility. which wtll allow a cu$1omcr to rct.1.1n ns C:XISllng phone numlx·1 :I 

11 ~\lloltchc:~ from the ILEC to a compeuuve local sef"\ltcc provuier: ( v) cstablrsh dtahng panty . ..,. harh cn,urc ' lhJt 

cu,tomcrs wall not detect a quality dtffcrence m dialmatelephone numbers or accc:s~tng operator' 1>1 emrr~e'"' 
\ CI"\ tcc:~. and 1 '1 1 prov1de nondtscnnunacory access to celephone poles. ducts. condum and nt~-ht~ -ol .... n In 

addtuun. tile I ~9b Act requ•rc:~ lLECs 10 compens.at.e compeuuve earners for traffic OOJtnated h~ the ILEC' Jnd 

!eTTmnatc:d on the compeuuvc: earners' networks. 1be FCC 15 charJed with Cillbhstuna nauonal i!UHiclane ' ' " 

1mplement the 1996 Acl The FCC 1ssued liS lnlerconnecuon Order on Auau51 8. 1996. atc~r "'h1~h. ~" 'cp.H Jtc 
mouuns were filed w1th the E1ghth Ctrt"ull Coun of Appeals m St. Louts for a stay of the FCC~ lmer.:nnn~cll1•n 
Order On October IS. 1996. the coun stayed the pnctng and "most favored nauon" prov1~1om •••ntarncJ 111 the 

Interconnec tion O rder whtlc: leavmg 10 place the suuctun.l aspecu of the order The E1ghth C•rcu11 c .. un '' 

e~pectcd ro render a deCISIOn by June 1997 on the menu of the FCC's •nt.erconnec."'" rule~ .;and rho~t dcu''" n 11 

npected 10 be appealed to tile Unued States Supreme Coun. 

,A., pan ol m pro·compeuuve pohctes. the 1996 ACI fre.es the RBOC~ from lhe Judlu .. l ••Ille r' ch.tr 

proh1b1ted thc1r prov111on of tnterLA T A servtces. Spectfically. Lhc Act pcrrruti RBCX'' lu prm tde Inn~ dl't.w, c 

\C:I"\ u:e\ out!> Ide thC'tr local ~c:l"\ ICc reg1ons 1mmed•at.ely. and wtll pennH them 10 pro' 1de •n-rq!t"n 1111.-r L ·\ l ·\ 
\CI"\ l(C u pon dc:mllnltralinll to the:- FCC and Slale reaulatory agencieS that the\ h.l\ e .. Jhcrcd ,, , th~ 1-t I 

lnlc:r ... nnectJot. rrgulatwm Bcll~outil 10 Georg1a and Non.h C.uoltna and ~mcnced• l "~~"""!' ' " ' 
' · ·\mcrue.:h · · 1 111 M•• hljtan ha1 c .t~kc:d the•r respecl!ve stale regulalor) agenc1c) '" rc' ~<' v. ih<'ll "I'Pl•, .. , ,, ., . 
.~nJ '" reuomrnc:-nJ .1ppro' al b\ thC' FCC These RBOC~ are expecled lo hie the1r applt• •••· "'' \41111 th<- I t t · t•1 
June 1 '1'-17 Thr: FCC ,, c:J.pcc.:ced to scrutan1zc these and future apphcauon~ to cmurc thai lire tnlch 1 Hila', I I• ,, , 

ll!<.ju:rcmenf\ h .. ,e hecn met 

·\· .. 1 r,·,ult ,,, thc'c pr"""""' o! the I Wb Act. the Compan~ ha) t.U.cn the \tC'P' nnn'~ "' 0<-" 1'' " "•1<" 
•>I 1•>-..il ch·hangc ,~,.. 1.:e~ and ha' po~1Uonc:d Itself as a full ~erviCc: . tnlc:grated telecommunc'"'"l"' ' e n ,,t·, 

pn>~ 1der ICI ha' obtarned local ··~n11icauon 10 I 3 stales and lhe Dtslncl of Columb1a .md h.t' .~pplr, J I J• 111 

peoJu1~ lt•r lo<.'al .:enJh~:atton 111 ~2 add111onal ~tates In add11wn. the Comp.an) ha~ 'u'"~\\lu lh nc-ll"''"tc.l 
lntC'ru•nncc.:lton <~grc-ement' chat meet the •ntc:rconnecuon pr0\1~1on~ conuuncd 10 the IIJ<Jt, A,t ,..,,h '" ll.l ·t ' 

~~ t.tw \Jill~ 11111~ the l'Ntl A<: l al~o make~ c.:ompeuuvc c:nlr) rnorc attracuve to RBOC> o thrr ILl:l' 

1nt~rn..-h.~ngc: c.::lrrJer' .111J olller .-ompame,. and lrlely wtll mc rcase tile le vel oi .:ompeuuun !hat th.- l-•l!llf'-lll' 

lo~.:r' 

Thr I Ci~tJ Aet Jl\n repcah thc- tc:lc:communrcauons.lcabk telev1~1on <.:10\\ -o\4 nC'"tup prnh1t'o111• '" "''" ' t· 

i!~ncrJih I1.1J prnhJt->JicJ lLfl, lrom prm1d1nt: tn · rc~Jon cabl~ lelevi~HlO 'ei"\'I(C 

l"hc I •Nt, Act ' •ntcru>nne.t1un rc:qutrement~ also apply to •ntereJ.change e arner\ .tnd all <llhc:-r I''"' I,Jt·r, "' 

l<"lt"<••mmunr.:atton' ,rr. h.e, .Jith" uilh the term~ and cond1110n~ for 1nter.:onne<uon P'"' tdcd h' 1/lr,c , .trnn 

.Hf 11"' rq:ulatc:d .. , IIndh .. , l!llcrcnnnecuon pro~tdcd by the ILEC \ Tht\ mav prn\ldC the <"l>niJ'Jil\ .,, 1111 ill> 

.tt-i!Jt' r .. rrJu"~ 111 ""'n J-.r'' '"''' t>\ Jnterconnecune dtrcetl y w1th non-ILf:C, hue nlJ \ .1l"· • .1 .. , .. II" 

I ••ntr·"'' I·• "'' ur J>ldlll<>nJI .JJm•n•,•ratl•e o~nd rc:rul•tor) e~pen~e~ rn rcpl)•ng to •ncer, .. nne, II•'" IJ:yunl' 

\~hll<" the I'Nh -\cl rc:duce' rej~ulauon to "'' h1.:h non-dom•n<&nl local exchange earner' ar~ ,Ut-)e,t 11 .1l" · 

rcdu,e' th..- lf'rl t>{ IC'j~Ulatton th.Jt .~pphe\ I<) tile ILECs. and tncrea~e~ the1r abd1t~ In rnpund yu1. ~/\ t . 

'"mrc:-trt•"r. ln>m the C·Hnpan\ .1nd ·••hen For c~<ample 10 accordance "'''h the 199tt "'' the I·CC hJ' l'fl'l'"''.'1 

,,, ,ut-,e, 1 rile l1 f 1 , t" ,lreamllneJ r~nll regulatton. ~o~-luc.:h t~-really a((tlerace) the tunc 111 -...tudl !.Jrdh th.• • 

, h.1n~r ,c,, ,, e r .. ,,., 1.1~e ell eel JnJ cllmtnate~ thr reqUiremc:nf that ILECs nbta1n FC< · Juth1 •n /..lll1•n i>c:- 1• ,,.. 

,.,n,Jru,ll!l~ nev. Jo•nl(''''' l.l.:thll~' The\t d(IIOn\ "•" alln"' ILEC~ "'ch;mg~ \(1"\ll(' I.Jie' ""'". ojll h o)\ ,, . 

1'1 



respon~ to compcuuon The FCC aniuated a proceeding on December 24. J9Q(} that addre~~e' the,e '"llC'' .w.t 

os expected to tssue an order on these issues tn May 1997 Simllarly.lht' FCC luis mtllated a proceedm1= '" 1r' "'" 

H~ pnce cap rules that may pcmur stgntficant new pncmg flexibility to ILEC~ To the client that 'u'h ttldC'ol'r,: 

rnnng flel!.tbllll)' ts pro..,tded. the Company's abthty ro compete wtth ILEC~ for cen.a.:: '-('f'\ 1-:r, rn .. , r...· 
o1<h ersely affrcted 

Thl! 1996 Act dtrccts !he FCC. m CoopenlUOn WJ!h StiLe resulator\. (() establish a l 1nl\('f\al ~("f\ I' c hm,! 

thar .,...,IJ prcwtde subs.u1tes to cameo that pro..,tde servtce to under-served tndt vtduah ;and ht.,:h ,,., • .H<'•I' I hc·,­

f'r".:c:rdtnj.!' "'hKh rnu~t be concluded 1n May 1997. may requtre 1~ Compan.~ to .:untnhut<" '" th<' I '"'''I'·" 
~rr' I< e,- 1-utul hut rna~ aho allov.- the Company to re,-e,..,e paymenh from the Fund tf 11 •~ dec:mt'J dtjllhl T b,· 

C<lmpan~ al;o may pr0\1/dC servtcc to under-served cu5torneo tn heu of mwna Unt\•er, .. l ~er\1,(' I Ulll! 

p:nmenl\ The net revenue effect of these regulauons on the Company cannO< be decermJOed at th1' 11mr 

In .tn "rder released on October 18. 199~. the FCC found !bat -~ uarupon of frame rrl<~~ 'rr-..1<<" •h••uiJ h,­

cla>,lhed a' .1 "bas~e" >ervlt'e Prevaously. 11 was common practice 1n the mdustry for man\ c"amcr' 111 '""'1'k: 

tro~mc tela~ o~n · enhanceJ" ;crvlt't Thts decssaon was s•gnaficli.J\1 because !lie FCC rcqurre> rho~! ha'" '<'f"d' 

he to~ntled , hut permm enhanced se'rv1ces to be offered on liJ\ off-tanff bast~ A; a re~uh of the H\' 'Jr,l''"n 

o~ll camer' that provtde frame relay lranspon were requJrc.d 10 andude lhe ~rvtce tn thear federal tantt. t-o' ''"' 
,_., I "Ntl The Compan' ha~ mcludcd 11~ frame relay s.ervace 10 111 federal t.anff The · 'ha"< .md · cnho~rh .-,! 
tennmnlog\ u,er.J b~ the FCC ts a regulaiOI')' renn of an denoung the cla~\lficauon <>I 'C'"I'C'' '"' l.lfltt:r· . .­
rwl""'"' Th1' re¥ulo~tnr; u'e o( the tC"rm ~hould not be confu~ed ~o~ollh the Cnmpo~n~ ·, .IC''< npt>• •n . at ·' , J.t" . ·t 
·<'I',,<:' I r .omc rd.1\ ,.t.. T\1 .;nd Internet ~crvtce'- iH · 'enhanced '· ebc ... ·herc 10 th" dr...:umcnt 

'itclf< Rn:u!.urnn Tn thC' ell. tent thai the Com pan~ provide~ tmrastate \C'f"\ ICC' 11 l' 'uhtec·t 1. • I he tun ••h. II· ·I 

· •I rhc rein .1111 ,[.Jie puhltc 't'" rce comm1s~ton' Thc Compan~ rurrentl\ f'"" rdc, "'"lt' tnlr .J\lJit' ,er;" , .. r" '" 

,t.tl<'' .mJ ,, ,uhtc..r "' rr!lulattnn b~ the publtc \ervtct: commt\\ton' ot thmC" ,tJtt'' Th<" <."~>mr,~n, ,, , ' ·' "'''''· 
, t'rlrflcateJ '"r , C'Tllfl< .JlJ<ln " not requtred 1 1n .I I states and th~ Dt\tn.:t ol Columllta "' pr•" ''"' '' di ,,.,' ,, ,., _,,.,~ 

'' , urr~nth '<'Ck.tnf .c:ntn.: ... tlon 10 the nme rematn•og \tate~ Thl' CLimpan~ I' •<'noflcr.J "'' ,, I 1.1 ( · 111 I ; ,l,tl<· 

JnJ rhc [).,u,~l ••I CulumOta .tnJ ~~ currentl} seek.tng CLEC cenJh-.ltlon tn ~~ o~JI.lllluno~l ''JI<'' I !"- t ""'l'-•11\ 

,<>rht.Jnth n.Jiu.Jttn~ the ~ompct111Ve ~n•tronment and mav '>Cek. 10 funher C\pand •t~ IOtrJ,I.Jir ,<'nlth.Jll"n' ""' ' 

o~JJ:oun~l jun,dt<liun' 

The I '-Jut> A.ct pre~mp1' ''"'' statutr~ and regulattons that re~tn<:l the pro\"t•m or ultnpctttnt· i ... _.t ,,.~--. ••<' • 

,_," rC''>ult <'I thl-. s~.~oeepmg legtslat1on. the Company 1•••ll be free lfl provtde the lull rani!r "' •ntr .. "'"'''' 1 ..... ,! .ond 
1-•og d1stance '>C'n.tcc~ 10 all '>IJtes 10 "''hlt'h H currently operate~. and an~ ~tate' •nto .,..ht.:h '' m .. , c,p.~r,.J \\ h1:•: 

rh" :~.-uon !?rr:.tth 1ncrrJ'c' rhe Company·~ addre\sable cu\l0mcr bit.\~ 11 ..tl'" 1o<rr~,,. ttl,· .oil\•'•"" 

,.•mpeotr"n ' " "-hH.h rhe Cnmpan) ma~ be >UbJect 

\lo~m <•I the qatr~ m ""ht.:h the Compan) operates ha'c .sl~o cnacteJ lcjll\lalton nr rc~ul"''"n· •h.o 1 h.t-t 

['<:rmJHed. r.H ""til penn1L loco~ I sen·tce compe1r11on Thr I 996 A.:r .. dl rcqutrr Ill< I\ I o! thC' '!Jic' '' • "" ... !. t. <hr" 

r·•la:te~ IC) bnn~ them tnru cunfonnll~ """n federal \laodard~ l"hc: 1'-/Q(I An .Jb<l .. uthort/C' lilt'''·''"', , -"'"': 
_,,t,lltton;al rq!ulo~ttum lt' rht: cxrcnr thai the) do nvt 1.'unrl1.:t "'tth teJeral ''"nJ.l!J, lh1, .. ,,-..:,1.., oh,- I·( 1 
, arJt'r hJ' been, hallc:n~ed o~nd ·~ a""a111ng resolutron an coun It'' unrh:ar at lht' t1rne hn\lo rh~ ''"!"'"lit rt·-p·•r:: 
,,. the nc~.~o lt"Jrral lcg.•~la110n Jnd .... har addlllonal regulauon~ the)o m;a~ adopt 

\\ hdt• d,~. l l)t)(l All ' rrot11f'lt~h'Ul ot \l • .Ur b.JrTII:f' '" ... UffiJ)('IIII\f' rnlr~ hlPt. .... rtf", I t•ll lr~nur\ " I •)qr ,h,···· 

!t.n r ''<'<'II nurrll"I"U' I''"'C'r.Jur~l dt'la~' "hiCh mo\1 be rcsol\eJ before thC' t~llr-. o\d ' !"''''' ll'' ,,.,. lui: • 

llllf•kmc:rHnJ I he Cump..tnl , nnunues to ~uppon cit on~ al the Stilt' government IC'' cl tn en' ••ur ,,~,- , •'lllf'<'ltll• "' 

•n thctr m.u~c" undrr the frJeral lav. and to pcrmu ICP~ ~nd C'LEC~ to operate •>n the 'Jnlc t-._.,,, o~nr.J "oth ttlr 

'"m<· ng.ht' .1' rhc ILEC ' In o~dJ1liOn . the Compan1 h.1~ been ~uccessful tn til pur,ulf "' i<~<.JI ccr!tltc.llt'' tr"'" 
'i.tlt' I- nnun" ''"n ' o1nu nq~"''~11cd tnlerc"nnnc(tron a!!reemcm~ wtlh the ILfC'' ""h,, h I'~ IIIli I !l~t· t , ""I'·"" '' 
"l1t.t'1 11' hU"'I rlt''- • • '~lc-~tr.11 \ ~· , \ .. h: -.pt! C" the' Ufh.l"ft.JI n rr~uJ.J~O~ en\ lf00ffir"O( 



In most 'lates. the Company ts required to file tanffs secung fonh the tenns. cond1110n~ and pnu·, tm 
'cn·•ces that arc classtfied a~ •ntTaslate !local. toll and enhanced) Most slates requ1re the Compan~ ''' ll\1 the 
,en·~ees prov1ded and the s~ctfic nne for each scrvtce Under dafferent fonns of regulator)' fle~1hll•t' thr 

Cl>mpan~ rna~ be allowed to set pnce ranges for Specific w:rv1ces, and 1n some cases. pnce~ rna) ~ ,et on an 

.nd1vtdual customer basts The Company IS not subject to pnce Clp or r11e of rerum regulation •n ... m \talc 111 
"'h1ch 11 " currently certtticated to provtde local exchanae scrvtce 

. .$,~ the C"mpany evpands Its o~rauons mto other states. 11 may become \UbJeCI 10 thC' fUn\dldlon ,,f 1hnr 

r~'pectl\c ruhl1..: \Cf"\lcc commiSSions for certam scrv1ces offered by ICI The Company d~' n•ll l'>cilc'c th .. t lh 
r.-fatrnn~h•r "'11h Latm Amcncan or other mtemauonaJ scrvtcc provuiel'\ currently subjects 11 to 1 or "'dl \uhi<"' r 
11 ro1 rcgul;~u,m out~1de the Umted States. 

Local Go•·,.mmt'nl Authorr:JJIIOIU. The Company may be requued to obwn from mumCJpal authonll~' 

'trcct o~n1ng and construcuon ~nnn~ to mstall and expand m fiber optiC networu m certa1n ut•c' In ,.,,." . 

..:rue~. local panners or sulxontractor~ may aln:ady possess the requisite authonz.auons to conMruct •>r np.,nJ 
1h .. Compan) · ~ network~ 

In ,orne of the area~ "'here the Company provadcs scrvtcc. 11 n.oo~y be ~ubJel'l to mumuro~l tro~n< hJ\t' 

r~4u1rcmcnb .ond rna~ l'>c re4u1red to pay hcen~ or franchtsc fea based on 11. percent of gro~~ revenue 1 hC'r( .lit' 
n" ""urancc~ that .:crtam mumc1pahue~ that do not currently 1m~ f«s w111 not !ieek 10 lffif"l\t' teo 1n thl' 

future. nor 1, thert' am a~~urance that. followmg the e~ptrauon of ext sung franchr!o.C~. fee~ "'Ill r.:mJIIl ,., lht'll 
lurrcnl lc\Ch In man~ markcl~. other romparues prov1dmg local tclecommumcauon~ !o.CT"tiCC\. rJr11<UIJrh the 

!Lf:.C '· c:urrenll' arc c ~..:used from payml! hcensc or franchtsc fees or pay fus that are ma1enall\ l""" cr th .• r: 

th<l\~ rcqu1red to l'>c pa•d b) lite Company The 1996 Act requ1res munte1palH1e' to charge nnnJ"cTII'TUilJI••r·, 

Ice' ''' all tele.<•mmunJcauom prO\Iden. but 11 1s uncertain how qu1ck.ly this re4u•rcmen1 "'•II l'x: Hllrlemt· n1cd 
h' ranr..:ular munJClpahtlc' 111 "'h1ch the Company o~rates or plan~ to operate or whethet 11 .,. ,a l'>c trnplcntl'nt,·.! 

"'tth,>ul J lc~"l challenge 111111.1ICd t">) the Compan~ or another ICP or CLEC 

[!.til\ o! the Cnmpatl\ '~\l'•tlng nerv.or~ agreement~ v.·ert tcnrunalcd pnor tn thc1r c'r~r:~t~<•n .Ltlr .11 .. 1 tl11· 

( •>mp.m\ V.d\ turc·cJ !11 remtliC II' h~r OptiC cables from the \lreets or abandon II\ net"'or~ In rl.hL' l'\t'f: .• .,!:·. 
_,,mrcn,atr"n 'u.:h tcmurt .. lll<>n .:ould ha\·c a malcnal ad,crse ctlect on the <.nmp"n' 

The Comp.111\ J],o mu't t>hlaln hcen~c~ 10 attach facll111es 10 uulm pole\ 111 nrder tn t">udd Jllcl nr.,n.l 

'"' Jii!Jc' Bec:au~e utdH1c~ that arc owned by coopcrauves or muniCipahues arC' not ~UbJCl'l '" !cd~IJJ P"k 
.. ua.::hmcnt regulation. there I\ no a~surance that the Compan:-- v.·tll ~able 10 (lht<un p<>le alla.:hmcnt fr•'ll• tlin<' 

ullhtll"' Jl rC:J\unablc rate~. lcrm~ and cond1t1ons 

-\~reemen~ 

/nit,, olllnf'< Cion c .. . ,·arna Agrt't'mtii/J The Compi111y has recent!~ entered JniO lnter~nnncdh>n ... . , ~rnrt 

Jgrcem~nt> "'rlh Bell South. :-.'YNEX. SBC. GTE. Spnnt 01nd Bell AtlantiC. and 1~ tn the pr<>ec~~ o! n~~oiJ.JIJil~ .• 

'tmolar ~g:rc:cmcnt "'11h Amentech Each ol these agreemenh. among other th•ng~. prov1dc' lnr mutu.d .111.1 

rl"clpr.>c~l u•mpcn,atJIJn . local tnterconnecuon. resale of local e~changr ~cr.Ke\ . acre\~ I<' unt">undkJ tH''"'''~ 

~kmc:onh. \Cf"\ICC pn"1der number portabdlly and a"·ess 10 operator ief\'ICC. directory ~er.ta an!J 411 \Cf't•r 

"'' P'""Jed for 1n lite 1996 Act The agreement~ fu~r pnwtdc that addruonal terms and cond111un' "'dl he ,,·t 
r., nc~u11atton belween the parttc' relating to tssues wh1ch anie that v.crc not ongtnill~ ronlcmplJtct! t,·, 1t>e 

Jgrcemcnt~ These agreement~ "'ere e~ecuted wuhtn the put year ..nd ha\C 1erm~ ranj!tng from t"-" r. • 1111<'<. 
\C'..U .... 

\,-,-,,,,, 4.,,,·,.,norr• The C11mpan> ha\ butlt 11~ dtj!llal h~r op11c nclu.orb pursuanllo \·ant•u' n!!hl' ••I 

.,. ·" ••• nJuot .~nJ J.111. t11'>cr lca~e~ . utllll\ pole atlachmenl agreements and purchase arranj!cmcnt' ,,,>llc-:lncll 

I he \.erv. '•r~ Agrc~menls · 1 Substantially all of the !\ic1work Agreements wther than ut1hl) p<1le JIUchnw nr 
a~rc~menl• .,., hl(h I\ r• .. alh can he terminated on 'fl) day~ nollce) are for ~ long ·1em1 .md lth luJe ,,·m·" ·' 
ttpLHin .. 

~ilh"u~t1 nnnc ,,, thr- Sc:r .... ork. Agreement\ arc CJ.cfu~tve. the Company ~lleve\ 1ha1 rondu1t 'P"'t' ttht" 

J'~dJt'>lill· and nthcr ph\\P•'JI C<•n~tratn(\ make 11 unhkeh that the le\sors unlkr the '.ln"u' '<"tv.oor> 

-\greemenh "'uiJ CJ•III mak~ 'lrmlar arran~cmcnl\ ;nat!Jt">lc 10 other\ The C ornp:m1 l'>cl~t·,,·, tl\.11 .: 



rclauonsh1ps '''lin m lc~~or~ arc:" satisfactory. Certa.m of the Nr:rwOfk Asrcernenu rcquut: ICI to mal.c:" rc:",.,nuc 
shanng payments or. 1n some cases. lo provide a filled pnce ahematrvc ot dark llbcr to the ksso r w1thnut an 

adduwnal charge In addmon. che Company has various other performance obhgauonl under us !'er"' or~ 

Agreements. the hreach of wh1ch could resull 1n the termination of such aj!:reemenh Further. acuom t>' 
?"' cmmenrai re~ulJ.rory bod1cs could. in certa.Jn rnsuncc:s. alw result 10 lhc temunauon of cc:rtarn Sci"' mk 

-\~rt·emenr' The ,an.ellatJnn of any of the matenal Nelwork A1reement.s could matenall~ advcrscl~ a t!n:l the 
C<>mpan' , hu,1nn' 1n the affected rncuopohtan area. Sec ·'Risk Factors-Rak of Cancc:llatton or !'on-Renewal 

,,, ~crv.ork Agn:·emcnt>. LH:en~c:s and Penruts." 

/nlt'rflChanf((' .4,grumtrrh ICI. from tunc: to lime. enten IntO purchase asreement\ With JOiern..:hang.: 

c:J.mc:rs for the: tramport and/or tr:nrunauon of long d1stance calls out.stdr: of IU cemlory The~c: ,·onuad ' arc 

ryp,..:all~ rwo yean tn durauon and customanly tnclu<k rruntmum purchuc anKX.~nt.s 

CmSPA/'."IC• In order to prov1de end-to-end connr:cuvlly and mterope!'lbrhty throul!hour the l·mled 

Srarc:' "' tt'> enhanced data sel"\·1c~~ cuscomers, ICI entered mto a frame relay serv•ce &l!fec:ment lth~ "L'ntSPo\1\ 
Agrc:emenr· · 1 tn September I~~ 14·tth EMI <sance acqutred by ICil. PacNel. Inc . Integrated ~et.,. <>r l.. Sen ''"' 
Inc and .'1.1RC TelecommunKallon~. Inc In September 199~. TeltiTlt'dJ& lntcmauonal. lm·. an Jntemauon.~i 

lele,;ontnlllnt(3(JtlR' "'mpan). be..:amc a party to the un.SPAN Agreement Ptu~uanl to the t 'mSP.A~ 

Agreement. each nl the pan1c~ a~reed to ( 11 provade frame relay servtces on IU network~ to c<h:h nl rhc: other 

pan1e' \Ubre.:r t" a\atlahle capac11~ and agreement as to certain :enns tncludmg pnce and a<:l'c\~ '" ta,·lllllt'' 

.md 111 • u\e rea\onahlc dforts 10 ullhze the scrv~ecs of the other partae~ m the e\ent rhat ,u,·h part\ rei.Jutrt' • 

frame rei a' se!'\ lc<"' tn a gc:ographtc locauon not served by us own networic~ The l 1nrSPA.S Agreeme nt h.J.• ar' 

•nlltalthrer 'ear term "'Hh ~ucce.,st\·e one year rt:newal penod~ unul !ennsnated b~ a maJont~ \Ote nt the pann: ' 

H""'t"' t·r <~n' pan' rna' "'•thdra.,. from the agreement as of the cllparauon of an~ term h' gr ' '"!! fl( ) Jav' pn ~> r 
"nrten m>!lc·,. th~'~"r Throughour the tenn of the UnaSPAN Agreement anJ for one vear thereafter. ~>r ln r .1 

p.:n.•J 111 ••ne '~.1r .~rr~r the "'llhdrJwal of any pany. none of the panse' mav \olt..-tt pn"tw1n 111 lr;~rnt• rd.J\ 
,a,t-:e• t" ,u,tumer, ~.~oh•ch \O.Crc: hrought tn to thC' UnaSPAr-otCI program h\ another pan\ •H for "ht, !t l r.Lfl rc· 

rc/..1' "·n ,,,., 'h'r,· rr.;ur,rcd h\ another pan~· 

EmploH·t'' 

.>,' , >1 l>t>cern~r <1 14411 ICI employed a total of 874 full -lime emph>yee' The CnrnpJn\ anu, Lf'.IIC:' th,l 
tt•c: numhn ,,, t"mpJ.,,.-~, "Ill tnun'~ \tj!:mticanlly throu1hout 1997 The Comran~ ~he\e' th • .ll Lh tutu rr 

•Uc<"e" "" Jii JepcnJ 1n large p.u-t un 11~ conunued abahty to attract and reta1n h tghly ~k!IIC'd and 4llJ.hftcJ 

rer-.,nncl ICI ha~ nund1Kio~urc: agreements with all of liS employee~ The Company al'o reJ.lularl\ u'e' tht· 

,cn.r..:e' "' ..:untractlcchnrctans for the ln)tallallon and mamtenance of 11~ network~ No ne of I(T, c:mpl• •,cc~ L' 

repre\enr~d n: .. collccll'e bargamrng agreement ICI believes that Its relauom ~.oo· tth ''' empl•t~cc' arC' ~,.,>J 

Ri~k Factur~ 

L•mu,·J OpcrutwnJ of Ctnam 5~n:rCt5. Huron· of Ntt LosstJ The Company·~ bu~1nc'~ c(>mmenced Ill 

14/1- Suh\lanllall~ all of zne Comp;sn~ · ~ revenues aie den lr'ed from local e~change 1el"\ I< e~. cnhan-t•d ,J,!.L 

,en t,r,. h>nf dt\tancc: 'C'!'\Ll"e~. tntqzr~twn \ervtces illld cenam local networ~ ~ei"\ICC'I Man1 ''' the" 'cr\J,,., 
tu,r •>Ill' rc,enll~ been >nLILated ur then al;ulablluy only recently cJ.pan.:lc:d 10 nc~ market areJ~ The Cu rnp:.n \ 

'' npc:C!m~ to 'ub,tanttall\ tn.:rca~e the srze of LIS operations 10 the neaT future Gt,en the c,,mpan~ 'ilrntt"d 
<~per;~ung ht,lc>n.. rherc ,, no J~\urancc that 11 will be able to compete ~un:c:~~full~ m the telel·n rnmu nJ, .JIIIHl• 
hu,tn("-.. ... 

rt1<· Jc.c· i·•l'lll<'fll ,,, ihc· Cnrnp.1n1 , hu\LRC'~\ dOd the expan~mn of~~~ net.,.ur~> requtrc "i!nth<~n l . J.pri.J ! 

"rx·r.Jtt•nul .m.J .Jclmtn~>tr.J.IL'<:> e~pcnJHure~. a ~ubstanual pon1on of whJCh are tncurrc:ll ~l11rt: rhc r<:>.Jit / .JILI>Il " ' 
re,enue' The'e (Jp,r;,, (~pcndllure' "'Ill result 1n nc:gall\e ca~h no ... unul an adequar<· ..:u,tomer t'>.J~<. ,, 

e't;;blt,heJJ .·\!though'" re,enue\ ha1.c: tncreased tn each of the laM three years. !CI h.J.' lrhurrrJ ''~n•lh.lll! 

;n,r~.~,e, 1n r [l('n"'' .J"'"'·••ed "'''h :he tn\ta!lat•on o1 IO(al/lon~ l.ll~tan,·e \DKC '"'llche' Jr>,! l'\f'·"'""" " ' ''' 
l ihn • >rlo, '11'1-....•rO.· ".,,,,,. , .JnJ ''"I<HTler ha\C ICl rcrcm('J net lo"C' "' .~ppr•>\JIIl.JLC'h )I I rn d l•"'' ~ .... . 



mJ!hon and S57 2 rrulhon for lhc years ended December 31. 1994, 199.S and 1996, re5pccuv~ly. The CompMty 

antiCipates hav1ng a s1gmficant net loss 1n 1997 that 11 npected to be subltanually pater than the loss m 1996 

and ~llpect.s net losses to continue for the next several yean. In addition. the Company expects to have negauve 
EBrTUA m 1997 1llere can be no assurwlce that JCI will ach1eve or sustaJn profitability or pos111ve EBimA m 

the: future 

Sl~nrficanr Capital RtquirtmtflfJ an.d Nud for Additioflllf FifiiJIICi"l· Expans1on of the Company·~ 
n1~tJng network.; and serv1ces and the development of new networu and strvices requ1re s1gn1hcant capnal 

e~pc:ndoturt' ICI e"'pecu. to fund 11s capital requtrements throu1h extslJng r ·sources. JOint ventur~!>. debt or 

<:<JU•ty lin.tnctng. and tntemally generated funds. The Company expecu, that to continue 10 eJ.pand 11.1. hu~1ne!>\ 
w1ll requ1rc: raJSmg subst.anual add1uonal equuy and/or deb( cap1tal after 1998. 1bc Compan>··s outslatldmg Jebt 

mstrument.s do not penmt the mcu~nce of an amount of indebledneu sufficient tO fuDd Its anticipated future 
.:ap1tal reqUirements. Accordmgly. the Company will need tO obtain w1.1ven or coruenu, from tts debtholder' or 
ra.1se equ11~ capnal. There r.:an be no assurance, however. that lCI will be succeufulm raJitng sufhc1ent debt or 

equ•t~ capital on terms that 11 will cons1der accepuble. In addition. lhe Company's fuhln cap1t.al requ•remenl\ 

..... .,1 depend upon a num~r of factors. mcluding marketing expenses. 11affina levels and customer growth. a' 

well a.s other factors that are not w1thm the Company's control. auch as competiuve cond111on~. government 

regulauon and capt~! costs Filllu~ to generate sufficient hmd.s may require ICI to delay c•r abandon ~orne ol m 

tore1gn ellpan~JOn or ex.pendlture. wh1ch would have a matenal adverv effeu on 11~ growth and 1t\ ahll1t\ IP 

~.·ompete 1n the telecommumcauon~ 1ndustry. 

Etpanswn Ruli. The Compan) IS expcnencmg a penod of rap1d upans10n 1A.h1ch manattemenl npc1.1' 

will 1ncrea~e 1n the n~"ar future Th1s ttrowth has mcreased the operatins compleJC.J!y of the Cumpan~ a' u.ell '" 

the Je,el uf respom1hll11~ for both ex1s11ng and ne"'' management penonnel The Comp.an~ ·, .Jbilll~o '" n1anaf~ 
n, npam10n effectlloel~ .... 111 requtre 11 to conttnue to implement and tmpro~o·e 11s operatllmal .1nJ lln.Jncl.il 

'"tt:m~ and 10 upand. tr:un and manage us employee base The Company's mabtht) to elle~:ll'ch w.n.q.:<" 11' 
np .. n<oHJn .:ould have ~ matenal adver\e effect on 11~ busmes~ 

A pur1wn of the Compan1o ·, ellpans1on may occur throurh acquiSitiOns a~ an altema11'C ,., JHt'll 

1n' e'tmenh m lhe a\set~ requ•red 10 1mplemcn1 the expanSion No assurance can be g1\C:n 1h.11 \UilJI">h: 

:.o-:4u~>lt1"n' can be 1Jenufied. hnan~.ed and completed on acceptable term~. or that the Cnmpan\ ' tuturr: 

.~..-qul<oliHJil'o •f an;- ..... 111 be ~ucces~ful or w1ll not 1mpa1r the Compan:r · s ab1IH}' to ~er.·1ce II' out~ot.~nc!Jn~· 

obhg.itl"n' 

Rrst, oJ lmplentt'ntaroon. Nud ro Obram Ptrmus and R1ghtJ of Wa, The Compan~ I' .:onunu1ng ,., 

npand 11\ e~l<otlng network5 Th~ Company has identified other expans1on opportuntttes 1n the ca~tem hal! nl 

the L'notcd State~ anJ ''currently e~tend1ng the reach of us networks to pursue ~uch opportumt1e' There cJn tx· 
no• J'">r.ln,c that the c .. mpan) ~o~o·1ll ~ Jhle to ellpand its elliS!Ing networks or con~IJ"\Jct or acqu1rr rl<'" netu.or"-' 
.. , current]\ planned •Ill a um~l~ bas•~ Thr e~pans10n of the Company's e'.(t!>llng networb and 1h ,nn,tnl, ll••rt 

,,, .:~.:quo\ltlOn of ne~o~o networks wtll be dependent. among other thmgs. on 1ts abihty 10 acqutre nght\ ·o l ·""' .~mJ 

""~ re<JUired permus on ~all~factory terms Jnd cond1110ns and on us ab1ltty to !inaner such eJ.pamlun . .~.qu'"'"'n 
..~nd con,tructron In add1t1on. thr Compan) rna} requ1re pole attachment agreements w1th utllllle' .1nd ll .H·, "' 
•>[>erJte .-~,,11ng .md tuture oet"'orb. and there ,·an be no assurance that such agreements .,..,11 he "htJtll<"d "' 

·•ht.1on.~hle .. r, re .. ,onal">k term' The~r !Jc"lllr' and other~ could adversely affect the eJ.pans1on ol !he Comp.on' 

,u,t.-mcr h .. ,.- •>n 11' e\l~l•n£1 net~o~oor._s and commencement of operauons on ne~A. net..,.ork' If 1he l ·,.mr.u" ' 

nul able tn o.pand. a~.4u•rc or con~truct 11s networks m accordance with us plans. the ,gru"'th ''' ''' bu,lll<'" 

"'"uld he m.11en:.olh "J'er'eh .~!fc.:ted 

< '"'1/'' rruon In ~.~,·h ol ''' mo~.r~~''· the Cumpan) lace~ sagmhcant compe1111on lor thr 1 . ., .ol ""'""I~ 

,<"r.to.:e' onclud1ng ln ... ;,) nchln!!<: ,er.t~.:cs t! offer\ lrom ILECs. whiCh current!~ dnm 1 nJI~ •hcor 1,, ,, : 

I eke omrnunr- Jllllll' m.lr>.et' J L rl. ' hd\ c long· "Jnd•ng rela.uonshlpS \lilth thear .:u,tomcr' .... htc h ll' i.ll , .. n .. ttq•·. 



may create competH•vc barncrs Funhennore. [LECs may have the potentJal to subs1d1Z.c compeuuve scr.·•.:e 
from monopoly scr.·•cc revenues. ln add1uon. a conunuing trend toward business combmatJons IJld alliances m 
the telccommumcauons mdusrry may create SIBntficant new competiton to the Company lbc Company abo 
faces compeuuon •n most markets m wtuch it operates from one or l1lOf'e ICPs and CLECs operaung tiber opuc 

networ._~ In additiOn. lhe Company faces compeuuon 10 it.s network systcrru mtegrauon bu~1ness lrom 
c:yutpmem manufacturers. the RBOCs and other ILEC&. long distance earners IJld systems Integrator~. and 1n If\ 
enhance dar a ser. 1..:c:s busme.ss from local telephone compllliCS, long distance earners. very small apenurc 
tem11nal r "VSAT .. J prov1ders and others Many of the CompMJy·s c.a.l5ting and potential compeutor~ hJ'c 

hr..tnuJI per~onnc:l and other resources Slgntficantly greater than those o( the Compllly 

The Compan' bel1cve~ that vanous legislauve iruuauves. mcludmg the recently enacted 1996 Act. have 
remm C'd rc:mam•n~ legtsl<~llvc bamc:rs to local ellchange compeuuon. Nevertheless. 10 light of the pa!>sage u l 
the 199t> Act. regulawrs are also hk.ely to provide ll..ECs w1lh mcreased pricmg ftelllblhty ~ compeuuon 

mcrea.se~ If ILECs are penruttcd to lower their rates IUbStantially or enaaae in CJlCeSSIYe volume or term 
1.h~count pnnng practices for the1r customers. the net income or cash ftow of ICPs and CLECs. mcludtn.g thC' 
Compan~ . .:ould be matenally adve~ly affected. In addJUon. wtule the Company currently compete~ ""1 th 
AT&T. MCI and others •n the mlerellcbange servaces market. the recent federal leg slauon penntts the RBOC\ 
10 pr(w1de tnlerexchange serviCes once certaJn cnteria are met. Once lhe RBOCs began to prov1de su•h scr.· tcc: ~. 

the~ ""ill be 1n a JXhJUon to offer sangle source serv1ce surular to that bc1ng offered by ICl In add1t1o n. AT & T 
and '-ICJ h~'e entered and other mterellChVJge earners have ~nnoonced theu tntent to enter mtu !hC' loui 
n..:hJnge ~er.· tce~ market. whtch 110 facalit.ated by the 1996 Act's re~le and unbundled net \A. or~ element 

pro' 1~10m The (\,mpan~ cannot prediCt the number of competitors that will emerge as a re~ult o t ex1~ttn,ll • •r 
nev. tederal anu \tate regulatOr)' or legaslative .acuons. Compeuuon from the RBOC~ ""11h re~rc•t t<> 
mternchangC' ~er.tCC\ or from AT&T. MCI or others wtth respect to local el!chant~C' .. er.1.:e' , ,>uld h~'c ,, 
m.tt~n.il ,,d,er'l' effect nn the Company's busmess 

Rn:"iurwn Ttw Compan~ ~~ subJeCt to varymg degree' ot federal , tate and local rc)lul .. tl<>n 1 lit' 
C,•mr.tn~ ~~not .-urrentl~ ,UbJI:Ct to pnce cap or rate of return re~ulatton . no r • ~ 11 ~·urrentl' re4utrcJ ••• <1ht.t1n 
I-CC Juthonratum ILH the m'tallauon. acqUISitiOn or opcrauon of 11~ networi<. fa,iltue, 1-unher. th<· I·CC h,,, 
"'ued .1n order hoid1ng that no n-do mmant earners. such .u the Com pan)' . are not requtred to ti le rnter,tatc tan I h 
l"r ..lome~tt.: long dtstance ~ervtce on an ongotng bast~ That order ha' been 'ta:ved b) a IC'dC'ral app<:Jb c uun 

.tnJ 11 '' not clear at tht~ ume whether the detanffi n& order will be Implemented Ln11 l lunher autun '' t.O.cn h ' 
the ~ c)urt . the Company wtll contwue to ma1ntam !Ailffs for these ~erv1ces The FCC al~o requtre' lhC' C<~mpJm 

to nle lntcr>tate tanffs on an o nFomg basiS for 1ntemauonal traffic and acces~ scr. tce~ ThC' Comp~n~ '' l!encr :.I h 
,uh1ec1 t<> ,cnJhcauon and tanff or pncc list fihng requ1rement~ for mtrasu.te >ervJCe> b~ \tate rcgul .. t<>r' 
'\lth••u)lh i'""J!!c '''the 199o .A,ct ~hould result 1n tncreascd opponunJttc~ for rompantc:' that a.rc '"mpet•n~· '"'h 
the ll.f-.C,. no "~~urance can be g1ven that changes 1n current or future regulatloM adopted b) the I·CC or 't.Jtc 
re~ ul.ltur' or other legt~latJve or JUdiC tal anlllattve.s relaung to the telecommumc.auom mduStT) "" ould not ha' c:- .1 

m.1tt"n.tl ld\'ersc effect on the Company In addition. although the 1996 Act provtde~ tncentJ\'e' to the I l.F.C' 

t h ~: .llc ~ubsJdianC'' uf RBOC '> to enter the long dtstancc serviCe market b~ r~qumng ILEC' '" nq!• •t;.stc 
1T1l <'', · •nnc,uon ~grC"emcnt~ "1th local compeurors. there can be no aHuran.:e th;ll the~C' ILE< ·' "'1 ll nc ~"'' "' '" 
'-lul,._h "'1th .:ompe11tvrs >uch a~ the Company for the requ1red tnlcrconnc:c tton of chc competlt<>r· , rwtv.<~r~' "', ,t, 
th'''e t>f the lLE(', 

,., 0II''III<JI 'IJ"t•fll lhlfl ~ Rut,· '•I Cro .. ·Ot Dunng the penod I rom I 1/9-1 tu I 'Nf) , the c' ornp .. rn ' rt• • l' llUl' ·, 

h"' ,. p• '"' n ..11 " , ""If" >und .mnu"l l!ro~o~o' th rate ul 169~ While the Cum pan~ e ~pee'' "' , • >ntllluc " • ~ r" "' " , >1 • 

\llC ln,rt".!\~ ' II 1\ l1lel\ thJt It~ f<IIC of grov.th wJIJ diffiiOISh 

R,> "' \,-..., \rnJct' .-4. , rrwn. r b\ Customrrs The Comp411' ha~ re.:entl .~ lntr•.Ju,C'J " nurnhc : • •I 
\Cr., ,,., rn nldrt I' I· ... ~I C'" h.!Oio!C' ,a, ~~·c, thai the Cump;un beltC'•C:\ aiC' 1tnporl.1111 t<l '" •• Ill~ I ('Ill ' ~~· ' "I to 

lh<' ""'t'" ··• tllc"· ,C'f'••t' ' '-'Ill ht' dq)C'nO~nt upon . ~rnun)l uthcr thm)o;'' thr >' lili11fr1C: " <~! o<o·l · •t!lcr' 1.· .. " ,. , ., 



the Company as tile provtder or such new telecommur.•cauons technology No assurance can ~ gi\:en tilat \Uch 

acceptance will occur: tht lack of such accepWlcc could have a matcna.l -.dvenc effect on t~ Compam 

Raptd r,chnologtcal C"hanges The tclecommuntcataons andustry ts subject to raptd and \l![nzth·ant 

chan~es m technology Wlule ICI belteves that. for the fo~seeable fulurc. thet.c: change' ~~rtll nenhC'r matcnalh 
Jffect che contmued use of tts fiber optic networks nor malena.lly Iunder tU abtiJI)' 10 acqutre ne.:e\\;tf\ 

lt.:hnolngte\. tilr rffect on the bustness of lCI of technologtcal chan1es such as chan~es relatml! tn emcrg111~ 
"''relme and w1rde\s liarurmsston technologtes. mcludmM softwan: protocols. cannot be prechctrd 

Dt'poui~nc' an Kt'-y Pnsol'lftt'/ The Company's Du§lne'U is rnM~IIed by 1 small number ol ke~ 

management and o~raung personnel. cht loss of cetUJn of whom could have a mau~nal adverse tmpa.:r on the 
Compan~· ·s busmeM The Compan] believes that tts future success will depend m large pan on 11~ <n.~:mucJ 

at11IHy to attract and ana.~n h11hl~ 5lllled and qualtfted personnel None of !be Company's ke] uc.:uu'e' uthe1 
than Da\'id C Ruber!!. PresJdent, Chtd Exrcuuvc Officer and Chairman of !be Board. IS a party to a lon~Henn 
employment agreement wuh the Cnmpan) 

R1.1J. of Canal/awm or Non-Rtrr~M.al of Nnwort AgrUrtJrflfJ. LlarutJ artd p,,.ttll! The Compan1 hJ' 

lea~c and/or purcha~e agreement~ fnr nght\·Of-wa). uuhry pole attachments, conduu and dark tiber fnr tt' tt~r 
opuc ner"'orb Although the Compan~ doc\ not belteve that any of these agreements wtll ~cancelled tn the 

ncar future cancellatwn or non.renewal of ceruJn of such ag~ments could matenall) adveT\ch altect rht 
Compan~ ·, busme;, 1n the affected mC'tropolttan area In ldd1t10n, the Company has cenatn hcen'e' J.nd pcrm11' 

frnm local go\cmmem authonttc' The 1996 Act rcquu•es lhat local go,cmment 3uthonttc' tre.ll 
telecommumcatJOn~ .:arner~ 1n a cnmpctltt\el~ neutral. non·dtscnmm.&IO!y' manner. and thJt m'"' ut d tt1e' 

tn<ludtng mo>t Ilt.C' and elecmc compames. afford ahemauve camen access '" thetr j)<•le' ,nnduH' .~. nJ 
n~ht~·of-1.1. a\ at rea~ona.hle rate~ on non-dtscnmmatory terms and condmom There can be"'' J\Wr.:w, c thJt 1t1c 

(',mpan' v.tll be able tP matma.n II' e\1\ltng franchtst~ . penn.tt~ and nJhh m wtll he: Jhlc '" "hr~m ~nd 11 \Ji flLI >~: 

rhr ••ther lranch1'e' ~nn11' Jnd n~ht' needed l<l tmplemenL 11~ ~(rateg~ on il(<:ertablc term' 

f!tpt·.,,iol«' on lJulll'lt'U ./rom /XC' For thC' year ended December 31. 1996. appro~tmot.tel~ 1!1": "' thl' 
( "mpan\ ·, cnn~olldated rnenue' v.ere annbutablc to acces~ scrvJces pmvtded to IXCs The lm' nf .~ca'' 
rnenue~ tr,,m IXC~ m ~eneral cnuld have a matenal adverse effect on the Compan\ · , hu,1nc'' O..,~r 

8 u,rne~, .. -(-u~tom~r Sl!ateg~ 

In .~Jd1t1nn the Company·~ gro .... th qrateg~ assumes mcrc~ed revenues from IXCs from the dcploHnent ''' 
!,-..;Jl/lnng Jt,tance voLCl" s.,.·ttchts <ln 11~ nctworlts and lhe pro\ltSton of switched acce~s ongrnat~nn .mJ 

t~rmmatJun 'e" tees There IS no a~surancc that the lXCs w Lll continue to mcrcasc thrrr uu ltratH>n "' ttw 

(, •mpan' ·' '~"ICes. '•r "'Ill not reduce <H c·ea'e thetr u!lltlltton of the Comp<~n~ · ~ ~en1cn "'h1ch .,., nu IJ h"' ,. ·' 
·nJtenJI J<het'r effect "n the Cnmp~n' 

8iJ.Sinl'jj C(lmbtn.au''"' C"'w.nlo?e "l C•>fllrol lne Company has from ttme to tJmc held. and cnnttnur' I· · 

h .. JJ pre hmman d1scu~~"'"' "'1th t u potent•al urategiC mvestor~ v.·ho have ellprcs~ed an tnterest tn m;tlo..Jnf .1n 
tnle'lmenr tn nr acqumngrhe CDmpdm and 1111 potential )Oint venture panncr~ looltlng to.,.ard the fomlJII~>n "' 
,tr;Htfl• ~lhJn,e' that "••uld np<~nd the rea .. -h of the C'ompan~ ·~ networks or scrvtees v.nhout nc(C\\.lflll 
•t·<.julrtng" .1n ~,.ldJI>onJI 1n'l""menr 111 the Compan) In addJUOn to prondtng addutonal growth ,Jp>tal 
rnanagemenr l'>el1eve~ thJI Jn alliance u.1th Jn appropn.ate \trategte JO\ICstor would provtde opcratmg '\ne1~' 1, 

Jlld cnhan.:e the rompt"!lft>r )"l<l\tttnn' 11! OO!h 1\1 and the tm·estor w1lhlll the rap1dl~ '""'"iiJJtLn): 

rr Jc,· ,,rnrnun,, ·''I""' tnJu,tn Therr , Jn [lc m• a~\uran•e thar agreement\ for any of tile tnre11nlllg "'11 i t><­
'"'" hrJ .-\11 >lllolml"nt t->u,,n~" <••ntt'>o n<~IJ<>n ''' 'trategtt alliance could constitute a ch:~ng .. ,,f ' ' 'ntr •d 1l1r 
••·rn1' ''' rhr t oompJn' 'f.\1,11111! Sr-n1<•r '\ntc' >a' Jettned• and Sene~ A PrelerTed Stock <a• detmedt P' " ''Jr 
't'·'' .1 ,h.Jn~r ,,, ,nntrnl "'''uld rr<llllfC the t ,,'l'lpan\ 10 repa1 the tndebtedne~\ and redeem the Sen~' A f>rr!enc,J 
\ •.,, ; ••<ll\I.Jrlollfl ~' undrr 'll.h on\lrl.lnlnll- J• J ,hJnCr <•I _.onHn] doC~ lX,·ur !here 1\ n•• .l"lH,on,r '':.o' ltl r 



Company would have suftictent funds to make such repayments and redempuon or could obt&Jn any addlllnnal 
debt or equny tinancmg that could be necessary m order to repay the EJttSllng Sen10r Notes (a..~ defined 1 and "' 
redeem the Senes A Preferred Stock. 

for...ard Looktng Slattmtms. Tile swements conwned &n ttm report that arr not htstoncal l01ct' arc 
'lorward-lool&nl! statements" (as such term ts defined in the Pnvate Secunties Laugat10n Rrform Act of l 'N~!. 

"'hteh can be 1denufied b; the ust of forward-looking temunology such a~ "esHmat<'~... .. pro1ecL' .. 
" anliclpate'. · "<'~peel\. " "tntends." "believes." or the negauve thereof or other vanatmn' thert•on ''' 
.-ompa.rable temunolog~. or by dtscussaons of strategy tha.t tnvolve nsks <lltd uncerumues Management ""he' 

to cauuon the reader that these forward-lookin& statements, such as the Company's pl&ns to tJ.pand ·•~ e~t~un~ 
nerwork.s or ro butld and acqutre networks in new are.u. the marltet opporturuty ~ntecl by Jasger metropolitan 
areas. ,~_, anuctpauon of mstallatton of swttches or the provtston of local eJ.change W:f'\IJCC:s <lltd rcvenue' lr"m 

destgnatcd markets dunng 1997. and slalements regardul& development of the Company s husanr,~r~ . thr 
esumate ol mark.e.1 stzes and addressable muteu for the Company's se.f'\ltces and product~. the (\lmJ,af\\ ·' 
anltetpated cap Hal e J.pendJiure~. regulatory reform and other statemenu contaJned tn lhu rcpon regardtng malin' 
that arc not h1stoncal facts. are only esum.tes or predicttorts No usurance can be gaven that future rr\ult' "'til 
be achJt' \ ed. actual events or re~ults m.y differ materially u a result of nsks facmg the .:.:"mpany or actua.l re,ufr, 
dtffenng from the assumpuons underlymg such statements Such nsks wd assumpuom mdude. hut arc n<>t 

lt miled 10. the Compan~ ·s ab&luy to successfully market 1U stf'\ltces to cunenr and nc"' cu\tomer' ~cncr.stc 

cu~1omcr demand for "' \Cf'\llce.s tn the parucular markeu wher~ 11 plam to market 'er. ICC\, .. ,,e,, m.lfi.ct' 
1denuf~ . hnancc and complete su1table acqutsiuons. destJn and construct fiber opuc net\lo orl '· m~tall , able .wJ 
!Jed !Ia•,. Jn..:lud1ng ~" 11chm~ electroniCS. and obwn n&hts·Of-way. bu1ldang acce, , n~hh .&nd .&n\ re'luHcd 
~,nemm.-nlal .&UihPnl.:tllon\. fran..:h.1ses and pernuu. all tn 1 umely manner. a1 rc.s, .. nat>lc '"'t' .&nd "'1 
\.llJ\fact<)0 !Cfln~ and .:ondt110n~. as weJI as reauJatory, legtSJIU\Ie and jUdiLill de\el11pll1Cfll' th,ll ,ould <.. .IU\t' 

.. .:tuaJ re~ulb 111 'a.!) matcnall~ from the future results mdtcated. eJ.pre~~ed or 1mpltcd 111 'u~h !<>r.,..&rJ·I'"'~,n~ 

':.ltC'menh 

\1.,rc.,.er the ( r>mpan~ pre,enn cena~n data contatned hereto on an .&nnu.&ltlrd ""'" h.&,e<.l .. n Y""ncrh 
or mt,n!hl' Jata. bc.:au,c the Compan} beheves !hat such annualtzed data 1~ a )tandard metho..J tu pre .. ent ,l·n.t~ rr 

Jata 1n th<.' telecommunlcatlons tndustry However. accuaJ annual results could dtffer matcnaJI~ from o.~nnu.al11n1 
J.ll~ h,:,au'r annualized data doe~ not account for factors such as s.ea~onaht~ . cydteat~tbt~ ~rn"''th 111 ,k.-lrnr 

C'nn't'<-!ucntl~ reader' , hou ld not place undur reltanc.e on the annuahzed dJia 

Item 2. D~scnprwn of Propufi'1 

Thr t · .. mpan) k;l\c ' 11~ pnnc1pal admtnlstrallvc. maskcung. warrhou'e and \en rce Je' elopmC'nl toiL thltr · 
trl T oitnr" ll<>nda and lca.)es O(he·r space for storage of au e-lectronac ~ e<.~u1pmenr and lor adnunl\tr.~tr'~ ,,~k·, 

.snJ cngrnr-enng tun.:uon' 1n other c11re~ where the Company operates nerworb anll!or rxrlorrn' ">ale' lun,on n, 
Thr Compan~ behevr s that ItS propenleS are adequate and ~uttable ror theu rntend.-d purpose~ 

.1,' ''' Drcember ~I . I 'i~(l _ the Compan) · s total tclecommuna..:auon, .&nd l"'-JU1pnlent ,, 't'f'- 1' ~ "'"'' ,,, . .1 • •! 
nhcr . 'P''' tc le(Lllnmunl, ;~111m; c4u1pmcnt (53~ J. tiber opw: cable 1 16~ f. lumuurc .1nd ruturc ' •li';; i . koi'ch• •ld 
rrnrn ,. emC'nt l •2'7, • and u>mtruct1on an progre~os 121~1 Such propen1es do not lend thern)eht'~ tn dC",,npti"'­
hl .: h.1r actcr .&nd IIX a11o n of pnnctpal unlls Ftber opuc cable plant used 1 n prov1d101! \ervarc ~~ pn rn.l!ll' "n • •r 
under put-11 , "'iHh h ;~h ... al~ or ~treets. wtth the remamdcr betng on or under pn\'ate prnpcn1 Suh,to.~1111.11h .111 
''' thC' ( "mp.1n1 · ~ tC'I!',ommunacatwn' equ1pment t) ho u!oed tn multtplr lea)ed lo~ulltlt' 111 '"""u' J,.._,~ , , .. n 
thrnugh,,ul the metf•'P..•llt.tn .l!CJ' ,er. !'d t>y the Compan)' 

L<JurpmC'nl .sllJII ,, m' "' ror !he pa~r ll~e y~ilf~ 1ndude gro~~ addltt<'n' tu 1elecnmmun1c Jtt"n' C'ctulpmn•: 
h.&' '"f" .1n r'llrnatc,! ,~,.. t,c I ole"' "nc H'.l! or mo re Add111nn~. tndudlnl!, .&rtt.ll IC'a'~' .u1d C' ,, lu.Jtn1' ~4Utf'mrnr 



.t.:qu1red and capital lea!>es assumed 1n busme~~ acquisitiOn,. ~ince January I. 1992 we~ a' toll~, ... , nn 
lhou,an..:h 1 

Yeu E..doct DK-mlbcr )I. 

1992 
1993 
!9()~ 

199~ 

1996 

Item J. ugal Procudings 

Le~al Proceedings 

s 9,687 
10.767 
18.289 
~4.87) 

lli.4M 

The Company ·~ nOI a pany !O an} pending legal proceedings C:.lcql( r()f" vanous clauru and lillo~Ull\ ;1[1\lflf 

1n the normal course of bu~mess The Company does nol beheve that the5e normal cou~ of busme\' ..:l.tlm' •>r 
!J14 'lilt' \1. Ill have a malena1 effect on che Company· s financial condiuoo or resulu of operatson~ 

Item 4. Submission of Mantn Jo o l-'ott of Stcurily Hollhn 

~one 

t•A RT II 

Item 5. Morlut Pna for Rtgistrant's Commotr Equity and Rtltutd Stod:hold~r Matttn 

The c.,mnH>n Srnd "hsled for tradm~ on lhe Nasdaq National Market under the ,~rnt>ol "1\IX .,, ,,! 
\(.,r,h 11.1 1'197 h;~,l"d upnn 77 holder' nt record uf the Common Stoclo. 01.nd an e'IJm;.~r~ ••I lht· number "' 
.n,J" 1duJl p.tr1idp.tnl' repn.·,enced b\ 'e<.:unt~ pos1110n hsungs. there are approx1matel~ l.~DO be nell, 1.11 h·• IJn, 
··t tht· C••rnmon Sttx·~ The appro•1ma1e h1gh and low btd pnces ror lhc Common litod rabu1ated hel'"' .u~ ·'' 
rq>oncd t>, rhc ~a~daq S:.ttJonal Market and represent mter-dealer quotauon~ whtch do not mdudr ret.tll mJr~ 
u~" mar~·Jnv.n' or c-omm•~ston~ Such pnce-~ do nol nc:cc:ssanly represent actualtramacllon' 

Bid Pnn 

(Juarter HiP Lo .. 

19<,15 

Fir\ I 15 11 
Se(11nJ I l X'-:: 
Thtrd 17'-:: !0'": 

Fuunh 17 1": II 

1'N6 
F1r~r I~~. 11 ·,. 

SecnnJ .lx '-:: 1, '• 
nmd )~ '· '' 
Founh ).~ ~I 

H,,IJcr, "t ,hare' "' (,,mmon Srcx:l<. att ~nulled to dt~· ~d~nds. when and 1f deLIJred b\ the H11JIJ "' 
I >trcd"r' .. u, ,,, lund' le~.tlh J•adablc therefor ICI ha~ nc,rr declared or pa1d cash d•· •• demh 11n H' < l'llln~<•n 

"""" ICI tnlcnJ, '" reiJJn ''' ca.rnJng' 11 an~. 10 hnan<:e lht' development and expan~1on of m hu,rnt"" Jnd 
therefore due' rl<>l antll,lpJte paying an~ diVIdends In the foreseeable rurure In addiiiOR. Lht' lt'ml' ... ' I' rtw 
< •• ITlpJm' I <·-c•·; ~enc' H Semor ~ote.' due 2005 Jthe "Scmor NOfcs"J. IIIJ thc Cumpan~' 12 ' -::'~ '>t·n l•'' 
I ' "coun• ~~~le• due ~I )I ltJ 11he · · D1":ount Nott\ · · .1nd logether w1lh the Semor Nore~. the · ·1· \1 ,1111~ "'"rll<~ l 

'•·•lc' Jn.l 'Ill• thc ( '"nr.Jil\ ' .., ... ne' -\ Prekrrnl Sllll'~ re,Lncl lhr p;~ymt'nt ••I ,j,, tdrn<h "tl<'n "" I• 
•• 1r11 tlotfl". l~d l.•nt'("l •. ,.\, ~hr lk\."HlH \AiotiC·thc-r h i p.J\ dr\•dr"rH.J' v.•ll t"(' nl •. l\JC" h\ rht• U~• ... ud , \, l)r fl' , b•t ' Ill 



hght of cond•uons then eJlisting, includina the Company'• resulu of opcrauons. financ1al cond1uon and capHaJ 

requ1rement~. bu~ane~s condauons and other facto!"( lbe ~yment of dividends un the Common Stod •~ al~o 
~ubJ~ct to th~ preference applicable to !he outstanding shares of the Company's Senes A f'referrel.! Stnd, .md ~<• 

the rr~lcrcn~:C' chat rna~· ~ applicable to any additional ouutandmg shares of the Company's Preferred St(~). 

On June ~8. 1996. ICI purchased EMI's lelecommunications diVISIOn m e•changc for 937.~00 nev.l~ •md 
,a)tdl~ 1s~ued. full:- pa1d and nonassessable shares of Common Stock !the "EMI Shares"). ts~ued t'11 ICI ,,, 
S.::"h\>use. the parent corporauon of EMI. The number of EM! Shares payable to Newhouse v.·a~ lla~eJ up"n .. 

purcha;,.:: pnce ol ~ 15.000.000 d1v1ded by the averaac !Bdana price per ~hare of the Common Stock dunng the 

t"ent~·on~ dd~ pcnud endlllg on February 14. !996 (which was equal to Sl6 OOl As of June: 28. IW6. lhc:­
.:lo>lhg date ol aCLjUI~Illon. the EM! Shares were valued at approxmwtely Sl6.9 mtlliOn. The EMI Share\ w·e•c 

tr<mslerred to !'ewhouse pursuant to an e1.empuon from regiiU'al.IOil provtd.ed for under Sect1on 41 ~ 1 of lh" 
Se.:unues Act of Jl} D. a~ amended !the "Act .. ). Prior 10 the isiuance or the EMI Shares. Newhou!oe reprncmed 

w ICL among otht:r :hang~. thar. 11 I It 1S acqutnng Lhe EMI ShMes for tU own account for snves.tmcnt anJ "'nhout 

an~ "e"' to an~ dl\tnbuuon thereof. hi) it understands Chat it mu1t bear Lhe econonuc nsk. of ~~~ mvntment Ill 

the EMI Share~ for an andctinlle penod of lime; llld (iii) it is aw~ of Che Company·~ bu~anes~ atfalf' and 

nnanual conduron and ha~ acquired sufficrcnt information about the Compan~ to reach an •nloml.::d .Jrhl 

!>.no" IC'dge;,ble de• 1\JOn to acqu1re the EMI Shares 

On December 6. 1996. the Company acqtured certain asseu of L'IT for a purcha!>e pnce ot S~ '-l mlfl1nn. 

cnclud ang assumeJ ltablimes and 3 1.380 unrelt!IStered shares of Common Stock. trhe "L'IT Share' .. ' ThC' l 'T1 
Share; '-'ere J5~ued h~ IC! to L'TI pursuant to an e~templlon from reg1strauon pro,1ded lor under Sc:-l!Ll>n -"·: · .. t 

!he Ac 1 Pnor t'' thr 1\\Uan.:c of the Lm Share~. Lm represented to ICI. among other thing' that 111 •t '' 
.J(4Umn~ the l'1l '-;hare' for 11, own account for mvestment purpose~ and ltWHhout am \lt~o~. '" di'tnhutll>n <>I 

thcre••l <11! •t und,·r,L•nd' that 11 must bear the econorruc nsk. of ~~~ mve~tmena m the l TI Share' l<>r an 
mdrhnltc ~no<.l c•l tan.:. and c 1111 11 rs aware of the Company's busaness aff;ur~ and hno~ncaal C<Jndlllon anJ h.l' 

Jcqu•red ,ufnc1e> · 1ntnrmauon about the Company to reach an tnfOfTTled and knolo\-l~dgeJblc decl\1on '" .. ,4Ul!C' 
the L'TI ShJ..re' 

On \1arch ~. \44' ICI con,ummated a pnvate placement c the '· Pn' .He Placemcnr · 1 of _,o_~ M M I ,h .. rc:-' <>I ot ' 

I'''" S.::nc' .A RC"Jl'~mJhle E~.:han~eable Preferred Stock. due 2009. liqu1datoon prelerence S liJ.CII.MJ per 'h.iH' 
<!he ·sene' A Pr~lt:rred Stod ... 1. Lo "'qualified 1nsutuuonal buyers"' ta~ defined on Rule I4~A under the 

Se..:un!IC' Al."t of 14~~ J' .:~mended rrhe "'Act")) fthe "Pun::huers")ro generate ~rn" proceed''" the:- C·•r11r.111' 

nl S.'\IMI.OOO_(XIO. 1ncludrng an JjZgregate of Sll.l :!S.OOO of underwntHljZ dl\<.ount' and Ctlnlffil"t"n' The 'h.Jrn 

, •I Senc-, A PreiC'rreJ <,,.,,l v. ere '"ueJ to rhc Purchasc:n pursuanr to dn n.empt1un I rum rcg1straC1on pr'1' 1JeJ 
b' Ruk I.WA urh.iC'r the .·\ct In ,,,nnecuon w1th the Pnva1e Placement. the Purcha\tr~ and the Comp<~n) cmercJ 

1111•'" R<"~t>tra11un R1ghr~ Af!reemrnts. "'hereb:- the Company agreed to rile a fCI!LUrauon ~tatemem "lih re,pc, 1 

1 ... Jn •)Iter tn n . .:-hange the Sene~ A Preferred Stock for a new t~sue of pre/erred ,,0<.-1.. nf the Comparl\ H"fl\lerc-J 

unJer the Ad. "1th term~ ,ub~tanllall:- odenhcalto those of the Senes A Preferred Stod; Each ol the PullhJ\C'I' 
f<'PI~'eni~J to the C~>mpan~ among other rhang~. thai II 1s a qualified omlltuuonallluyer and" a~o~.Jre •h;.ol lhl' 

'-11<' I<• 11 ' ' hern~ mJJe •n reliance on Rule l~A. and that 11 15 acqumn~ the Sene' A Prdcrred r . >d, I•H 11, 

. ·v. n ,~,, '•unl or for thC' J<.(Ount of Jnother qualtfied anslllutJonal buyer 

ltt"m 6. .'i~lut~d Finannol and Othtr OptrGiinr DcuiJ 
Th~ 'elected hnan..:oal data and balance sheet dat. presenced belo.,. ·'' 111 .1nJ lur the h'c ~c.Jr' •n the pcr11>J 

<.'IIJ~J Deu:mher lJ JlNt, ha't' bern denved from Lhe consolidated tin.m.:aaJ )!dlemenl~ of the l.·vmpan~ "'h1d1 

r:ri.llh 1.11 '!JICIII<"Ilh h.n<' h<·.:n a.udated by Em~t & Young LLP. 1nde~nden! ,-enafleJ publo~. J"nunrant' 

ThC' ••p<:rJttn!! re,ulh ''' EMI arc mcluded m the Company's con~oltdated opcrallnll rc,ull~ ,ununcll, "'~ 
Ju/1 I I'Nt> The:- <~r"l('fJI•n~ rew/t, nt l'TI and NetSol•·e are 1nclud~d 1n th<" Cnmpan) ·, , .. n ..... loJated "I'"IC'.Jiln~ 
rr,uJt, •••rnmcn, >n~ l>c<.C'tllher I t<N(> The pru lonna operaung mlomt<a!Hln ~··e~ elfrct ro the E:\11. l '1l ~nJ 
...,rr\.,hc ·'"1"'"11""' ·" o1 ~hn ,.._,urrc-d on Januat) I. 1996 The lollov.Jn(Z hnancaal•nionndlcon 'hoult1 he re .. J 
'" ,liii_IUTkll"n "'lth ·.'l.bn:.t}l<."mem ~ Dr~cu~~lon and Analysis of FinanCial Condallon and Rc,ult> "' 1 lpcr.1t1"n' 

Elu"ne" .JnJ tht' ( ~•n, .. toJated Finan, 1al Statements of rhc Cnmp,~n, Jnd 1he """'<'' thn<"t. • Hl.tu,kd 
,._,._:·,o.hrrc 1n 11 •er••n 
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4 AJnoqnu. u rdecled 1n lhc table IR bued upoa ~~~~--~ ID dlr COIIlpUI~ ' opera~rnr '"' on:h 

Alnoqnt rTP""'""u. Ul •ndl"!dual pou11 of onJtn ll'd lamln..>on of d.tiU ~by~ Compu) '<'nhMKC'd "'"'"''"" In riM- ·•r'"'"" ,,, 
rnmii<'ITtCnl of lhc' Company . .l.iJ DOdre nWIIOen-~ 

6 RC'prt...,nts dw number of d11Ct'eV poiZAI Cluet 10 wtudl eaiYDced diu lef'IIC~ - prt>" ockd try dw C Otllp&ll > 
Cuh and c~ll equ1v.Jenu. ndudes ~~~~of 520.9$4 lfld 526.675 In 199~ and 1~. ~T'Jir'(1J•el~ rTUt"Kit'd undrr rh< <rrn" .. r 

'&nou• ~' and cxher aarcronenu. 
~ nr\.m~ coprtal 'ndu<k• lhc' rr•.,cred tnvrmnenu n!(crn:d to 1n Na~r '· ....,,. 
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The following d1scu~ston and analysis should be read in conjunction with the audued Consolidated Fmanual 
Scatemencs and the Noh!s thereto appeanng elsewhere m thiS repon. 

o~·en·ie~ 

S•nce 11~ mcept1on 1n 1987. the Company has experienced substanual growth. Bu1ldmg from us ongmal 
ha~c m Ronda. ICI " now a provtder of mtegrated telecommunications services to cu~tomer~ that have a 
prc~em:e 1n the eascem half of the Un11ed States. The Company cumnUy hu nine dt&llal. fiber opttc network~ m 
\Cr>J..:e and one under development In addition, the Company's frame relay network c;ervei cu~tomer' 1n 

approx.1matel~ 2.200 c111c~ and prov1des end-to-end connectivity throu1hout the Unated States and man~ 
1ntcmauonat market~ A' It\ network\ and ~oervace offerings have upanded. the Company has ex.pencnccd 
"gmhLant yea~ te> year growth tn revenues and customen. 

ICI compeer:~ wHh the ILECs and I.XCs in its servace temtory and offen a full ru~ge of vo1cc and do.;.:; 
tcle.:ommumca!JOn~ SCf\.'I(C\ ICJ's customers include a bro.d ranae of business and government end U!>Ct\ and 
IXC> The Compan~ deliver~ local network services. including local exchange servace. pnmanly over di(ptal 
hbcr upuc lc l.:commumcauons networks that 11 either owns or lcasn. In so~ circumstance\. lcasang fa.:llnlc\ 
enahtes the Company to more rap1dly •n•uatc servtce to customers. reduces the risk of nerwork constructiOn or 
·'-'<JUI~Itton and potenuall~ 1mprove\ cash flow due to rhe reducuon or defermcm of capn • .l expenduure~ The 
Compa.m al\o offers enhanced data ~en·1ccs to us customers on an utensiv~ tnl~rcity network that connects It\ 
,uqumer~. c1ther throu~h 1h own network or through other earners, to locauons throughout the count!'\· and 
1nlemat10nall~ Thl\ 1nterc11~ network combtned wllh the Company's locaJ/Iong dastance liOJce <>wllche' a.llO\a.'' 
the Compan~ w pre>\lde mtere~change long d1~tance sen·1ce domesucally and 1ntemauonall~ 

At 11' 1ncep11on. ICI I·•L•\tded ~pe~.:Jal access and pn11ate lme servtces to lXC'~ In tll!I~L ICI was the flr\t 
lek,,•mmunl•..ttlon' ,e., iCC pru\Jder m Flonda to begtn provtdmg specaal acces~ and pn\;~te lmc \CIII'c' t" 
t'>u,•nc'' ,·u''''mer' In llilll. ICI began oflenng mt~arauon SCI"\'ICe~ m respon!>r 10 ~·uMomer' need' .md 111 1'1'12 
IC! 1n1n >du, eJ 11' t1r't cnhJrll eJ J;~ta \t"r~ Ke\ to provtde Hutble capac II> and htihly rrh<Jblr end-to-end JJt~ 
"' r ._ 1, ,. l<" ••, htl\lflC'" ..tnJ ,.:••' crnmcnt ..:uMomer~ The Company began offenng tnlcrex...:hangc lon11 dt'>l:ln, e 
"·1' ,, c 1n Oeu:mhc:r I ~ll.:. lntrmet ~erv•~·c~ m 1995 and local exchanse serviCes 1n 1996 The pace with .,. h~~:h 
thr C.>mpan~ ha' 1ntrodu..:cd nc,. .. ervtce uffennss has enabled 1110 aclueve subst.anual growth. 1mpro\e .,, rn1\ 

111 ,u\lomc-r~ Jnd d1'cr~•h 11' .. our~.:e' of revenue. The Company beheve~ that bus1nn' and go\emm'!nt 
..:u't••mer\ "til ..:onunuc to .;..:count for a \ubstanual share of tts revenues o~·er the neKt !>CYeral year!>. bc.:01u\e of 
ICI , Jbtllt~ ••· offer 'uch .:u~tomer~ mtegrated. cost-effective telecommuntcauons soluuon!> The Compan~ 
hc:l1t"'e' th011 dunng the IH\1 fe""' years of local exchange compeblton. the IXCs may enter the mar~el t't~ 

he, c~mmg re,ellcr' nf the C nmpan.'' ~ local sen 1ces If the JXCs pursue a rescllcr ~trateg~. the amount of re\cnue 
che Cnmpam realizes from earner\ ma~ tncrea\e dunng this penod 

Frnm IIJlJ~ throu~?h I ~IJ~ . the Compan~ had ach1eved posuave EBITDA and mcrcased m revenue ba\e 
'uht.inti.Jlh Ho,.,ever. a~ <£ re~ult of ~~gn1ticant anvcsrmen~ 1n resources nece~\M) to launch local exchange 
-~0 1c ' ' anJ npand enhanced data scrv~ees . EBITDA decreased u a percentage of re~rnuc and the Cnmpo~n~ ' 
!:1::!11 [)A '-'oJ' negative lor I 'No Th1~ ""'a~ due to the \IJnlficant up front u.pen~e\ related to the de,clopmrnr ,,f 
11, nr!,.,r~' and le.;-,ed f~uht1~' the re.,.cnue from whtch IS expect~ to be reo~hzcd 1n later rcnoJ, The 
dnelnrment ••t lhc: I ••mp.~n, ' t>u\lne~' o1nJ the 1nstalla11on and e"pans1on of It~ net~~o·orks ha~e resulted m 
,ut'-l.arHt.tl c .iptl.Jl e>J'cndtturc' Jnd net lo~\e' dunng thas penod of liS operalton~ Procurement of nJlhls-ol-.,. J\ 

o~dnllnl'tracton and mJ1ncenance •>I lacll•ue~. depreCJallon of network capital expendtlures and \&leo,. general and 
o~dmtm,cratl' e , o''' "Lll , <~nllnue tn rcpre~ent a large pon1on of the Com pan~·~ c11.pense' dunng. 11~ r Jpld 
c~pam•on Jn addJIH>n che CnmpJn\ "e~pcncnc1ng raptd growth tn markeung and selltnB expen\e~ ~·ons1~1rnr 

'-'llh I he Jdd1t1on ~·• ne" , u'l•>mcr' o~nd J.n '"' rn\ed levd of selltng and markctmg acuvuy All ol the mar~eCJO,!? 
JnJ 'clJ,ng npcn'r' ..t"U(IJ.tcd v.1th the Jcqui,IIIOn of ne~~o customers are c11.pensed as they are 1ncurTed r'cn 
thl>u!'h thc .. c c·u.,tomcr' Jre e'rcctcd tl> fenerJte recumng re,enue for the Company for se"rraf \cat' The 
,•>nttnurd c\pan~1on ,., 1nc ( "mp.1n' , ncr ..... ,,~, tn anttetpalton of n~11o ~-u,tomel\ and lhr mJrle!tn~ ••I 'e'"'''' 

'I 



to ne" and ex.tsung customers •s therefore advenc:ly impKIIRJ EBITDA of the Compauy tn the ncar tenn TI1e 

Compan' antiCipate~. hut there can be no auurancc. that as 111 cUilomt'r base arow~. mcremcntal rnenue' ~111 
~ Frcater than tncn:memal operatJng e:.:penses. 

Pllin uf t )jKration 

In I Y'l~ and t>e~ond. the Company bcl1eves tbat Its &rowth will be balanced among 11~ local e~chanl/e . Inn~ 

J1,lan<. e .tnd enhanced data serviCe~ Based on the Company's analysts of FCC data and us kllowledge of the 
tndu~t~ . th~ Compan) e'ttma1e~ that the market for local e~chanae. long dutance and dat~ ~t>~ tct'' "'~' 

~rrro~1matcl~ \2~ hJll1on tn 1996 1n the Comparty's serviCe territory As a reiult of the Compart) ·, planne<.l 
c~pan~1nn tn 1997. the Comparty expects to be positioned to pro''idc these: servaces m martet~ with a total 
c)ppo rtunot\ of apprOltmately S)4 btlhon by~ end of 19'97 

In "rdcr to de, clop tt~ busmess,es more 1'11pidly and efficiently utilize au capital reiOUJ.::cs. ICI plam tn u'e 
(he n IStln): nt>er opt I( Infrastructure- of other provuiers in addauon 10 us~na Its e:ttsuna network.s While thc­

Compam .,. dl u!>e ~agnlficam amounts of capu.aJ to deploy enhanced data and "OICt ~w1tches on a demand dn 'en 
t'ta~•~ m ~C'k.:tc:d market\. ICI believes that 1U substantial eusuna necwork capac11y should enable 11 to add ltC'\4 
cu;tomer~ and prm 1dc add•honal serv1ces that will result an tncn:ued re~enues wtlh lowe1 •ncremental CO\ ts and 

.:orrc-~pondJngl~. over tame rmprove 1ts EBITDA. For example. ~lling addttJonal scrvtce;. ~uch as local ~~~:,.-h~n~~c­
'c~ tee,. tP txl\ttng or ne"' cus1omers allowi the Comparty to uuhz.c unused portton~ of the Cilpacll) anllerenr 111 
11, e.t.1St1n g ta~r opuc networks Th1s operating lcveraae mcreases the utthzauon of rhe network ~~<llh hm•tc-ll 
.tdd1t1onal c ap11al c .x. pendtrure~ The Company's sttategy to offer a full complement o( tc:lecommun•catlon , 

'e~xc-' "dc5tgned 1o enable the Company to take advant.aae of the operauna leverage of m networ~, 

R.-, t>OUf' and l U\lumt'r Base- Analysis 

Sm.:c: rhC' Cllmpan~ · ~ foundang 10 1987. ICI has continually tntroduced nev.. ~rvt(e~ Due to thr'c dl"n' 

IC{' .: u,tomC'r and rc ~ enuc base has expanded substartttally tn recenr 'can The Compa.n~ beh~\c' th.ll rhe 
, <>nt1nueJ aggrt\ \1\C e'pan~1on ol us enhanced data and tntere.r;change votce ~en u: n and the , ont onu~J 

J,·plo~ mcnl "' It)(.. al r ' ' han11e ,er' lc'~~ Wtll accelerate the davcr~tficalton o f thc Compan) · ~ .: ustomer ..1nd rn cnu,· 
h..1~e The <·om pan~ lxl1cH::~ the npansaon of lhe Comparty · ~ cus10m.er ba~e and the daver~ahcatton ol at~ re\ enur 

'our.:e~ tlJ 'c- q 1 lo"'ned the Compan~ · ~ reltance on any one customer. 1111 tnrrea~cd the tor a I addre~~ahle mar~c-1 
!11r the ll•mpan! · ~ ~enKe~ and 11111 reduced the Comparty' s percentage of revenue as~ocaated ""'trh 'e~ ~~-r' I" 

!.XC' Tiu: rahlo: 'et forth b<:ln"' prl)\lde ~ an analys•~ of the Company·~ ..:u~wmer and revenue base 

Re"c-nue and Customer B~ Analysis 
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Results of O~rations 

The followmg 101ble present~. for the pcnod~ mdtcated. certain mformauon denved from the Con~ohd.ateJ 
Statement~ of Opc.rallons of the Company and the Unaudited Pro Forma Condcn~ed Con~hd~ted FtnanCial 
Starc:mem~ e:..pressed 111 percentages of rc-~·enue 

Re,enuc . . . 
Fanht•e~ admmtstratwn and maintenance and hne cost . . . . . .. 
Sdhng. general and admJmstrauve . . . . . . . . . . . . . . . ... . . . 

DepreCiauon and amortllallon . . . . .. .. .. . .... ... . . . . 

Oreratmg loss 
Interest expense .. 

Interest and olher tncvmc 
Income tax t->enetit 

L•>Ss before e\traord1nar. 1tem .... .. . . 
E \traordtnar, IO\S on earl: n.ungut~hment of debl 

\ nr t ndtd 19% \!>. \ ..-ar rnded 19415 

Y e• r Ended DKetnw r .H. .... l tts ,,.. 
100.0% IOO.Oll 100.0% 
37.8 59.5 78 4 
44.9 38.8 35.4 
36.0 26.4 19::! 

(18 .7) (24 .7) 133 01 
(8.5) (35.6) 134 I I 
57 10.~ II ~ 

0 . .:! 

(21 .5) (49.61 I~~ ~I 

(4 I I 

(215)% r 53 71'0: c .. ~ -~ ,,, 
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The Cnmpan~ ·, re,cnuc grev. from SJS b rrulhon to SIOJ 4 m1llion or 168<;;- from liN~ "' 1'/W• Ke,cnuc' 
1n 1'-14'\ :~nt.l l'-14h I LH e ... ,h n! the produd lines were as follows . 
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The :nc"rc:be on re,~nue "'~ den ved pnnctpally from growth m the Company·~ local network \C'f\t<C' 

c:-nh.mccd dJt.l 'en ICC'> JnJ llltercllchange serviCe~ EMI contributed S27 .8 rrulhon to the gro .... th dunng the l.t,t 
'' { month~ of 19(jtJ of .... h~..:h 120 5 million related 10 mterexchangc serv1ces and S7 3 mtlhon rel~tcd to enhanc<'Ll 
dau <;cr. 1cc~ The Com pan~ ac4u1red the tdccommunJcauons diVISIOn of EMI •n June 1996 The (" omp.ul\ · 1 
annual1!ed monthly rccumn~ re1•cnue tnnea!>e.d to Sl2.3 rrulhon at December 31. 1996 from ~3 J mdltt•n J.t 
De, c-m~r 11. I (j95 an 1rk rea'e of ~~ Jc:t Mondlly recumng revenue represenh the monthly -erviCc char~e' 
hillahl~ t11 telecommun,caoon' scrv1ce customers as of t.he l.ut day of the penod IndiCated and e"duJ,·, 
n.mrecumn~ re,enue' lor tertar n o ne -t1me charges. such as mstallauon fees or equtpment !>.tie' The rn,· rea'c 111 

the lc' el 111 enhJn, e.J ,JJtJ ' er' ,, es w:J\ C'' 1denced by the mcreasc tn nodes whtch grev. .!ppr•>\.10\.ltch 1 1 \ •; 
lfllnl arrrP~IrTIJ!C l l :: 11~1 Jl I)(-, C'nl~r 'I jlj'J5 to approxrmately 9.500 II December 31 . 1'-NtJ The $eograph: • 

. "' cr J~e nl ttle ( · .. 111 p .w 1 ' nc-1"-~>r~, ill''' grew on 199b pnmanly through the aC4UISIIIOns ol EM I. l 'TI Jnd 
:-.erSuhe and the c\pan,1on "' the Compan~ ·~ mtcrclly network Monthly recumng revenue 1n the bo~d.ln~ 
1b<>t>~r:J .!>ales that ha<c ''t I<' t'C omtalled• ar December 31 , 1996 was appro.umalcly S4.8 mdlton annualo/cJ J 

I~ _'lr;-, rncrea~e tro m the pnor 'ear From December 31. 1995 to December .ll. 19%. the numt><-r ,,, lli'>er nulc ' 
rn the Cnmpan' ·, nr-rv.o~r ~' tn-reJ,ed ln•m 1 i I ~R to ~4 . 1~2 . route rrule~ mcrca~ed from '>OJ r" h~<. .111J 111c 

r~oun t ><· r · •I, U\lo•rn n• '(' ' ' cd ''' tc I olldCJ'<' J tr .. m Y .. ~30 10 14.133 



IJpoullnR nf'"''-"' m total mcreued by 186% from S.C8.2 mrlhon for 1995 w S U 7 .b mtlhon '" JtN6. a 
SIIY 4 rnJihon mcrease Of the mcruse. approximately S2~ 9 m1llton. Sl .9 mllhon and S.5 m1lh•>n .,.,erc 
anributable to the lnclu~IOn of EMf. NetSolve and urr o~rating c .. ~nse~. ~SJ)ediYCiy The opcrallnF re~ult\ 
11! EMI h.1vc hcen m.-luded 1n the consolidated results stnce July I. 1996 NetSolve ami l;TI opera1m~ re~ult' 
have hcen mcluded rn the consolidated results smce December I. 194Hl The halan<:e of the 1n.-rc-a'C' "'J' 
cnn~t~lenl ""'!tl the- '1gn1hcant C'(pan~JOn uf the Company's owned and lused networlo.' and equtpmenr ,ak' r .. 
cu\lOrner' 

f ',J• dtltn odm'""''allon <md matnlt'nana and ltflt' coJrs tncrease.d S58 I million or :!53'1 tu Sill I nulllt>ll 
111 I 'NI'l I rum ~::: ~ U mdhon m 199.5 Of the mcreue. appro .. tmately $20 9 nulhon, S 9 m1llton and $ 4 mtll10n 
were aunhutahle to rhe mchmon of EMI. NetSolve and urr operallng results. ~specuvely In add1t1nn. 
mcrea~e' 111 lea~ed network capactty a.ssociated with the srowth of local nerwork servtce. enhanced data 'e" ke 
and lntc:rn..:hanJ!!e ~cf'\'tce revenues. mcreases '" maJntenanc:e e .. pense due to network e .. panston. payrnll e\pen'c­
lntrta!tC'~ l.luc 1" h1nng adc:lttional eng~neenng and operauons staff along with mcrea~d cost of ~ood~ mid related 
tn c4utpmen1 ,uld 1o cu~tomer~ co11tnbured to the change 

s .. t/in ~ !(t'Mrul und 1.1dmmwra11•·r ap,rtuJ mcreased to S36.6 mtlhon 10 1996 frPm S 15 U mtlhon 111 149~ . 
.111 mnea~e of~~ I 6 null1on or I.U~ The mcrease in expense is prim&nly related 10 mcrea~ed ~air~ <·ommn,•Pn' 
.~_, a re,ult of 1nnrJ'-C'' 1n ~ale' bookmgs. 10 addition to increued sales. customer 'ervace. nurlo.c:llng .1nd 
management 1nfom1a11on 'Ystem' and payroll e .. pense Along wtth related costs. mcludm!l Dnc-llme rc:crullliH.'nl. 
relocatwn and tra1ntng npen~e' Of the mcre.ase. approxtmately $2.7 mtllton was aunhutable to che mclu,tnn "' 
EMI oper Jl1ng re•ult' Sdhng. genc-ral and admmtstrative e .. penses tn 1 Q96 mclude \ Q mtllrnn , •I .Ill~< •nll .. tl• HJ 

11[ def('rrt·d <"~•mpen,.JtJon CllflCO\C' ~lated 10 the Company·~ 1996 Lon11 Tenn JncentiH' Plan l·n.tt•~<•n•t•·d 

drlt't'TC'd ,PIIII'<'II'·•''"n'" r>c .J1nnn11ed 1ntn e'pen!>e over i!pproll.lmarel~ th~ 11('~1 -~ \C'.Jf' .lltH•unl\ I<• s:" rn1ll1"" 

D,·rrr·.lu/11'" .mJ ,.mroru~alllmt't('t'nu tncreased to Sl9.8 rrulhon 10 I'No (rom Slo ~ mdl1n11 111 14'1' .111 
lnc·rea'e nt ~4 1'1 rntlhon or ll~'ll- The~e- tncreases are darectly related to the Sl~llo mtl11nn <~nd.) U 4 mdl1"'' ,,J 

t~IC'cnrnrnunr,.JtiPn' <·4u1pment <1ddH1~m~ rrncludmg capital lease~ and bu"ne" ac~Ul'lllon\1 111 I'~'~" .Jihl 1'1'1~ 

rr,fl('lll'l'l\ r~l~llll!-' In <~ngntng nct-...t>rk e11,pan~ron. 

lntat'll rrren '" mnea'>ed tn S35 ~ mdlwn 1n 1996 from S 13.8 mlllwn 1n I Q95. an mer ease ol ~~I 4 mdhon 

"' 156'~ Th" •n..:rca~c •~ the" re~ult of tnteresl e .. pense on the May 19Ytl ~~~uance of ~.Utl null1on pnn.-tpJI 
Jfllounl of the C ompan' · s I~'": q. Dt~t·ount Notes and the effect of a full ~car of Interest e11,pemc: on the June 
144~ I"UJnce 0/ SINJ rntllwn pnn.:tpal amouor of~ Company's 13 1-:q Sentor Note\ Included Ill the s•~:: 
n11ll1"11 ,,, 1n1..-re'r ,·,rx·n,e for 19Qt> was S/4 3 m1lhon ol mr.erest on the I :!'-:'1 01\.-ounl l"ote' ~~>htch ...... , 
.!"feted IIIII> rnnup:d .,.llht>UI il (~SO OUtlay 

ifll<"t'l! .Jihi utlu.'r 1"' nmt' 1ncrC'ased 10 Sl:! 2 mil11on tn 1996 from~_. I mallton "' 149~ . Jn 1nno'c nl ~~-~I 

mlil1on nr ~ow·; re,ulun~ I rom mtere~t tncome earned on the excess proceed' of the Ma' I'Nt> l>~uan,e "' ~ \\11 

mil!tnn rfln(lpal .Jnn<~unt nl rhe 12'--: '1 Drscount Notes and the 1ssuance nf 4 .b 74.503 share:-~ of Common S1od .. 
.11 S~6 I~ I per shaf(' comhrned wllh a full year of 1nterest tncomc earned on :hr excn~ proceeds of the Junl' i'N' 
"'u.1nu~ nt Sltlll millron pnnc1pal amount of the 131/J'f Semor Notes 

F. "'r.i"'dln<H''. io" "' ~I b mdlron rn 199.5 reflt>cts S I 2 m1111on 1n prepayment penal11e< related '" <c."n.lln 
mdehtt't.Jne,, -... h11. h -... J' n·ra1d I rom rhe proceeds of the June I 995 1Huancc.- of S 160 mdlton pnnetpal .Uil<IUrll nl 

1 1 '-: r;, 'lcm•>r '\;ute' .1nJ rhc v.-ntc-off or che unamonrzed deferred hnancmg .;o\l~ a~~<x1atrd ""'th ,;,,. 
1 ntJc:blc.-dnn, rq:>.JH.i 

f.BITfH J,,, !'-'4t• J~dr . .:a'>t'd $1'i 0 rn1lhon m 1996 (tomS tl mtlhon rn 19'/'i Ill~~ 14 I) nHIIhlll 111 1'1'1<'> ·\• 
,, rerccnr.Jp· ,,, rncr;u( I•IW> and ~~~~ EBITDA were approJ.rmatcly tl.' W\-1 and I~,, . rC\pc,t1Hh lt11• 
J,· _llnt ....... ih( re,ull ,,, IIW Jc(C'lC'fJ{IOO tn rhe dc.-plo}'ment of ICI \ c;~pnal eJI.pan~IOO rlan .. hlch 'l!lnlllc.Jnlh 
.ncre.t,eJ !!F· ' "" rh <•rrcnll'J ,. 'fl('ll~c' 1 \oJ(h JS 1ncrt-a~r~ 111 sales. cu~tomrr \C'T' rcc and rnar~t'l .Jc' ~I· •rmrnl , • "h • 

r n"r I <• rt•.drllnr 1r·1 t•fhl<'· .l• '< o,I,Jil"d "'llh lhC:'e l''pendfiUTl'\ 



Year ended 1995 vs. Yc:ar ended 1994 

The Company's revenue grew from Sl4.3 million to S38.6 million or 171,. from 1<>44 to li.N~ Rnenue' 
111 1995 and 1994 for each of the product lines wer,. as follows : 

Local network serv1ces 
Enhanced data serv1ces 
lnu~rn.:hange ser.·tcc\ . ...... .. . .... . . .. . ..... .. . ... .. ..... . . .. . 
Sy~tem~ 1n1egrauon .. ... . . . . . . . ... ... . .. . ... .. . . . . .... .. . . .. . 

1994 

\ K ~ 
~ .l 

I 3 

2 ~ 

Sl4J 
--

199~ Jncrtaw 

S 1(1 K ~ ~("I 

114 .l h 

I !I Q 17 ,, 

20 I() .~I 

B!! 6 \~J ' -- =-:;: 

A substanual portton of the mcrease 1n revenue was derived from growth 10 the Company · ~ enhanaJ JJI.t 
'("r.lce\ and the revenues of Phone One. Inc . (' ' Phone One'') (mu:re~tchange servtces) for the full yc:-ar Ill 144'­

The Compan~ acqu~rcd all of the outstandmg common stock of Phone One on December ~. 1944 Monthh 
recumng revenue mcreased to S2.9 million at December 31. 199S from S2 million ar December 11 . 144-l Jn 
mcrcase of J5% Monthly recurring revenue represents the monthly serv1cc charge' billJhlr I•• 
telecommuniCations serv1ce customers as of the last day of the period 10d1cate.d and cJ~cludn nonrr.:umn~ 
revenue~ for ccruun one-time charges. such as mstaJiation fees or equipment chart e\ The mcrca\c til rhe Jo:-, tl 
nf enhanced data scr.xes was evrdenced by the mcrea.se in nodes which grev. apprm.1matel\ 1 ~fl'> lr·•rn 
arr1((>\tmatel) 900 at December 31. 1994 10 approllimately 2.300 II ~cember 11. 19Q~ The Ft'Oj!!Jph., 
.:t>,erage of the Compan) ·, net.,..nrks al~o grew 10 1995 pnmarily through the acqu1~11lon •>J Ftl'><'r"el l'SA. )ll, 
and FtberNct Telecnmmun•c~l lnn ' of Crnctnnau. Inc lcollecuvely. "FiberNe!' ' l Jnd the npJil\JPn " ' thr 
Cnmpam ·\ mrcrr11~ ncc.,.m~ Monthly recumng re ve.nue tn the backlog at De<emt>c-r ll . 1'14 <. v..1' 
appro~•matel} $.1 ~ mtlhon annuaiJzed. an approlt.lmately 45'it mcrease from the pnm \ car From Dn:cmher 11 
199J tu Decemtxr IJ. IQ95. the number of fiber rrules 111 the Company's net.,.or~' 1ncrca~ed lrom I I ~:- ' " 

17.121:1. roure m1: : ~ 1ncrcased I rom 378 to 50J: and the number of customer\ 'cr' ,,eJ h• I( ·1 ••nduJ trt~ 

lntere\ch.wge •:u,tomcl\ 1 mnea~cd I rom 8.1 .18 10 9.530. 

(!p,·rulln8l''f't'fl.lt' trltotaltncrea~cd by 18Jq. from ~16.9 rrullion for 1994 to SJII ~ lllllhon Ill 1'1')' .• ) 11 \ 

mtllK•n ,n.-rea~e Appro,.~matel) S20 5 m1lhon of the mcrease wa~ attnbutabk w the trldu~wn "t •>pero~ttrl)l 

npen't'' rc!Jttng tP lhc CompJn~ ·, !nlCrelt.Changc long distance ~erv•ce~ ApprOJI.Inl.Jtcl~ s~ I rntlilllfl •11 thl' 
,n, rc:J,<' v. J1 .~unhui.Jhle ,., the 1nclu~•on of F1berNet's o~raung e11pen~es The o~raung re~ull, nl hhcr.•,;,.t 
h-1\C t><-t·" ,n,ludeJ •n 1he ,·on,ol•datell rcsull~ smce March I. 1995. The balance of the m~..ea~e ~~o-a_.. ,.,.1\,J\It' lll 
"tlh th<" ''lln•llcanl np~n\lon of the Company's owned and leased networJ..~ and equ1pmcnr 'ale' co ,·u,hHllt:r' 
:.,, ~ re , ulr. rhe Compan~ trKurred a ncr l o~-' of S20.7 m1lhon for 1995. as compaJ"ed to a ne1 lo'~ l>l S I I mdlt"n 
Ill {444 

fu, ''"'"' 11Jmrnnrrurwn and marnrt'nana and lmr cosrJ increased b~ 3~6'l from S5 ~ nHIIJon 111 ) •I'l-l I•• 
)2.1 IJ mdit<>n .n J~<J~ . J ~~~ tJ milliOn tnLrCri~c Apprmumately Sl3.3 mJl11on of the Jncrea~c ~~due t<t lllclu'l•ll\ 
. •I !he '•pcraung rcsul!' ol the Company · ~ mtereJ.change long dist.ance ~ef\· ICe~ In addttlon. •n-r~.J'l'' H I 

m.Jintenan, ~ n~osc: due ru network c ~rans1on. payroll Clt.pense due to hann~ addwono~l cngtnecnn~ ,1.111 .wJ 
, "'' t>l gt><l(b ,old relateJ to rqu1pmenr , old to customers contnbute,d to the change 

\<'ift,.,· .,,.,,·rui """ ·•.tnwrorrutnt' o.pt'nu mcrease.d by 134% from S6~ mtllnm 111 I'J4-l In )1~0 null"•n 
;!1 l•N~ Jn )..., '' rniliHHt .n,rco~,c Approo~:Jmately S5 2 rrulhon of the: 1ncrea~c "due to lht· •nclu,J>Itt ••I lhc 
" peraung rt'wJr , ol rhr C .. mpJn' · , t nt~reJ.changc long dtstancc servtees and S 'mtlllon ' ' .lur ,., Jhc ""I"''"" 
·•I h~r.l'loc! ' <~pcrarmg fl''uiJ, The rernaullll~ change was pnrn;anly due tv •nc r~ a~e~ 111 'ak' , .. rnml"" '"' J' .. 
···,ull "I Hhrr.t'<'' 111 ,,,(,· , "'"'~~~~~~- ·'"''"111111/1 m.~r~r-ttllll and management m!ormatwn ')'tem' \IJII . o~ lld 
"" ro·.1wd l'"'l"""' '·"··· ,. · 1.11111~ ... nctv.•ll~ l' \pan\lon and enhancements In ..Jdd1110n. the Comp..1n~ C\f)('lll.kd 
1.1.111••'"·" "'"'"'"' ' ''' lllcl<'-'''n!! the 11umt>c:r Jnd ~loll levd of tt~ sales and ~ale~ ~uppnn \I..Jif Re, ,.q·r\ ·" 
•lin<' o~JJII11>n~J ~\pend!IUfC• 1\ r1caU\ l' rt'd>jlniJed Ill lulure pc.-nods 



D~pr~c~<Jtron and amon•zahon UfHIU~ increased by 99% from S5.1 million '" 1994 to S 10 2 mill ron u1 

1995. an mcreasc of S5. 1 nul lion. These increases are directly related to the S34.9 mJihon and S I!! ~ mlllu m " ' 

telecommumcauons equtpment additions (includin1 capital leases) an 1995 and 199-a. respcn1vel~. re lall n)l '" 
ongomg network expam1on and mcreues in the amorttz.auon of mtangtbles assoctated w1th the acqut~''"'n' n l 

Phone One and FiberNet 

lnrere.lr and othu rncomt Increased 396% from S0.8 nulhon tn 1994 to S4 I mllhon 1n 19Q~ . a \1 1 rlll l il <> l> 

m..:r~ase. a~ a re~ult of Interest earned on the cash avaalabk from the proceed~ of th~ oftenng n! th<' SC'nll>r ""'<"' 
v..h1 ch v.•erC" re..:e1 ved tn June 1995 

fnlt' rr sr <'tptnu ancreased by 1029% from Sl.2 nullion 1n 1994 to Sl3.8 nulhon m 1995. an 1n<.:rC'a~c " ' 
) ! ~ t> mlll10n The mcrease IS primarily d~ to the anterest mcurre.d on the Sensor Notes 

f.~trCJordmar. loss of S 1.6 million was incurred wh1ch cons1sted of S I 2 rrulhon m prepa~ menr ~nalt •c , 

rel.J.ling to cena1n Indebtedness whach was repaid from the proceeds of the offenng of the Semor Sote~ :~nJ the: 
"nte of( of the: unamontzed deferred financing costs assoc1ated With the ande.btedness repa.Jd 

£8/TDA decreased by Sl 8 rrulhon or 74% from S2.5 million m 1994 to S06 mlllton m 1995 A~ a re r-. c:m 
o ! re\enue. 1995 and 1994 EBITDA were approximately 2% and 17'l, respective!.\ Th1~ declme "'a.o. tht' rc .u!l 
of the 1ndu~wn ,,, a full year of revenues and expenses relaung to 1nterexchange illn~ dt~tance ~en1..:e ' "'h1, h 

have a lo "er <)peratmg margm than the Company's other servace~. the mcurrenn~ ot addltaonal growth DnentcJ 
expem~> 1\uch a' m..:rc:a.se s m ~ales and support s1aff and market development co~t ~ l pnor tn reahz1n~ ft'\e flul'' 
a~>OCiatt'd " 1th thc<,e expenditures and the- Company's mtroductloo of switched ac.;c: ,~ transpon ,er.•n·, H> 1\ C' 

Liquidit~ and Capital Resources 

The Compan ~ ·~ opcrauons have requtred substanual capital Investment tor the purdl.s'<' "' 
telecommunK .u, .. n, equ1pment and the des1gn. constnJct10n and dc-~·elopment nf the Comparn ' nt· l " ••r ~' 

Capi!al npenJ1ture' for the Company were Sl3 7 mllhon. SJOO million and Sl 11 2 m11i1on 1n 1'14~ . 144~ .illJ 

IYI.Jt> . re,rects, c: h . l"\lludmg cap1Lal leases and telecommuniCations cqu1pmenr .1cqu1red 1n .:onne<.:tl , •fl "•Ill 
hu,1ne'' Jl4UI\I tl<>m The Company expects that u wtll continue to have substantial cap1tal requut"menh 1n 

, nnnectaun v.. ilh the 11 1 ~~pam10n and Improvement of the Company· s ex1s11ng networb. 111 1 des1gn. u,n,tru, 1 " "' 
and dc\elopment of nev. networks . (Ill) connection of add1t1onal bulld•ng~ and cu~tomers 10 the Cumr;~n~ ' 
networks. 11 ~ 1 purcha•e of sw1tche~ necessary for local el!.change ,er.·•ces and e xpansJOn of 1ntere\ ..: han~r 

serv1ce\ Jnd • ' 1 de\elupmem of the Company's enhanced data serv1ces 

The Cump.1n \ ha~ funded a substanual pon1on of these: expenditures through the pubhc sale ol Jebt and 
equH~ ,e, urHJe ' and. to a lesser extent. pnvately placed debt From mceptwn through December .\I . 14Yfl. the 
Compa01 ha~ ra1 ~ed approxamately S212 6 rrulllon from the ~ale of Common SttK l . mdud•n1.1 Common ~ t • .... ~ 

t\~ued 1n ,·,,nnec llon w11h the acqulslllom of FrberNet. Phone One. EMI and L'TI. and SJ:!.O b nul llon lrv lll the 
'"lc o f the E \I Sling S<"nmr Notes 

Th~ >Ubq antlal cap II:~ I 1nvcslment reqUired to build the Company· s nerworb ha, re~ulteJ 1n nel?at1' e , .J., fl 
tlov.. from opcrauons alter cons1derat1on of mvesung actiVItieS over the las! IJ•·e ~ eJr penud Th1~ nq:at" c: , ..t \ h 
tin" J!tc r lfl \e,llng act1\ 1t 1e' 1 ~ a re~ull of the requucment to build a 'ub~tanua! ponwn ,,, the Comp..tn l ' 
net"'nrlo. 111 .or\11, 1pJII<lll <>I , ,>n nccung revenue generating customers The Comp.ln} ~'rt'CI~ ro cont1nuc: '' ' 
pruJ uu· nq :.1IJ\ t' ,.~.,h tl' '" ~rtc:r mvesung activities for the nellt several years due It> e\ran~ 1on .J.( II I Jilt' ' 

J"'..: IJteJ " 11 h the ue\ C: hlpment of the Company' s ne(worlo Until ~ufli<.:•ent .:ash f10u. afte r 111' e't1n~ Jl t • qt•n 
"generated lmm <>pcrat1on. the Company will be requ1rc:d Ill uuhze m current and futu re l..tpltal o e~ourl<" ' t<• 
met't '' ' .:a' l1 t\''"' re4u11c:ment' mclud•nl? the ISSuance of add1t1onal debt and/or equ111 \e.:urll iC' 

In re~p· •n"· lu th(' ne v.. pr<H;ompeuu vc: telc:communlc.J.tlon ' environment 1 See · · Bu"nc:"--< ;, "<' nl Ill<' III 
Rq :ui.JIIUI\ I !he Comp.J.n l h.J.' JCCe lc:rated and expanded It' caplldl J c:rlo\ment r lan lP J) ),l\0. l·•r ,In Ol h f(' .I \C'd 



Je,el ot dc:mand-<1nvc:n (apltal :.pendmg necessary to mo~ raptdly exploit llle market opponunuy 1n •llc local 

nchange market. The Company expects to expend subsuunill.l amounts to tJpgrade us extstmg: Mtv.orh 1n order 
ro , .... ·uch traffic wniun the local scrvtce Mea m lllosc swes where It 15 currently permmed to prm 1dc \uch 

~t'r.lces The Compan~ 1\ .:emfied ou a CLEC 1n 13 states and the District of Columb1a. al/owmg the Compan~ 

L\1 pnn 1de lo.:al exchange scr.1ce~ 1n those maikets. and ha:. CLEC cenificauon applicauom ~ndmg 1n 2~ ~tate' 

In .~Jd1110n. the Compan' n~L·t~ to npend capttal toward the further development of the Compan~ ~enhanced 

J .. l.l 'er' 1cc .~nJ mlerc h"n1=c ,cp 1ce offenngs 

The Comran~ current!) c,umate~ that u wtll requtre approumatcly SJ90 mtlhon to fund antl..:lp"lcd co~pl t.il 

requ.rement~ dunng 1497. ~~<hJ.:h 11 e~pects to fund from 1ts ava~lable cash. mclud1ng the pmceed~ ul the Pn\Jic 

PlaL·emem de":nbed tn the nnl paragraph 

On ~1arch , . 19•r. I he Compan' \old 30.<ro shares (aggregate liquidation preference SJOO.OOO.OOO 1 of the 

Sene\ A Prctcrred Stod. 1n .1 pm ate placement transaction. Net proceeds to the Company amounted w 
.tpprOlumatel~ ~288.S7'i.!)(Ml D1\1dend' on the Senes A Preferred Stock accumulate at a rate of 11•-:r;. ,,, thr 

aggregate hqutdallon prcteren,c thereot and are payable quancrly. 1n lllt'e&n Drvrdend~ arc pa~.ablr m , .,,h or 

at the Com pan~·' opt ron. h' the "~u.m, c of additional s.han:~ of Sene! A Preferred Stod. ha\ mg .m aggr~gatc 
l•qtud.JII<>n prrlcrcn•e ..:quo~! w 1hr .1mount of such dJ..,idc:nds. The Senes A Preferre~ Stu.:l. '' \UhJell " ' 
m.~nJawr. redcrnpt•on at 11\ hqUidatl•ln preference of 510.000 per share, plus accumulaled ,.,,d unpa1d d1'rJenJ , 

''" \1arch ) I. 200<+ The \me' A Prelerred Stock Will be redeemable 11 the opuon of the Company al .Ill) t1rnc 

.dtn ~farch -'I 200: a1 rale' n•mmen..:•ng with 106.75~. dechnmg to 100'1- on March 31 . .:!1)()"1 

The Cnmpan\ rnJ~ .11 "' <1p11on. nchange ~OITK or all shan:s of the Sene~ A Preferred Stt><:~ lor the 
.•rnpan~·, I'·~'< Scmor Suh•>rd1nated Debentures. due 2009 (the "Exchange Dc~niU:e,· 1 The b . ..:h .. nfc 

[kN:nture' mature nn ~1arl.'h 'I ~()(~ Interest on the Exchange Debentures t~ payable !>C!nl .Jnnu.JII~ . .:rnd 111.1 ' 

hc ra1d m the !orrn ot ~.Jdil;o•n .. l E\rhange Debenture~ at the Company's opt1on E\cbang~ lkhc'nrurc, "'Ill hr 

r ,.,k<'m.Jhl~ h1 1hc Comr.1n 1 .11 .1n 1 tim<' Jlter March 31. :!00~ at rates commenCin!! "'1th I!~ ~ ~ · ' dc, hn' n~ '' • 

!•••·; ·11\ \!Jr,h 'I ~~~~-

The Curnr.1n\ ~\f>C•t' thai ''' a•adahk cash. mcludmg proceeds from the Pn1ate Pl;~terncnl. "'-Ill tx· 
\UIIIL 1en1 to t un<J 11, ac,·eicrat~J .Jih.J co ~panded cap1tal deployment plan through I YYI\ The Co>mp.1n1 r \f'Cd' "' 

requ 1rr .Jddill,n .. d hn~n( 111~ '" , · •ntlnuc th l'Jflltal dcploy~tKnt plan beyond I Q9R The Compo&n 1 ma~ obr;un 

.JdJIIr<1r\.JI tunJ1n~ through 1h~ ,.Jlc ''' pub],, or pnvate debt and/or equity sccuntre~ or through 'ccunng .1 b~n~ 

,;red II tacilll~ Th~re can be no a-.-.urancc ~' to the a\'aJiablluy or the lemts upon "'h!Ch ~uch hn~n1.'10g mt~ht tlC 

.,,.id.Jhlc Mvreo,er. the E\l~lln~ Sen1or ·"'•>te'> and the Series A Preferrcd Stocl 1mpo!>C cena1n re,tn;; tHJn\ upon 

tht· C"nmpan' ·' al1il111 1o 1ncur .1ddurona1 1ndehtcdnc:ss or 1ssuc addiuonal prererrc:d 'tod. 

I hr l ornr~rn ha' trom i1111r 10 ume held. and conunues to hold. preltmtnar~ d"I.'U\~IllO' ""11h 111 poteot1..ol 

'tr;rtq!Jc 1n·.e~1or' •1 e ln'cstur\ 1n the '>arne or a related business) who ha ... e el'.pre~~ed an mtere'>l •n mo~l1 ng .1n 

'"' c ,111\<'nl 1n or J.<l.lulnn~ the Com pan~ 1111 potential JOint ..,emure panner\ loo.,•ng tn" .rrd l< lrrnaliPn " ' 

,Irate~.- .rlllo~nce~ thai "'-Ould t'~pand the reach of the Company's networl or 'enr'e' "11 .... u1 ncce"Jtoh 
rcyuu;n.,· .w o~ddill•>nal ""l"'lrnent 1n the Cnmplln~ and furl compante~ that reprc,cnt polrnu.rl :~<.:q~l\lli•H1 

"l'r"n·.mJto, .. r .. r the I <•mp.rn' 1 here c.1n he' no assurance that any ag~emen1 "''th .1n~ pote n ii.Jl \lrateg1 c 

,n,c<.·~ J"'nt >enturc parlner "' ·"'iUI~Hion target wtll be reached nor does management behe''.: lh.rl .1n \ ' ud1 

.:!!rerrncn1 o•. nc..:c""r. '" 'u"c"tull\ tmplement 11~ suategtc plan~ 

lmpal't or I ntlation 

Item K. Fmancwl \talfmtnl• and .\uppltmtrtlary {)QUJ 



Item 9. Cltlllllf~l ill alld DUIIIfl'relfleltlS willt A.uo111111U1lS 011 A.uo11uttingand f'i~to.ncial Dudosurr 

None 

PART lii 

hem 10. Dirertorr and E.uclltivt OJJiun of tltt R~rutrallt 

Tht 1ntPrmaunn tcqu1red by th1s Item 10 IS tncorporated by rdercnL·c from the ln!<lrmalt<ln , "PI" ·nrd 

'Propo~al Unc Elc.:uon of Directors" and "EJ(ecuuve Officers'' to be- mcludcd In the Comp.Inl ' r r"'. 
>latcmc:nt 1o ~ filed 1n connection w1th the annual meeung of stockboldcr~. to be- held on Ma\ ::'.. ! "'I~ 'ttw 
'Pro~> Statc:men(') 

Item II. E:ucutive ComptnstJiio,. 

The mt<>rmauon requ1red by thiS Ite-m II 15 1ncorpon.ted by refe-rence from the 1nturma11nn , .tptrnnl'.! 

E~ecuiJ\·e Compenuuon" and "Comparative Stock Performance" to be mcluded rn the Prm~ Statc-menl 

Item 12. Suunl')· Own,·sltip of CtrfiiUt BtlltficiDI Owntn o.nd Mt~MJtlfl·~ttt 

The mtormJ!I<>n requ1red by this Item 12 IS mcorporaled by rererence trom tht 1n1onn a11"n , ·•r ll<>llcd 
'Benc:hCial ()u.ner,hip· ·to be ancluded an the: Pro~~:y Statement 

The 1 nl<'nll..tll< •n requ1rc:d O) thn Item 13 IS mcorporated h\ rc:ferenct I rom the 1ntomutr• 111 , "'!'' '' •I I<'• 1 

··cen~rn Tran'"''''"m 10 be anduded m the PrOJ() St.atement 

P-\RT I\ 

Jl,.m I..&. f:.clubm. 1-"mo.nno./ Sl.altlfllflll SclttdiAllfJ 11111d R~rporu on Fonn S·K 

r.JJI J' JnJ '2' hnan, 1;~J Statement~ and Fmanc1al St.11emtnt Scheduft' 

TI1c t"ll""" •n~ , ,,n,nlrdatrd tinanc1al statcmcnu of the Compan)" and the note' thereto. thr rel.unj rr p .. rh 
thc:-re.•n ,,, rhe rndq>endtnt cenaficd public accountants. and financ1al \l,ltcment !>Ch~dule, . ue hied unJc r ltc- n• ' 

"' thl' Rcrnn 

1.1• , I Fln..tn, ul Statement~ 

Repnn nt Independent Ctrtahed Public Accountant~ 
Cnn,••lJdattd Balance Sheet~ at December 31. 1995 and l'Ntl 
C 'm">hdated Stattmcnt~ of Operauon~ for th~ ytan ended Dc:ctmt>er 'I I ~-1 I'~'~~ 
and I 'l9fl I· 

Con~~>lrdated Statement~ of StocU.old~r~ · E.qurty for the ~-=an ended lXctmller ~ 1. 
19'1-1 f<N<. anJ I~ .! 

( nn'•'lrJateu Statement~ of Cash Flo .. ~ for the yean ended Dccc:mt>er 'I. / 4\j-1 l94'i 
JnJ J <,19(] 

'"'c' Ill Cnn,<>lrdated F1nanc•al Statcmtm~ 
hn...tn, 1..11 \l..tlcmcnc Schedule\ 

\,hc:-Julc- If- \';J]uallOn and Qualdymg Account\ r 1' 

-\ll••thcr lirlJll,IJI ,t.ilc:>m("nl '<:hc:-duk~ for "'h1ch pro\l,rnn '' m.1de •n thr apph•o~t-k ~" ' '"n 1 111~ rt·~,d .o l l• ' " 

"' •ht' \c:-cufllll' · JnJ f- ~,hJri).'t: c .. mml\\llln <lhe Ctii!Hlll"l<'ll I •rt: npl TC'4UITCd undtr the lrJ\ I f1J d l<'ll' , , . l t( IH 

"'··~ .;rr 10 .lf'T'•h .. thlc .l!l•! (hf"rc·~•lr(' tLI\r ~'1(6rn ,~,n~UC'J 
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AcquiSitiOn agreement between the Company and Phone One lntcmauonaJ. In, dated 
?'Jovemtxr 9. 1994 lthe "Acquasnion Agreement"). E.Ahibat 2 to the Compan~ ·, Quanerh 

Repon on Form 10-Q for the quaner ended September JO. 1994 filed with the CommJS)Io n on 

~ovcmlxr I~. 1994 1s 1ncorporated herein by reference 

Amendmem No l to the AcqutSilton Agreement. dated as of December .2. I ~YJ Ex.h1b1t ~ 11 h 1 

10 lhe Compan\ 's Current Report on Form 8-K filed wtth the Comnuss1on on December I -4 

l9'i4 I the .. J 994 Form 8- K" J 1s mcorporated herem by reference. 

Letter agre.ement dated December 16. 1994 between the Company and Phone: One: 

lntcmataonal. Inc E.r.htbll 2 llc) to the Company's Current Report on Form 8-K filed ,.Hh the 

C'omrrm~JOn on January ~7. 1995 IS ancorporated herean by reference. 

Agreement and Plan o( Merger. date.d as of February 15. 1995. among the Compan~ f-Al 

A-:qua,allon. lnr . \ AC Acqutslllon. Inc. FiberNet USA. Inc .. FiberNet Telccommunt.:atton' 
Cmcannat1. Inc . Jamc~ F Geager. Mark A Masa. Joseph A . Tortorelli. Pet:-ocell1 lndu,tn(' 

ln..: and Sanru Petro('dh E.r.hab11 2.2 to the Company's Annual Report on F,.,m IO·K ' ''' Hit' 

'car c:-ndcd Decemtx:r ~I. 1994 as mcorporated heretn by reference 

''"''! J>urd1a'r ·\11recna·nt qhe "EMI Auet Purcha.sc Agreement " ) dated a~ ••I l:cbruan ~lJ. 

I 'Nt> ~Ilion~ LMI ( 'ummumcallons Corp., w~m MesSAge. lnc . Eastern Me"aJlc:- ol :"e~.<. 

Jt>r'e~. In• . Ea~1c:m Mes~age of Pcnnsylvanaa. Inc ., Eastern Message of Ma,,J, hu,eu' in< 

La,lem ~1e'\·•!lr of Maryland. Inc .. Newhouse Broadcasung Corporation and lntrnncdt.J 

< "mmuntc:JIIon\ of Flonda. lnc E.r.htbll 2.3 to the Company'' Annual Repon , lll l·orm 111 !..: 
lnr thC' \Car cndt>d December ) I. 19QS (the "1995 Form I 0-K " 1 " •ncnrp..•r;att·J hert> LI\ t" 
retcrcn-c· 

. .:,mendmcnt ~" I to tht' EMI Asset Purchase Agreement b.htbtl 2 : to the <"ompJn\ , 

C urrenl Repon on f-urm 8-K hied wtth theCorrunJSSIOn on JuM ~K. 19116 ~ ~ tnl.·t.•fl'k•rJted hcrc1n 
)n rdC'renrc 

Rt•-tJtC'd CC'f"11IK.Jh." "' lnn>f'l'<•TJlton of ICI. together wrth all amendment' therer" 

l:h IJ"'' nl ICI H•gethcr "'Lth ;aJ I amendments thereto. EJthtbll ~ : 10 the Compan~ ·' Fom1 'i · I. 
t1 leJ "-lth the C omm1 H 10n o n November 8. 1993 rNo 33-6905 ~1 llhc "f-nrrn S· l 1 I' 

lfh"'1'''ratrd heret n I">\ reference 

Re~L -trJt •~m R1ghts Agreement between the Company and Phone One lntcmauo na/ In, . d.lCC'd 

De, ember ~ I 994 E.xh1b1t ~ I 10 the 1994 Form 8- K 1~ Incorporated herern I">) rc: lercn,c 

AmenJed J.nd Rc~tated StodJwlders Agreement. dated as of June ~ . I4Q/ . amon~ IC I Ro~n 
Semon R1~h;ud Anlhon:v. James Bun. Mary Couture. Rotxn Hardte Sher)l Houll Thnrno~' 

Klump RKh.trd Kol'b) . Walltam Mailer. Danu~l Montague. Su~an Rodnguel. Barhar. S.HTh<•n . 

Har,arJ S<~uthJ I I Bruce Sutclaffe . Manon Sam~n Joseph APA F uel\tor II -..-.~lo"rLd 

v. t'\(fl\11\\le r Jcf\e\ Tru\1 ('., l.td . Cus/odta.n for APA E~l.'ehtnr venture' Lapot~l itPI.!IIl)!' 

1]..-r,n • ltd '1"ojt.HI H•dl.111d f· und L P , MB"-' Venture Partner ' I mutcll l'Jrtner,htp 
\ /,. ~~~~· .111 I•" c ,rmcr11 I und I !' .111d l'hthp E McCanh). Va~t<~ Ill L P . Krona~h . Lteh. V. etner 

,\. Hrlltn.on f'r.,ltl '>hJflllt Pl..tn .1nd Tru~1 FfB/0 Ralph J Sutc ltffe . New York Lilr ln,u rJnu· 

t <•mrJII' .wd C11mmumt' ln\e,tmenr Panner~. L P Uhe "Stoc lrJlOider\ Agrecmena ·, E\htbtl 

J I • ~ • I• • lilt· f 11rn1 '> I " '""'fP<Hlted herern b~ reference 
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Indenture. dated as of Ju/lC 2. 199~. between lhc Company and SunBank Nauonal Anoc1atmn. 
a' Cru\tee bhtbll 4 I to tht Company·~ R~1iurat.ion Statement on Form S-4 filed wuh lhe 
s~cunlle\ and Ellchlnl!e CommiSSion on June 20. 199~ (No. 33-93622) (th~ "Form S-4") I\ 
•n.:nfJ"'ralcd herem by rcfenonce 

Amended and Restated lndentun:, dated as of Apnl26. 1996.govemmg the Company·~ IJ~'{ 
\ate' B Sem1>r N(){e~ due 200S. between the Comp.ny and SunTrust Bank. Central Flonda. 
'<allonal A\~ocla!Jon. as trustee. Exhibll 4.1 to the Company's Curnnt Rcpon on Form 8-K 
hied w1th thl!' Comrruss1on on Apnl 29. 1996 1s Incorporated htre1n by reference. 

~qu.11ra111m R•ghts Agreement. dated l.l. of June 2. l99S among the Company, Bear. SLea.rm. 
&: Co . lnt and Morgan Stanley & Co. a.s 1ruul.l purchuen. Emibtt 4.3 to lhc Form S-4 ~~ 

lnL·urporated herem by reference. 

R•!!ht' A!!reement dated as of March 7. 1996. between lnLermcdJI Communicauons of Flonda . 
lnl . and Contmental Stock Transfer and Trull Company Exh.tbu 4.1 ro the Company's Current 
Report on Fnrm 8-K filed With the Corrurusston on March 12. 1996 ss Incorporated herc1n h~ 
releren.:c 

.1.rnendmenl h• R1ght~ A~menl. dated a.s of February 20. 1997 between lntermed•a 
c,mmum..:aiJ<Im Inc and Conunental Stock Transfer & Trust Company 

\~ jfT ;Jnl AgrC'l·ment. dated as of FebruaJ) 18. 1988. between ret and ctrtaln of m §tockholder\ 
hh1b1t Ill /h t•• the Company's Form S-1 1~ tncorporaled herem b~· reference 

\~ "rr.1n1 A~rrt•rnC"nt. da1ed as o( June 3. 1991. between ICI and New "''ork L1fe Insurance 
1 <~rnram L~h1h11 lO 17 to the Company's Form S-la~ sncorporated herem by reference 

I "rm "' V. JrrJnt Agreement. dated as of March ~. 199:!. betv.een ICI and ccnam ol tl' 
-t .. d,hnldcr' I \hlhtl I 0 Ill to the Company's Form S-1 " mcofTXlratcd herem b~ releren ... r 

lndcnltH<' ,l .. tnl J' of May 14. 1996. between the Compan)' and SunTrusl Bank. Central 
I f·•rtJJ. '<alnmal A~soc1allon, as truJI« EllhJbll 4 I to Amendment No I to the Compan~ ·~ 
Rq!l\lrat1on St;)tement on Form S·3 (CommJs§•On F1le No 33-347381 filed wllh the 
( umm•~~1on on Apnl 18. 1996 as mcorporated htrem by reference 

t ,-n•h..:dlc nf De\lgnauon of the Company's 13 1.1~ Scnes A and Senes B Redeemable 
I ,, hJn~cat>le Preferred Stock due 2009 IS conwned m the Company· s Restated Ccn1ficate ul 
In,. •rr••rJlton. J' amended. hied as E11h1bll 3 I to th1s repon 

Rq.!l'tra11on R1~ht~ Agreeemc:nt. dated llS of March 7. 1997. b)· and among lhe Compan~ and 
Hc .. u ~team~ & Cl1 Inc . Morgan Stanl~y & Co Incorporated and Salomon Brother.. Inc. a,) 

lht• lnliiJ[ jlUf(hJ)C'f~ 

< ·.:nJtl, Jt<: or De-;,gnallon. as amended. of the Compan) · s Sene~ C Prtferred Stock 1s cont.amed 
10 the Cumpam ' RC"st;u~d Cer11ficate of lncorporauon. as amended. filed a~ E~h1tl11 ~ I to thl\ 
rcpun 

I •1<1 ~ ',rod, OJ1ll"n Plan E~h•b•t 10 I to th~ Form 5-l 1\ mcorpouted here1n h~ reference' 

\111<.:nJrncnt tn I<.J'-12 S10ck Opuon Plan dated Ma> 20. 19Q3 Elh1bn 10 llbl to lhe FormS 
,, 'n'"fJ'"TJtt·J hne1n h~ reference 

I orl>.: 1.-rm lrhrnlr'e Plan E~htbll 10 I([) !0 the Compan) · ~ 199~ Form JO-K 1~ 1ncorporat!'d 
t~t·:~·~~~ ~l rt·ft"Jt"'''~ 

11" '· J C R uh<"r ~ bnpl"~ mcnt A~recmtnt. dated Ma> I 199l hoelv.een Dav1d C Ruhoerg and 
11 I I , h:h11 !It: 1" thc (,Hnp~n> .. I~~ Fnm1 10-K '' rnCofTXlratcd hC"re•n h\ relcrC'n,c 

j(' 
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Sublease. dated Augusr 28. 1995. between JCI and Phannac} Management Serv1.:e~. Inc for 
11~ pnnc1pal execuuve office~ located at J625 Queen Palm Drive. Tampa. Flonda bhtbll 10 3 
to the Company·~ 1995 Form 10-K IS mcorporated herein by reference 

S1o.:k. Purchase Agreemen1. dated as of rebruary 18. 1988. among ICI. Manon Samson Joseph . 
ko~n Benwn. Barbara Sam~on. Bruce Sutcliffe. W1lham M11ler. Rtehard Kol~bv. Jnd 
:"aoonal Westminster Jerse) Trust Co. Ltd. Custoc:han for APA Excels10r Venture Capital 

Holdmgs Uerse} 1 Ltd. APA Excelsaor II. Morgan Holland Fund L.P .. MBW Venture Partner' 
L1m11ed Partnershtp. M1ch1gan Investment Fund LP .. and Phahp E McCiinh). a\ amended 
Exh1b11 I() II to the Form S-1 1s 1ncorponted herem by reference. 

S10ck Purchase Agreement. dated as of March 18. 1988. among ICI. Marion Samson Jmeph 

Rooen Benton. Barbara Samson. Bruce .Sutcliffe. William Miller. Rtchard Kol~by. and Vl\14l 
lll L P. Morgan Holland Fund L.P. MBW Venture Partners Luruted P~nenh1p. M1eh1gan 

ln\C~>trneOI Fund L P. and Kromsh. Lteb. Wemer & Hellman Profit Shanng Plan and Trust 
F/B/0 Ralph 1 Sutcliffe. as amended. EJthiblt 10.12 to r.he Form S-1 ~~ mcorporated here1n b\ 
reference 

Stock Purcha'e Agreement. dated as of July 18. 1989. between !CI and •,;e,~ YorJ.. L1fe 
/n<,urance Compan~ E~htbll 10 13 to the Form S-1 IS mcorporated here1n b~ rc:fercnre 

Sind Pur,·ha\t' A)!reement. dated a~ of June 5. 1~1. a~ amended llhe " JQ9l '>l•x· l Pur.ha~e 
Agreement'· 1. o~m•mg ICI. :\e\1. York Life Insurance:. Nauonal Westminster J,.r,c\ lru,l ( 'o 

Ltd CuwxJ•an lor APA E~cel~1or Venture Captul Hold1ng~ cJer\ey• Led . AI'A r:~~.ei~Jor II. 
'v1nrgan Holland Fund L P. V1sta Ill. L.P. MBW Venture Panner~ Lam,rc:-J Panner\hlp 
.'\11.:hagan lnve<;lment Fund L P. Phthp E McCarthy. Commun1ty ln\'t:"\tmenl p,,nner' L P 
~nd 1\ronl\h L•eb. We1ner &: Hellman Profit Shanng Plan and Trust F/B/0 R;~lph I ';ut, hffe 
E:.~h1h11 ICJ iJrJJI<J the Form S - l •~ rncorporared herein by reference 

-\mendmem to 1991 Stock Purchase Agre.c:ment. dated as of Marli1 ~ . I•N2 l:.~h,hll 10 !Job! 
w 1hr Form S · I •~ ancorporated heretn by reference 

[n,trumenl or ApprtJ\al . dated a~ of February 21. 1992. b~ pante' 10 the Jljtll ~~, ... ~ l'ur~.h."<" 
Agreemem E:>..h1h1t I 0 I _.1.: J 10 the Company· s Form S-1 " •n.:orporated hcrean h\ rclcren"· 

_.U I <lu Plan E~h1b11 I 0 20 to the Company's Fonn S-1 1~ tnl'orporated here1n b\ referent:r: 

Frame Rela\ Servace Program Agreement. dated September 12. 199J. :1mon~ P.K~el. In, . 
!C i EM! C•1mmunKa110m Corp., Integrated Net\Ooor~ Ser\lc C' In< ..~nd MRC 
Tt:"le~. ummuna.:auon~. Inc F~h1b11 10 12 10 r.he Company ·\ 19'1~ Form IO 1\. ' ' llltofll<H~I <'d 

herc1n tw reference 

Statemem Re Compuuuon of Per Share E.vmngs 

'\idtcrnent kc ( 'nmpullllwn o f RallO\ 

Kq-.•rh nn f·11r m ~ 1\. hied 1n rhe founh quaner nf 194t, The il' " <· rc n•> rc·rnrh " " h •rll> ~ 1\ 

f1k .! J unnf 1hr l••un h 4uaner nt I'NtJ 

Jl 



Glossary 

Ar, •.. ,' CII<Jrf?t'.l-The charges p;ud by an tnterc:xchange earner ro a LEC for the ongmatton or termtnatton 
,,f the !.\C, (U\tomcr·, long d1stance call~ 

.~., n 1 Lmt'-A ern utt that connects a telephone user <cuslOmerJ to !he pubhc swnchcd telephone netwnrk 

!he a~..ce~' lu1e u~uJII~ ~onneus to a telephone at lhe customer's end. 

~., ,.,, '\'r~dc·-A r"'ortcl \Wllchmg dcvJce. whtch elltends !he presence of !he DMS-500 swttch to a remote 
,,,,. ,uch ·" .rn c In :"'e1 huddtnjl' The Access Node prov1des mtcrfaces for hne connccuons to !he network. and 

pr•" tde' '-""' cntratwn ol ltne' ba..:k to the DMS-~00 ~wnch 

Acct'JJ Tnmi:-A un.:u11 !hat connects a telephone user's PBX or other mlelligent devtce to the publu: 

'"' 11ched telephone network An access trunk ts destgned to carry more traffic than an access ltne. s1nce 11 '' 
.kce,,tblr: t1' J number ''' u~cr~ 

A TM 1 A ,vnchronou' Transfer Mode >--A modem mformation u-ansfer standard that allows paclieuzeJ 

'ot..:e and daw to share a transmts~ton c1rcu11. ATM proviCSes much greater efficiency lha., typtcal channelized 

tr;.~n'm"""" med1a 

Band" rJ1h-The range of analog frequenctes or the bJt rate of dtgn.al stgnals that can be supported b~ ~ 

clfL'UJI nr dnke The handwJdth of a particular CJrCutt rs generally dctermrned by the med1um 1tself 1"'1re. fl~r 

''f'lll c·ahlt• ere 1 and the dev1ce that transnut.s the stgnal to the transmissiOn medtum (laser. audsu amphher. etc • 

Ht"!i '' ,,,.,, The: narnc ,il.lven to the large, sangle entity that composed what are tclday AT&T and the 
I<I:HJC'. m, 1ulimjl Hell L..tboratone~ <tnd other subs1d1anes 

('.4./' · C 1 •mpetttl' e Acce~~ PrO\ 1der 1-A name for a category of local sc:n.-"JCe prov1der that appc:areJ tn the: 
l.lll' I4KI J ' ,, hn ,·nmpetcd ~Aollh local telephone compantes by placmg m o,_m fiber opuc cables In a L "' oHHJ 

"•IJ 'Jr>• '"' I'll'.,,,. lint· tt·lt:communlcattons ~rv1ces m d1rect comperwon to the )o,al telephone cnmpan ' 

t /-.. \I HI.\ A C cntral ofllce ba~ed busme~~ telephone ~rvtce that roughly prov1de~ the u~r "'lth the \..tlllc 

,er- I1.C::' ,,, ..1 i'RX "'11hnut the cap1tal mvestment of the PBX Centrex serv1ces mclude stauon to ~tatmn dtahn~ 

' thrnu~h ' J1~11' 1. ,u,tnm,zed long d1stance call handhng. and uscr-mput authonzauon codes 

CU.( 'C<~mpc:tttt 'e Local E:.~changc: Cameo--A category of telephone serv1ce pro'<tder 1 earner 1 th..tt 
t~l!er' ,cr- ,,e, ''mtlar to the former monopoly local telephone company. as rc:cc:ntl)· allowed by changes 111 
lelecummuntc.tltOn\ Ja<o~. and regulauon A CLEC may also provade other types of telecommumcauom ~erv1ce' 

• lon~ J1-rJncc t'lc • 

' I I 1 < .-n ,,, "''"" • .()ranltJ h~ a ~tate public ..ervtce comm1~\1on or public uttltty comml~\ll>~l. tl11· . 
. d 1. "' • .< lc , , . , 1 •llllfHHu, .H•un' \Cn '' c' pn"·1dcr the le~"l \tanding to oflf r l~>tal c~t·hanjlc ltlc:phone 't'r' 11 "' • '' 

-i••c, : "'"'r'<'tlll<'n '"1h the 1ncumbtn1 LEC and other CLEC~ Such certtlicallum ;ue tc:rantc:d ~m a ,t.llc tn ''·'". 

t, '"II''" ''""''"'" .,, 1 uf 1'13-J Tilt'-The first maJor federal leg1sla11on that e~tahli\hed rule' tor hriiJ,J.."' 
JnJ nnn hr• •JJ, J'l c"nmrnun1.:atron~. huth wtreles' and wtred telephon) 

c,,,,., ,,.J I:JuiiJm~ - -A bulldrng that 13 connected to a earner's network vta a non-,wuch~d c~rcurt th.1r 1, 

rnJnol~t:c! Jr~J nh>fllhlrcJ h; !hat c;uncr 



/hl'use liourrn~-A network topology that proYides reliability by providing two disunct phy~1cal route.\ for 
nerwork transmissiOn path (tiber opuc or copper cables) with the ability to quickly "swuch" traffic from one 
rourc w the other. should one of the routes be rendered inoperable . 

UMS-5()(}-A telephone sw1tch manufactured by Nonel. that provtdes both local exchange swuchwg cabo 
uwv.r1 a' a "clas~ 5 .. sw11ch 1 and a long d1st~nce switch (also Jcnown as a "class 4 .. swnch 1 10 a ~mgle de v1ce 

tH/7 l>.~~E:.am1np Bdure I nrc rest. Ta..x. Depreciauon. and Amoruzauon · a financ1al mea~ure of ~ash 1\o"' 

Enfwncl'd Dara Sl'!'\'let'J~Data networlung servtces provtded on a sophisttcated. software managed 
rran-.pon and swuchmg network. ~uch as a frame relay or ATM data netwon:. 

FCC !Federal Commun.cauons Conuruss1on)--lllc US Government organ1zatJOn charged wJih the 
Dver'!ghr of all public communiCations me41a 

Feature Group C1rcu11-A teie'commumcauons channel that connects aLEC telephone sw1tch wtth an JX\ 
relephone ~\lr1tch. for the purpose ot pass1ng long distance calls between~ two earners· network~ Call~ placed 
b~ J1ahng ·'I+·· arc routed o ver the~e cJrculls 

Frame Rl'ia•-A v.1de area 1nformauon transport technology that orgamzes data mto unm c11 led lrame ' 
v. :th '.111able bu length des1gned to move Information that is ·'bursty'· tn nature 

/CP tlntegraud C()mmuntcattnns Prowdu f-A telecommunicallons earner that provtde' pac lo;aged or 

Integrated 'er.·•ce' from among a !:'>road range of categories. including local ellchange stn •cc . lim~ dt~tanu· 

,.:r. ~<:c. enh:.~nced dat<~ '"~" 11.:c. cahle TV 'erv,,e. and other commumcations sen·~tes 

/Li:.C 1 Incurnbem Local E~change Camer 1- The local nchange carrier that was the munopoly .:ame r 
pnor 1,1 rht' npt'nJn!' of hu.:al o~.·nanp:c 'en 11.:c~ 10 compellliOn. 

!Ltt . C,•ll<~uJtllm ~ locattnn ~er.tnj!! a~ the mteriace potnt for a CLEc ·, netv. orl at tht· pomt "1 

lntnumnc~.·tJlln to the ILEC Sutxo lloca11on can be ll phystcal. tn whtch the CLEC " build, .. a 11~r ''Pil' 
nct\loorl. ott:n>~on Hllo the ILEC central office. or 21 VIrtual. 10 whtch the ILEC leases a factl1t~. ~tmdar to th..11 

v.•htc h 11 mtght !"lullJ. ro Jftect a pre,ence tn the ILEC central office. 

/>~It''• "'~fit'( rt. n ',,,. , :.~mer 1 .A, '!ret'menr-A contract between an ILEC and a CLEC fo r the 1ntcn:unned1on 
ul the tv.o ' nct\lonrb lor the purpo~e ol muiUal passmg of traffic between the networks. allowtn!! c· u ~wmer' ut 
•lOt' of the net.,. oHb to .::all u>er' 'erved b)' the other network These agreements se t our the finanCial anJ 
"perat1onJI .J'f>t'~t' (,f 'u.:h tnterconnecllon 

f,:, , , ,, ''"" .:r \, ,, ,, ,. ' I r kumnnun11. .JI~<•n> >crv1ce~ that are provtded bet we.,.n two e.~ .:hangc Jrc.t, 
..:rnci .J ih rm·.uun~ t>ct'-'t't'n l'-'<> ''''e' The'e 'cr.u: e \ c·an be e1thcr votce or dat.a 

lnlusm \ 'umber P. "'';btlsn ~A temporar: 1echn1que that allows local exchange \CI" 1t:e ru\lomer~ ut .:Hl 

ILl:.<. 1" lo.ecr the1r n"t1n~ telephone number. whtle mO\'tng. thetr servtce 10 a CLEC The1r antenm tet:hmquc 
u'e' " ,.:nlr ... l offi ce lcJturc ca lled remote .:all forwardtng The permanent ~oluuon 1o number portabtht:r "t<• 
tmpil'lllt:~lll'J o>\er the Ill'\( lev. \e.JI\ 

/'){) \ oln tc~ r~lc'J 'H"r'tlC' Dt~lt .. d Set.,. or(...l-a modem telephone techno logy 1ha1 comb1ne~ ' o t..:c and d.Jt.J 
,.,..,:,hill).' 111 ..1!1 d th ll'nl ll t.Jn llC! 

n/' I irHl'rfll'l 'H' IIid' f'r,\LJn I .t rc,enth deJted C:llegOT) of telecommUOIC.!tiOilS \er. Kl' r'T<l\ 1li<" f I' h<' 

r'''" sd.:, .Jc,c" ''' thr l•ltt•rnct normo~ll\ lur Jtal acce~\ c u~tomers . b) \hanng communtc: al l<>n' 1111<'' .1nJ 
l'~UI plllcnl 

I\ r ' I ntcrc \dlJ'\ ~,- ' .trrlt'r •- - A Pfl'' oJr:r ot l<'icc ommunt .:auon~ ~er-1re' that c ~tend bct\4ccn c '' han~e' 
1'1 ,ti lt" ·\),.1 ~..Jile\1 ll'l t;.: .II,I.J rht" '-~Hflt"r 



LATA t Local Accer.s and Transpon Area)--A geographic area 1ns1de of which a LEC can o(f~r swilchc:<J 
!c:lc:communtcatlons ~erv1ces. even long distance (known as local toll). Thm are 161 LATAs m the conunc:ntal 
US The LATA boundaries were established 11 the Divestirure of the reg10n1l Bell opcraung compames 

III 'Local b.changc: Canier)--Any telephone servtce prov1der offenng local exchange ser.·Jcc:s 

Lnc ul E" han ~<'-An area ms1de of which telephone calls are genen~/ly completed Without any toll. nr I on~ 
d1,tan,,. char~c' Lo..:al exchange areas are defined by the state: regul1tor of telephone: sc:rvacc:s 

l.Dcal Exc/J<Jrl~r Srrwct's-Telephone services that arr provided w1th.tn a local exchange: Thc:~c: u\uall~ 

refer t" local call•ng 'er.1ces !dial tone services.) Business local ex.change serv1ces mclude Centrex. a~.:ces' hnc' 
~nJ !run~' · JnJ IS D:'\' 

/'( JP 'Poml o1 Prc\ence I-A locauon where a earner. usually an IX C. has located tran,rn1"1on Jthl 
t•·rm•n .• tlng cyu1pmcnt to connect m nc:rwork to the networks of other earners. or to customer.; 

RHUC IRq!rllnJI Bell Operating Company)--()ne of lhc Leeks created by the Davestllurc: of th<" ''"JI 
cHhJnpt· hu,mc" h~ AT&T Thc:~e mclude BeJISouth. NYNEX. Bell Atlantic. Amentc~·h. US We,t. SBC J tlll 
Pac7cl 

.~( J \El 's, nc hr.,nou~ Opucal NET won)--A uansmtSS1on technolosy that ~~ used by cam en 1n hoth I•" .u 
. .md lttn~ Jt,IJnt.:C' t<"lecommuntca!lons networks to provtde effic:tcnt. h1ghly relaablc: communt..:at•on' channeh 

-~r··· rdl -\c, ,.,, .''lt'ntCI'S-Pn~atc:. non-switched connecuons bcJwcen an !XC and a u•~wmer. lcn Ilk 

pull'"'<' <>1 ,nnncctln~ the ~·u<>tomer · ~ lonll d1st.ance calls to the IXC's nc:rv.or~. v.Jihout hOJ'tn~ In pa' lhl' U t ' 

.l~o. l l".., ' ~ l1, 1 f ~· r..• .._ 

'. ' ' ' "'' /nit' I!'"'""'-The: pr0"1~10n of spcCialtzcd sk.Jlls and equtpment to m~el ~pec.:th.: cu\l<>mC'r n~<",J' 

I \·1/ • \ <'r' ~m.1ll Apenure Tenmnal)--A sat~llue commumcauon ~ysrem that ,·umpnse~ 'rn.1ll ,la.irll<'t<·r 
, .tppr<•\1/ll..llt·h I m<"tt•r m diameter 1 antennae and c:lectronacs to e~rablt~h a communKO&Ilt•n~ tenmnaL u't" rn•"l' ' 

ten ,J.H" \ '>A'T nt·lv.~>rb compete v.llh other. landhne based network.~ such u pnvate hnes and tramc reb\ 
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REPORT Of INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 

Bo ard o f D1recton 

lntnrncd1.1 Cnmmumcat llln~ /nc 

\~ ,. h~\C aud11cd the ~l<nrnran,· mg ron,olu.latcd balance ~heets of lntermedaa Communacauons Inc 3~ ol 
[)c:, c rn~r 'I . I IN~ and I '/Qt> and the related ,·on~ohdated }(3tements of o~rauons. stockholder'· equny. and 

,;,,h tJ.,.,., for each of the three vears an the penod ended December 31. 1996 Our audits al so mc· ludc the 

hnJn,IJI , !Jtcmrna "hcdule lasted 10 thr tndex at Item 14111 The~ tinanctal statements md s..:hcdulc arc the 

rt"'r''""bd1t~ of the Cnmpan~ · ~ management Our respomabality IS to expreu an opamon on the~ financ aa l 
-r~Jcmcm' Jnd ,,hcdulc hased on nur audit~ 

V. c c"nndudcd our a ud it, tn accordance wath generally accepted audaung s!Mldard~> Those ~tandard.~ rcqull(" 

th;..a "'c pl.tn and pcrlorm the audttto obtasn reasonable assurance about whether the financial s tatements are tree 

"I rnJten.JI ma"t~tcme nt A n audit rncludes exanunina. on a test basts. evadence supponmg the amounh o~nd 

Ja,d .. ,urc' an the llnanc"tal ' latemc.-nts An audH also mclude~o assesian& the accoununa pnncaple~ used and 
';fmh~.Jnt c:'tlm.aac, made b\ manajlcment. a s wc.ll a s e valuatma the overall financ tal s ta tement pre~ntatton V. c: 
~c l1c \ c that our .wd!l' pro\ tde a rea~onable bas a~ for our opmwn 

In .. ur op1111•>n the con~Oitdatcd financtal statements referred to abovt present faarl}l. anal : f'latcnal re'r<'' r­
:hc , ,,n,oltJatcJ n no~nctal pmllmn of lntermedta Communscauon~ Inc a t December J I. 199~ and 199fl. and th<' 

·"li'"ltllated re,uJt, o f 11 ~ o pcrat10m and 11~ cash flow~ for each of the thrt.e year\ 1n the pen<...! enJ eJ 

r lt', em~r:r l I . Jl/l/l'l 1n ··onrormll) "'' tlh generall y accepted accounung pnnctple~ Al\o. 111 our o pln ton. tlw 

rl'l~tc:d nn .. nll~l ,r~ce ment ,,·hedule . "'"hen constdered an relauon to the baMc hnanctal s tatement~ to~~en ,~, ~ 

.... tJ, •k prt·,<""' :~~rh 1n o~ll rn ;u enal rr~pen~ the anformauon !>l.'t fonh therttn 

lsi ERNST & Ym: NL LLP 

1 Jmp.~ fl<>rtd~ 

f·chruJr- Ill 1"117. nu:pr tor " u tc 1:1. J\ to "'hach the date IS Much 7. J99i 

f I 



lNTERMEDIA COMMUNICATIONS INC. 

CONSOLIDATED BALANCE SHEETS 

( ·urrent .J"t•t, 
l"a'h .UlJ ,a,h t"4UI'.JICnl\ 
Snort-term Investment~ . . . . ...... . . .... . . . 
Restncted tnvestment~ . . ..................... . . ... .... . 
Account~ recetllable. les~ allowance for doubtful accounts o f 

$8<J9.000 m 199'i and S U~6.000 in 1996 . .. .... ............ . 
Prepa11.J opcn'e' and other current assets .... ..... ..... . .... . 

T <ltaJ currem asset' 
Restncted tnve~tmenb 

Telecommumcauom equtpment. net 
lntangtble as~ets. net 
Other as,et~ 

Liabilities and stockholden· ~ulty 
Current ltahtl111c' 

A.:count- pa~ al,k 

:\.:c rued ta~c:' 
Ac<:rued mterc 'l 
Other a«.:..: rued expense' . . ... .. . . .. . . . . 
Ad,.~nce btlltng' , . . .. , ....... . 
Current portton of lung-term debt . . . . .. . . .. . . . . . . 
Current ponton ol captlal lease obhgauons . . . 

Total current l•abtlltle' 
L<>ng term Jd>t 
( ·.tpot.JJ k,l\l' t~hllj:JIJ<>n' 

~lud .. t,u iJcr' c4utl\ 

T <>t~ I 

Tr>l~l 

Preferred \lock.~~ 00 par \alue . ~OO.<XJO and 460,000 shares 
aulhonzed 10 I W'i and 1996. rcspecuvcl~. no shares 1ssucd 

<;ene ' C prelerreJ '1od .. ~I 00 par value. 40.000 shares authonzed 1n 
I '~"" none 'n 144 ~. no share ' 1 s'ued 

C.•mmun ,,<X._.$ 01 par value . .'!0.000.000 and 50.000.000 'hare' 

... uth .. nzed '" I <.iQ5 and 19Q6. re,pecltvely . I 0.359. 771 and 
! h :x~.:l40 \hare' "~ued and out~landmg tn 1995 and J99t:l 
ft>\peCII\el\ 

·\JJlltlln.JI f'.JIJ on · .. Jpllal 
·\ ,, umul.oll·d ddllol 

th·ll' rTt'J '- '11Hpt"th.Jll1 HI 

'''"'~h.oiJn, t'l.jUII \ 

loJhoillo"' .w..J '' '"-"-h••IJer' C<.jUII\ 

See .Kd>mpanytnJ!! nole' 

f : 

o.n..twr Jl 

·~ 
.... 

' 50.~ .414 \liN~-~~ <J\<; 

r>.lt.-II.IM Nl 

20.954.015 2t:l.tl 7 ~ .X\1 

7.954.19~ I 1.1.~71 . it." 

1.832. '86 'i .2lO. J -I<J 

81.737.314 2-16. If> l .toX~ 

.l0.869 .(JO I IOAX I .~~~~ 

76.169.589 :!IL'.4W 01 1 

~6.91!6.9!5 ~!U'-1~ <I" 

25:'1.~()f, '··'Q I .1~ 11 ------ ----
S~16.UI8.1~5 ~ <; I :' .!Iolii 1 ~-

-=-=-~ 

s -1.1'11 0.1 ~ ~ \ ~'< K'l~.tll• I 
~X~ . 7.._- I t.N l. ~ ~,j 

I . 800.000 I .KI KJ.I ~" • 

l.57~.4~'i •. -1/0lj~J 

1.7-17.0!! I l I ,~ IN' 

107.7q ~" t! I~ 

J .0~ 7 4~7 ~ ""'h ~o. .. r· ~ 

-----
11 .31\H,:':' -II 1. " I-I , ... : 

I ~4 I '14 ~2t> \ ~ Ll-llj 11; 1 

'i.l N.IJ I-1 -1 ~~h -,,_j 

10l.W7 I to: ~" \ 
7-11~'\_411'> 2J.:')iJIIr.t,J 

,\144.:'71111 r<JI J ~I .l_' l 

'. ,,,, I ........ 1 

- - ---
-IIJ 2~-l .. itll l I-I ~ ,, ' : jll 

'):'I f> .lll K . l.:' ~ \'\I: '-l-!11 



INTERMEDIA COMMUNICATIONS INC. 

CONSOLIDATED STATEMENTS OF OPERATIONS 

Re\ enuc\ 

E~ pensc' 
Faclllltcs JdrruntstrattOn and maintenance and hne 

costs ...... ... .............. . .. .. .......... . 

Selling. general. and adrrunistrative .... .. ....... . . 
Deprectauon and amontzation ..... . ........... . . 

Lo\s from operauons .... . ...... .... ... . . .......... . 
Other tncome 1 expense 1. 

lntere~t expense . . . . . . . ... ..... ... ....... ... . . 

Interest and other tncome ................... . 

I "" Ot-fnrr m• ome tu beneht and ulraordmary tlem 
ln.:ume ta~ benetu . . . .. . ............ . ...... . 

Ln'~ before e:~;traordtnary ttem ... .. ... ....... . . .. . . 

I· \H,u>rt.hn.~r' '"" ••n e.trl} ell.ltnJUI$hment of debt 

Lm\ per ~hJJC: 

Lo" ht:tnrc extraordmaJ1 ttem .. . 
r \([..< >r,lon.lf'\ ltl\\ 

1.\ <'l~htec.J -'' erJ!!~ number of shares out.sta.ndmg 

f ' 

.,.. 
s 14.272.396 

3.393.932 
6.412.287 
5.131.940 

16.940.159 

(2.667.76)) 

( 1.218.8761 
819.260 

13.067.)79) 

13.067.379) 

\I 3.007.3791 

\ (() ~4 I 

----·--
\ I() 'J I 

8.955.99~ 

¥ nr I!'IIIMd Deamtwr Jl 

·~ s 38.630.57-l 

22.989.195 
14.992.4311 
10.195.871 

48.177.524 

19.546.950) 

I 13,766.639) 
4.060.04U 

1 19.2H~4<1t 

96.952 

I JIJ.l5tJ.~Q~ 1 

I 1.~92.1)4" I 

\1 ~0.748.6421 

\ I I <) I I 

d! ]h, 
-~---

~ I: ()~I 

J0.035.77J 

·~ 
\1 03.141) KS~ 

i! I. I fJ~. I IP 

3l'l.6(1'-/ .K41, 

14.K3" .Mt. 

137.5~1J.t> 1•1 

1~4.1 ~1~~ ~1 

d.'\.211.1~4, 

12. I IJK .~ 21 1 
--- -- ~ 

( ~ '1 . I 'lk 'I I 

---------
,~~ I 'I~ -I I 

\I'>~ I 'II< - I I 

s J I" 

~ • l l l .... 

I J J ,I- '". 
--------



INTF.RMF.DIA C'OMMt JNICA TIONS INC. 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS'l-.:QUIT'a' 

c--.s~.ock 
A ...... Tout 

r.ld·la A~ Ddefnlf SIOcllhokl~n' 

~ A-DI C.,t&al Ddd1 CompmuOon Equll) 

B•lcln..:t: al Ja.nua.r:- I I<N~ 8.871.432 ~ 88.77£ ~ S6.02j.~l Sll 0.126.689) s s ~~ .987.4~1> 

l<iisuancr ot \h4fr:\ ot .:nmmnn \tocl for 

b1.HIO~S~ comb&n.lUOn 740.000 7.~ 8.836.100 M,II.&UO'J 

E'erc1~ of stock opt1on' lor 41.7511 

shu~.s. of common scol ~ a.1 pncr" 
ranpng trnm S6 ~5 Ill SIt) tl} ~r 
sh.orr 4l.1S6 418 269.398 ~bY .X I~ 

~e1 h'"'' (),Ob7,379) I 3.()6" t•~' 

B.t.,nc~ •c Decembcf II )<>Q4 9.0S9.188 96.592 t>S.I 30.839 il).l'M.Oblll ~~.IJ I' \~I 

1\iuance of \hatt~ ol dlmm•HI 'OIOC .. for 

bu~meu combsn~uon 683.S83 1>.836 7.854,}69 'Kb l ~0' 

Return and clllCeiJ•uon of e k rowed 

<hues ossued for 1994 bus1ne<> 

combmat&on r22.H7t 12241 1279.239) j ~ ''<.~ Jill' 

Eurc ~~ of stock opuon> and wan ants 

lor l<l }~' <hares of common >lOCk ~· 
pncr .. rang&nK from ~ ~0 w 5. l; 2'0 

~r , h.ore )9 .3 57 )9) Hl> . .l07 l lfl "ll• 

(\\u&ncr ol dftach•bk ,., .. ~ purch"e 

\.1-a.tTt~.nl\ n~l Of 1'-S.UMh. r U.tSL\ I.OSI .lOO lt!~l.lfl ) 

~('I In\' 1 20, 74!1.M ~I I ~i) -...I )If"""": I ---- ----- ---- -
H~l••h ~ at i lif"• rmhrt lj ~~~ .... ro 1'9.771 10UQ7 ' 4 .0Q3,47to I ' ' 1.14~ if4h lJ t .' '"' "·' 

~.Jc nl ~ Pmmun ''l"- k ~ .l'l74 .~03 oi.(),U~ 111.1>10.\P I Il l 'I' . : ~ 
h.~u~ ... l" nf \hMe., ol Lo mmPn '-llA.~ Tnt 

bus.1ne"'~ comb~nllll.tiOn' 968.880 9.689 11itJ7.495 I • """ ; >.J 

f:J.cr, 1W' of \to('~ (lf"41nn\ ~nd ""'U'Tin1\ 

tnr t<~ J!ll,t, ,h ... rr·, of l"mmtm 11otfKk ~~ 

prh I!'' r·n~·~n~ trnm ~..a :'fl h~ \:''"'I )it, 

per 'h..r(' K~. 1110 g~~ ?06.~.:= 1
f1 •• ~'J 

I\'HJUlCC' of uncll opt•on' under ion' 

1erm com~n,.auun piM> U74.~00 I).~ 7.1 .~()'J I 

lnu&t\Ct of common stoci. unde1 lon{! 

1crm 1.. omptn~.at,or. piU\ 200.000 2.00) 4,997.995 14'~.99~ 1 

4..mor1aT..Jf••'" o1 Ocfl:nrd <.omptnSihO(l ~"J~ .bl ~ lJ- ~ ,, l : 

"'-.rr (nh .~· I ~M '11 1 I Ci ... 1 • ~, ... I I 

----- · ----
84~~11\.. C ar l>e~..c mr'l('r \I jY~f'l 16 28U.a() s 11'l2.853 \~12.810.1>01 SrYI 141 4" II S•" tJ'H .KK I, ~ I ~ J : j ll : I• I 

= 

See accompan~ ang no1c:~ 

r-J 



INTERMEDIA COMMUNICATIONS INC. 

CONSOLIDATED ST A l'EMENTS OF CASH FLOWS 
V nr eadH De«th!Mr J I 

Op~ralin2 acth·ilies 
'et In\' 
-\JJu,tm~nh L<> rn:oncLI~ net lo~~ to nel cash used tn 

npcraung .Jdr' ttLC:~ 
D~pr~ctatton and amort11.ation . . . . . . . . .. ... . . 
Amorttzat1on of deferred compensation .. . . . . . .... . . 
Accrcunn of mrerest on nole~ . . . . .... . . . . .. . . 
!-. \II .1111 J 1 flaJ')' lo~s . 
Ddcnt· J t.J" benefit 
Pro'' ~ '''" lor doubtful accounts .. ..... .. . 
Change' 1n operatmg asset~ and habthlies: 

Act'l>Uilh reCC'IVable . . , . . . . . . . . , . , . , .. . , . ... . 

Prl"pa1d cll.pemes and other currenl a.s5e~ . . . . . .. . 
Other a' ~ets . . ... . .. . . 
Accounr~ pa~ able ... .. .. . . .... . . . . . . . 
O!hl"r accrued ex~n~~s and tax.es . . . . . . .. . . ... . 

Ad' ance hdhng' . .. . . .. . . . .. .... . . 

't'l ''"h II\CJ Ill <~pcr:lllll~ adl\"llleS 
lnH·sting liCti\ities 
Purchas~ oJ n:,tnct~d tn'c'tmcnls 

"-1Jtunuc' <>! rc,mctcd '"'c ~tm~nt 

l'urc h.!'<' <~! t>u"ne" nt't nl ,·a., h acqu1r~d 
l'ur, h."e' n l 'h<>rt·tt:ml Ill\ c'trn~nl~ . . . 
Pure h.hc' • >I tdc,·ummumcat,ons equ1pment .. . .. . .. . . 
Proceed~ lrnrn \ ale of telecommumcauons equtpment 
(Jihcr Jn\C'\IIIlg acti\Jllc\ . .. .. ... , . . . . 

'-.et c:.t\h U\t:J 11"1 IOVe~llnJ!! JCtJ\ IlleS . 

Financin~ adivities 
f'r• >cct"d' I r< •Ill ' a I~ of common \lOCk. net of ISSuance 

L\rrc"eol ''"'~ v..arnnt\ andopuons .. . . . . . .. . 
f'.1\ men1, •Ill ic•ng -terrn deb1 . . . . .. .. ... . 
• •l'l rrnu•t•d, 1 , , !Ill "'uancc of long-term debt and 

,,, ..:.n.lnl, 

'- et -.: J'h l u,c:d 111 1 prO\ tded by tinanc1ng acuvntes . . 

lndt:.J'<' ·d~:.re .J,C: I 1n .;a~h J nd cash equtvalents .. 
( J'h .JHJ ""h e4U1\o~Je nt' at t>e~pnmng of year 

( ·.~,h .JilJ '·-"h t•quJ\;dcnb at end ol year 

~upplt-m~ntal di~closures of cash flow information 
lflll'r(''l J' .I O.I 

.... 1995 19'#6 

S !3.067.)79) S 120.741!.6421 \ 1 ~ 7. I' Hi 7 I l o 

) 

5.131.940 

I 1.273,98~ I 

(741,888, 

(~52.51 :: ) 

!360.0731 
367.290 

1416.38~ · 

t13.7 3U.b~~ i 

201.701 

I 1),528.99::! I 

269.8 /o 
13 . 143 .78~ I 

!92t.J .. \ I H 1 

d .800.28-l l 

t l 7.745.MI 1 

27.953.!l-18 

10.201U!i7 $ 

10.607.666 

1.592.(Wi 
1%.9521 
856.05~ 

(3,44::!,9401 
( 204.1!~41 

159.751 
( 591.9.5:'i I 

1.483.87!! 

691 .041> 

100.952.4'11>1 
9. I 79.4 !<11 

1l 1-1~2 . ~fl~ 1 

129.9o2AI4 1 

336. 7()() 

I I4 . 80J.4~ ':' I 

I :'i.\.7NJ.!I-lto. 

I \12 7.7 ~-- ~ 

1 34.1 7 /.]()' 

-10 .71\X ~ \ :,> 

I 0 .2111i.ll< ~ 

:'i() !Jijfl l j / 11 ~ 

21.011 ~. ~ 4'i 

~7 ~.111 ~ 

14.~()-,.Hlll 

c I \ . 1 ~()IN~ , 

r 1 1112 1 < 1, 

, 1 ~ x _, )ll' ' , 

.22 .. ~ ~6. ~ ~ 4 

2.107 ~4 )\ 

I "-10 .1 II: 

I 1\ ~ "i( 1 1 14 H, I 

1'1'1 It> . ~ ~~ 

I I~ .ll l l 11)\f, 

1 r, ~~~ 1 1 ~ ~ ' • 

I I .'1 -~ I .I I ll - I 

11 ~.-1. 1 Ill 

I I I , I~ ~I), 
~ I ,~ 1)-l-l 

I I ~~II < \ I I 

I ""1 1 :'\ f 1 ~ , , ~ .~ 

I I ~ I Jf) -l ~ ... I 

2>11 1,1> - 11-l \ l j 

I 111 . ~ -~ ·~ ~ ~~ ~ ~ 

~ I I 'I' ll · 'II 'I 

1 xl.J "-l " ~ ~ ;~ , 

- - -

Sec ac(ornpan~ 11'1!1 no te' 

I· .~ 



INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOUDA TED FINANCIAL ST ATEME" I~ 

December 31, 1996 

I. Summary or Significant ACCOUDtiDa Pwkies 

8USifZI"\ I 

lntennc:d1a Communzcauons Inc. ()CI or the Company!. formerly lntermed1a Commumcallon' ''' i·lunJ .. 

Inc through May 29. 1996. rs an Integrated conununicauon~ serv1ce5 p«w•der offenng a full sullc: of l<l<.· .. ll l~>rz~ 

dzswce and enhanced data servsces to busmess and go\'emment end user!> Scrvsces mclude d;ua anJ ,,J(-, . 

tdecommurucatlons scrvaces, frame relay. Internet acce~s scrv1ces. local exchange serviCt\ , lont-: .l1 , 1,t11. ,. 

'en.·zces and telecommumcallons equ1pment. 1be Company offer~ zts full produc1 p..cuge of teiez:n mmuniL .. , ,, "' . 

'crvrce~ 10 cu.~tomers an IS metropolitan ~tausucal areas m the eastern half of the Untted Stale\ 

Pnnop/e1 nf Comol•dauon 

The .:on~oildatc:d hnanc1al stau:men!.\ mclude lbc account~ of lntcrmer,,a Communu: all on' In, Jlld 11 

'ub~JdJane~. all of whzch are wholly owned All significant mtercompan~ tran'o~""tJum and halan,n !1.1' ,. l' cc r. 
eilrrunated 10 consolidation 

t H " o( LJI•mult'l 

The preparatiOn of hnanczal statc:mem~ m confomut)' with general!~ JL<epleJ ·KL(>Untln~ pnn,zpk' rcyur1c 

management w ma.ke e~llmate~ and as.!.umptlons lbat affect the amount\ reronc:J 1n the h n.Ju, <.d ,,_. ,<"lll<' tll ' ., r, : 
a,.:o mpanyrng note~ Actual re\ult~ could differ (rom !hose c:sllmate~ 

( <1.\h EqlllltliNII\ 

The Compan~ (On">Jder,!, all highl~ liquzd ln\'e:umc:nh 'AIIh a m•uunl' rol rhree mruilh' ••r lr·, ,, lz,·: 

pur.: ha\ed to h.- , a'h equz' alenl\ 

.\florr r ,.,..,, ''I> ··lfmrnl l 

Shon-renn tnveMment~ cons1st of certificates of depo.!.ll 11.1th matunue~ of more than rhree rzHmth ' "hen 
pur.::ha.,c:d and arc ~tated at ..:o~t 

Rt·ll rr<Tt'd 1m nrmenr.s 

Rr , tn .:ted m~e.!.tment~ con~1SI of L' S Treasury Note:~ whiCh are restncted lui the repavnwm u l zntr1c,1 ,,-, 

<en.JLil dd>i and are stated at amorttzc:d cost Management dc:Mgnated thc.!.e zn\t:~lrncnh .~, held " ' n l .• ru n t ., 

'e( Un!ln lfl accordance With the prOVISIOnS or Staic:ment of Frnanclal A.ccoun!ln~ StanJard' ~~~ I I ~ . ~ . ' '• rllllllh ' 

,;, C,·no"' lmr.!lmrnrs tn l>eb1 un.d Equtl'\ Src~rwrs. 

],-k,. •Cllll llllli,J IIroJl' r<.jUtpmenl IS \liilt'd Jl L ll~l (kpre<·z~tiOn e'-jXn\e I' c.JJLu) ;UeJ U'>ln~ :IH" \ ll .u .-111 l1 tlt' 

meth, .J • ' ' t:r the <"" r lll.JteJ u~elul II "'C:5 of the .!.!.!>C!.!. as fo llOIIf\ 

Tek,ummunlc.Jir<>n' t'qu1pment 

hh.:- r n pllL coihk 

l t:r-or!ur ,- .1 nJ lr ' l" re' 

i · I) 

\ C.JI • 

21 I \ (." .if • 
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INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED flNANCIAL STATEMENTS-Kontinut"dt 

L.ca~ehold tmprovemenu an: amoruud ustng the stratght-hne method over the ~honer nl the l<"rrn "' 111c 

lea'c or lhe esumaled useful life of the improvements. 

lnwn.:rh/,· Asst'IJ 

lntangtble ass,ets arc stated 11 cost and 1nclude purchased customer hsb, defei'Ted dd'll '"uanu: '"''' .rnd 

good"'11/ Customer lisu an: amoruz.ed UIIOJ the straaatu-hne melhod O\'tr thetr numa:ed u~elul ll,c, ••1 (o!'hl 
yean Goodwtll ts amortized usin1 the IU'&Ifh!-llne method over penods or eaght to fony yea.r~ 

A~ more fully discussed m N01t 2. dunng Deccm~r 1996.lhe Compi.11y acqutrcd Um\er,..~l J('i."rn lr~< 

and ~etSol'"e. Inc 1n tran~uons accounled for ustnJ lhc purch&K method 1lle elCes~ PI lhC' rc'l"-"'''''. 
purchase pnces over the faJr value of t&nJtblc net useu acquared have ~en prchmmanh ,[.J"ollcd 111 !h·· 

ac~·ompanytng consolidated balance sheeu u mtanaible assets The final allocatson In tdcnull.tt-k 1 "' ·"'' ,~., , 

asset~ IS cui'Tenrfy under.~o·ay by management. 1lle prehmmll) tntanjl:thlc a.,~!' not .&II•><. .11cJ '" oJcllt.lr~h. t· 

t<Jnjpble and lntangtble as\els wdl be ~corded u goodw11J 

Drolcm.·J dcht '"tJ..Ino:c cosu relate to the Jssuance of debt and arc amontzed u~:n(l chro dtC",t•H 11: tcr. ; 

rrtclhod over the rerm of the debe agreemcRis. The rel1ted amontzallon '' tncluded a., a .:omponrnr · ·l ;ntn ,·-~ 

e ~ rcn.~c: 1n thro accompan~ ang consoltd;a!ed statements of operatiOn~ 

The: Compan~ rc:cogn1zes revenue m the pcnod I~ s,en·1ce •~ provtded or the: ll""J' .11t' '1''1'1'<",! :,., 

ct.JUlpmc:nt produo:c sale~ l"nhtlled revenue~ represenl revenue~ earned for rdc:communll."altnn' ""r' '' '"' !''''' ,,k.: 
"'tllch "'Ill·'<' hilled 1n the \u~·ceedtng monlh and lot;alcd S636.:!:'i7 ami S:!A03.~!!4 and 4~ ol Oc.:e111hn 'I : ' 1''' 

.mJ 19\ih rc,pcd:\el~ L:nb11led re\'cnues arc mcludcd as a component nt Jo:count~ rc .. :cJIJhk "' :!;. 

,~,,,>mpan~tn~ •<>n~olldatcd balance sheets. The Company Jn1o1ce~ cu~tomcf\ one month 1n "'''·""' t- ~ 
rctumng \C:T\H:e~ rcsulung m advance btllings at December 31. 1995 and 1996 "f \1.747 100 .mJ ~ t I,- ·••· 
fC\rC<."!IIe/~ 

!he: Compan~ has apphed lhe prov1~1onr. of Sta!emcnt of Fmanc1al Accountmg Scand.tn.h :--,. • 1
' 1'' 

A.' ,,,.nllnK for lncom~ Ta.us. wh1ch requores &n ar.s,ec and haballl~ approach 1n an·ounling l1>r lfh<Hll<" IJ\<"· J , '' 

J(J \C;J.f\ prC\Cntcd [kfei'Ted JnCOrnC (,1:1J,C:\ are prOVIded (or In tht' .:omohdated ftnanl'IJJ \(.IIC11lCIII• .Hl•l 

pnn.:,palh rcl~cc ''' net oJ'('raling Josse1 and ba~1s dtfferencc~ for customer ll\t\ 41nd tC'Ic,ornmulll· ,~,,.,,.. 
l'4Uij'Oll"lll 

II"' rer \hJ.rc "ba .. cd on lhc lA.-Ctght~d 3\"erage ~hare~ our~r.mdtng Common \ltKk CQUI\.lkflh .lit" , •••• 

'""'"kr('J on the c .. ,mpan~ '1 calculauon of lo~~ J'('r ~har~ a~ all arc anodl/ut1~C' ;.~nd "'ould hJ'c '"' •mr·••' ·'" 
rhc- 'e' .. ~!!" 

7hr l ••11lf'·lll\ 1111.1/lll.ol lll'lf\IIIICrlb lhJ1 .II(' e~po~eJ IO (Ofi(CfltrJIIOO~ of (rC:JII n\1.. .1' Jt•l t11<"• 1 ~··· 

\LII<"III<"III .•o I"'~''' o.d -\ .. uunlll\~ SrandarJ, :"<u 105. Do.loHUt' of lnjonfllliUltl A.hour f"'""' t.li ,,,,,_,, .. , "' 

.. •ill < II• /l<i.d''' ,. \''' , .. Ht\~ and fsnlln(tcJ/ lnHrumf'nt! •• till Con• t'ntratronJ of {rt'dtt R11~ .lrc fHlllJ.ot>l · ' ' 

JIIJ, .1\/, <".JUI\ aJenh .JIIJ Jcl"OUfll' I('LCI\JhJc: 

I -



INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED FINANCIAL STA TEMEN'J'S--.( Contlnurct 1 

The Company places rts cash and temporary cash mvesunen~ w1th htgh-qualny m~lltuuon' A' "' 

IJ.-, rrnher I I. 199fl. cash equ1valent1 tOtaling lpplOlllmately S227.000.000 were held h~ u wr~lr luranLr.ol 
rn,ti!Uti•'Jl Such amount~ were collatt:rahzed by government-backed secunues . 

. -~.,, .. unt- tC(CI\'ablc are due from res1denual and commercral tclecommumcatJon~ L·u~t<Hncr' Crc.Jrt ,, 

e llt~nl1C'u toa~cd on e\ aluauon of the customer's financ1al cond111on and acne rally collateral 1' nnr rc4uu nl 

AntiCipated c redit lm~s are provrded for rn the consolidated financ1al stltemen~ and have been ""1th1n 
mana~c:rncnt · ~ ellpcctatJons 

Stock-Sa~ Comp~nsation 

The Compan~ accounts for stock-ba!>ed compcnsauon 10 accordance wrth APB No :!5. Accounrr11o: ''"_,,,,, I 
fo,.,·.J ,,, EmplmeFI. and. rn cases where exerc1sc pnces equal or e:~tceed {arr market 'alue. rc•o!ln"c' n" 

,nm~n~allon Cllpc-mc for the stock option grants In cases where exercrsc pnce~ arc lc" than !~or '~lu,· 

..:nnJ~n,atron I! rcco~nazed o ver the pcnod of performance or the vesting pcnod 

In October I '-N~. the FASB 1\~ued Statement of Fmanc1al Accountmg Standard' ~o I~-~- A.,,,..,,,,,.. ·'"·: 
lJo, /, 'li<'t' ol ~'"' /.. R,, ,,.J Compt'TI wtwn. !Statement I ::!31 whiCh encouragt~. tout dUt-~ "'" rc-4utrt' • ' •mr.tnlc. I·· 
fC"<''f!lliU ,tr>d-. J"' o~rJ, based on therr fa1r value at the date of grant Unaudited pro torm;a fulJnc r.tl llli<•PnJtr .. r. 
J"umtn~ that th<" C.>mpan~ had adopted the mc:a.surement standard~ of Statement I~ 1 "tnduJcJ 111 ,,,,. • 

Rt'dassilicatiom 

( t"ri.lln JHt"r •c~r rn•c,trncnt JLcoun!~ ha ve been reda~~•tlcd .. , rc~trtdcJ m ••IJer h• , .. nt<~rn> "rth the· : ., . ., 

rrt"' 'c nt.J!I lln 

1. Busi nl.'ss ~cqui~itions 

Dunn~ Dcccmhcr i99--l. the Cumpan) acquared the common ~tod. of Phont"' One. In, •n ndl.Jfl~c· t.•r 

• J()_(~ J(t \hare~ ot rommon ~lock ,,j the Com pan)'. valued at approxrmatel} ~8.!!00 .00(1 The .1•4u1 '•''"" "·• ' 
.Jc.nunted for b• the purchase method of accounting. wrth the purcha~c priCe allucllcd ba,eJ 1>r1 taar '.Jlut·• d 

·"'ch .J•4Utrcd. pnnctpally cu~tomer h~t\. and llabJIIIIC\ a~~umcd The opcraltn~ rc,ult' nl Ph••IH' • >r ... ln. ·' ' ' 
111. luJ<"J rn tht· C••mp.1n~ ~ con,oltJ.llcd f1nanc1al ~tatcment' from rhc date o1 acqul\tiJ•IIl 

Dur1ng f-ctoruM~- l'i9~. the Compan~ ac4u1rcd FrberNcr '"exchange for oli.l . ~li.' 'hare'''' the I ~> fliJ'J il\ • 

, vmmun \lod .. ~ alued dl apprOl(tmatc/y S 7 .800.000. the assumpuon of appro~ •match ~~ .IJ<)O.O(tO tn lt.~ hrlllll' 

.111J .1 note ray able <JI c; 1.200.000 whiCh was paad on Jul~ 17. 19115 The acqul'ltron "'.1' . ...:, nunt<"l1 '"' .,, ~~~~· 

rur,h .. ,e method ol accnunllnJI v.11h the purcha~e pnce allocated ba~cu on larr 'alu" "' "'"ct' ·"4urr".t ·"'" 
llahilllr.:' .1"umeJ The e~co~ of the rurch.a~ pncc over the fall value~ uf the net "~'c'' .JilrnuntnJ •· · 
Sli .IHI.IIl)(J and "hem!! amoruled over 20 ye.ars. The opcraung re~ult~ of F1bcr~ct Jrc •ncluJt:d 111 llrr 
Cump.~n, ·, ,~,n~ohd~!eu hnan(lal qaaemcnu sancc Milich I. J')q.') ~1ncc the opcratrnt: rc,ulh 'rom t l~<· -!Jir "' 

a.:4ul\llt• •n '""ere .Jc-crncJ Ill he tmmatcnal 

IJunn~ June l'l'lf• the l omp.m~ a..:4ulfed lhc Tcle .. ommunrcallon~ Ot' 1~ron ,,f lMI ( · .. uutlu n" .J! '" ' ' 
Cnrp<,ratJ"n tEII-·II r 1n n.h.ange fur ~-\7.500 'hare~ of the Compan~·, common \ltxlt 'JiueJ ~~ .Jrf'' ' ''ltliJI•· :' 

Cj,[tl '!IJ!I.I.It)l l The JujUt,ilron v.a~ .JlLOUntcd lor hy th.- purcha~c method ,,f .a..:counlrn~ "' tth llw !""· ''·"'.I'"·'" 
.JJio,.~teJ '" tnc !Jrr '.1lur' ul .~,~c::t' ~-4urred. pnncrpo~ll~ relc:communu.:al~<•n• e4u1rmerH I hc· ••!'<'' -''' "" ,, .. .. Jr. 
••t L\11 ~,,. '"' JuJnl rn ttl(" l «mro~n' ' l.,n,ohu .. ilcd hno~n, ro~l ,I.Jtcmcnt' ''"m 1hc ,J~,,- "' ·'"i""'''"' ' 



INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED RNANCIAL STATEMENTS-Kontlnu~l 

£)unng D<:cember 1996. the Company acquired. m two separate transaction~. cenam a.\set~ and the relatC'd 
hu,tne~~e' of Untversal Telcom. Inc. <lilT) and NetSolve . Incorporated (NetSolve l The purcha~e pnce lor l Tl 
1nc luJC'd 1) __ ,~0 'hare~ of the Company's common stock. valued at appro:umately SQOO.OOO. and the .!~'ump11"n 
111 .!ppn>\lmJtel~ S~.OOO.OOO of un·s habtlille~ NetSolve wa~ purchased for ca~h of ~ 12.!:\00.t)(WI l h" 

••rc:ra110n' ol l'TI and NetSolve are tncluded tn the Company's consolidated tinanc1al \tatemenh lr"m 
December \. 1 <.J4o. at wh1ch date the Company excrcased control. The acqutsauons an: accounted for h\ the 
purc·ha<.e method. wtth the purchase pnce to be allocated to the assets acqutred bued upon fa1r 'alu .. , llw 

allo.:.l11on of the: purcha~ pnce to both tJTr and NetSolve ts tentattYe pendtng completion of thc 'aluat11•o' " ' 
.:.:!"1.11 n ltkntthabk tntangtble~ 

The fol1o\lo mg unaudlled pro forma results of operations for the yun ended December .H a~•umC' thC' 

;Jcqul'lltons ut FtberNeL EMI. LJTT and NetSolve had occuned ac the begtnntng of the penod~ pre~cnted Jntl 
do not purport to t>e tndtcauvc of the results thai actually would have occuned tf the acqut~llton' had becn nuJr 
J' nf 1hme date' N ol result~ whtch may occur 10 the future 

Rc' enu~ 
L1"~ hclort· c\tr.!ordLna0 1/C'fll 

'\<."1 lo~' 

"~I I'"' per 'hare 

-'- T rlrcommuntcalions Equipmt>nt 

1 1' k, """''unh ..tltnn' e4u •rmcnt , nO'I\ted of 

1 elel'ommun" .1110n' eqUipment 
hher opltc ,Jt>l~ 

!-um11ure Jnd /J~ture~ 

Lca,ehold tmprovements 

Co n-trucuon '" progress . 

'"' 
\I o.t.61!7 .000 
s ( \!! . ~~4.(XJO , 

\ f I 9. 9-lft .0001 
\ 1 I 191 

t9'Ho 

Sl~::.o ~. 1u• 

~ I ~ ~ -~~~~.IW JI.ll 

\I~~ 211~ LM~l1 

~ 1 1 lj~ 1 

l~nmbtr .•1 

\ ~0.~()() ,651 

~7 . K9J . ~74 

5.:!2J .. HN 
9K~.I!76 

1~.8,0.122 

97.4 _n_~l~ 

t21.~tJ7. 7 ~ll 

s 76.169.51!9 

·~ 
S I ~li •14~ t, \ q 

1 X I)IJ )i )o, I ! 

I k .JY: 4.J.~ 

J. ~(,l(j ..1-11 

~ 1 0 l•il ~·1'1 

:;..t.l ..1~<1 1_' •1 

I 1' <- ..1 ) J (, • 

\201 ~~ rr1 ; 

lkpre.tatwn npcn'e 1o taled SJ.911.001. S7.940.1 7 3 and S l ~.J~_, _93l 111 I <N-l 1411~ ..111d I'''" · 

rc,pe,t•··l'l' 

I ntrrc'l ex~o'e capnaltzcd tn connectton with che Com pan;.-·, tntemall ~ -mana~ed , oo,trud l" t: '•I 

lcle,,•nnnuntcatlon' equtpmcnt Jmounced to ~2 .q.0~8. $677.512 and \2.7!10.12~ 10 IWJ 11J4~ .1nd 1'1'11• 

l<"'j'el It\ cl; 

I drco>rnmun1, "'"'n' C'-)utrnu:nl and um\tructton tn progre~' tncluded \' 2h-l ~ 1-l anJ ~t• M , - :'' ' ·• I 

~qutpmeot recorded under capllaltzed lease arrangement~ at December 31. IW~ .!nd )'-1'-lto re 'r<:''' " ' i ' 
.l,.:.-umul.!ted Jmon11atron of a.\\et' recorded under capual leasei amount~ to \l.007,1!()J and Sl ~""''I .1' 
Dec·em~r ~I I IN~ and I (j(H, , re,pectt~ely T ele(nmmumc·auon' equ1pm('nt purl·ha\e' nn:~nced 1 hr• ·u~ I I '·'I'' I .11 
kJ'c ·•t'>l,pl•nn' I"L"ic<J S-lS'oM ,f>l \-l ~10.7~.1 and S2~11!~J 1n I'J'l-1 I'N~ .tnJ IIJ'Jh l<"fl<"•l"l' l' Jr,.· 
.HTI<>nl.'.i! ll>n t>l J\\l"J' f(', t>rded un<kr cJrlltal ica\e' I~ tnCIUdl"d tn depr('<'I.JLJiln C\[l<"f1\( 

f- 4 



INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS--Kontlnu~ 1 

In connecuon wtth network expansaon. the Compan~ had hnn ~omrnatmenb tor .:apatal e~ l)('lhillure, 111 

apprmamaaeh S4.500.000 al Decem~r 31. I 'NtJ 

~- ln1.41ngible Assets 

lntangJblc asset.'> coosasted of 

1995 19% 

Good .... all \I 3.210.045 \Jl . ~'\l ( ).l~ 

Customer lists . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... . 10.096.975 I O .. '?IJ~1.~ 

Prelmuna~J mtangablc assets CNote~ I and :?1 .... , .. .. . . . . .. .. . . I 'i.~~ 1 .0~11 

Debt J~5uanc·e costs . . . , . . ... ... . 0 . ~33.1 51 I ~.:!M il 411 

:<~ ~~0 I~~ ~~- \~1 1 .If,' 

U:~~ accumulated amonazallon I ~ ~<i\ ~q I .~.;~: . 1~" · ------ ·---
~:t> <~><o 'II~ ~.tli .. W~ il ~ 

=-~ ~&:._: 

ArnortJlJII<~n of goodwill and customer hsts amounted to S2:?0.9W an l<f'IJ S:?.OII .. ~OI\ HI 1 1l' l~ .wJ 

S:1.12.~ . J~7 1n I'N" AmorttUIIon of debt assuance C0\1~ . ancluded m 1ntere't npcrhe .zrn,•urllt'J '" ~""~ 1'1.' 
~Jil.7li~ .~nJ SI . .:~~.06J an 199-t. 1995 and 1996. resJXCHvely 

~- Long-Term Debt and Capit.allea.w Obligations 

I I 5'~ Scn~o•r :'-<He' 

I:; c;r, S t:OI!)I DI'<"OUnl ~ote' 

Other note' pa\ JOie 

L)n-rmbtr J I 

1995 IYW. 

S I ~~~ Ql\ ~}\Jil s 1 ~·~ I I< ~-l" 
i'J .J ~ : \ .... hi ' 

~ : .1 .1 ~ \ 11'1 ~ .J).J(, 
-----

159.306.4!! l l 'i J. ~()J () .. 1(, 

I I 07 .1'i It ~~~ O J ~, 
----

~I 59. IIIQ 2 21'1 ~J~ .l . .U'/1)\J 
- - - · ----

Dunn!= June I 'N~ ICI ''~ued ~I t)(J.OOO.fXX'l pnnc1pal amoum of 1.' 5~ Senror !"<ote' due ~00~ • ltll' \t't11•" 

'"!<''' Jn,J ".liT ant~ rn purchJ~e J~0.400 ~hare~ of the Company·~ common \tocl The Compan~ •• 11 .. , ~ll'd 

S I,~~, 1.~1~! ,,, the proaed~ to the "'arrant~. repre~entrng the es11m11ed farr value at the d;Jte of '"u~nu· ft •• 

'-.cntur ~.>tr' ,1ft: l1 n111ed 1n :~ggregatr pnnCipal amount to S I 60 mrlhon and mature on Junr I . 21 "'~ J he ~'<'II·"' 
.'\rl!C'' m.n he redeemed at the optton of the Compan). tn whole or rn pan. on o r aher June I 21u1. t-.-~1 nnu'!-' .. , 

J premlUill "' \t)t) ~c;• ; Ill paJ .10d Jedtntng 10 par I ll 2003. pJU~ aCCrued JflJ UOparJ lll f<'I C 'I .111<.1 ilyUtJ.JI«J 
dJmJ~C'' 11 .1111 thi"li~h the re•.kmptrnn rare- Thr Seruor Note~ ~~~~ 1ntere~ t .11 the rJtc u l 1.1 ~·~ per Jnnun. 
l'·"Jt>lc '""••·•nnu.rlh 111 MTcar< ''" June I and Dr.:em~r I The Senaor Note~ ag reement cnntalfl• . cn.un 
, '''<" ll.Jilt' ,n, ludrnf lrn11h <ln rhe 1nc urrence of addallonal mdebtedne~~ 11111h ""htch the ( 'ompJn' ,, 111 

«11np11Jfl<c ~t lkcernher I I I'IQ6 

Tht> ( ~>rnrJn> tr,cd J ponl<'ll "' lhr pr<k.eed~ from the Sentor Note~ to reurr ' ertarn o ther Jon~ tcnr. 
'"'khtrJnc·-- 111 '"nne'''"n v.1th the rcpo~\mC'nt or <"en;un rndcbtednes~. the Compam mt'urn·J a prc·rJ\111t'" ' 

t (I I 



INTERMEDlA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-Kontinuf'<ll 

penalty of approximately S 1.1 56.000. This amount. plus the wnte-<lff of related unamort1z.ed hnannn~ , '"h h<~, r 

been reponed as an extraordinary loss m the accompanying 1995 consolidated statemems of operatH•n' 

Dunng May 1996. the Company 1ssued S330.000.000 pnnc:pal amount of I:! 5'r Sen Jill D1'.:"unt '-• •rc, 

Jur:- May 15. 200tl f!he Semor D1scount NoteS). The onganal1ssuc discounted pnce for each ~1.01~1 t.~c~ '.ilut· 
Senwr D1scount Note was S545. The ongtnal 1ssue dtscount 1s to be amonued over the tenn of th~ ~r:-rw •r 

01scount Notes us1ng the effective mtcrest method. Commencmg on Novcmbe.r 15. 200 I. antere~t on t.hr:- "i<:"nH .. r 
D1~count Nmes w:ll be payable senuannually tn arrears on May 15 and November 15 at a rate of I:-~ · ; rc r 
annum AmOrtiUIJon of the orig1nal 1ssue d1scount amounted to approximately S 14.304.000 dunn~ 1'-Nt-o .1nJ l' 

tncluded m Interest expense. The Semor D1scount Notes &re redeemable at the opuon of the Comran' .11\er 

Ma; I~- 2001. at a premium dechmng to par m 2004. plus accrued and unpa.~d mterest The SentPr D1''''unr 
Note' agreemenr contams certain restncuve covemtnts mcludm& hmilat10ns on the mcurrence of ~dd • ••· Hl.li 

Indebtedness. wuh wh1ch the Company IS m compliance. 

Long-term debt matunues as of December 31. 1996 for the next llve years are .~~ l<•llo""' 

1997 . 
19QK 

1~99 

2000 

~1)01 

There~l!er 

fh~ Cnrnr~n~ 1, ~ pan\ to \'anou~ capllal lease agreement- lnr ht>e1 •'P''' ..-able undergr .. urh; . •>~t.! .. :t 

cq<ltpmcn, JnJ utllll\ rx•le' ""h1•·h ntcnd through the year 20 I~ 

hllurc- rn"llnnmr lt'.~,c p.1yment~ for assets under the capual lea~e~ at Decen•hcr 

1'14, 

194!! 
t99l./ 
~()()(I 

,:{)()I 

Ttlere.ll!er 

I <'" amount repre~cntmg Interest 

Prc,enl ' >~luc ul future mm1rnum lease payments 
l c" , urrent rx•nJUn 

I II 

.11. jQIJfl .H~ J' !<>l! , o~<, 

s I .I l(lt• J -l: 

l.lllt>.JS" 

1.0 1 ~ l,J.~ 

I.CliN 2t-o~ 

q~_.>n, 

s.x-~.IM 

IO.~hiiiMI_.., 

1 ~ . <.t,.J _' . I ' 

<C. l,.lt -, . 
I~ "t1 ~ J • { I 

~ J.~~fl ,f;.l 



INTERMEDIA COMMUNICATIONS, INC. 

NOTES TO CONSOLIDATED FINANCIAL ST A TEMENTS-(ContJnued 1 

6. Fair \aluc or Financi.a.llnstrumcniS 

Th<'" .:a~mg amounts and fau values of lhe Company's financial instrument~ at I:kcember ll are a' 

f"llm•' 

-\ '"'b 
C a>h and cash equ1 \alent~ 

Shon ·tcnn 1nvestmcnh 

Hntrh t<·J Jn' C\lrncnl,, l'Urrcnt and 
non,·urrent 

A.:lount' rece.,·abk 

L•ahrliun 
A.:count> pa}able 

Long-tenn debt 

I~ 5CC Semor !':ote' 
I:~~ Scmor 01\Count ~ole~ 

(Jtht:r nn1e' pa}ahlc 

Jft5 

Carrytn1 ... _. flllr Vlll11111 

s 50.996.919 s 50.996.919 

51.823.016 52.064.050 
7,954.194 7,954.194 

s 4,810.175 s 4,810.175 

158.983.840 I 79.200.000 

323.143 323.143 

199«1 

Carrytna 
"-•• f•ir \ •lut 

S 189.54S.939 SJXI1.~..1~.4 \<J 

6.04l.CXXl 11.1~ I ,IN~l 

37.15tU89 3fl.I1:!11Yl: 
19 . .:!7Un9 14_:, l. 71•'1 

s :?9.1N~.061 s ~4.!!~~ f)ld 

JW.Jl5.2..IO IIC )(t~J t)("l 

JQJ ~:3 "nO ~I h 4'1~ ,()(JC I 

IM.14h I h~.f~t. 

C r.LIIJ ,;fl,f , ,nil l'qur• uln1t ~ The ca~·•ng amount reponed m the comohdated hal ann· \ht:l'l' I• •J , J'h .JIIJ 

... ,h e'-lu••aknl' o~ppro~Jmatc' 11~ Lur \alue 

/m ,. >Jmou 1 A> of Decc:omber 3 L I W6. the.,e mvestmem~ are class1tied a~ held-to· m.uunt} . 111 oil, .,,J .. a, ,. 
..... th SFAS II~ Anounttnl( for Cututn lm·t'stmt'nls Ill D~bi and Equm s, .. llrlllt'.l The f~•r \;lluc:: "' lhl',<' 

.n·-estmenL' ,, ~\llrnated from quoted market pnce~ 

_.~,,, ount• ,,., t•n·ablf ,md <Jl'<"(J"/liJ pcnabl~ The ca.rry1n~ amount~ reponed m I he ._.,,n,olld.llnl h.dJn, c 

,tJcc:t~ I<H Jc,ounl> recei\Jbic and <ICCount5 payable appro~amate their rau value 

L.>n~ r,·m: .md Jhort-tnm debt The estimated fa1r \J)ue of the CompJny'' llofln\I.Jng '' h.1-.·J ••n 
ncgouatcJ tr.1dr' for the ,ecunues a5 prm1ded b~ the Compiln\ ·, •n~e'>tmem ban~er or h\ u'•ng Ja,u•untl'd, ·•'li 
tJ, '"' "' th.: t '•mp<~n~ · ~ 1ncrememal OOfT0\1. 1ng rale 

7. Stockholders' E:quil~ 

\too • Ur•tl"'" The Co•mpan' ha' a I~'J~ Stod, Upuon PIJn and a ~~~6 Lon)! Term lncen!l\t' I'IJn •lhc 

I'IJn'l unJcr ·.d11d1 ''P''''"' I•• .. ,~u•rc: Jn a~grego~tc: of 1.)-H:).(JOO 'hare' and l.'iOO,OIMJ ,h .. ll·, rnpt·, '""II ••I 
, ··rnrn•'n ,t.,, f m.~\ h..- p.JntcJ tu cmplu,ce\. ufh .. er'. darel..'tOr' .1nd con\ultant' nt tht• ( nrnpan' I !J,· 1'1.>11 · 

.~uth•>nle lhc !:!<Jo~rd ot D.rec'lor' 'the: Board! to J>~ue ancenuve stock opuon' tiSt)" J' Jctlnc·d II· ..,, •• ,,,." 

-l~:A•o• or the ln1emal l<c:,cnuc: c,Jdc. and \lock opuon' that do not confonn to the rcqunc:mcnt- ••I Jh.tl ( '""' 
• .:, t1"n '""n l\1 h • Tht jj,d!J hJ' J"~.rc:taunar~ .tuthont~ t•• de1erm1nc the l)'JX\ of''"'~ opll<>n' 1" h,· ,·r.u••··d 

:!1r per''''~'• o nun!! thl>\C ~hglh:"' '""-horn "PIIOII' 11.111 ~ gr.tntc:d. the number ol 'hare' In he '"hi<', I,,.'"''' 
· •rtH>m. o~n.J the term~ c>l (h<" ~to..:>. npll•H• .J~rc:ern..-nh Upt1on' ma~ be e-Jtcrn,cd rn the manner ;mJ .rl "'' 1> ' " ' ... , 

,, , rt~eJ !11 lhe Hn.iiJ. t>u1 rn .. , n,H he t"\t"f<f\C:J .Jirc r 1hc: rcmh .Jnnnen<~f} ullh~ gr.mt "' '"'" ''1'11••11 



INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED flNA.NCIAL STATEMENTS-Kontlnuedl 

Tht lollowm~ table mmmanzes the transactions for the three ~eus ended December 

the Plan~ 

Out~tand1ng. January I. 1994 .. .. . . ... ............ . .. . , . . .. 
Granted .. . . ... . . .. ..... .... ........ . 
E~rrr.,ed 

( 'anc·ded 

I Jut'>tandw~. December 11 . 199-l 
Granted 

E1.ern~ed 

Cand~led . 

IJut\landmg. Decemher 11 . 1995 
Cir;mtrd 

f: \(((. 1\t'd 

(' Jnc l·k•d 

ilu!,IJnJ•n~ Dcc·cmOt:r ll. 1\IQb 

[· \C:IU'.ihk [ )c:u.•mtler Jl. JQ96 

S11m~r or Shara 

627.739 
D3.248 
!41.7561 
t70.464J 

741U67 
549.057 
( 37.8311 

( 121.0191 

1.1 '\8.117J 

(.lt;-:',181 
rR I .1Nt.1 
( t-.7 .-1\X) i 

~.176.671 

) ! . 199fl relattnF 

Prr Shar• 
Option Pric~ 

s o 06--SL..' I' 
S I 0 Z~ -- \ I~ 2" 
S 625-S IOt!\ 
s 606-SI:! J1 

s 606--SI~ 2'i 
s Q ~0-SI~ <.1, 

s fl )IS-- \ I 2 ~ '\ 
s t1 3!1-S I:: ~ " 

\ f1 llh-- \I~ <.1, 

SI9'~-S1-1'ill 

s fl ltl, ·- S:'- Ill· 

~ fli'1H- S I < (,., 

'" 

The: f1,>JrJ "'Dirt''"''' tlJ' re,er~ed 67-l.I.J~ 'hares of common'""'~'" "''Hlc.tu•n "''tl '''"'~ "·'fl .ll \ 1. 

·"'d ~ -H·~ \.J 1 ,,,,,,., .• r ''"'"n"n 'lod, that ma) be: IS\ued to emplo~ee~. ufhccr' . drrc:'l"r' JIIJ ,,,n,uil . .nh , >f 

lhl' l ·, Hllfl.Jn\ rur 'U.lnl tll 'Ill\.'~ opuom a~ may be <ktennaned by the Board or DlrCl!OI\ 

1-'r .. tnnnJ •nf<~nnJIII>n rC'Fardmg net mcome and ear111ng~ per ~hare '' re4u1rcd tl1 Srat~mcnr I: ' ·.• 111 , h 

.rl"' rc4u •re' rh.11 lhf •nlnml.JII<Jn ~ detenn1ned as 1f the Company had ac~· ounted lor 11, empln~ cc '' ' " ~ • 'P'' ' >11• 

;:ro~nt,·d ,uh'Cf.lU<'"' t" l>c:,emll<:r 1 f . 1~'1-1 under the fatr value method of that Starcrncnt The: f.11r 1 .. du,· l<~r r!l<'"· 

"f''"'"' ,. ... , e'IHno~ted Jl thr datr of grant us1ng a Black·Schole~ opuon pne~ng model w1th the lt•!l""''n~· 

.,.c.-,~hrc:J - avera~c: a<.<.umptiOm for 1995 and 1996 nsk-free Interest rate\ of o 2'1 . .1 d1v1dend \IC'id •'I n·t" 

'"I.Hdlll r .• .:wr, ,,f rhC' C\pc:~·red market pnce of the Company's common \lOCk ha<.ed nn h•~ttmco~i trend, .111d .• 

,. .. ,~htcJ o~\cur,· ,.,pc:<t~d li fe o1rhe op11on' ,,r live year~ 

Pl<' BIJ, . .._ 'nhole, ••pnon valuauon model was developed for u~e 111 e!;llmalin~ thr fom 'alue " ' tr.Jd<"d 

••rr"'"' "h"·h ha'c: "" 'ntlni,IIC'qn,·uon' ;~nd are full) transferable In add111on. opt1on 'alualfon nHw.kh t<''JUif<' 

tti<' lfl['LII "' high/\ \UI'>Jt'UI\e J~\umpuons Including the e'lpeCted stock pnc~ volalllll\ Becau~e !he c .. lll pJil \ ' 

cntpl•" r~ ,f•><.'k opt .on~ ha'e t:haractensuo \1gnrticantly different from tho"e of traded optum' .snd n..·, o~u"· 
,ho~n~e· 111 the 'uhiC'cii\C' tnput .~,,ump11on1 c·an matenall)· affec t the fall 1o~lue c:-,ll!nate tn mo~nJ~l"rtll'flt ' 

••pHtl<>fl rlw C\1'"".1! llil>dcl' du nnl necenanl:- pro\ldc a reltable s1ngle mea~ure of the lo~tr <.slue "'''' cmp l'' '~''' 

... h ~... •t'~ •. ttl' 

I "' 1'"'1'•"<'' · •! I''" f,•rm.l tl"''"'ure, . the t:'\lJmJted tan \aluc of tht:' op11on' '' o~nu>rti/Ctll •· ,-,pcn'c ' '"' ' 
•he •'1'''"11' >t'\1111~ prtl••d I he Compan~· ~ pru (onn.t 1ntormauon follow~ 

Pt.~ l·•rnlJ n<.'( ld'' 

f't •ofTl\,J t".tiHIP:', tl1h'l r~:r 'h.lf{" 

I· I l 



INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS---Konttnurd 1 

5tod· A ... ·ard Pltvu Dunng 1996. lhe Company entered anto restncted ~hare aM:rcc:mc:m' -..1th thr('( 
~.~.c:cut••e othcers lhat pro~·•dc: stock awud tncenuves. Pursuant to the aareements. up to •m aggrc:(latc o f :2~'' lk!lt 
re\tn.:ted ~han:~ of wnunun ~tock are awarded 10 !he res~cuve officcn upon the attatnmC'nt "' ,C'nJtn , ,,, ~_ 

pncc: mlic:~IOnC'' rangmg from S:ZO to S40 Shares awarded under these UTangement~ ve\t m~r a rcn•l<l "' Tl\r 

'ean folio-.. mg the a.,.,.ard Dunng !996. 200.000 share~ were awarded wu.h a fau 'aluc: nf \~ \)<1\i 'N' "ht• h 

01moun1 -..111 be amomze111wer the vemng penod 

.\ro, I. ~·,uranu At De.: ember 31. I ':196. WarTant~ to purchase the follov. 1ng share~ of thC' ( <~mp."" , 
, ttmmon ,tc....:~ "'ere out~tandmg 

Shans P"" ~r Uaal"f E•p4rauon datr 

tl.~!C s 4 20 Mar,·h -1 . 1~1· 

1 l'Atl0 .no J UllC' , 1'1'-1~ 

~<.tqllO tO 8b }UilC' I. 21 N M I 

A' tunher d!\l"U~!.ed tn !'ole 5. the Company 1ssued warranu clpJnnB Ill ~rl()(l tn auJulrC' t~ I J .tiN t ,h ... r·· . ·! 

cnrnm"n \tO<.'~ Ill .:nnnecuon with the 1s~uan.:e of the Senmr Note~ The Cumpan' Jl"' h .. , V...JnJnh "uhi ..JJiJ, ,;,· 
thai hJd been "'uc:d f<>r ..:on~ulung ~~''ICC\ 

.\h,Jrt'Jr,•ldt'' R·~hll Plan On !\.tar.-h 7. lc,l9b. th~ 8o01rd of D•rect<>r' adl>piC'<l J ShJrt'llt•hkr R t )? l>h 1'1.'" 
.1nJ Je,!.nnJ J Jl\ 1dend of one ,urnmon ~tock Purcha~e R•l!hl (a R1j!htJ for c:a..:h ••ut-tJ.nd•n)l 'hJr<' ·•! , ,.n1r11 .. t . 

'tu .. :l-. t<' ,h,Hchulder' ol rc:l·ord lHI March 18. 1996 Such Rlj!;ht~ onl~ belolllc oercl\.thlc " ' tr..~n, f t' rJ 1'1 i<' .>;' .tr' 

trnm the cllmlll<>n 'tot.:~. ten nu,me~~ days after 01 per~on or group tan <\t.:t.jutnn~ l'cr,on • ~''~"'"'' t-.:·r,,· : .. .... 
,.,. ncr\htp •Jt. "I ,ummen.:~'" tender nr c:J.Chanj!e offer for. 15q. or more or the C••rnp.~m ''"'llrll•'lt , , , ,, ~ 

EJ<h l<t~ht Lh<"n m.n b..· c\cru,ed to ;.Kqurre 1/IOOO!h of a share of the Compan' ')C'rrC'' (' prctt· n ,·,! ,,, " , 
.. 11 .w nn, .,~ pn.c ,,r )1\.~ 1 h,·rcJIIer. upon the occurrence of cen.arn e•er"h the l<t).'hh C'nllti<· h.d,fn, .. n,.·: 
thJn the Ac~utnnf Pcr,on to .~.:~u•rc the eJ.I~IIOI!' Compan) ·~preferred \lo•:~ m •lllllllh>n '" .... ~ " ' l h <' ''H'" "''' 
comp.1n' ha' m~ ,, ' .. Jue of t"' lc<' the e>.crn\e pnce of the R1j!;h1~ 

the l<•~ht' nJJ\ hoc redeemed b~ rhe (urnp;an~ J.l a redemp11on pncc: of SOl per l{,ght J.t ... ., , IIIII<' w•rli thr 
lOth hu\ln<'" dJ\ !t>lluv.mg puhh, o~nnoum:c:ment that a 15<:; po~allon ha~ been .lUJUHcd o r ten h'" '" '' " ,~,, ,' 

.. fr<:"r ,ornmencc:menl of J tender or c:xch:.ngc offer 

Aut''''''- ,·,/ \iwr,· , On \1J.\ ~J . 1~. the Board of Director~ appro~ed an tnuc:~'' tn the numtx· r <>t 'tt.• tc · 
• •t .1uth• •t 1 t<:J ~.umnwn 'tcJ~;.k from ~0.000.000 to ~0.000.000 

I 1-l 



INTERMEDlA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENT~Continufd l 

8. lncom~ Taus 

-\t Dcccm~r ~I . 199~ and 1996. rh~ Company had temporary dtffer~nc c:' ~~~.~.·een amount' nt J~'c-'' Jn.l 

h.JhilHot·, tnr h!1ancoal reportang purpose~ and such amounts measur~d by tall Ia"'' The CompJTI\ at"' h." net 

"pcratong !m' • SOL1 carryf1~rwards available to offset future tv.ablr ancome St~uaficanr l·ompo>nt•nt' "' th~ 
Co>mp . .m~ ·, Jctarcd ta\ a."et~ and hab1ht1es as of Decem~r 31 ~as follows 

l tmporar.' ()il'f~r~n.-rs/C"ar.-,for••rd• 

T3\ "' cr hnol<. dcpreuallon 
!nt.~ngohlc' 

T1>tal dete-rred ta\ ltabtltlle' 

_,,., nrt'I.Jttn~ I"'' ,,aml0r\l.'afd' 

< lthn 

r .. t . .r tlc:rc:rrt·d 1.1' ·"'c:t­

Lc" 'aluatonn alln"' .Jthc 

Dff~rnd Tu 
1\AMt tUabiUt) • ., ·~ 

~ 13.410.11 ""1 ) ;\/~; tl:.' , 

tU2C.~~~ I~ .X.l'l [l</, 
------

tt>.?).l.,J:o I k.t)l~ I I hl1 

1-l.l !JI\1\J~ n .t!'-11 II 1.~ 

.~00. 7J6 t.or "'"~ ----- --

IJ . J99. ~Q I ~~ I ~'' r w'' 
(7 . i(l~_2J<Ii l~t.J ~~X ~J~ ~ 

1> . ~\J.\J: ~ lllMI Jt, l 
------
\ ~ 

------ --

l'ht· < "mr.Jn\ h.1' net npt:ralln(l loss carryforwards of approltam;,rely \Q8.CXIIJ.OOO at Dt-ccmh<·r 'I l'I'Jr, 

that nr~re In \.Jnuu' .lll)<!UOI\ !rom ~003 to 2011 ApprOlttmarcl~ ~fi8.000.000 ot rh~\C: oc:t "fX'I.ttlfl~· I'"' 
.. .JrT\ Inn' ..trJ '' , , hJr<·t tn the "(l""ncr<i.htp change" rule~ of Section )IC ••f the lncemal Re1cnuc l ,,Jc "' I '1'-' · 
.. nJ ,.,!1 ••nl~ h~ utlillt'd .11 ihc: r.tte ,,, .tpproll.tmatrl) S31.(X)().000 per )~ar 

The: lt'ml' nl the c .. mpam ·, s~nwr Note agrecmeOII~~ Note 51 rcquared :he C<l!np.Jt1\ "' U\C .J l'"nl•'ll "' 

the: Jcht pr"'-~Cd' tu putdlJ~C plcd(IC:d '>C(·unlte~ tRestncted lnvestm~nt~J \UihCic-nt In p111111.k l<>r the p.!lrliCIIt 

"' ,ntcrc'' "n the Srnwr ~o~~~ throu~h June I. 1998 The Company ha~ purchbed gcwcmmc-nt ~~cunttc' ""h'"'' 
m.nurH' , '•Hie 1Jc, ""tlh the tnt~rcst repayment date~ 

The C"rnp.1m ·, re,tnctc-d tn'-c'tmcnt~ ;~t Dect>mbc:r 31 . 1996 arc- \umm.HIIcd ·•' '"II" "'' 

Gnm l.rou f...tllm•rl'd 
AMOrUucl llnrtallud lJnn•JJUd , . ., 

Caoa1 GeiiU ~ \ elu• 

l .., T I(.J\UT\ ..... , ... , ~30.806.189 ~- ~IC.07o ~)0. ""2Jil'1 

c,-n,rl, .. a., .. r dc:r"' ,, ~d~O.OOO foo.l"i(J jMI(I 

~.1 7 .156.189 S- \8~_j) 7t) ~ '7,11~.! 11 11 

-- ---

I h<: ,,m,•rt•lt'd ''"L .~nd c'L>m.lln.t I .tit 1alue of the Compan) ·., rc~Lnc·tc-d '"'e'tmcnt' .tt [k<:rrnt><:r 1 I I '''"· 
h1 , , •ntr.h lti.JI rnJiurlll .H<' ,umnt • .tri/t"J .1' lulltliA.'' 

~morlllrd t .• umatrd 
l ... l .... \ ., ... 

I )\It' \\ J II' Ill • II u.· '~· .t! ~::!6.67-l!PI ).'1>1'1\~<N,, 

l )\J~' .1!li. ... ,-..n'-: ,l.~H lhr~llJ).?h fl,\.~ \f:,H\ IO JRI H'l Jll-ll!< 1:1 

\\~ J .~tJ l~'~ ~1'1•~-l I J•• 

I l ~ 



lNTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--Kontinuedl 

10. Employ~ Ben~fh Plan 

The C0mpany has established a 401(kl profit·sh.anng plan. Employees 21 yur~ or older wnh one ~·ear or 
'el'\ 1~.: are ciJg•blc to pan1c1pate Jn the plan. Panac1pants may elect to contnbule. on a t;u -defcrred ba~l\, up to 

! 5q uf theH compensauon. not to exceed S9,.SOO tn 1996. The Company Will match one·half of a partiCipant·~ 
.:onmbuuo n. up to a max1mum of 3~ of the p&nlCipant's compensation. The Company's malchmg ('Ontnhuuo n 

full~ vem after five year~ of ser.·1cc 'The Company's contnbuuons to ~ plan wcrr apptOlJmatcl)' \5R.tKX.l . 
$85 000 and $77.000 1n 1994. 1995 and 1996. respccuvely 

II. Operating u~ 

The Company lea.\e~ nghts-of-v.ay and cable conduit space. fiber opoc cable. temunal (acahty space. and 
,,,n,·e 'pa.:e The lea)e~ general!~ .:oma1n renewal optaons whtch ranae from one year to fifteen ~·can. "'llh 
cena1n nght~-of-way and cable condu11 space betng renewable tndctinicely after the rrummum leas.c tem1 \UhJed 

'' ' ~·ancellailon nouce b~ euher party to the lease Lease paymenu an wme cases may be adJusted lor related 
rt'\enue ~. InCreases In propeny lllllCS. operating costs or the lessor. and lncrc.sc:s m tt c Consumer Pn.:c lndn 

Lea\e cx~n~c ~o~.· a~ ) 908.000. Sl.466.000 and S4.795.000. and for 1994. 1995. and 19%. respccuveh 

.1-urure m1n1mum lea~c payment~ under noncancelable opcraung leases wath ongtnal term~ ol morC' than " nc 
\car a' ut December ~I. 199() arc a~ follows . 

HlJhU-oi-Wa~ 
and CabW 

I 'onduil ~p•c~ FllwT Optic Cabk T ~rmlnal f lldllr, Spec• Oflkt S paet lolal 

}44- ~ 12 2'iO s 53.:'.300 s • . .: 11.780 s .< . I 2 !i.l!l )tl s f• ~>-. ~ I \1, 

14'-11'. 529.344 2.768.667 ~.01~.4W tJ.\ 711..1'11 
)44ll 355.4.\4 2.184.255 ~.713.~-0 ~-~ .... \ .~ -'~ 
~I~~ l 32 I .:!80 1.351.807 ~.11 7.!'!~ I J. 7'-lfl 41.~ 
:I~ ti HI.:!R(J 1'!90.191 8911 .. l:!'i 2.10 I ,,It, 

I hc rc.J!Icr ~J 7.066 t\.~1!.1!72 '-1~ . 76 7 Ill q/, ~, ,. 

~I 2 2 ~~~ )2.996. 7()4 Sl9.055.572 s 12.903. n 1 S-'-1.%1< . .:'~ , 
---

12. Contin~encies 

U n \IJ' 1 14'-1" thr C"mpan~ J"cned .1. c la1m lor mdemn1hcauon a~a10~1 the former ~harch,,1dcr , ,, l'h,nc 

Unc. Inc ll hc Fom1cr Shareholder J tor apprmumalely ~I million on account of var1ou, hreJ, ht·, " ' 

rC'pre~eniJII<>n~ anJ ~o~.·arranues made h~ the Former Shareholder to the Compan) 1n the agreement lm the 
Jcl.jUI\IIIon .. t Pho ne One. Inc uhe Phone One Acqumuon Agreement) The Former Shareholder ha~ obJc;;trJ to 

1tn· onck mnohc Jtlon d;11m "'h1ch "'uhtect '" .&rh1tra110n under the Phone OnC' AcqUI\tliOn AgreC'mcnt ( Jn \I." 
:-1 i"''' tht· l·••nncr ~hardw!JC'r """'cJ lhc• Compan~ thai 11 ha\ tiled a complaint .&Jl.lln\t the Cump.111 1 lfl thr 
FlcmJ,, llcLJil coun fo r Dade Coun11 ,cd,.,ng re~CI~~ton of the Phone One. Inc i:K<.jUI\IIIOn anJ damJ)iC' !••r 

hrC'J..: h ul ,nm rac t 10 nee'\ of~~ million Pur\Uant 10 the mandato ry arb1trauon requirement> of the Phttnc Onr 
.-'\,<.jUI\I IWn Agreemen1. 1n Jul~ 194 ~ 1hc Company tiled a demand for arbnrauon. anJ the an1on ~o~.a' ,t.l\eJ 1r1 

the ,, r,ull ,nun The pan'~ ' nc~Oti.Jtl'J J 't' ll lc men t pro posal. and on Augu~t : "~ . 199fl thC' d l\puic '-'J' ,~~~~~·J 

~nJ mutu..tl !!t:ncr..t l rt· lc ..t ' e ' ru-han~cd h\ ~o~.h11h the Company delivered 2~. 3 ~ 7 o lthl' hllldhJd \h.1rr' purw.1111 

' " i h~ term , <JI tht' Phnn~ Unc: A~qui'Hion A~rccment On September 3. 1~6 the- ~Cihln 1n ,1 rcu 11 ,.,un "'·'' 

J"m"'ed "11h pr~JUdl•<' 

lhe C ·,ornp.1n\ 1' 11111 " parn "'·' I" <lthc r pt.'nlhn~ legal pn~<:c:c:d1ng s e~cept for '.lnou' dam> ' .~n,t '·"""" 
Jfl \ l n~ on thr nPml..ti "'ur'c ''' h u 'l th· ,, Thc· (',.mpan~ do l('' nnt l'oclle\1' that thc\ c nnrmal c<>UI'~' ,,, '''"' '"' " 
,IJinh "' r.~ ..... ,ult\ ..... dl h.J\(' .l rtl.JICII.Jl ,·I feel <In thr Comp.Jn\ ' hnan(lal cundll lllO re\u11 ' "' <lfX'I .Jildll' ., ' ,,,to 

,, ' '"' ' 
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INTERMEDIA COMMUNICATIONS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-Kontlnuedl 

IJ. Subwquenl Event 

On March 7. !997. the Company sold 30.000 sh.res (aggrclate hqu1da110n preference SJOO.I.XlO.OOO • nt It' 

13 V.: l7c Sene~ A Redeemable Exchan1eabJe Prdi!!rred Sloe~. due 2009. uhe "Preferred Stock .. , m a pn' ate 
placemenr transacllon Net proceeds to lhe Company amounted to approumatrly S:!88.875.<Xl0 On odend~ on 
the Prderred Srock accumulate at a rate of 13 ~% of lhe aggregate hqUidauon preference 3Ild are ra:- atd\" 
I.JU.lrterl). m arrears Dlvtdends are payable in cuh or. 11 the Company's opuon. by the tnuance ol additoonJI 
'hare~ of Preferred Stock ha~tnl! an aggregate liquu1ation preference equal to the amount of such dt~tdend~ ThC' 
Preferred Stod, I) subJect to mandatory rcdempuon at iu hqu1dat1on preference of 510.000 per ~hare. plu' 
.JC;, umulated and unpaJd dt' 1dends on March 31. 2009. 1bc Preferred Sloe~ WLII be! redeemable at Lhe ort•nn .. t 
the Compan!'' at an! urne after March 31. 2002 al rates commencm11 with 106.75'*. declining to 100~ ''"~larch 
1, 1. ~f.K.l7 

The Compan) may. aL rts opuon. elchange some or all shares of the Preferred Stock for Lh' Cnrnpan~ ·, 
I 'l ';'I Sen10r Subordmated Debentures. due 2009 < l.be .. El(changc Debentures .. 1 The E--.ch.wl!-e ~bt'ntun· , 

mJtur~ un Man:h 31. 2009 Interest on the uchanae debentures ts payable 5em.·annuall~ .• md mJ\ bt' p~1J ~r1 

I he torm of add11wnal E~change Debentures al the Company's opuon El(chan'-e ~bt'nLure' ""dl tl<' rcJeenoJnk 
t-n the Compam at an:- orne after March JJ. 2002 at rates corrunencmg With 1rlfl ~~'l ded1n1n~ to IC.W~' ; "n 

!\!.H,·h ~ 1. ,;on~ 

I I ' 



INTERMEDIA COMMUNICATIONS INC. 

SCHEDULE 11-V ALUATION A~[) QUALIFYING ACCOUNTS 

Oesc:npelon 

h)r the ~ear ended Decem~r 3 J. 199~ 
Deducted irom a.s~et accounts 

Dfodue'lloru 

Btolarou •• 
f;nd n( 

Prr1od 

AlJowancefordoubtfulaccounts ... S 53.793 S 80.~22 S527.32()(J) S 115.935121 S 5-J~.l()(J 

For the )'Cat ended December ) I. 1995 
Deduc1ed from a.~\el account~ 

Allowance for doubtful accoum~ 

For the year ended De.:ember 3 l. 1996 
Dcduc!ed from a"et accounts 

Allov.ance tor Jt~ubl(ul account~ 

~~45.400 s 856.05~ 

S86~.000 S2.284.502 

' I 1 Amount repre,ent' allowance !·or doubtful account~ acquued m connection ""II~ the Dearntx-r ~. I L/'1-l 

Jcyut\LIIOn of J!l the outstanding common mxk of Phone One. Inc 
'~ ' L'n.;,lle.:ttble .J<, ••unt~ wnncn •>II. nee ,,1 re<"cwene~ 

f I~ 
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PART l. FlNr\NCIAL INFORMA110N 

Item 1. Fmm£)JI S!t!FDFpy 

INI1!DIEDlA COWMUGCAnONS INC. 
CONDENSED CONSOLIDA'ID STAn:MDr'TS OF OPUlAnONS 

ro...ua..o 
(Ia dlnzn .... aclll' ............ 

n.w ........... ,._.._...r..IW 
ReYaax.l' 

..... a II •• I"' !!1' .... 31 ... !!!!• .. !!a tf'rl' Sep(e•'- )0, , ... 

Local ~ wrn;es· lll,ll4 a.- m.m 19.6'0 
E.abuced daa Kl"tiC4 JD.IO lo.746 J4,1ll 19.493 
lurzR~~ 2'7,U7 19,Je 10.rn )1.106 
lllrzJnDOG!Crwial ts1 ., 41!l ).364 

71.24d Jl.MO 165,JIT 64,3H 

E..tpcue$: 

N~~ 49,CIJ1 Z.SJ111J ll6.lt5 4U.s<l 

Facibrics ldmlaisuaDaa lid ----
,,.., 2,41) :l'l,«)!! 4.]16 

Cost of IOOda lOki a ,., 1,S)7 J,l14 
ScUq, ,_.. lid e4aH llli\e J5,01M 10,174 6UtJ 2J .1£4 
~ lllld amonbaDaa 16,100 5.1SS So&,2'74 12.069 
~f~n~U:D 60J!!!! 60000 

Jti)IQ4 d4So& 299 491 S4.99'7 
losJ from op..ruioar (19.J11) (9,$) (114,111) (20,664) 

Olbcr ~ (e~): 

lllrz'"c.- (17,.., (10,774) 0.,19S) (2.4,179) 

Ol!lcr a.:- !&TW 5TD 16691 9.101 
Lou bc[on: cdnDI'diau} iaDs (IOO.JJI) (14JOS) (U7J&5) ('l5,647J 
~rduluy klu oa Ql1y c~ of dda , .. ,.~ i0 ,1D4l 
Naaou (l44,16S) (14,JOS) (201.Jl9) (H.642! 

PrdUlWIS .a: diwtdcDU lllld --- ll!.!m gz,ll!l 
Net aa ~ m-ew:n •n !(lJIM !(14,?!S) pum SQ~.64l} 

Lou bdore Alniliidioary lal.. ~ 
pr*rnd llaCt dMdaiSI ..s ~ CIUZ) (10~ CIU.Zll (U69) 

~lc.a as 0.00 g.!§l 000 
NaAouper_...,. 2!· .. ~ I!·S S,!IJ~ ~ 69~ 

Wt~ •YCR~t ....abu of 1bua .. _.....,. lf."'jPJO "•'26•441 16,46l, '11 I \) _2.41, S46 



IN'I?JtMEI)IA. COMM\INICAnONS INC. 
CONDENSED CONSOLmAnED BALANCE ~sBPZEnngo,IP"C:S 

CU•eMbtd> 
(1a CboaaAcla, cu.p& llaan IDfonudoa) 

Sepeember 30, 1997 

Currtnl Aucu: 
Cash llld wb equivalCDU 
Sbort.urm i.avauuau 
R.eariaed iavabzlaa 
ACOINDU ttaiv&blc:, las lllowaDCe for 
doubctW aa:o.as of $3,173 iD 1997 llld Sl,l46 ill 1996 
~~ADd ocbcr c:umalUIIIU 

TaW aatTeOl UK1S 

T eJr:gvnmu njc:eQoas cqWpmea1 
Leu ecnm••e•cd dcprKiuioD 
Tel~ equlpma&. lid 

l...labDWes, Preterrecl S&oclt 1111111 Stockbolden' Eqalty 
Cl.lrrtD1 liabWticl: 

Aoc:owlll pay.blc 
Ocbu IICaWid e.-a 
C&mu portioa o( &oaa 1a1D debt IDd Clpi&al k:ue obUpricw 

ToW a&m:lll I.Ubilitia 

L.ona.utm debt llld QPiW lcuc oblipa~D 

ToW liabiliDca 

Series 8 redcc:mablc ~ pecftmd .ct ........ ciMdiDdl. $.10 
pal Y&lue; ~.000 llbln:s ... laid .. 1997; m.499 ............... 1997 

Series 0 jlalor COin'cnible Pftlemd IIOCt ..s ~elM' 1• $1.00 
Pit Y&lue; 69,000 lbara IUdaorizlld Ia 1997; "·000 .... ,.. • .,.,.,. Ia 1997 

S&.c:oaholden' equjry (dllftdl) : 
Commoa IIOCk. s.o1,., nauc: so.ooo.ooo ..,_llllbori&ed 1a 

bocb 19971114 1996: 17.017,429 ..s 16,11$,)40 .... ~ IDd 
...... ndi'llla 1997 ..s 1996, f'IIJIICIItfety 

A MitmaJ pUd-GI C1P61aJ 
Atnwmd ued dcftcil 
Defcned cw cc ... iGD 

T oul aoc:l:hokkn' cquiry (dc:ftcit) 

TOC&l liabil.iliea, pRicrred I&OCt ADd uoctllolden'....,. (deftdr) 

5471,101 
491 

6.l.S1 

46,15.S 
4ll6 

529,114 

)1'7,114 

162,610 
6,647 

$117' ll.S 
ll,l.SB 

].182 
79,46.5 

6lS,310 

694,145 

Jll,OOl 

170,109 

171 
D7,]M 

(319,471) 
(!,791) 

{90,171> 

Dccanbu J1, 1996 

'189,S46 
6,()41 

26,675 

19,272 
5,230 

2A6.764 

10.481 

241 ,481 
QU74) 
20l,90'7 

48 .397 
3.391 

$'29,895 
10,307 

532 

40.734 

357,975 

398,709 

163 
212,811 
(91,141) 

(?.602) 
114,2.31 

$512,940 



IN'TERMEDIA COMMUNICAnONS INC. 
CONDENSED CONSOUDA TED STATEMENTS OF CASH FLOWS 

(Uaaudlted) 
(la~dl) 

Nl.ae moath period rnd~ 
September JO, 1997 ~ptember JO, 1996 

Opuati.Dg activities 
Net lou 
Adjustll:lents ro recoocile ott loss ro Del cub 

(used in) provided by operariD& .ctivtDca; 
E.xtnord.i.D&ry loss oa early c:XliquiabmeDt of debe, DODC&Ib portioa 
Oepreciatioa IDd amonizaborl, lDel~ loa COIU 
Gam OD. we or ~1CC:01111Dunie&tiooa equipmem 
Amortiz.atioD. of deferred compematioa 
Accretioo or discoum oo DOCca 

Provisioa for doubtful accou.DlS 

Charge: for in-p~ R.&.D 
Cb.a.qes ill operariD& U1CU IDd l..i.lbWda; 

A.cc.ou:ab receivable: 

Prepaid upc:nses mel ocher cu.m:m weu 
Acooums payable 
Other -=crued c:xpc:ascs 

Net cash used ill opc:rllirl& IICtivitia 

lD•estJ.D& IICt1 Yldf:l 
Purchase of lhon-term illveumems 
Purclwc or bu.siDcss, Det of cash acquiR.d 
Mmuities of abort-term ~ 
Manuitie3 of resa-iacd invatmczns 
Proceeds from we: or tel.ccomm.uoicatioas equipmeD1 
Purclwc: of telccommuDic:atio cquipmerll 

Net cash wed iD invr.stiq activiliea 

Fblaocia& act.h1ties 
Proceeds from we: of preferred I10Ck.. Det or 

i.ssuaucc: COSb 

Proceed~ from is&umce or ICZIJ« diJOOUDf aaca 
Proceeds from we: or common IIIOCk 
Proceeds from ex.c:rcbe or 11.0et WlmDll ad opboal 

PrinciPil ~ OG Joa&~ debe md QPilalleae CJbli&alioa 
Net cash provided by financin& activtDca 

lncte&se in cash aDd cash cqujvalc:Dls 

C&sb mel cash equivalc:uu a1 bc:BiDDiDa of period 

C&sb IDd cash equiVI.lems a1 esw:1 of period 

Suppleme:atal d.bdCII5UI1!5 of cub now bt!OI"'Uttoa 
lnterat paid 

See accompanying notes 
5 

($201,219) 

5,869 3,,,.4 
{12) 

1.~ 

27,712 
3,&34 

60,<:00 

(2.5,648) 
(1,483) 
s.m 
3,685 

(81,876) 

(1S0,08S) 
5,550 

30,805 
44 

(178,776) 

(292,462) 

454,992 
362,993 

2,861 
(164.~3) 

65,,193 

281,,!15 

l89,S46 

$471,101 

$11,7!19 

(S35 ,642; 

12,178 

501 
8,583 

714 

(14,879; 
(2,2.58) 
11,932 

8,523 

(10,348) 

(10,291) 

9,481 

(80,810) 

(81,620) 

171,226 
112,086 

~9802 

282,])2 

190,364 

som 
$241,361 

Sl6,67S 



lNTERMEDIA COMMUNICATIONS INC. 
NOTES TO CONDENSED CONSOLIDATED FINANClA.L STATEMENTS (UuudJted) 

Note I Basis of PreKmatiop 

The accompanyin& UDauditcd coodensed coasolidaied fmaDCial statementS have been prepared in accordance 
with geoc:rally ~ ICC:OUIJdD& priDciplea ror IDcerim fuaa.ocial iaformatioo aDd wilh lhe imU\ICtions to 
Form 10-Q aDd Article 10 of R.epiMioo S·X. Ac:cordiDalY. lhey do DOt lDcl.ude all of the information aod 
foolDOtes required by ICDerally ~ ermt'"'i"' priDciplea for complete fiDaDcial atatemeDLS. ln lhe 
opi.D.ioo of m.aaa&emall, allldjUIUDCD&I (CCIGiiltiq of DOnDil recurriQa ICCNIIJ) DCCaaary to present fairly 
the i.nfonutioa 1et forlb ~herem bave becu.lDcl.uded. Tbc ~ a'!CideGied COIIIOlidated fUWleial 
StatemeDIS lbcJWd be IUd m coojUDCtioa with the coasolidalcd fiDaD:il1 l"'tnMm" aDd fooiiiOtes inclut4ed W 
lhe Company's AmmaJ R.epon oa Form 10-K for the year eDdcd December 31, 1996. 

OperatinB resula for the ~ IDI1 D1De moalh periodl eDdcd Seplcmber 30, 1997 are DOC necessarily an 
iDd.jcatioa of the raulu that may be ezpeded for cbe year eDdJII& December 31, 1997. 

Certa.i.D prior year 'IDl'IIJIUS have been rec••utfied ro caaform ro cbe cune.:: ye.u prac:ma.tioa. 

Earninn oer Shm 

ln February 1997, the FlDaadal Accwmriq SlaDdardl Board luued Scar.emeor of Pllwlcial Accounting 
StaDd.a.rds No. 128, •Euuiap Per Sbue• (•PASB 128•), wbicb emblilbea lt&Ddards for computing and 
presetltiD& earu1Dp per share. FASB 128 replica the presentatioD of primary aDd fully diluted e&mings 
per llwl: wilh bu.lc I.Dd dilUI.Cd earu1Dp per llwl:, rapec:cive.ly. Balk: earuiDp pet llwl: are computed by 
dividUJ& iDcome available ro COIDJDCil aoctbolden by cbe wctpf.ed Afti'IF aumber of COIIUDOD &bares 
ouutaDCliiJ& for the period. DilUI.Cd C11DiDp per lbaR are c:ompu&ccS limllady 11:1 fully cWUUd e.amiDgs per 
dw'e. Tbc IWJdard il cffcc:IM for ftswritl IWC1Dm" for periods e:DISiDI after December 1.5, 1997. wilh 
earlier applicatioD DOC permia.ed. For 1be lhrec aDd aiDe rDODlh periodl eDdcd Scpcember 30, 1997 and 
Sepc.ember 30, 1996, e&rDiDp per share, UDder PASB 128, would DOC have been l.n!pKted. 

ln IUK lW1. cbe FIDIDCial Acmmdoc SlaDdlrdl Baud laaed Sla'aD"' of Fmaaclal J,rcqmtiaa 
StaDdarcis No. 131, •Disc:lolura 1bou1 Sqmca1 of AD E111etprisc IDd b1l&ed IafonDIIioa• (•FASB 
131•), which aupencdc:a FIILI!IIId&l Aav ....... SlaDdlrdl No. 1.e. PASS 131 a1e1 IIDIDI&em=1 approacb 
co report fiNncltl IDd deiai;Gve lllformadoa lboula Compuy'a opendaa aepa~~. ()pcr'atiq acpeau 
are ~ ClOmpOOm'• of cbe ca&erprile for wbkh aepar11e ftnanclal batormadoa il produced 
inlemally for cbe Compauy'siii.IDIICIDCII'. PASB 131 b effccdve for filcal yean belizml.q .tier 
Deumbet 1.5. 1W7. 

Comptthepliyc 'nrmnr 
ln J~me IW7. me FIDmcia1 Aorolmrina SIIDdarda Board lllued Sl•temea' of Ftzw.:ia! A.c:comdna 
StaDdarcis No. 130, •R.eponlna ComprebeD1tw IDcoaJe• c•PASB 130•). PASB 130 n:qv.irel dw lOW 
comprebcostve blcome m:1 comprcbeDilve ~ per lbare be cl11clalcd wUh equl1 prom~ u aec 
i.ncoiDC aDd Cll1liQp per lbare. CompreheDsive IDcome ilckftDod u all cbapllD ~' equiry 
t1Clustve of tnasacdaal wl1h OWDa11UCb. u capt&al camribulioas aDd dMdc:Dda. PASB 130 i.1 effective 
for fiscal yean begiDnina after .December 15, 1997. 
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Note 2 ~ 

On July 9, 1997, coacurreAlly widllbe sale of lbe 6,000,000 Scriu D Deposiwy Stwes, (a! dcfUlcd Ul 
Note 3), lbe Compa.ay aold S606 m.iWoo priDdpa.l amount at maturiry of 11 "~ Senior Di.scouor Note~ due 
2007 (me •1 J 14 ~ Noca ") 1D. a privue placement llmSICtion. Subseqlat ~hereto, tbe over-&Uor.mcm 
option witb respect 10 the II \4 S No&ea wu euR:1Ied aad lbe Compaa.y aoJd an additional $43 millaoo 
principal. amowu a1 macunry of I I \4 S Noe.ea. 1be Juue price of the 11 \4 S Notes wu $Sn .48 per 
S 1,000 pri.Dc:ipal amowu a1 IU1UrUy of the ll ~ S Nocea. Net p1"0CCC11110 lhc Company I.IDOUD!ed to 
.approximately $365 milliocl. Cuh lDwest wW aot aocrue oo lbe 11 14 ~ Notes prior to July 1 S. 2002 
Colll.IDC:DCi.a& JlliU&J')' I~. 2003, c.sb bllereM Cl:llbc II 14 S Nocea wW be pa)'lble .emi-lmlu.ally w .arn:an 
on July lS aDd January IS ll 1 rile of 11 ~ S per IIIIIIWD. 1bc 11 14 S Noca wW be redeeiDI.ble. at the 
Company'a opdoa l1 any lime Cl:l or after July 15, 2002, aad an pari pusu with Ill ocber senior 
indebccd.oeas. 

Tbe Compa.ay used 1 portioG of tbc proceed~ of cbc 11 \4 ~ No&ea 10 raft or def~ (cbc "'Retirement ·) 
ID1cl'ID£ICI.ia'a ouw•nctiq 13 ~~ Seaior No&ea due 200.5 (cbe •13 ~~ Noca•). lbe Retiremc.ll.li'Wllled Ul 
1.11 exttaorciJiwy lou, ulbowD iD tbc ~ C'.IOQIOlidated attemcm of openrions, of approJ.imarely 
$44 millioD In tbc tb1rd quaner of 1997. 

Aho sec DOC.c !1, Subsequeul E.veuu, for .lafonDidoD n:prdiD& an additioD&l tsauaoc:e of debt securities 
IUbscquem 10 September 30. 1997. 

Note 3 Preferred SIOCk 

Ou Marcb 7, 1997, die CompaDy IOid 30,000 lba(ca (agR&lle ~ prefereoce $300 Dlill.ion) of iLS 
Series A Redeemable EJu:baa&eable Prelcrrod S1oct. due 2009, (lbc •Serla A Preferred SIOCk •) in l 
private piN'A"'Deal II'IDSaCQoa. Net proceed~ tiD lbt CompiDy ~ 10 approltimalely $288 million. Oc 
June 6, 1997, tbc CompaDy laued 300,000 abiR:I (agrepse liqv.ida&ioo prefereace $300 million) of iLS I 3 
~'I Series B Jlrdcem•hle Ewanvable Prcfened Stoc.t due 2009 (tbe •Serica B Prefermi Stock"), wwch 
were registered UDder tbc Scc:urida Ad of 1933, u •me:pdec!, 1D. ercwnp: for Ill ouutendina &hare.s or the 
Series A Pre fermi Sux:t panaaaliO 1 ~ evtwvv otrer. DtridcDds oo lbe Scriel B Preferred 
Stoc.t ac.cumuWe .. a rase of IJ ~ S of Cbt ll&feP1t Uquldalioo pmcreace tbenlof aDd are payable 
Q\W\erly, in aman. Divideadl ~ pi)'Cie 1n cub or, .. tbc Complay'• opciocl. by the luuance or 
additioul 5barea of Scriel B Prefened Sux:t bavta& an qa:repsc ~ prdaac:c equa.l10 tb& 
&IDOUDl of IUCh d!videadl. 1be Scriel B Preferred S10Ct l.lsubjeclto rpand•rory redcmpdoa l1 its 
liquid&QoD preferea::e of Sl,f1.» per lbarc, plal .,..,,,.d erect IDd UlllpQl dlvideadl oo MArch 31, 2009. 
1bc Scriel B Prefared Stoet wbl be ,....,...,.. • tbe opdoD of lbe Coalplay II lilY time after Marcb 3 1, 

200211 raJa oom~wt&b 106.75~. dedlnfaa to 100~ oo Mlldl 31. '1JX!7. 

The CompaDy 11 -=c:raiDc Cbt Scric:a B Pretened Stock 10 tllliquidatim prefcreace Cbroup tbc due c1&tc of 
tbe Series B Prefemd Sr.oct. 1be IICUcdaa tor 1be dne md. DiDc moar:h pcriodl eDdcd Seplcmbet 30. 
1997 ~ S226 tboo•u"" llld S5121baauad, retp0Cd¥dy. 

The Comp&ay eJecud to laue lppC'OUawd)' 13,000 eddldgnallbarel of Seriea B Prefened Stock, in lieu 
of ush, .uh an IW'eple Uquld.ldoa pcctea =ce of Sll. 9 aUWoa iD JIIDC 1997, In paymeu of tbc tint 
qu.anuly d.i~ (IQ':nznnl•fed from MArch 7, 1997 fbrouP Jtme 30, 1997). ID Sept.embet 1997. the 
Compury el~ to luuc lppfOUaw.e.i)' 11.000 llddbioo&llbara of Seria B ~temd Stock, in lieu of 
cub, with 1.11 agrepce Uqui4adoa prcfeteDCC of Sl0.6 mllUaa, ID payment of the r.ecood QlWUrlv 
~vickod (ICQim"'&Led from JuJy l, l9971btoup Sepc.ember 30, 1997). 
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Oo July 9, 1997, tbe COIDpiD)' 1014 6,(XX),(XX) Ocposiwy Stwa (lbe •Series D DeposaW)' Stwcs ") 
(aggregaae li.quicbtioD prcfercace SlSO,OOO,<XX>) uch repraeDliD& a oae-bUDdndlb interest m a ilw~ of Uic 
Company's 7~ Series D IUDior CoclYCrtible Prefcrted Scoek, (tbe •Series D Preferred Stocll:"). 111 a pnvatc 
placemc:ot transaction. Subsequcal rbcreco, lbc ~-al.locmeDl option with rcspcclto tbe Senes D 
Deposiwy Slwcs wu ucrcised IDd !be CompaDy sold an 8dd.ilioaa1900,000 Series D Deposiwy Stwes 
(aggregaae liquidation pn:fercace of $22,500,000). Ner proccecb 10 lbc Compazry amoumed to 
approltimalely S1671Dillioo. Dividmd& aa lbc Scria D ~erred $cock wW IICCWDulate It 1 raae of 7'l. of 
the a~gate llquidatioa prcfercoce lbereofiDd IR payable quarterly, ID arre.an. Divldeods are payabl( m 
cash or, a1 the Complll)''l ~by !be lUQIDCC of llwa of Ownmon SlaCk of tbe Compa.oy . The 
Series D Preferred S&oc:k wW be rcdccmable allbe opcioa of tbe Company a1 aay time oo or after July 19. 
2000 at rates commeuclq wbh 104", decllnln&lo 100~ oa July 19, 2:004. 

Tbe Series D Prefemd Sloct il coovenible, II &be opUoa oflbl bolder, lD&o Commoa St.ock ot the 
Compa.oy a1 1 coavcnlaQ price of Sll.to pet llban of Cnmmoa Slock, IUbject 10 cenaillldjustmeou 

The Company il accminc 1he Seria D Dcposi&ary Sbara 10 ill J.iqWdatioa prcfercuce lhrou&b !be due lUlL 
of the Sene. D Preferral Stock. 1bc IICICRlioo for tbe thn:c IDd Qioe IIIIDIIIh pcrtoda coded September 30. 
1997 wu $3S7 lbousud. 

Also w DOle 5, Suhlcquem !!vema, few laformadoa rc~ aa tddldoaallssuana: or PRferrcd ,ttxl 
rubscquem 10 Scpc.ember 30, 1997. 

Note 4 Acquisitions 

During Juoe 1996, tbe Compaey KqUirec1 &be Tc~mjc.a!iou Divi&loo of EMI CommuniCAtions 
Corporation (•EMJ•) iD n"""'f' for 937.500 ahara of lbe Compmy'a COIDIDDID ltOCk. valued at 
~pprox.ima1dy $16.9 millioD. 1bc acqula1daD wu accouaacd for by tbe purc!we IDdbod of~eeoW~u.og , 

with the pwdwe price elJocataS 10 lbe fUr nha of Ulela ICQ\llr'ad.- prb:ipally ldecommuniat..ions 
equip:nem. EMI'a &eleeGrnne!t.adoos cliYWaa. bcadqu.ancred ID SyriiCUIC, New York, ila provider of 
frame relay based oerwort ICntc:a IDd lafia'ad:LaD&e priva1c l1ac aaW:a prilurily ID the oonbustern 
Uniwl Swes. EMI operata ftDDd lad kued adcrowaw and fiber opdc dlliW network c.apaciry in New 
Yort, Masw.hweaa, VcnDGDt.ltbode 1111D4, CoaDec:daJl, New Jeney, Pauuylnma, Marylaod aod the 
Distriet of Columbia and matmfm POPI iD 111011 IDIJof cida iD diiCie l&laa. 

Durio& December 1996, !be CoarplaJ qdred. iD two~ 1nmKfiooa. cenaill wcu a.od the reWed 
businesses of UD1Ycnal Tdcom., lllc. (•1J1T•) IDd NCISolYC,lDcorporUcd (•NetSolvc•). 1bc purch&sc 
price for lTIT iDduded 31,380 ..,_ ollbc Coalplaf'a CO'"IMQ ltOCk. valued II appnWmar.dy S.9 
mlllioll.. a.od !he ii1Uii4 lioa of lflllW'"'*b' S2 IIIWoG ot utT'a UaHUrtea. HccSolw wu purclwed ror 
CNh of SI2.8111iWaD. Tbe qatshiaal ae ~for by &be~ aaecbocl of "CCC'mti"J, with the 
pwtlwc price IIJoewed 10 lbc fair \'IIQI ot ..... qdnd. priDclpllly.aoochrill. -Tbe.rooctwilJ, IDcliMiini 
.n tdd.itioaal S.liDlllba far lep1 CIIJC .. , for dieM rqdltdrm bu becD ..sju.st.cd durlq tbe l'int quarttr 
of 1997 due ID tbe ftMiiuQaa of lbc puzcbue price allocldoa. 

On Juoe 2A, 1997,1be Complllf purcbued fmiD Tdco Comrmm~Adom Group, W.. (•Tck.o•) five lOO& 
diNncc YOice nttrcbea IMIIICillary lltWOit equtpawmr kalcd m AS1IIa. Qk:lao, Dallas. Loa Allaeles 
a.od New Yon: (lbc -"fdco Arq•Wrl aa ~- 1'llree of dieM nritcbel wiD be upp.ted 10 kx:allloa& disWice 
voa IWtl&hea. cxa~Mc:u wldltbl ec..p.a,o•a plaoMd clcploy1Deat ot 11 11eut ft1klen liOCa1/IODa ~ 
voioe IIWitcbea by lbe eod of 199'7. N P1ft ol 1111 Telco AcqWddoll. lbc CompiD)' U.O 8Cq\IJrcd cenaiD 
nef"ork tnnspon ICI"\'k:a for a dne ,_ period. Tbe ~grep&e pun:bue price or tbe Tdco A.c:.qu.illtioo 
wu IWf'OxUusely SJI III1DbL 1bc COIIIplll)' beUna lballbc Tdco AcqaU!doo wW allow tbe Company 
ID more rapW:Uy deploy ~ diiCIDCe ¥Q6ce ..,..,_ bl diiCie awbll lad liD do 10 II a lower ovenJJ 
cost lD tddirioo., lbc ClllllpOft .W. IICqlllnd a pan of 1be Telco A.cqailldoD wiD permir tbe Company 
lo ICCC!eme ill~ of Ant bl lea iiMrdly IDd blnctly .-wocb. llllplememrioo of ATM will 
r~eihta~e add..itional mNored cSa&a 1M ~ ICI"Yk:a IDd ~ cftkttada. 

D-JJ'Uii July 1997, lmennedia IICqUired DIOEX,lDcorporUcd (•DIOBX·), 1 ludlq naLioawidc busmes.s 
illternet loeTVic.ea provider. Aweaa&e c&lb coaaldtradoa for tbe ICq\&Jaldoo wu 1Wf0Umately S 1 ~ 5 
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million &Dd wu fUDdcd wilb the Compuy'a e~Uatiq Cllb raenu. Tbe kqWiiUoD wu accounted for by 

the purchuc merbod of ICCOUDWI& ... tc.b lbe pwc:buc prtc;e allocated to the flU value of useu acqwrcd and 
llabi.Juies usumed. Por pu1p01e of the (&.D.~DCial llalemeazs u of September lO. 1997 and for lh~ pmo.i.l 
dlen toded, ccnaio aspecu of the purcbue price a!JocalioD, relau:d 10 duplicate oerwork facLhucs lnd 
differio& lease market nca, were aa:oun1ed for oa a prell.aWw')' balls peDdiq the rcc.elpt by lbc Compa.cy 
of add.itiooal lnlorm.atloo aDd the puformaDCe of ccna1a eval~. Such iDiormatioo aod ev&lu.atiolllo uc 
anucipate4 to be completed iD the founb qu.ar1Cr. lD additioa. Cbc Compa.Dy obWoed ID iudependent 
valuation related 10 fixed USC:U, dcYdGped IDd iD-proccas teclmoloJY, aDd ocbcr idemifuble intangible 
assets. Base4 upoo this va.luatioc, lbe IIDOUGl .UOC:.Icd 10 purdwcd rae.uc.b. aDd developmenc (S60 
million) i.s recorded 111 a oae-time charJe 10 earoi.ap Ia Cbc ICCOIDpiD)'iD& COQIIO!jd•ced ~menu or 
opel'ltiOOS. 

The foUowma UDIUd.ited pro forma n:sulu of operaliocal praeau lbe camolidlled raulta of operauoDS ~ 1f 
the acquisitiOD of tnT, NdSolve IDd EMI bid occwred oa Juawy 1, 1996, IDd DIOEX oa JIDIW')' 1. 
1997. lbcle profonDI raulll do DOt parpon to be Udcl&ivc.of lbe .-&!£~ cbll KIUIDy would have 
occurred illbe compan.lea bid beeD ICqUired u of cbll cla&e or of .-&ill wtUch may occur iD the future. 

(1n cbauunds) 

Revenue 
Nctlosa 
Net loss anribulAble 10 c:ommoa atockbolden 
Net loss per comrDOD ~ 

Nou: 5 Subsequent Event~ 

Niae Moadu Eadcd September 30, 
1997 1996 

Sl84,963 
('223.355) 
(2.50,473) 
(15.2l) 

$90,215 
(36,873) 
(36,8'73) 

(2 78) 

On OcLJber 30, 1997, lbe COCIIplll)' IOid 7,000,000 Dcpocitary SUr. (lbe "Series E Oeposiw-y Sh.am ·) 
(AUJ'CJILe liquid.llioD pRferax:c S175,000,000) CKb repraeadD& a oae-lum4tedlh IDterut iD 1 lharc of lhr 
Coalpaay '1 7 ~ Series E JUDior Coava1fble Prdcrred Sloek. (lbe "Serioa E Preferred Stock • ), la 1 pn vatc 
placemcot tno•acrim. SUblequeaa dacrcco, lbe owr-aiJncmear opdOD wUb rapec1 to lbe Series E 
Depoaiw-y Slwa wu eaetdled aDd lbe C'oa:lpaay IGid aa tddldoul 1,000,000 Series E Oeposiw-y Stw"es 
<•~&ate liquld&rioo prefetCDCe of $25,000,0000). Net proceed~ 10 lbe CoalpiJzy amouDied to 
appro~l)' $193.8 millioll. DMdalda oa lbe Seriel E PrdCI'T'Cd Scoc:t wW accumulate 11 a rw or'" 
of tbe a&greiii.C 1iquidalioo prefercace dw:reof IDII arc piYible qv.anaty, iat ~. Oivideudl are ~yablc 
.iD cub or, atlbe Compaay'a opcial. by lbe laluaace of lbara of Oamcnoa Stoct: of lbe CompaDy. The 
Sene:~ E Prefcmd ~ will be ~ • lbe opdall of lbe CoalpaJ limy dmc oa or at&er Oaober 
18, 2000 11 ra.tea cnm"'e'DCbJ& wtdl. 101ft, dodtntoa 10 100" oa OciDbcr 11, 2004. 

The Serie.a E Dcpoliwy Shara will be COII\Iadble II 1111 dme a&:r December 29. 1997, ll !be optioo of 
the bolder tz.o Commoa s.oc:k of lbe Compay at a CICIDV'a'lk1D price of $60.47 per lobare of ComiDOO 
Stock..aubject to cena1a ldjuaM:all. 

CODCUrTell.t.ly wilh lbe &ale of lbe Scriea E Depnlilll)' Sblnll, lbe Compuy IOid $250 m.UliOD priDClpal 
amouDl of 8 718ft SeDior Noel c1ac 7lXJ7 (lbD "I 111" N<*JI•) Ia a J1riY1t8 plaraDaM II"'D.UCtioo. Net 
procccda to !be Compuy •IDOUIIIId 10 1ppc rfm•IJ S2A3 aaiWaiL Cab IDieral OD 1be I 711" Notea will 
be payable Jc:m.i-aamWly la UTIItl OD May l IDd NoV'8IIIber I 11 a raae of I '711ft per uaam. Tbe 8 
7/8~ Notes will be pdeem!Ne, lllbe Complay't opdOD IIIII)' dmc oa or liter November l, 2002, aod 
arc JWi passu 'lvilh aU ocber eador IDdebeedDal. 

Tbe procccda of lbe Scriea I! Oepollwy Sbarca wW be Ulc:d 10 ftaiDcc lbl= """'*"'""' upualoo of tbe 
Compa.c.y'a ~lccomzmmkuic~GJ llieiWOrb, iDcludlq bul oat lbDiMd 10, Dltwrt eklctrolak:a, IUCh u 
localllona dist.aDCC voice md ciiCI awtu:ba, IDII for aeoenJ corponae pwpo~e~, IDd.aclial worbn& capital 
Tbe oct proceed~ from lbe ot'futq of die I ""' Noca wW be Uled 10 fiiDd up 10 110~ of !be cost of 
acqcisttiO!l or COilSU\ICtioo by &be Compauy o( u:lccoaum'Gic:fdcloa·relalcd uaeu 
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Item l . Myuemeora PiKYYkm 1111 Aplnia of Fipapc!al Coqditlop IDd Resuh;a of Operatioru 

The: followin& d.isawicJQ aboWd be read in eoojuoctioa wi!h !he coodcnsed coasolichted fuwx:ta.l '~tcmcnu 
&nd DO(c:s thereto iDcludcd berewllh, aDd wida cbe Compaay'a Mmaaemccl's Dilcuuioa IDd AD&.Iysis uf FLc .. a.oc11.1 

CoDditioo IDd Reswu of Opcntiaal aDd audbecS COGIOlidaled flllaDCial ~IDeiW aDd DOCcs cbereto included 1.0 lhr 
Company's 1m1UII repon oa Form IO.K for cbe year eaded December 31. 1996 filed with tbc Securities and 
Exchange Coromissioo. 

O•ci'Yfew 
111tel"tJlCda Commuoicatiou IDe. (•JmenDedia • ex tbe ·compauy "). formerly IDiermcd.i..a Communie~uoru 

of Florich, 111c . lhrou&b May 29, 1996, l.a a nptdly powtDa provider of imcp-azcd selec:ommuoicaUoo aolulioru for 
busiocSJ, govenuneot, aDd cbe ~ lDdusery. Hcadquanered ln Tampa, Ploc1d.a, IDiermcdia u the 

tlurd IM&est (based oa amm•liud seJccomnmaJcarioaa rewmaea) amoaa provida'l retemd 10 u Competitive Lou! 
Exch.ulge Carriers c·cLECa•). lDiaaMid1a often a fldJ 1U!te of loeal,Jaaa-411raacc IDd """""'*'data 
teJec.ommunie&tiODS ICl'Vioea 10 t.Wneq aDd JOfti1WW eQd Iller c:uatomen,kJa& cSI.aw!ICC c:.urlen, Wernet ~NICC 
provid.el'1, re.seUen, IDd wildeu commUilk:ltioaa COGip&IUa ICn'iq cutocDrn from 43 ulea otr.ca IOQted 
throughout cbe easte~ Uailed SWea. IDsenDod1a 111o proWtea cnb.enr.ed ~A TM aDd I.D.Iemet services i.a 
approlimately 3,787 citiea aaboowldc, ofteriq c:uaaomen eamku eQd-co-ad c:oaaec:tlvUy vinually aoywbere LD 

the world. 

SiDce iu iDcepUoo ln 1917. dae Caapay bu aperieDced IUhetlnd•' powdl. Build in& from iu origi.D.IJ 
base iD Aorida, IDiermedia b aow a prcMdcr of lalean&ed ~ eemca 10 cwcomen that have a 
pre.seocc in the eastern Uailed Stata. T'bc Coarpaay ~y bu 1a di&iw ftbet opde DCtwortJIDd provides md­
tc><Dd coaocctivity lhrou&boul tbe UQbcd SCMCIIDII maay bltcrDadoGal marbu. AJ Iss DdWOrb aDd service 
offerinp have elpi.Ddc:cl, tbe Complll)' bu apcriaced alpiftca.a& year 10 year powdlln rcvamea aDd cwtomen 

111termedia oompetes wilb lbe IDc:umbeal Local fuhanae Camera (•D.J:C. ") IDd IDieruc.h&.llge Came rs 
<·rxea ")in i:s service len'itory IDd often a full rup of YOke IDd da&a ldccommunicatioas servlce4. lntermed.i"' 's 
cmtomen iaclude a broad blip or bonlneu ad ~ CDd uacn IDd IXC'a. Tbc: Compauy delivers local 
~~etworlt ..ervices, iacludi.Qa loc&1 ewchmv IICIW:e, primarily ower 4ilital tiber opde telecommwUcalioas ocrworu 
thai. it either owns or lcua. ID aome dtC»>W* RI,IJe:lliDa frlljtira eaablel cbe Compauy co mon: rap;.ily ini!Ut~ 
aervicc 10 CUSioCOCrl, reduca lbe lilt 0( Dawcrt ~or ecqu111dco IDd potenrially lmprovea cash now due 
to the reductiou or defCI"'DeQQ of c:apt&a1 apeodlnm:a. Tbc Compuy a1lo often cnb.ei'CA'd data le1"VVus to its 
ewtomen oa an e~ve IDradly D£ltWOrt lba& C!OAD"'C'fJ Ill CUICOmCR, el&bcr lbroup Iss OWil ~ork or lhrougb 

otber c:.aniel'1, to loc:.atioGI lbroqbou& * ca.1ry adlalaDidaaaUy. Tbla ~by DdWOrt com.biDed with the 
Company'a JoQLilooa diJtiDce ¥06ce IWiii:M .now. e1ae CGa!pU)' 10 prv¥ide blfaudaaD&e laa& dlstaoce semcc 
domatic.ally aDd imcmadrw!Jy. 

A1 ils iDceptioa. llllamed1a pnwldod ipedi!ICCiell ad priY* UDc eemca 110 DCC' 1. ID 1988, IDiermcc1a 
wu the fine ldceommUDicadaal prcMdcr tD Fladda ~ bqiD prcMdiD& spodal8CCC11 ad priYale l1Dc eemca to 

bwiness ew10mcn. ID 1991, lmc:nDedia bepD Cl&rblllalearldoa ICI"Vk:a m iCilpOGIC 110 CUIIOCDa''a DOOCb aod in 
1992, ~ imroducecllu ftnt......., cilia lei'W:elliD pnMde DuJble Cllpldcy IDd bJP!y reliable eod-to­
cnd dlta service ror ita t.ntnev 11011.,...,...... CU~~ea:aen . ne COIIIpU)' bcpQ oftertaa blfaudaaD&e loa& 
diJWice aemcc ill December 1994, lalemM .W. m 19951Dd b:al eldaiD&C ICMca lA 4996. 1be pace with 
which tbe Compaay has iauocluced DeW IIClW:e ..... lau·aalbled 1110 adUeYC IUbiWidal powU!, improve Ill 
mil or c:ustomen IDd clivenif)' ita DII'CIM of........ ne ~ belkw:a lbal buaiDcu IDd ~ 
CUiloiDCfl will Q'\Oflm"' tD .axiUIII for I ........... , illwe of kl ~ ower lbe aal !ICvet'l.l yean, becawe Of 

lotenocdi.a'a ability tD offer IUCb c:udeiDOI'IIaleplflld. caa~ ceJocommamkadocn aoludom. 1be Company 
belie~ thai. duriq tbe tint few yean of locll ....,.....,.. coqeddoa, lbe DCC' I 111AJ carer dae IDitbt by bccoailizg 
reseUen or tbe Coalpauy'lloclllen'ka. U lbe 1XC'1 ru- a r.Ucr anr.eo.lbe IIDOUDt of revawe tbe 

Compaay rea1iza from can1en may ~ dartallbll period. 

From 1992lhroup 1995, lbe Coalplay had ICIUewd poliiM l!Bnl>A IDd IDcreuod IU revenue bue 
wbst&Dtial.Jy However. u a rau!t or aJp1fkaDt ln~ ln I"CCIW'CCC D11CC11UY 10 1auDch local e~e 
services aod e~ ellhADOCd da&a ICI"Vicea, EBrrDA deercuec1 as a pei"Caallp of reveaue aDd cbe Compa!ly 's 
EBCTDA was DCJ&tive for l9961Dd lbe tint lbRe quanen of 1997. 11W wu due 10 lbe aiplf'iwal vp trocu 
e~ relaced to tbe developmeal of lu DdWOrb IDd \eucd f~~tWtiel. lbe reve:aue from which is upcct.cd to bt 
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rea.hz.ed m later pcnod.5. The developmem of tbe Comp&Dy'• bulineP aDd lbe ia&Lillatioo aod upana&oa of 1ts 

networks hAve resulted i.a IUbsUDlial e&pltal elpC&Idltwu and De! kMiel durilla lhiJ period of iu operations. 
Procurement of nghu-of-way, admiDistratkMl md mainteamce of facilitiu, dcpru:iatioa of aetwork c.ap1w 
e:~~.pend&rures and sa.les, &eueral aDd administrative ccau wi.U cooliDue to repreaem a larce pon.iou of the Company's 
elpenses durias its rapid ClpiDSiOU. In addjlioa, tbe Compauy il elperiax:iq rapid lf'Owth i.D uwt.etin& md 
seUing e1pense.s coasislenl wilb tbe .dditioo of III:W eunomen aDd ao iDcrcascd level of lldliD& aod maruring 
activity. All or the marketiD& md scUiq espe:ma UIOClaled wilb tbe acquailioa of aew auwmen are expensed~ 
they ue mcurred even though these cuaromcn are upcaed co JCDUa&e recurria& reveoue for lbc Comp&Dy for 
several years The continued expamioD of tbe ColllpiD)''I Dt:lWOrb in amicipatioa of aew cutomen md the 
muk:eung of services to oew md emtia,c c:us&omen illben:fOR .dva1ely implc:tiq EBITDA of tbe Company in 
the ntM term. The Compauy amicipates, bullberc tiD be DO UIW'IDCC, dW u ill customer bue powa, 
incremenw reveaue.s will be pater thaD iDcremeutal opentlq upealel. 

On Juoe 24, 1997, tbe Compuy purclwed from Telco Commnnlcadoal Oroup, lac. (•Telc.cn rive loag 
dis~ voice swircbes aDd mcilJ.aly oecwoct equipcDeal b:lled ID AUaDia. OUca&o. Dallu, IAI AAaelu md New 
York (the ·relco AcquisitioD •). Three of lbcse IWbda wUI be llplrlded 10 loc:lliJao& ~voice awilebca. 
COD.Sisttnt wilb tbe Comp~~~y'a plazmed cleplo)'melll of a&lal& ftfteca &oca1l'k1D& dillaDcc .YOAcc IWUcbea by the end 
of 1997. M part of the Telco Acqull1doo. lbe Compaay lllo KqUired c:aWD omtort II'UIIpOR ICrVicc& for a three 
year period. The agreple pun:hue price of lbc Telco AcqldddoD wu ~udy $38 m.Wioa, whicb was 
substAntially i.Dcluded ID 1bc Compmy'1 pl.uiDDd "P"""'Inuea for 1997. Tbr: CCJGIIIIII)' ~ dW tbe Telco 
Acquisition will allow tbe CompiJiy 10 more rapkD)t depiGy ~ diJIIDCe voice n.i:.cla iD lbcse markeu md 
to d~ w 11 1 lower overd cost. In eddtrtan, lbe 1nD1p01t eenba ICqWred u pan of lbe Telco Acqu.lsition will 
permit !be Company to aoc:elerate its deploymeDI of ATM ID luiDrercily md Labw:iry DCfWorb. lmplemeQI.ILion or 
A'TM will facilitate additional eobmccd da&a md YOklc scrvk:a &Dd DerWork etndeoclea. 

Oc July 11, 1997, I.Dtermedi.a'a wbolly OWDed 1Ubai41ary, Dayijpt Acqu.lsitioa Corp., completed a merger 
(the ·Merger~) wilh DIGEX, IDcorporared (•otoEX•), aleadJDa Dldoawide busmw lmcmet services provider. 
The aggregate cash COD.Slderation for tbe IICq1lisilioc wu approximately SlSS mJlUoll md wu fuDded with the 
Company's existin& c.uh reserves in July 1997. 

Durinl! tbe rem.aiDder of 1997 &Dd beyaad,lbc Compay beUeYea lbal iu pvwth will be NJ•DN'd amoag iu 
loc.al exdwlge, lona distuce md mba...,., cilia eenba. Buod oo lbe Compaay'a aoal)'lil or FCC da&a md its 
koowledge of tbe iDdusuy, lbe Compaay adw•a dW lbe awtet (or local eadlaqe, loa& discmc.e &Dd data 
s.ervices was approximately S25 bil.l.iiXl iD 19961D lbc Caa!pmy'a aervk:e letriiOfy. M a ruult of tbe CoQlpaDy's 
piWied expaosion in 1997, the Compuy upecu to be potidoaed 10 provide lbeae aervicea LD awbu with 1 lOW 
opportu.Diry o! approximacely $34 billioll by tbe c:ad of 1997, uduaive of lbe ~ provided by tbe DIG EX 
acquisition. 

ln order to develop iu bustacu more rapkD)t llld etDcicaaly udliu iu capJW raourcca, ~ pl..aru to 
use the existing fiber opUc inf:rutrucaue of ocba' prcMden iD lddidoG 10.ua.iq Ill WldD& aettr«b. Wbile the 
Company will use aigni.ficam ,,......., of Clpbal10 dcpiGJ enb•...,., data llld ~ IWUcbea OD a deaaand driY1!11 
buis in aclc:cted markets, lDiermedia belieftllbl& Ia pahetmi•' uJatiq DetWort caplclly lbould enable It co add 
De9o' customcn md provide addjboa.aJ semcc. dw wUI raub m IDcreued rew:ma wUb lower iDcnmeota1 cosu 
md, corre.spood.iD&Iy. over time improve iu EBITDA. Por eumple, aeWaa lddiiiODaliU'\'k:.el, IUCb u local 
exclwlge servic:ea, to exiJtin& or aew c:::u.stomen allowllbc C~ co UCWU Ullllled porUoal of lbe c.apaci.ly 
~ in its existizl& fiber opd.c ~~m~orb. Tbb openliD& 1ewnp lam:uea 1bc urillntioo of tbe DCrWOrk with 
limited additional capital e.cpcud.iturea. T'bl: Campay'a an&el)' 10 offer a full complement of !elecommunie~tioos 
services is desigoed to eQible tbe Compuy to tab ..tvau~qe of lbe opent1q lewrqe or Ira De'lWOrtl. 
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Results or OperaUou 

Tbe foUowiaa table presents. for lbc periods iodicatccl, cenaiD iDlotmllion derived from the Company·~ 
Condensed Coo.solidatcd Stalemcnu of Operllioaa, urreued La. pei"CCDLqa of ~venue: 

Three Moalhs Eaded S«pt. 30, Nlae MODtbs Eaded Sept. 30, 
1!27 122i 1!27 ~ 

CUaaacUted) (lJaaucWed) (Uaaud!ted) (Unaudited) 
Revenu~: 

Loc&.l ac:rwork .ervJce. 16.6 ~ 9.7" 15.4 ~ 15.0 ~ 
Enhancw!' data servica 43.3 31.6 33.2 l0.3 
lntereu:bange .ervices 38.8 56.6 48.9 49.5 
Integration services 1.3 2.1 2.~ 5.2 

100.0 100.0 100.0 100.0 
Expenses: 

Nerwort operaticms 68.8 73.6 70.3 64.6 
Facil.ities ~aDd maintm•re 14.0 7.1 13.0 6.7 
Cost of goods aold .7 1.7 u 4 .9 
SelJ.iDi. gcaeraiiDd admiDistraCiYe 35.1 29.9 39.3 37.1 
Dc:preciatioc IDd amordz.adoa 22.6 15..$ 20.7 18.8 
Ow-ge for La.-proceu RlcD 84.2 36.3 

Loss from operations (125.4) (27.8) (81.2) (32.1} 
Olhcr i.Dc:ome (expense): 

Interest expense (24.1) (31.7) (24.1) (J7.6) 
Other iDcome 9.5 16.8 10.1 14.3 

Loss before emwrd.ina.ry hems (140.7) (42.7) (95.2) (55 .4) 
Extraor<Wwy irem '61.~ (26.~ 
Net Loss (202.2) (42.7) (121.7) (55.4) 

Preferred stock dividends I.Dd ltCr'eticGI {19.~ '16.4~ 
Net loss attributable to CODliDOD Jt.OC:kboldcn gal.Zl" i42.z:l~ ~138.1~~ ~55.4~'1; 

Tbe following uble sets fonh other llalistica1 da1a deriYed from the CompaDy'a operatiJI& ncords: 

Seps, lO· 1997 SaJt 1 3(1, 1996 
Transport se~: 

Buildillgs CODDeCtCd 2,703 429 
R.ow.e miles 762 6-47 
Fiber optic miles 33,801 23,763 
Networt cities 

i.a operation 10 9 

Enhanced data ICI'Vicea: 
Dw n.itdlee iDicalltd 130 76 
Frame reLay ctdel 3,78'7 1,134 
Nodes iD service 17,286 8,462 
NN1 conncc:tioas 366 219 

Local md Lo01 DiNDce Se.Mc:a: 
Voice switdlee La. open.tiou 13 4 

l...oti& distance billable IZ1iDwea 111,049,341 61,549,894 
Access l.i.Dc equivaleDla 50,740 

Employees 1,820 724 
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Quarter Eodtd September JO, 199'7 Compand to Quarter EDded September JO, 1996 

Total rev~nlle iDcreascd 109.7" 10 S7l.J millioo for me lhird q\W1Cr of 1997 compared to $34.0 ID.l.llioa 
for lhe ume penod in 1996. Thil iDcrcase primarily resu.lled from Che acqu.illtioa of DIGEX. lhe introduction of 
new ser'VI~S and the increased focus of lhe Compaay'• Ala force oo offeri.a& a full sui~ of relccommuni~tion.s 
servi~ to an expanding IDAtUl. A portion or tbc iDctcuc, wu atuibu~le 10 lhe iucluaion of DIGEX's opeutwg 
results for the third quaru:r of 1997. 

L«al nerwort services r~ ilxnased 259.3" 10 SJJ.8 mWioa for !be third quantr of 1997 compued 
to S3. 2 million for the ume period iD 1996. Thii~Daeue primarily teiWced from !be oontbl""' rollout of loc&t 
excb..ange services into ~tional awkdl. The Company b.u received CLEC c:cniliCilioo iD 281latea plus lhe 
District of ColumbiA as of lbc end of !be !bird quaner of 1997. 

EN!onced dma stn'lccs r~ iDaaled 117 .0" 10 $30.8 mWioa for dae third quaner or 1997 compared 
to $10.7 million for !be lime period bll996. 'Ibis b!aeue primarily raulted from tbe-e~p~mioa of the Company' s 
ellbaoced da1a network by S4 JWiECbes aad 8,82.4 aew frame rea.,._.. liJa July I, 1996. ID.Iddilion, lbe aumber 
of fnmc relay citic:~ bas iDc:rqJed by 2,6S3 duriu& lbe lime diDe pcrio4. ot !be revauc Laaeue, a aipi/icant 
portio a was attributable 10 lbe iaclusk!D. of DIOEX't opeciiiDa real~~ for !be Cb1rd quarter of 199'7. 

lnJerachang~ seTYices ~ iDaeued 43.6$ 10$27.6 mWioa for !be dili'd quanu or 1997 compared zo 
$19.2 million for the same period ill 1996. 'Ibis IDcreuc primarily raulced from strOG& gowdl in long disWICC 
switched revenue and steady grori lD iDSI:rLA T A trmlpOrt. 

lnugrtJlion services,.~ increased 36.6" 10 Sl.O millioD for !be &bird qua.ner of 1997 compiled to S.7 
million for the s.ame period in 1996. t'hJ& iDctcuc prlmarlly rau1scd from lbe Co~Dp~DY's increased focus oo 
providing a toW serviu package for lhe CUilOmer. 

Operoring Expenses 

Total operarillg apensu lDc:reuel1269.8" 10 Sl60.61DilHoG for lbe 1hird quarter of 1997 compued to 
$43.4 million for Che same perioc1 iD 1996. The iDereuc primarily resu.Jied from abe cos1.1 u.socl.aled witb the 
1ignific:ur. cxpamion of the Compaay's owDCd aDd lcued Ddworb GS abe axatimJecl ~ioa La penonDtl to 
sustain and suppon lhe Compuy'sp-owdl. Of tbe illcreue, $60 mU1ioG raWced from lbe dwp for m·process 
researcb and developmeDt aDd !be iaclusioa of DIG EX' 1 opendDa raulu for llle !bird quaner of 1997. 

Ndworl: operariOfiS etpaSCS iDcrcuod 516.1 $ 10 $49.0 mlWoa for lbe !bird quancr of 1997 coi:Dp&lC(S to 
ns.o million for lbe woe: perioc1 m 1996. This laczale priawiJy rauJ.Ied from !be Jaaeuell.a.lcued oerwork. 
capacity th.al is I.S$0ciarrd with cb£ powda of kx:al ~ le:I'W:e, enbencwt cS.at&..lcrW:e aad ~c service 
revczwes. A portion of the i.ocrease, -.a laribulabk 10 lbe IDchWoD of DIGEX'• ~ resu.!u for lbe third 
quarter or 1997. 

Facilities Gdmbtistraltot~ and mainrOIOIICe apDUCI baeuod 313.8" 10 $10.0 millioa for lbe third ~r 
or 1997 co~ 10 $2.4 IDil1iol1 for !be same periocllD 1996. A ponioa of !be blcrale, waaiDribul.able 10 abe 
iDclusioo of DlGEX's operatizla' raulll for !be dUrd ~of 199'7. ID lddldm., !be IDcft:ue raulced from the 
expansaoo of lbe Company'• owDCd aDd leallld ~ c:apechy, a.:n...ID matncenanoe ClpCGIC' due to &be 
oerwort apansioo and IDcreued payroll e.-a rd.sed 10 blrfq lld4ldoDal ~ &Dd operalioaS 'Wf to 
suppon and ICCVice lbe e~ amvort. 

Mlliltg, gmeralQN/ ~ o:pDUU lDcraled 145.8$ to $25.0 aailliaa for lbe lhird quarter or 
1997 cotnpared to $10.2 millioa for lbe same period iD 1996. Tb.la iDcreale primlrlly ..Weed from die Company'• 
continued p-owt.b &Dd represented a major Ux:reue IDibe aala, IDartedA&. ~ IDI'oi"'!Wiousetvices and 
customer service: persoD.Del. ooc time upeodirurea for employee n:ICr\llaaeol, relocadoa. t:niJilii.IIDd Ux:reascd 
C.oiiL.IIWsion.s relating to lhe rut m n:veauea for tbcae periods. A portioc of lbe lDcreue, wu atuibWablc r.o lhe 
wclusloo of DIGEX'1 open~ rtsu11.1 for lhc rbird quartet of 1997. 
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D~prtciation 4Jtd G~Mrriullttllt ap~ruu iDCrcucd 206.4" co Sl6.1 mlllaoa for tbc third qLWter or 1997 
compared 10 $5.3 millioa for lhe WDC period in 1996. This iDcruse primarily resulted from additions to 

telecommumcations equipment piKed in acrvice dlll'iq 1996 aDd tbc fU"'t aiDe IDOOlhs of I W1. re!J.ung to ongo~ng 
network expansion. A ponion of !he increase, wu allribwable co tbc inclusioo of DIGEX's operlling resulu Cor lhc 
third quarter of I W1. 

Oto.rgt for in-procus Rueardl &: D~IDpmDrl of S60 m.Wioa rcpraeoll tbc amount of lbe purclascd ID· 

process resurch aDd development usoci&led wilh tbc purcbue of OIOEX. 1bil cost is rcctlrded as • ODC:·lime 

charge to uruings in lbe third qu.arter of 1997. 

lnlerest expense increased 64.2" co $17.7 millioD for tbc 1hird qu.aner of 1997 compaRd to $10.8 milhon 
for lbe same period in 1996. Thil increase primarily raullc:d from lDien:st apeme oa tbc May 1996 iuu.mce or 
S330 million priDcipal amount at m.anuily of abe Compuy'a 12 ~" Scmor DilaJual Nora u 2006 (lhe "12 ~ ~ 
Notes") aDd lhe July 1997 i.uuaoce of $649 mlllioo, IDcludla& lbe over-alloclllaM opcioa. priDcipa1 amount 11 

maturity of abe Company'a 11 \4" Nocea. 

Other /nco~ 

Other income iacreucd 17.7" co $6.7 mU.Uoa for lbe dllrd quaner of 1997 o;omparcd co S5. 7 million for 
lbe same period in 1996. 1biJ lDcreue wu primarily lbe rCAil of ia&eral eamed oa me caah available from lbe 
excess proceeds relatiD& to tbc May 1996 lsSUIDCC of lbe 12 ~ ~ Nota, cbe May 1996 i.uuaDoe of 4,674,503 
common &hares, par value S.Ol per share, at $26.00 per lbarc, lbo MltCb 1997 lsSUIDCC of 30,000 llwu of lhe 
Company's Series A Preferred SIOCk, wtUch wu IUbeequeody cn:hmpd for tbc Scrict B Prderred Stock, lhe July 
1997 issuance of the 11 \4" Notes &Dd lhe July 1997 !sP"nct of 6.900.000 Scrla D Depositary Shares. 

E:moordin.ary Loss of $43.8 mlllioa for lbe lbird qu.aner of 1997 cocsia.ed of pre-paymem peD.&.Itie5 
relating co ceru.iu indebtedness which ~u repaid from cbe proceeds of tbc offcrizla of tbc 11 \4 " Notes aod lhe 
write-off of lhe wwnortized deferred fiDa.aciq costs ISIOCil&ed wkb cbe IDdtbtednaa repaid. 

NnLoss 

Net loss increased 893.8" co S1.U.2 miJ.J.ioo for cbc dWd q\W1U of 1997 c.ompared CO Sl4.5 million for 
lbe umc period in 1996. Thil inct'cue wu due primarlly 10 lbe iDc:raled ~ upemea ruulti.na from tbc 
expansion of the oetwork. iDct-eucd aell.in& p:DCn1 &Dd M...mtsrndw: COlli, lbe c:barJe for i.D-proceu I"CSCMCh & 
developmem, increaxd interelt coszs &Dd &be e.maordlDary lreml. 

Preferred a.oc.k. d.ividcada IDd ec:crecioD1 or S13.9 IIID1iall rau1I8C1 from 1be Martb 1997 luuaacc: of 30,000 
sh.ucs of tbc Compaay'a Series A Prefemld St.ock, wblcb wu IUbleqlleady errb•ap' for tbc Serlel B Prefernd 
SI.OCk. &Dd lhe July 199'7 i.uuaDce of 6,900,000 Scrla D Depclituy Sbara. 

EBfTDA. 

EBITDA decreased 216.2" 10 $(1) .]) mWkiD for lbe dWd quanr.r of 1997 compared to S( 4. 2) million for 
the same period in 1996. l'bU decu. wu lbc roaak ot cbiiiCCiknlioa lA 1M~ of IAiel""lllleCia't capital 
expansioo plan whicb allnJ.fic.mtly lDereucd powm orieDied apcDM~. IUCb u DeCWOrt apcmca. IDcre.ues iD We5. 
cwtomer IUVice aDd IIWUI developmem eosu. prior eo ra1JziD& R'YCIIIItl anoclaled wUb lbac: expeoditures 



Nine Montlu Ended ~p(eaaber 30, 1991 Coaapared to Nlae Moatbl Eoded ScpcaDber 30, 1996 

Rtvtrwt 

Total r~1111t iucreased 156.9~ ro S1M.3 m.Waoa for chc Dille IDOCIIba coded Scpccmber 30, 1997 compued 
to S64 3 million for cbc ume period i.a 1996. 'tbiiiDcreuc primarily raul.ted from cbc Kq\lisitioos of EMl and 
DIG EX. the introductioo of oew service~ IDd die~ foc:ua of die Compaay'1 lllCI force 011 offeriD& a full 
suite of telecommUDJatiOIU services tom e1:pvv1iq awb:l. A poC1ioD of lbe bicrule, wu ataibuL&ble to tlM: 
inclusion of EMI IDd DlGEX'a operatiq raul.LI for cbc Dille IDODibl coded Sqlcember 30, 1997. 

LoazJ Mtwort strvicu ~~ iiiCreucd 163.3~ ro W.S miWao far die BIDe IDODdaa CDded September 
30. 1997 compared to S9.7 million for chc IIIDC period ill 1996. 'tbiiiDcreue primarily rtiUked from the contLDued 
rollout or local excha.D.ge services into additioaal awbu. 1bc CompaDy Us roc:elvcd CLEC ceniti~tion in 18 
sates plus tbe District of Columbia as of cbc cud of die ~bird quanct of 1997. 

F.nMnced dala services rrwnsu tDcrcucd 181.3" ro Uot.l llliWaD for die aiDe IDOCIIba CDdcd September 
31, 1997 compared tO $19.5 millioD for die WDc: period 1111996. 1bb iDmalc primarily raul.ced from the 
expa.asioa or cbc Company' a eah•nced dll.a .swart by 54 IWbcbel m1 I,GA .., frame reay DOdea &iDee July l, 
1996. lD additioo, tbe Dumber of frame rdly dUel baa tDc:ra.d by 2,653 durtaa die II&IDC ~period. A poruon 
of tbe revet~uc urease, wu attributable ro lbe Ulcll•DI of EMI m1 DIOEX'1 opcrlliD& raulLI for die D.iot mo!Uhs 
ended Sepcember 30, l W7. 

Jnurachtu!gt s~rvicu r~NU iDcrealed 154.3~ 1o $80.9 mllUaD for tbc BIDe moo1bs eodcd September 
30, 1997 compared to S31 . 8 mill.ioG (..,r tbc WDc: period ill 1996. 1bb t.ac:rcue prtmarily raul led from strong 
growth in loa& clist&Dec rwii.Cbcd l"eYCUUUt &Dd ~leidy powdlill illled.ATA ~ A portioa of tbc iucrease. ~.a.s 
attribuable to tbe iD:lusioa of EMI't operatiq resulll for lbc aiDe IDODdaa CDded ~ 30, 1W7. 

/nJtfrGiiM! strvicu r~ lDcte.ued 23.4~ &o S4.2111Wiao foe cbc BlDe IDOCIIba coded September 30. 
J997 compared to $3.4 millioa for cbc II&IDC pa1od ID 1996. 1bb t.ac:rcue primarily resulted from cbc Compl!ly's 
increued focus on providing a 10tll service pacbce for die a&ao~De~. 

OpmJting Exptft.lu 

Total opuating t:xpenses 1oc:rc.ucd 2.52.4~ ro $299.5 mDllaa for tbc BlDe moa1hs eDdcd Sepu:mber 30, 
1997 compared toW millioa for cbc II&IDC period Ia 1996. 1bc iDcrcue primarily raulled from chc COlLI 

usocialed with the .. ipificana HpUIIioD of die Compllly'l OWDDd mikued DdWorb IDd the mndanctd upa.asioc 
iD penoDDclto sustl.in and IUppOrt lbc Compay'l powell. Of me IDcreuc, $60 mWkiD raul.ted from tbc charge for 
in-process resurcb and ~ m1 die 1Dc1a1k1a of ENI m1 DIOEX'• operllilla rau.lt1 fur die BlDe mouths 
ended Sepcember 30, 1W7. 

Ntt"M-Ort ~1'GtiDiu apmus 1oc:rc.ucd 179.9" ro Sll6.l m1l1ioG for die DlDe IDODdaa eodcd Sepct:mber 30, 
1997 compared 10 $41.6 miWoG for die WDc: period Ill 1996. 1bb IDaaiC primiiD)' rau1led from chc iDcte.ases in 
Jusc:d oecwon c.apaciry lba1 Ia auoc:l.alcd wtlh die pvwd1 of local aawart ICI'Vk:e. mb•rrcd dll.a IICMce and 
inlerexcb.ange ~ervioe revawea. A pottioa of die t.ac:rcue, wu aaribulable 10 lbe Ux:hWoa of EMI and DIG EX' • 
operating results ror the DiDe IDOO&bs eodcd Septcmbu 30, 199'7. 

Facilities Mministrarlott and mDiniDtllltU aptJ:tUG lllcn:ued 396.0~ 110 SlU mWioll. for lbc Dille IPOQ.lhl 

eaded Sepcember 30, 1 W7 compand &o S4 .3 m1Wao for lbe ..- period Ill 19915. A ponioa of die lD:r'cue. was 
auribulable to tbe inclusioa of EMI and DIOEX'e ~ resulll for die aiDe maadal CDdcd Scpcmber 30. 1997 
Ia addition. the iDcrr.ue n:.rultcd rrom me eqaemloa of lbe Complay'l OWDIId - leDDd aenrtort c,apaclty. 
J.DCTe&SCS in mainrenam-.e expense due 10 the aetwort tlpi.IISAolll &Dd iDcnaled piYid1 nprma relalrld 10 hiring 
a.dd.itio!W cngi.ocefin& and operaUoas aatr &D mppon and ICn'b: die tlpll"tiq DeCWOrt.. 

Stlil'lg. ftltlral and odmi11UITGitw apm.IU iDcrealed 172.1 ~ to S6' mWioG ror tbe BlDe IDOOths eoded 
September 30. 1997 compazUJ to S2l. 9 millioD for lhc Mmc period ID 1996. 'JlUI ltlcRu.e primarily re.rulted from 
the Compa.ny ' s contiJwcd srowth and repraemed a ma;or tDcre.ut lD me lllca, ~. IIWI&&f:menl information 
~ervtces and c:ustolllltr lef'vice per~C~Q~¥1, oae dme upeDditura ror ~ recruiaDem, relocatioa. IBilWla aDd 
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wcreased commiuions relating to Lb£ rue in reYCD&aCS for lbcae perioda. A poruoo of Lb£ LDCre&K, wu annbuublc 
to !he mclusion of EMI and DIGEX'a operatiq reawu fOC" lhc rLiDe mon&bl ended September lO. 1997 

D'P'tcla/1011 and tunOrfiZa/1011 U/>'IUIJ Increased 114.0 .. 10 S:W.l million for the Q1DC months eoded 
Scpu:mbcr lO, 1997 co!DpUCd 10 Sl2.1 mWioc fOC" the WDC period lD 1996. 'Thlalncreuc primarily resulted from 
addiiiCins to tdeooa:unumcalionJ equiptDCQt placed ID aervic:c cSw1q 1996 ud the fUll DiDe moolhs of 1997. rcl.mng 
to ongo~ng network e1.pansioo. A portion of the lDcreue, wu aruibu&able 10 the i.Dclusioo of DIGEX's operating 
results for the third quarter of 1997. 

OwJrgt for in-procus RuttUdt & lHwlDplfvN of S60 miWoCl repreaeDU tbe &mOWil of Lb£ purdwed Ill· 
pr~ss reKMCb aod development ISIOCI.aled with the purcbale of DIOEX. lbil COli is recorded as a ooe-umc 
charge to euui.tl&s in the third q~r of 1997. 

/l'lltTUI ~nJt 

Inu:re.sl e~.peosc: iDcruscd 6!1.0 .. lo $39.9 miWcG for the DiDe IDOIICbl eDdcd Sepcmbcr lO, 1997 compared 
10 $24.2 million for lbe WDC period lD 1996. 1bla iDcreue primarily raulle6 from talaal upeasc oo tbe May 
1996 is.s~W~Ce of $330 millioo priacipaliiDOUIII u IDIIUrily of 1be Compaay'a ll ~ .. Nocea IDd tbe July 1997 
WilaDCC of $649 million, iDclucliq lhc owr-alktcmalt opdoD. priDctpll<IIIIOlml a1 awurlty of lbe Company's 11 
\4.~ Noll:.$. 

OlhLr JncomL 

Other iDcomc: iDcruscd 81.4~ 10 $16.7 miWDD for &be DiDe moDihl eDdcd September 30, 1997 compare.i 
to $9.2 million for tbe WDC period in 1996. 11W ilx:reue wu primarily the rault of inleRII eamed oo tbe ush 
available from tbe excus prooccda rcl.atiD& 1o lbe May 1996 iuu.ux:c of &be 12 lA .. Nt'"· tbe May 1996 i.s.stwu 
of 4,674,.503 common &hare~, par value S.Ol per abate, • $26.00 per lharc, the March 1997 iuuDce of 30,000 
slw'Cl. of tbe Compmy'a Seric.a A Preferred Stock, whic:b wu IUblcqueDtly u.cblqed fOC" lbe Series B Preferrn! 
Stock, tbe July 1997 issuaDce of the 11 114 .. Nocea ud lhc July 1997 iuuaDce of 6,900,000 Series D Deposiwy 
Shares. 

E.xrrllOrdiTJ~Jry Loss of $43.8 millioD fOC" lbe dUrd qumcr of 1997 coosiltcd of pre·plymc:u.l pen&ltie.s 
relating 10 ccrui.tl i.cdebtedoess wWcb was repaid from lbe prooccda of the offer~Jla of the II 114 ~ NOtes aDd the 

write-off of tbe ummortiz.cd defemd fiDIDc:iq costa uaoclale6 wilh the IDdebccdDaa repaicl. 

Ntt Loss 

Net lou iDcruscd 464.6 .. 10 $201.2 mf11ioll f« tbe DiDe IDDIIIbl eDdcd Sepcembcr 30, 1997 co!DpUCd 10 
$35.6 million for the ume period iD 1996. 1bla iDaeuc wu due prtawtJy 10 lbe IDcreued opcnt1Da upca.scs 
resultiag from the exp&DSioa of tbe aawurt. iDcrcaaed ICilbll paenJ llld ~ costs, lhc charge for in­
proceu research&. developmelll. iDa'eucd iDicre:st COIU IDd the~ Ueml. 

Prefemd aoc:k dirideudl IDd ICCftCioal of $27 .I IIIIWoG raallcd from the Man:.b 1997 isa&aDce of 30, CXXl 
shares of Series A Prefemd Stock, whic:b wu ......,.-ly eubenpd for the Series B Preferred Stock. ud tbe 
July 199'7 Wuanc.e of 6,900,000 Scria D DlpiiiiU)' Sbuw. 

EB!1DA 

EBITDA dccruscd 364.3 .. 10 $(39.9) m1Woa for tbe DiDe IDOII&ba eaded Sepccmber 30, 1997 compared lo 
${8 .6) million for lbe ~~me period ID 1996. 1bla detUDe wu tbe rau.Jt of 1be acc:eleniJoG ID lhc deployment of 
lntermed.iJ,' 1 upic.al tlpalllioo plu wbkb 11pU\c:aDtly IDcreued 1f0W1b orialled ea:pema. llldl u oetWor~ 
expenses. iDcrcueJ in u.Je.s, custOmer service IDd market dewlopmall eoaa, prtor 10 reaiWD& n:vcnuea uwctated 
w1th the.K expeodJtwa 
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LjavjdjiV IJJd Capjul Rgourqa 

The Company's operations bave required aubstantial capital investment for lhe purchuc or 
telealm.munic.uioo.s equipment IDd the delip, COGStructioo ADd developmeDl of the Company ·s networ~ Capnal 
expeoditurC$ for the Company wen $179 millioD aDd $81 millloD for the a.ine IDODihs coded September 30. 1997 
llld 1996, respectively. 1be Company expec:U tballt will matim!C': to blve IUbstaDtitl capit&l requirements m 
conncction with the (i) upmstoo IDd improvcmcDI of the Company's exiatiq oetworu. (it) <leu,:n. comt:u : .. ": 

llld development of ocw oerwort.&, (ill) CODDI:dloa of lddidoaal buildiDp IDd c:ustomen to Ulc Comp.il1) ·~ 
networks, (iv) purcba.se of swi!Cbes DeCalll)' for loca.l ucban&e aei'Yica ADd e&p&n~ioo of interexcha..ngc scr.·~ec~ 
llld (v) development of lbe Company'a enNDC"'A'd d&&a aervlc;a. lD lddlrion., the Compuzy uuli.Ud approxamatcly 
S 1 SS million of iu avlilable cW 10 complete tbe acquililioD of DIOEX i.D Jwy 199'7. 

The Comp1..11y bas funded 1 aubcttDdal ponJoa of rbele elpCDd.icv.ralhrou&h the public we of debt u 1 
equity securities JDd to 1 lcaaer eltteat, prtvllely placed debt. Prom iDcepdoa duol.l&b Doccmber J I , 1996. the 
Company railed appro~ly Sll2.6 mJllicG from the laic of COIIUDOG S1oct. mdudiq Commoa Stock issued w 
coDDCCtion with the acqu.isitiOGJ of FibetNet, Pboac Ooe, EMI ADd lTIT, ADd Sll4.6 mWioa from the a&le of ~rntor 
debt. 

The 11\Jbsraorjel c.piul i.DYUC~Da~~ reqWnd 10 buDd lbe Compaay'1 aetW0R. hanauJICd lD ocgat.ive cub 
flow from operadoaa alter cooaideruiol!l or iDvatiDa ICdYiliea 0\'el' tbe l.ul five year period. This ocgative cub 
flow after investiq activities wu a n:sult of die reqWreme11110 build a suba•nritl ;'Dftioo of the Comp1..11y 's 
oetwork in aaticipalioa of CODDCCtiq revaaue ~ CUif.Omen. 1be Compuly QpCCU to c:oalinue to prodUCt 
ocgat.ive cW Oow after investing activities for the DCD aeven1 yan due 10 abe c:qaasloa ICtivities usociated with 
the developiDI:Dl of the CompaDy'1 oetworb. UDiiliUIIX:ieal cub Dow after bzvestia& .aivitiea Is &eoerated from 
operations, the Compauy will be required 10 utilize Ill c:urt'CIIIIIIIid fulute cepi&al raourca 10 meet its cW Oow 
requirements. iDcludioc the issuaDc:e of lddidoaal debt llltdlor equky ICCUridel. 

In rupoose to the DeW pro-competidve ICiecomm1mkttioal CDV'iroameAt. tbe Compaay bas accelerated and 
exp&Dded its capita.! deploymeat plm 10 I1Jow for ID iDcrealed kYd of demaad-driveu spend in& DeCe.SUry to more 
rapidly exploit the. market opportwliry iD die local ~ lll&rka. The CompaDy QpCCU to expeDd substantial 
amowus to upgrade its exiatiq oetworb i.D order to 1w1ccb tralftc wilb!D the loca.lsctYice area in lbosc lt.ILC$ wbcre 
it is currently permitted to provide ruch sc:Mca. 1be CompaDy Is cenified u a CL.a: in 28 IUI.CI IDd the District 
of Columbia, allowing the Company to provide local exdaall&c letVk:a i.D those marbu. lD addiDoo.. the Complny 
c:xpccu to expend upita..l toward the funber developmem of the Company'• enhegcwt d&&a service and intc:rcbangc 
acrvi~ offerings. 

The: Compauy CWTCDl.ly e.riml[" lballt wQJ ~ appC'OQmaWy $4~ mJllicG 10 f\md IDiit:ipl&ed ctpitaJ 
requiremenu durtzl& the rem.aiDder of 199'7, wbicb il apec:IIID fuDd from Ill available c:.uh. Tbe CompaDy doa DO( 

believe lha1 the ac.quiJitioo of DIOEX will bne a IDIIatal bapiCl GG Ill capbaJ elp"Qdinare requilaDeDU. 

On Mucb 7. 1997. tbe CompaDy 10ld 30,000 lban:l (agreaa&c UqWdadoo prdemx:.c $300,000 ,000) o! 
ScriC$ A Preferred SIOC.k lD a priVI&C placcmc:Dllr&Diacdoa Net proceediiO tbe CompaDy aJDOUIIIed 10 

approximalely S288 mW..ioa. Oo JWIC 6, 1997, the company iaucd lOO,OOO lban:l (agrcpte liquidation prefc:reou 
SJOO million) or it.a Series B Prcfemd Stott. wbicb wen: repaaed UDder abe Securida A.cl of 1933, u amcoded, 
in e~e for all oom•Mi"& lbua of tbe Sene~ A. Prefened sua punuaaa 10 a na~AeRd adwl&e offer. 
Dividends on the Sene~ B Prcfcm:d SIOC.k acc:mnnl•"' 11 a nae of 13 ~ ~ of the IIJRplC l1qW4adoo prcfcreoc.e 
thereof and are payable quanerly, I.D IITC&rl. DlvideDdl arc payUk ID CMb or, lillie Compaay's opdou, by lbc: 
WuiDce or add.itiODal llhares of Series B Preferred sua bavtDi • IIIRJIIC JJquid&tioD prefetaKle equal10 lbe 
amount of IUC.b dividends. The Seri.ea B Prcfemd S10Ck iiiUbjoc:liO mllltd•rgry ~ 11 its liquidation 
prefereDCC of $1,000 per &hare, plua IC:C:wtmla&ed ADd uapaid ciMdeDtSa oa Marc:b 31, 2009. The Setiel B Preferred 
Stock will be redeemable at tbc optioa or the Compaay a.t aay dme att.er March 31, 200'2 a.t ra.ta commeocing with 
106. 7S ~. dc:cJ.ioi..o& 10 100~ on March 31. 2fX17. 

The Company aay. at tts. opUon. uclwl&e 10me or all lharea of lbe Series 8 Prefened Stock for the 
Company's E.lchange Debentures. The E.xc.bangc: Debenrurea marure on March 31, 2009. IDu:rut oo lbe E.lcblngc 
Debentures is payable ICIDJ-&.D.DIW.)y, and IJliY be paid iJl the form of addhlgoal £~chi"IC Debeuturc:S II lbe 



CompaDy's opuon. Exclwtge Debennues will be redeemable by lhe Company It aay lime atler Marcb 31, 2002 at 
rates commeocUJg with \06.75 ~, dccli.ni.Jli to 100" on March 31, 2007. 

On July 11, 1997, lmennedia's wholly owned subsidi.lly, Dayliahl A.cquisitioa Corp., completed a merger 
w!lb DIGEX. a Judiq nationwide busi.Deu l.ol.croct ~erviccs provider. The qarepte cuh couldcratioD for lhe 
acquisition wu approximately S 155 millioa IDd wu fuDded. witb the Compaay'a existiJI& cuh reserves iD July 1997. 

On July 9, 1997, !he Company aold 6,000,000 Series D Deposlwy Sh.ua (agrepte liquid&l.ion 
preference S\50,000,000) each repRSeDlin&l oae-buDdndlh lD&eral iD albare of lbc Compau.y'a Seriel D 
Preferred Stock, iDa private pl~mem transacdoo. Subscquem thereto, lbe ovcr-ellgcmenc optionwifh rupectiD 
tbe Series D Depositary Shares wu eu:rciscd ud lbe Company 10ld AD ""'ldoml 900,000 Seriea D Depositary 
Shares (aggregate liquidation prefertoce of S22,S00,000). Nd proc:eccb 10 lbe COIIIpiD)' IIDDUDied ID approlimately 
Sl67 million. Divideods on lhe Serica D Preferred Stock wiU~CCU~DJd11c • a nrc of7" oflbe qarepte 
liquidation prcfereoce lbcrcof aDd are payable quancrty, iD arrear~. Dlvtde:adl are pa)'lb6e ID cub or, a1 the 
Company's option, by lhe i.ssuaoce of rharea of Commoo SIOCk of lbe Coqllay. 1be Serta 0 Preferred SIOCk will 
be redeemable at the optioa of the Compaoy a1 aay time ODor aAer July 19, DX) ll r.aa oommrzriuawifh 104!., 
decli.nlng to I()() f. od July 19, 2004. 

The Series 0 Preferred Stock is CODYatibl.e, lllbe optioD of lbe bolder, ial.o Common SIOCk of the 
Company a1 a conveniOD price of $38.90 pu lbare of Com'DOD Scock.labjecc 1.o cenam 8d)umnem•. 

Concurrently with lhe sale of the Series 0 Depoarary Slwa, lbe CoalpiDy 1014 S60o milliOD priDcip.&l 
amouniit marurity of 11 \4" Noet~ iDa privar.e pllcaDrDr uallJKfion Sublequc:ae dlc:rdo, lbe over-allocmcm 
option wilh rcspc:ct lO the II \4 ~ Noca wu eJatUcd IDIS 1bc Complay IOid aa. tddlrigul $43 million priDcipa! 
amoUDI a1 maturity of II \4" Noca. The Issue price of lbe 11 "" NCMI wu $S77.41 per $1,000 priDcipal 
amount a1 maturity of t'u: 11 \4" Nocea. Net proceed~ 10 cbe Compaly IIIIOUDied 1.o approdawcJy $365 million. 
Cash iDtcr=t will not aa:ruc on the 11 "" NOla prior lO July 1~. 2001. CMJrDCDCiq January 1~. 2003, cash 
interest on !he II \4" Notes will be payable .emJ-umually ID anun oa July 1.5 ud Jamwy 15 It a rate of II \4 ~ 
per .annum. The II 14" Notes wW be redeemable, ll the Compaay'a opUoo a& any lime ODor after July IS, 2002, 
and are pari pnsu with all other ICDior jndebcednep. 

The Company used a ponioa of the proceed~ of lbe privar.e orfcriD& of lbe 11 " ~ Notes to recire or 
defuse lntermedia'a outstaDdiq 13 ~" Nocea. The Reti.raDem rau.ltcld iD AD emaordiDar)' lou, u mown in tile 
acx:ompanyiog consolidaled su.u:meur. of operalioos, or approxima&dy $44 mJlliOD ID lbe dlird quancr or 1997. 

On Oculber 30, 1997, lbc Compaay 1014 7,000,000 Seria E Ocpolitary Sbara (agn:pte liquidation 
pre ferencc S 17 5 ,000 ,000) each represeatiq a oae-tumdredlh lalerc:lliD a 1bare of me CompiDy' 1 Serlea E Preferred 
Stock, iD 1 private placemem traDsacaioD. Sublequl:allbado. 1be OYer"-llJmncat opdaa willa n:spca 10 lhe Series E 
Deposiwy SIW'e.s wu eu:rcised IDd lbe Compaay 1014 aD ICI"Irimll 1.000,000 Serta E Oc:polillry Sbarca 
(aggregate liquidation prefercace of $25,000,0000). Nd proceediiO 1be Compaay amouated ID approximately 
S 193.8 millioo.. Dividellds OD lbe Serta E Preferred Stock w01 amrmv'* ll a nrc of'" of lbe ~ 
1iquid.a.tioa prcferax:c lhetwf ud are payable quancrty, iD arran. DMdcDda are payable iD cuh or, a11he 

Company ' a opuoa. by lhe l.ssuaace of abarea of Common Stock of lbe Compaay. The Seriea E Preferred StoCk will 
be redeemable at the optioo of the Company ll Ill)' time OD or after Oc:tober 18, lax> ll ratea COIDIDCDCilla with 
104", decl..i.c..i.Di to 100" OD Occober 18, 20CM. 

Tbe Series E Preferred SIOCk will be COilVatibl.e u Ill)' time after Dorcmber 29, 1997, ll the optioo of the 
bolder Into Common Stod or lhe Compaay a1 a ooavenioa pnce of $60.47 per lbare of Commoa Stock. mbjcct to 
a:nain adjustments . 

CoocunemJy witb the ule of 1be Serta E Oepos1wy Slwa, 1be COIIIpa)' told $2.50 miWon priDcipal 
amOWI! at maturity of 8 7/8" Nocea due iD 1 privar.e pJacemeDr UIDIIICdoa Nee proceed~ 10 lbe Company amouote.d 
to approUIIutely $2.43 million. Cub iDlcrea oa lbc 8 718" Noca will be payable Kmi-&DDU11Jy 111 mean oo. May 
I and November I at I rate or 8 718" per IDDWD. The 8 718" Notes will be redeernaMe, II the CompiPy's opuoo 
at IPY time on or after November I, 2002, ud are pari pauu with all ocber senior iDdebudne&s 
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The procced.s from lhe Series E Dcposil&ry Sbarcl will be used co f&~W~Ce lbe c.oatiaued upans1ou of the 
Company's telecoaununicatious oetworkJ. iocludin& tNt DO( limilCd to, oetwort elecU'Oiliea. such u local/long 
diStance voi~ and dat.a JWitcbes, &nd for geoeral corporaiC purposes, iDcludiq work..IA& capiw. The oct proceed.l 
from lbc offer\Qg of lbe 8 7/8~ Notes will be wed co fund up to 80~ of lhe cost of acquisiLioo or coastruchon b; 
the Company of tt.lecommunications-relaced Uldl. 

The Company expects lhal its available cub., includiq proc:eeda from lbe CODCUI'tellt offerings of the 8 
7/8% Notes and Series E Deposiwy Sbarcl, IDC1 credit avlilabilicy will be IUI8ck:ar.to flmd its c:um:m accelerated 
and eqJa.oded capit.al deployment plan. lf lbe CompaDy wm: co require .cld!Uoaal fUlaDcln&. ilwould ~k to obwn 
sucb fllWlCing through the ule of public or priva~e debt ISIIJ/or equity JCCUrltiea or lhrcluib leCUliD& 1 bank credit 
facilil)'. There can be oo asSW"aDCe u 10 tbc aVIilabWcy of lbe tmDI upaa wtUch IUCb tiAt.ociD& mi&bt be •v&i.lable 
Moreover. the 12 ~ ~ Nota, tbc 11 \4 ~ Noc.es, lhe 8 718'1. NOCCI and lbe Serica B Prefcned S&oc:k i.mpoK cerwn 
restrictions upon tbc Company' I lbihcy 10 i.DCur .&fitiaaal lDdc-bccdDPV or l.uue addl•'on.al preferred JCOCk.. 

The ColDp&lly bas tr.>m time 10 time bcld, 1DC1 Mbflmw:a 10 bold, preUmiDary diJc:uallioGI Witb (i) potenlial 
strat.egic iDveswn (i.e. investors in tbc wne or 1 reWed bwiaeu) wbo baw: ~ ID IDicrat iD m.akiog an 
investment in or acqu1r'iDs the CompiD)', (ii} pncenri•' jokll ¥'IDlW'C putDen JoaktDa IDWard formadoa or wacegac 
a1lWlcea that would expand lbe .ruch of lbe Compay'a IIIICtWOI't or .W. wllbaut DfiCCUariJ)' requiring 1.t1 

add..iticmzl investmcaJ. in lhe Compuy IDC1 (iil) COIIIpiDiea dial teprcaeGt P"""""' acquistdc:m oppornmi.Lies for the 
Colbplll)'. There can be DO u.suruce tha1 aay qRe1DCIIl widl auy P"""""'ltl'Ue&ic lzweator, joial veorure partner 
or acquisition wget will be re&ebed oor docs IDID&JCIDCDI believe tha1 ar:y cbcreof Js iiiCICa:ltY co su::ccufully 
implement itS sll"&~egic plans. 

Impact of Wlatioo 

IJ1flatioo has DOl tad a significant impact oalbe ColllpiDy'a operadoDs over lbe put 3 yean. 

~ inforTNlliorz set forth above in •MQNlgerMnl's Dut:JUSUwl and Analysis il/ F111t111d41 Omdititw aNI Rtsu/Js of 
OpuaJions • includes forward-loold.ng statemmu INit llfw)lw !lllmlnw.s risks and IUIC~r14inliu. ~ Company's 
actlUlJ ruulu could diJ!er materilzlly fr01r1 those 411/tdpdlol in nu:h fot"Wtlrd-loob¥11 SUIIDnmlS 41 a ruu/J of ctrtain 
/acton, U.cluding rlwst Itt forth in tht section mrilled •RUJ: Faaors"' in rh.e CompQ/ry's Ann.wJJ Rq~art on Form /O­
K for tM year ended December Jl, 1996. 
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PART D. OlliER INFORMATION 

Item 1. LegaJ Proceedjngs 

On June 20, 1997, two purported class ~etioa ~l.aiDu were filed i.n lbe Coun. of Cbaocery of r.he St.tte 
of Delaware i.n and for New Castle County respeaively by TAAM AuocialU, LDc. and David and Clailc Stemberg 
(lbe "Complaints"), pu rponed stoc:kholden of DIG EX oa beba.lf of all DOll-affiliated c:ommoa sloc:kbolden of 
DIGEX againstlntermedia, DIGEX aod lbe Direa.on of DIGEX (tbe •DJGEX DirecUJn•). The Complainu ~ege 
that the DIG EX Directors violated tbeir faduciuy duties 10 tbe public saoctboldm of DlGEX by &&rccing to vote i.n 
favor of the Merger and llatlntermedil kDowiD&IY aided and abeaed 5UC.b viol&lioa by offerizl& to retain DIGEX 
m.anagement i.n their present positioDs and c:ooseo.tiDa 10 noc:k optioa. &raii&SIO cenaiD uecutive off'an of DIGEX 
The Complaints sought preliminary and pct'lDIOCDI i.DjUDCtioo eujoiDi.D& tbe Meraer but DO applicaD.ocu were Dade 
for sucb injunctions prior 10 c:oDSWDm.llioa of me Meraer on J ILly 11, 1997. la lldd.ltioo, me Complainu seck usb 
damages from me DIGEX Dirccton. lD Aupt 1997, 1 motioo 10 diaml.u tbe Compl&lDb wu fl1cd on behalf of 
lntermed.i.l, DIGEX aod lbe DlOEX Direclon. 

These C&SeS are in tbeir very early suaesaad DO IIIUl&DCe cao be pv= u 10 tbeir ultimate outcome. 
lntermedia, after c:onsulwion with iU COUDid, believes dLillbere are merilorioul·f.lcCualiDd lepl defense~ 10 the 
clai.ms in the Complainu. l!uermedia iD&cods 10 defCDd vtaorousJy me c:la1ml iD &be ComplaiDis. 

Item 1. Changes in Sccwities 

On July 9, 1997, tbe Compaay sold 6,000,000 Series D DcpoliW)' Shares (IUJ'epl.e liquidation 
preference Sl50,000,000) each reprcsenliDia ooc..Jnmdrcdlb interest iDa &bare or tbe Compuy'a Scriea D 
PrefelTCd Stock, in a private pl.acemcD• tnmactioa SubsequeDI tbcmo, tbe 0\'a'-aUocmem optiol1 wilb respect 10 

~ Series D Depositary Shares was curci.seclaad tbe Company 101d Ul addhjc•W 900,000 Series D Deposiwy 
Shares (aggregate liquidation prefctU~CC of $22,500,000). Ncc prooccds 10 tbe Compuy amoun&ed 10 approximately 
$167 million. Dividends oo the Scriea D Prcfcncd Srock wt.ll1CCWDU11re &l ante of 7~ of tbe agregatc 
liquidation prefen:ncc tbercof I.Dd are payable quar1Crly, ill arnan. Dlvideods are payable in cub or, at the 
Company'' option. by !be issuaDce of stwa of Commoo Srock of 1be Compuy. The Seriea D Prcfemcl Stoc:~ wul 
be redeemable at tbe opcioo of tbe Company at Ill)' time 011 or after July 19, 2000 &l r-.a c:ommc:oc:q with I 04 ~ . 
decl.i.ning to 100~ on July 19, 2004. 

The Series D PrdelTCd Stock b c:oavenible, at cbe opUoa of 1be ~litr. LDal.l ~~&~ M\,·~ ,•t '~ 
Comp.Lny at a coo~nioa pnc~ of $J8 90 ptf ~hart \\1 (\~ $\\~~. ~~~ "'' ,,._~ 111\J~\\'M\'10 

·n~~ S~PI*- \l l-..,, ... 1\t.\~ .,..,. -~"baled 11115 k)l4 ~ tbe m&tial purcbuen pw'NIDIIO u eumpt.ion 

"'"''' '"~''\'•\""" """-;..W ~ ~ 4(2) of Cbe Sec:urttica At:t or 1933, u ameiPed (me •At:;t•). Eacb of tbe 
m1u&l pun:b&Kr. of &be SeOca D DepoaiW)' Stwa rcpreiCIII&Id ro tbe Company. amoaa ocher thinp, &lW (i) it u a 
qualified institutioul buyet (·Qm j, (U) lt b DC( acquirtDa me Sc:ria D Depoalwy Slwa wilh I view 10 uy 
cfutnbutioo tbereof that would viollle me At:t or tbe ICICUrida lawa of aay awe of me Uokecl Sta~e~ or &DY other 
applicable jurisdjction, (lli) it wUl be re-orreriJ:Ia IDd rae11iq tbe Series D Deposlwy Sbarea oaly 10 QIBa i.n 
reli.anc.e on the c:umptioa from tbe re~ requircmcDll of &be At:;t pi'O'oidcd by IWie 144A and 10 IIIXrcclit.cd 

investors ill l privale p!accnrnr eumpl from the n:p.aratioD reqW.rc:mellll Of the Ag, and (iv) DO form Of JeDCn.l 
sollcir.a.tioo or geuen.l advcnisi.DIIw been or will be UICd by k or aD)' or ill repi'CICDI&tlva iD COilDeCtion with tbc 
offer and we of any of the Depositary Sbarea. 

Oo October 30, 1997, tbe Company sold 7,000,000 Series E Depolltary Shares (lllfeplC liquld&tioo 
prefen:oce SJ75,<XX>,OOO} eacb repi"C::oCDlin& I ooc-buDdrcdlh iDierelt m a share: or me Company'& Sericl E Preferred 
Stock. i.n a private placemnn traosac:dcla. Subsequent cbercco, die over-aJJoancm opdoo wUh respect 10 tbe Seriu E 
Deposiw-y Sbarcs was exercised I.Dd me Compaay 101d aa additioG&l 1,000,000 Setia E Dc:paaiwy Shares 
(aggregat.c liquidation prefcrencc: of $2.5,000,0000). Ne~. proc:.ccda 10 c.be CompNJy amouDied ro approximately 
$193 8 milli011. DivideDdl on tbe Seriea E Preferred Srock will aca&mu~1~e at a rue of 7S of lbe lllfeJIIe 
hquid.auoo preferet~a tbercof IDd are payable quarterly, in anun. DivideDdl are payable LD cub or, 11 tbe 
Company' a option. by~ issuaDce of &hare~ of Common Stock of me Compaay. The Sc:ria E Preferred Stoc~ ~LII 
be redeemable at the option of the Company at &D)' time on or after October 18. 2000 It ra&ea c:ommeDCin& with 
I 04 ,; . decl.ini.ag 10 I 00 'I on October 18, 2004 
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The Serie5 E Preferred Stock will be convenible at aay time after December 29. 1997. at lhe ~moo or !.be 
bolder. LDto Common Stock of !.be Company at a conversion price of S60.47 per share of Common S1ock.. subject 10 
~rtalll adJUStmCDIS 

The Sem:s E Depositary S1w'u were isJued aDd sold 10 lbe initial purchuen pwsuaDI to 1.11 eumpuon 
from reg1scrauoo provided by Sectioa 4{2) of Lbc Sec;uritics ~of 1933, u lJDCDded (the • Act•). Eacb or l.bc 
Ullt!al purcbasers of !.be Series E Depositary Share' repreacared 10 the Company, amoaa ocher lbm.gs. that (i) It I~ .J 

qualLf1ed lllStitutloll.ll buyer ( "QlB ·). (ii) it is DOC ICquiriD& the Series E Depositary Shirts witb a view to aay 
dismbution lbereor that would vioiJte the Act or tbe securities lawa o! aay IWC o! me UAbcd SiliCa or aay <Xber 
applicable jurisdiction. (W) it will be re-of'faiq IDd raelliqlbc Scriel E [)epolltat)' Shares oaiy 10 QIBa i.D 
rehanu on !.be exemption from !.be regisuatioa r-equ.ihmcDII of !be Act pf"O\idod by Rule 144A, pwsiWI.l 10 offers 
aDd sales that occur ouuide !.be United St.alel within !be meenlnl of ReJI&Wjoo S aod 10 ICCteCl1ced iDve.ston 1.0 a 
pnvate placement exempt from Lhc: reptraLiOD rcquirememl of llle Act, IDd (lv) 1110 form or JCDCralsolicit.aLIOD or 
general advenising tw been or will be uaed by it or Ill)' of iu repraeatl&ivea tD coaDeCUoc wtltllbe offer IDd we 
of any of Lhe Sene.s E Depositary Sb.l.lu. 

Item J. PWu!LS Uoog Seruor Secwjtlel 
None 

Item 4. Submission of Manen 10 I Vote or Security Holclen 
None 

Item 5. Other lnformatjop 
Nom:. 

Item 6. Exhibits and Reports on F9tJD 8-K 

(a)~ 

Number 

2 I 

3.1 

3.2 

4 1 

4 2 

4 3 

A&JUmetl! aod Pl.&b or Mer,pr &mODI rhe Compaay, D1yl.igbt Acquisilloa Cofll 
IGd DIG EX, daltd JUDe 4, 1997. Exhibit 99 (c) (1) to l.bc Comp1Dy's Schedule 
140-1 filed wUb me Securidea IDd Elcbanac: Commission Oll June 11. 1997 is 
i.Dcorporaud betetD by referace. 

Reatal.td Ceniftca~e or IDcorporadoo or the Compauy, to&elher witb all 
amcMmen1S memo. 

By-laM or lbe Compally, t.oJdbcr with a.u amcpdmen&J lbereiO. Exhibit 3.2 10 
!be Company's Form S.l, Ned with me Comml.aaioa OD November 8, 1993, 
(No. 33-69053) i.1 i.Dcorporaled beretD by rerereace. 

I..Ddellnue, daltd u of Oc&obcr 30, 1997, by &Dd berweeo !be Company a.od 
SunTrusr 8aDl., Ccura1 f'Jorida, Nadoul AAiocialioo, u Trustee. E.Wbn 4 .I co 
!be Cornpaay'a CwTalr. R.epon oa form 8-K, filed wtdl !be CommiuiotJ on 
November 6, 1997 (IM "Form 8-K "), u mcorpo~ bereiD by refereoc.e 

Certific.tr or Dalpation of VodD& Power, Delll"''kxl PrerereDCa a.od 
ReiJLive. Particlpaliu&, Opcioaal. IDd ocbet Ripu aDd Quallftcalioos, Ll.mlt.auoru 
aod Restnctions or 7" Sericl E Junior C4avenlble Preferred Stoek or !be 
Company. filed wUb llle Seaetary of St.ale of llle s~ or Dell Wart oa Oc\ober 
29. 1997 Exhibit 4.210 !be form 8-K il i.ocorpomed bere1.11 by rerereoa 

Deposit Agreemeut. dated u or October 30. 1997' by IDd lmOD& the Compaay. 
Contmcnul Stock Trmsrer & uust Company aod all !he bolders trom time !o 
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27 I 

Cbl Repons on Form 8-K 

tune of Depos1W')' Rcceapu wucd thcreWider . E.lthibll4 .2 to the Form 8 K 11 

t.neorporated herein by reference. 

Fi.rwlci&l Da1.1 Schedule (For SEC Use Only) 

The following reporu oa Form 8-K were filed durin& tbe third quarter of 1997 aDd throu&Jl 
November 6, 1997: 

The Company filed 1 Current Report on Fono 8-K, da1ed July 9, 1997, reportiq Wider hem 2 lhc 
completion of the acquisition of DlGEX, lDcorpora&ed by DayJ.i&bl Acquitltaoa. Corp., a wboUy 
o\1/lled subsidiary of l.ntermedil CommunicatioallDI:. 1be Company alto reponed UDder Item 5 
the completion of the coDCUZTent privare placemeuu of ha Seria D Depolitary S!wa aDd ll \4 ~ 
Notes. 

Th~ Company flied • Cl.lrreu1 Report oa Form 8-KIA, cWed Jllly 9. 1997, rc:portiQI UDder Item 7 
the fLD.aDCiAI sl.ltcmeau of busi.Deuel Kqllircd IDd &be proforma ftu:odiJ iDformatioo u of Marcb 
31, 1997. 

The Company flled a Currc:Dl Report oa Form 1-K, da1ed Oc:cober 2A, 1997, repontoa Wider llcm 
5, the co~ of two coaaurea1 prinle ol'feriDp of ill IICCWidea. 

The Company flled a CuneDl Report Oil Form 8-K, cWed November 6, 1997, reportin& ~r 
hem 5. the completion of CODCWTCD.t private placemeoll of 1u Series E Depositary Slw'es aDd 8 
7/H~ Norc• 
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SIGNA.nJRES 

Purmanf fo thr requrremenu ol lbe Secwittea E~cb.an1e Act or 1934. \he regsstranl has duly cawed lhu repon to he 
s1goed on 1ts tlchalr by the undentgned lhercWito duly authorized. 

Dolled r-;,,,crn!JC."r b. 1997 

INTER.MEDlA COMMUNICA. TIONS INC. 
(Re&I.Stranl) 

ttl Robcll M. Mannipc 
R.oben M. Manama 
Senior Vice President md Chief FiDaDci&.l Officer 

lsi Jegoe M. Walten 
Je&aae M. Wallen 
Coauoller md Chief A.CCOUDtio& Officer 
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DIRECI'ORS AND EXECUTIVE OmCERS OF 
INTERMEDIA COMMUNICA nONS, INC. 

The following information sets forth lhe name, I&C, citizenship, business address, present 
principal occupation or employment, and the material occupation, positions, offices or 
employment for the past five years of each director and executive office of ICI. Unless 
otherwise indicated below, the address of each director and executive officer is lntermedia 
Communications Inc., 3625 Queen Palm Drive, Tampa, Florida 33619 and ~h director and 
executive officer is a citizen of the United StaleS of America. 

David C. Rubere. age 51. has been a direccor, Pruident, and Chief Executive Officer 
of JCI since May 1993 and Chairman of the Board si~ March 1994. He was an independent 
consultant to the computer and telecommunications industries from September 1991 to May 
1993. Mr. Ruberg was a Vice President and Oeneral Manqer of Dati Genera} Corporation 
from 1989 until September 1991. 

John C, Baker. age 47, has been a director of ICI since February 1988. Mr. Baker has 
been the pnncipal of Baker Capital Corp., a private equity investment firm, since October 1995. 
He was a Senior Vice President of Patricof &. Co. Ventures. Inc., a multi-national venture 
capital firm from 1988 until September 1995. Mr. Baker is currently a director of Xpedite 
Systems, Inc., FORE Systems, Inc. and Resource Bancsnares Mortgage Group, Inc., all of 
which are publicly traded corporations. 

Georee F. Knapp, age 65, has been a director of ICI since February 1988. He has been 
a principal of Communications Investment Group, an investment banking firm, since June 1990. 
From January 1988 until June 1990, Mr. Knapp was an associate at MBW Management, Inc., 
a venture capital firm. Prior to that time, he held various executive positions at I1T Corporation 
and its subsidiaries, most recently as Corporate Vice President of ITI Corporation. Mr. Knapp 
1s currently a member of the Manhattan College Board of Trustees and Chairman o( its Finance 
Committee. 

Ph!ltp A. Campbell. age 60, has been a director of ICJ since September 1996. Mr. 
Campbelltettred from Bell Atlantic Inc. as director, Vice: Chairman and Chief Financial Off1cer 
in 1991. Previously. he was President of New Jersey Bell, Indiana Bell, and Bell Atlantic 
Network Services. Mr. Campbell is currentJy a director of Xpedite Systems, Inc .• a publicly 
traded corporat1on. 



Robert A. Bouse, age 48, has served IS &ecutive Vice President, Operations and 
Systems of lCI since October 1996. Prior to joininaiCI, Mr. lloule was Senior Vice President 
of Concert, a joint venture company of British Telecommunications and NCl Communications 
Company where he manqed the enainoerin1 and opcmionJ of the Conca1 Global Networks 
from 1991 to 1996. Mr. Rouse held various executive manqement positions 11 MCI from 19&6 
to 1991, with ~nsibilitie$ includin& product and network daian. network and systems 
development, network planning, operations, provisionin&, and cust.omer !leJ'Vices. From 1969 
to 1986, he managed se"Veral subsidiaries of kochesrer Telephone, now a pan of Frontier 
Corporation. Mr. Rouse received his B.A. from the University of Rochester in 197l. 

James f. Gei&er. age 38, tw saved as Senior Vice President, Sales of ICI since ,\ugust 
1995. Mr. Geiger served as the Vice President of Allanale Channel Sales from March 1995 
through August J995 and as the President of ach of FiberNet USA, Inc. and FiberNet 
Telecommunications Cincinnati, Inc. (collectively, •fiberNet•) linoe their inception. Mr. 
Geiger was one of the founding principals of Fiber'Net, initially ~erVing a.! Vice President of 
Sales & Marketing and subsequently serving u President. From Aprill989 to April 1990. Mr. 
Geiger served a.s Director of Marketing for Associated Communications, a cellular telephone 
company. Mr. Geiger received his B.S. in accountin& from Clarkson Univenity. 

Robert M. Maoninc. age 37, has served as Senior Vice President, Chief Financial Officer 
of ICI since September 1996. Mr. Manning jolned ICI from r'MX Inc., a Los Angeles-based 
cable programmer, where he was Executive Vice President, Senior Financial Executive and a 
director of DMX-Europe from October 199J to September 1996. Prior to his tenure at DMX. 
Mr. Manning spent ten years in the investment bankin1 field in corporate finance and mergers 
and acquisitions, most recently with Oppenheimer and Co., Inc. u Vice President, Corporate 
Finance. managing lheir Entertainment/Leisure Time Group from October 1988 to Octo~r 
1991. Mr. Manning is a graduate of Williams CoUqe, Williamsrown, Massachusetts. 

RobeO A. Rub, age 52, lw served a.s Senior Vice President, Human Resources of JCI 
since March l, 1996. From January 1991 through February 19%, Dr. Ruh was an independent 
consultant, specializing in executive and organization development From 1975 to 1990, Dr. 
Ruh held executive positions in human resources with Baxter Healthcare Corporation and 
American Hospita1 Supply Corporation. From 1973 to 197S. Dr. Ruh served a.s a consulting 
psychologist for Medina and Thompson, specializing in executive assessment, selection, and 
development. From 1970 to 1972, Dr. Rub was on the corporate organization deveJopment staff 
al Coming Glass Works. Dr. Ruh served IS Assistant Professor of psychology at Michigan Slate 
University from 1970 to 1972. Dr. Ruh received a B.A. in psychology from Valparaiso 
University in 1966. He received an M.A. (1967) and a Ph.D. (1970) in industrial/orgamza!Jon 
psychology from Michigan Stale University. 
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Barbm L. Simp, aae 34, • co-founder of ICI, hu ICI'Yed u I Vice Praident since 
June 1987, and u a Senior Vice President since Oclobct 1992. She~ u Praident of JCI's 
predecessor from September 1986 to June 1987. Ms. Simian ra:auly la'\1ld two ll:rmJ as 
ctWrman of the ASJOCiation of Local Telecommunic:llionJ Scrvica CAL TS), a national 
competitive access provider aw1e aaociation. Ms. Simian na:i~ ba' B.S. in 
telecommunications from the University of Florida and her M.B.A. from rhc Univmity of South 
Aorida. 1 

Mjcbac;l A. vireo. qe 55, hu la'\1ld u Senior Vice Preaidl:at, Slralqic Plannina. 
Rqulalory I and lndusuy Relations of JCI since Oc:labu 1996. Prior .., bil ..-a polition' he 
\WJ Senior Vice Presidl:nt, EnJlneerina and Infonnlbon Syt~~m~ from Jun11ry 1996110 October 
1996 and ser.oed as Vice President, Product Devdapmau from Dec:emba' 199'llllrauP January 
1996. Dr. Viren joined ICI in February 1991 u DinlcuJr of Product DeYelapmeat Dr. Viren 
worked for GTE Corpontion from August 1986 to February 1991 u a tprrialisr in wide and 
local area networking. Prior to thai he operaled his own consultinJ finn conceruratinc in wAN 
and LAN design; was Senior Vice President of Criterion, Inc., an economic consultinc firm in 
Dall.a.$, Texas; and served as the Director of the Utility Division of the Miuouri Public Service 
Commission. Dr. Viren taucht economics for 10 years, most ftleel'ltly as an .-\SIOci.ate Professor 
of Economics at the University of Miuouri-Columbia and prior to that aL jle University of 
Kansas. Dr. Viren re:c:cived a Ph.D. in economics from the University of California-Santa 
Barbara and a B.S. in mechanical enpna:rin1 from the California Scate Umversity at Lon& 
Beach. 

Paaicia A. Kurlin, a&e 42, has served as Vice President, General Counsel of ICI since 
June 1996. From Scpcember 1995 until June 1996, Ms . .Kurtin saved as Corporate Counsel and 
served as Director of Governmental and Lqa1 Affairs for JCI from Sqxember 1993 to 

September 1995. Prior to joininc JCI, Ms. Kurtin JerWd as Senior Telecommunications 
Anomey at the Florida Public Service Commission from t.Uy 1990 tO Sepcember 1993. Ms. 
Kurlin received her J.D. from the Florida Srate University and a B.S. degree from lh~ 
University of South Aorida. 

Jeanne M. Walters. age 34, has served as ControUer and Ch.ief Accountini Officer of 
JCI sin~ May 1993. From November 1992 until May J993 she SCf'\'ed as Assistant ControUer. 
From June 1988 to Nov~mber 1992, Ms. Walters was an auditor at Ernst & Youn1 LLP. a 
certified public accounting firm in Tampa, Aorida. Ms. Walters received h-er B.S. in accounting 
and an M.B.A. from Wilkes University. She is licensed in the Swe of Florida u a certified 
public accountant. 

•commencmg April I, 1997, Ms. Samson has been on a sabbatical le.avc m l.lrdcr to cha.~r 
lhe Flonda NetDay ~000 program. 
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