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This claim of confidentiality was fiied by or on behalf of a 
telecommunications company for Confidential Document 
No. - The document has been placed in locked 
storage pending staff advice on handling. Your name 
must be on the CASR to access the material. If it is 
undocketed, your division director must obtain written 
permission from the EXD/Tech before you can access it. 

Re Advanced TelCom Group, Inc 
CONFIDENTIAL TREATMENT REQUESTED 

Dear SirMadam 0~0305- T)(. 

Enclosed please find three (3) copies of Advanced TelCom Group, Inc.'s audited financial 
statements for the seven months ended December 3 1, 1998 and unaudited financial statements for the 
period ended November 30, 1999, which is being filed in conjunction with Advanced TelCom Group, 
Inc.'s Application for Authority to Provide Alternate Local Exchange Telecommunications Service 
Within the State of Florida. The Applicant hereby requests confidential treatment for its financial 
information. 

I have enclosed one original copy and two edited copies in which the information claimed as 
confidential is blacked out. 

Please return a stamped copy of the extra copy of this letter in the enclosed preaddressed 
prepaid envelope. If you have any questions, please do not hesitate to call me. Thank you for your 
attention to this matter. 

Attorney for Advanced Te 
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Enclosures 
cc: Richard Levin, Esq. 
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STATEMENT OF FINANCIAL CAPABILITY 

Advanced TelCom soup, he. ("ATG") was incorporated in July 1998. As such its 
financial statements are not available for the requested past three years. Attached to this 
application are the audited financial statements for ATG for the seven months ended December 
31, 1998 and unaudited financial statements for the period ended November 30, 1999. ATG 
Group, Inc., ATG's holding company parent, + '  
La. such ATG will have the sufficient financial capability to provide the requested 
service in the geographic area proposed to be served, to maintain the requested services and to 
meet ownership and lease obligations. The financial information is being filed under separate 
cover requesting confidential treatment. 
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ADVANCED TELCOM GROUP, INC. 
(A Development Stage Enterprise) 

Financial Statements 

December 31.1998 

(With Independent Auditors' Report Thereon) 
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5w E Middlefield Road 
Mountain vim, CA 94043 

Independent Auditors’ Report 

The Board of Directors 
Advanced TelCom Group, Inc.: 

We have audited the accompanying balance sheet of Advanced TelCom Group, Inc. (the Company), a 
development stage enterprise, as of Decrmber 31, 1998, and thc related statements of o p t i o n s ,  
stockholders’ equity, and cash flows for the period from July 22, 1998 (inception) to December 31, 1998. 
These furancia1 statements are the responsibility of the Company’s management. Our responsibility is to 
express an opinion- on these financhl statements based on our audit. 

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 
free of  material misstatemt. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the &cia1 statements. An audit also includes assessing the accounting principles used 
and significant estimat& made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, the financial statemats referred to above present fairly, in all material respects, the fmancid 
position of Advanced TelCom Group, Inc., a development stage enterprise., as of December 31. 1998, and 
the results of its operations and its cash flows for the period from July 22, 1998 (inception) to December 31, 
1998. in conformity with generally accepted accounting principles. 

February 1 I ,  1999 
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ADVANCED TELCOM GROUP, INC 

(A Development Stage Enterprise) 

Balance Sh+ 

December 31.1998 

C u m t  assets: 
Cash and cash equivalents 
-aid expenses and other assets 

. Totalmentasscrs 
Networb and equipmen4 net 

Liabilities and Stockholders' Equity 
Current liabilities: 

Accounts payable 
Accrued expenses . 

Total liabilities 
Commitments 
Stockholders' equity: 

Redeemable convertible p r e f d  stock: 
Series A, $O.O001 par &he; 27,000 shares authorized, issued, and outstanding; 

liquidation prefirenm of $2.00O.O00 
Series B. $0.0001 par value; 1,350,000 shares authorized; 
336,775 shares issued and outstanding: liquidation preference of $24,946,305 

Redeemable preferred stock, no par value; 27.000 shares authorized and unissued 
Common stock, $O.O001 par value; 2,346,000 shares authorized; 73,O00 

Additional paid-in capital (par value in excess of contriiution) 
Deficit accumulated during the development stage 

shares issued and outstanding 

Total stockholders' equity 

Total liabilities and stodcholdcn' equity 

See accompanying nom to financial statements. 
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Costs and expenses: 
Technical e x p m s ~  
Sales and marketing n General and administrative 

ADVANCED TELCOM GROUP, INC 
(A Development Stage Enterprise) 

Period from July 22,1998 Cmception) to December 31,1998 
statement of operations 
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Loss from operations 

Net loss 
Interest income 

See accompanying notcs to financial statmcnts. 
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CQNFDENTI A1 
ADVANCED 'IZL.COM GROUP, INC 

(A Development Stage Enterprise) 
Statement of Cash Flows 

PAod h r n  July 22,1998 (inception) to Dcccmber 31,1998 

Cash flows from operating activities: 
Net loss 
Adjustments to reconcile net loss to net ash used in 0-g activities: 

Depreciation 
Changes in operating asscts and liabilities: 

.Prepaid expenses and other assets 
Accounts payable and other current liabilities 

Net cash used in operating activities 
Cash flows used in investing activities - acquisitions of networks and equipment 
Cash flow from financing activities: 

Proceeds from sale of preferred stock, net 
Proceeds from sale of common stodr, net 

Net cash provided by fmancing activities 
Net incrcase in cash and cash equivalents 
Cash and cash equivalents, begnning of period 
Cash and cash equivalents, end of period 

i 
See accompanying notes to fi$andal statnnents. 
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CONFIDEN7Al 
ADVANCED TELCOM GROUP, INC. 

(A Development Stage Enterprise) 
Notes to Fmcial'Statcmcnts 

Denmber31,1998 

(1) Description of Business and Summary of Significant Accounting Polides 

(a) Description of Business 

. Advanced TelCorn Group, Inc. (the Company) was incorpo~ted in the state of Delaware on July 22, 
1998, and raised initial equity k d n g  Of- from fmndcrs and otha investors. In addition, 

(set Note 3). The Company is a facilitics-based competitive local exchange carrier that 
focuses on the under saved markcts in midsizcd cities across the United States. The Company is in the 
development and pre-revenue phase of its existence.. Rimary activities to date have included 
identifying markas, raising capital developing strategic alliances, and designing an operating support 
system. 

secured subscriptions to Series B deemable convcrtiile p r c f d  stock in the amcunt of 

Use of estimates 

TIE preparation of financial statements in conformity with gencra~~y accepted accounting principles 
requires management to make estimates and assumptions ihat affect the reported amunts of assets and 
liabilities and dis$osure of contingent assets and liabilities at the date of the financial statements and 
reported results of operations during the reporting period. Actual rrsults could differ from those 
estimates. 

Cash curd Cash Equiwlants 

The Company considers all highly liquid inveStmurts with original maturities of three months or less to 
be cash equivalents. 

Networks and Equipment 

Networks and cquipmcnt an stated at cost. Depreciation is provided using the straight-line method 
over the estimated useful lives of the assets as follows: 

Telecommunication networh 
Hectmnics and related equipment 
Furniture and oftice equipment 

Years 
I c 
.L 



ADVANCED TELCOM GROUP, INC. 
(A Developmmt Stage Enrrrprise) 

Notes to F~c idSta tements  

December 31.1998 

(e) Income Taxes 
ne company uses the asset and liability method of accounting for income taxes. Under this method, 
defe~~ed tax assas and liabilities are r e c O B n i z e d  for the future tax consequences attributable 

. b a r n  the financial staterncut C-g amounts of existing assets and liabilities and their 
,respective tax bases and operating IUSS and tax credit carryforwards. Deferred tax assets and liabfitia 
arc measured using enacted tax rates expstcd to apply to taxable income in the years in which those 
temporary diffcrcnces are expected to be recovered or settled. A valuation allowance is recorded to 
reduce deferrrd -rn assets to an amount whose realization is more likely than not. The effect on 
deferred tax assets and liabilities of a change. in tax rates is recognized as income in the pe;i~d that 
includes the enactment. 

Accounting for Impairment - of Long-Lived Assets 

The Company reviews its long-lived assets for impairment whenever events or changes in 
circumtances indicate that the carrying amount of an asset may not be recoverable. Recoverability of 
assets held and used is measured by a comparison of the carrying amount of an asset to future net cash 
flows expected to be generated by tbe asset. If such assets are considered to be impaired, the 
impairment to be-mxognized is measured by the amount by which the carrying amount of the assets 
exceeds the fair v&e less cost to sell. 

(g) Comprehensive Loss 

The Company has no significant components of other comprehensive IOU and, accordingly, the 
comprehensive loss is the. same as net loss for the period presented. 

(h) Internal Use SopVara 

The Company accounts for the costs of internal usc software pursuant to the Amtrican Institute of 
Certified Public Accountants issued Statement of Position (SOP) 98-1. Accounting for the Costs of 
Computer Sofnvore Developed or Obtained for Internal Use. In accordance with SOP 98-1, the 
Company has expensed the. costs incurred during the year related to thc evaluation of its financial and 
operating support system requirements. 



I1 
n 
B 

v 

(2) Networks and Equipment n Networks and equipment as of December 31.1998, consisted of the following: 

il 

n 

Telecommunications network 
Electronics and related equipment 
Furniture and office equipment 

Less accumulated depreciation 

$ ,  Wi 

As of December 31, 1998, networks and equipment represent networks in p r o p s  that are not in senice 
and, accordingly, have not been depreciated. 

Included in fixed assets are payments for an Indefeasible Right of Use (IRV) of optical fibers in -- The total commitment dated to this IRU is I 
?f which-was ;aid in December 194, up: execution of the ap-t, a n d m i s  payable in 

installments upon commencement, completion, and acceptance of the system. 
P 

i (3) Stockholders’ Equity I 
I 

ADVANCED TELCOM GROUP, INC. 
(A Development Stage Enterprise) 

Nota to Fimancial Statements 

December 31.1998 

(a) Series A Redeemable Convertible Preferred Stock 
The Company bas -thorited and issued shares of Seris A ndmMble convertible prefmed 
stock ( S h e s  A preferred stock) as of December 31, 1998. The S a c s  A preferresi stock is convertible, 
at the option of the holder, into fully paid and nonassessable shares of common stock and redeemable 
preferred stock The conversion rate is one share of common stock and one share of redeernable 
preferred stock for cacb share of S h e s  A prefaml stock, subject to adjustments for stock dividends, 
stock splits, and capital reorganizations and dilution. The Series A prefemd stock automatically 
converts upon the closing of an undenwitten public offering of shares of the Company’s c o m n  stock 
prior to November 30,2003, resulting in total p r o c h  of at least and with a minimum 
share price of at least - The holders of the Series A preferred stock am entitled to vote on an 
“as if converted“ basis. 

The Series A preferred stock accumulates dividends at a rate of 15% per annum compounded annually. 
In the event of a liquidation. dissolution, or winding up of the Company, the holders of Series A 
preferred stock will be paid an amount equal to the original purchase price plus accumulated but 
unpaid dividends. In the event that the Company is prohiiited under applicable law from redeeming the 
shares of Series A prefemd stock at the liquidation date, then beginning 30 days aAer such date, 
interest will accrue on the outstanding redemption amount at a rate of 15% per annum compounded 
annually, increasing to a maxirnum of 20% per annum compounded annually until such time of 
redemption. 
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ADVANCED TELCOM GROUP, Ih'C. 
(A Development Stage Enterprise) 

Notes to F~nancial Sptemcncs 

December31.1998 

Shares of Series A preferred stcck rrdecmable after November 30, 2005, upon written request of 
the holder of such shares. The redemption price is equal to the amount determined pursuant to a 
liquidation as described above. 

'During 1998, the Company issued m a n s  of Series A preferred stock for cash of - 
(b) Series B Redeemable Convertible Preferred Stock 

The Company has -authorized shares of Series B redternable convatible prefemd st& 
(Seriu B preferred stcck),-of which were issued and outstanding as of December 31, 1998. 
The Series B preferred stock is convertible, at the option of the holder, into fully paid and 
nonassusable shares of common stock The convcnion rate is one-for-one. subject to adjustments for 
stock dividends, stock splits, and capital reorganizations and dilution. The Series B preferred stock 
automatically converts upon fhe closing of an underwritten public offering of shares of the Company's 
common stock prior to November 30,2003, resulting in total proceeds of at least-d with 
a minimum share price of at least 0 The holders of the preferred stock are entitled to vote on an 
"as if converted" basis. 

The Series B prefefrrd stock accumulates dividends at a rate of 10% per annum compounded annually. 
In the event of a liquidation, dissolution, or winding up of the Company, the holders of Series B 
p n f d  stock will be paid an amount equal to the original purchase price plus accumulated but 
unpaid dividends. In the event that the Company is prohibited under applicable law from redeeming the 
shares of Series B preferred stock at the liquidation date, then begiming 30 days after such date, 
interest will accrue on the outstanding redemption amount at a rate of 15% p a  annum compounded 
annually, increasing to a maximum of 20% per annum compounded annually until such time of 
redemption. 

Shares of Series B preferred stock are redeemable after November 30, 2005, upon Written q s s t  of 
the holders of such shares. Thc redemption price is equal to the. amount determined pursuant to a 
liquidation as described above. 

h 

During 1998. -sham of Series B preferred stock were subscribed for at an aggregate 
committed purchase price of'- The Company issued r s h m s  for cash of 

net of issuance costs of - The e unissued sham of series B 
redeemable convertible preferred stcck represent subscriptions receivable of -which will be 
funded at such timc and in such amounts as detersnineti by a majority of the Board of Duectors and not 
less than 75% of the Board of Director members representing the holders of Series A and B redeemable 
convertible preferred stock. Additionally each investor may fund at any time the remaining podon of 
their investment amount. 



ADVANCED TELCOM GROUP, INC. C c ~ . ~ ~ [ ~ r l ~  
(A Developmnt Stage Enterprise) 

Notes to Fmcid Statements 

December 31,1998 

(e) Redeemabk Referred Stock 

The Company has -authorized redeemable p r c f d  stock, none of which have been issued of 
December 31,1998. The redeemable p r e f d  stock are nonvoting and only issuable upon conversion 

. of shares of Series A preferred stock. The redeunable p r , c f d  stock accumulate dividends at an 
. annual latc of 15% compounded annually. 

In the event of a liquidation, dissolution. or winding up of the Company, the,holden of redernable 
preferred stock will be paid an m u n t  equal to the original purchase price that was paid for the 
SeriesA deemable convatible preferred stcck converted into rcdermable preferred stock plus 
accumulated but unpaid dividends. kcluding accumulated and unpaid dividends on the Series A 
preferred stock converted into redeemable preferred stock. In the event that the Company is prohibited 
under applicable law from redeeming the shares of redecnable prefemd stock at the liquidation date, 
then beginning 30 days after such date, interest will accrue on the outstanding redemption amount at a 
rate of 15% per annum compounded annually, increasing to a maximum of 20% per annum 
compounded annually until such time of redemption. 

The redeemable preferred stock are redeemable (1) at the option of the Company, at any time, (2) upon 
written notice to& holders of the redeemable p r e f d  stock. and (3) at the option of the holders upon 
the earlier of therclosmg of an underwritten public offaing or upon written rqucst of the majoriv of 
the holden of such shares subsequent to November 30, 2003. The redemption price is equal to the 
amount determined pursuant to a liquidation as described above. 

Common Stock 

T h m  are - authorized shares of common stock with a par value of - Common stock 
may receive dividends upon declaration of the Board of Directors only after the satisfaction of any 
preferential dividend rights of the outstanding preferred stock 

During 1998. the Company issued -shares of common stock for cash 0- 

Stock Option Phn 
During 1998, the Company adopted its 1998 Stcck Option Plan (the Plan) under which the Board of 
Directors may issue either nonqualified or incentive stock options to employees. officers, &tors. 
advisers or contractors of the Company. The Company reswed -shares of common stock for 
issuance unda the Plan. The Plan expires 10 years from the date of adoption. Options are granted at 
fair marks value at date of grant for incentive stodc options or no less than 85% of fair mnrket value 
for nonqualified options. Options will vest under the terms of the option agreements. There werc no 
options issued as of December 31,1998. 



ADVANCED TELCOM GROUP, INC. 
(A Development Stage Enterprise) 
Notes to Fmcial Statements 

 camber 31.1'998 

(4) IncorneTaxea 

The Company accounts for incorrr taxes in accordance with the provisions of Statement of Financial 
Accounting Standards No. 109. No provision for income taxw was recorded for 1998. As of December 31 

organizational costs. A valuation allowance is provided when it is more likely than nor that som portion of 
the defe.rrcd tax asset will not be rdizui. The Company has established a valuation allowance for the entire 
portion of the net deferred income tax asset 

1998,' the d e f d  mcom tax asset totaltd -Comprised pibalily Of defaed start-up and 

(5) Commitments 

The Company leases office space at various locations under noncancelable operating leases, which expire at 
various dates through 2003. Future minimum lease payments as of December 31,1998, an as follows: 

Year ending 
December 31, 

1999 
2000 
2001 
2002 .- 
2003 
Thereafter 
Total minimum lease payments 

Rent expense for the period from July 22,1998 (inception) to December 31,1998. was- 

In relation to an IRU, the Company has a purchase commitnent of - which is expccted to be paid in 
fiscal 1999 (see Note 2). 

(6) Subsequent Event 

Effective February 11, 1999. the. Company amended its Ce-rtificate of Incorporation, whereby each 
outstanding share of common stodr was split and converted into 10 shares of C O ~  stock Thc stock split 
rcSUlts in -authorized shares of common stock with a par value of The qu~ifying 
minimum share price of the Company's common stock has been adjusted to a minimum share price of at least - and the conversion price of the Saics A and B redeemable convertible prefmed stock have been 
adjusted to-o reflect this split (see Note 3). 
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ATG GROUP, INC. AND SUBSIDIARY 
CONSOLIDATED STATEMENT OF CASH FLOWS 

For the Eleven Months Ended November 30,1999 
(Unaudited and ConfldmU.1) 

[ YTD I I Nov I I Ocl I I Quarterly Trended Raultr 



ATG GROUP, INC. AND SUBSIDIARY 
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY 

(Unaudited and Confidential) 
I For the Eleven Months Ended November 30,1999 

Deficit 
accumulated 
during the Total 

Shares Amount paid-in capital stage deficit 
Common Stock Additional development stoekholders' 

Balances at December 31,1998 

Shares Issued for Acquisition of Newcomm Net, Inc. 

Dividends on preferred stock 

Net loss 

Balances as of October 31,1999 



Revenue 
Cost of services 

Gross margin 

Costs and expenses 
Selling, general and administrative expenses 
Depreciation and amortization 

ATG GROUP, INC. AND SUBSmIARY 
CONSOLIDATED STATEMENT OF OPERATIONS 

For the Eleven Months Ended November 30,1999 
(Unaudited and Confidential) 

Total costs and expenses 

Loss from o p t i o n s  

Interest expense 
Interest and other income 

Net loss 
Dividends on preferred stock 

Net loss attributable to common shareholders 

EBITDA 

I I I  Year to Date Results Month of November Results I 
Actual Results 

for Month Budget for 
Variance: Ended Month Ended Variance: 

Favorable I November 30, November 30, Favorable I 
YTD Actual YTD Budget (Unfavorable) 1999 1999 (Unfavorable) 



ATC GROUP, INC. AND SUBSIDIARY 
CONSOLIDATED BALANCE SHEET 

November 30,1999 
(Unaudited and Con~ikntiri) 

I Qu.rwly  T n d d  malawe S k u  I 


