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Grant Thornton 

Report of Independent Certified Public Accountants 

Management and Shareholder 
Onvoy, Inc. 

Grant Thornton LLP 
200 S 6th Street Suite 500 
Minneapolis, MN 55402-1459 

T 612.332.0001 
F 612.332.8361 
www.GrantThornton.com 

\'1/e have audited the accompanying consolidated balance sheets of Onvoy, Inc., (a Minnesota 
corporation) dba Onvoy Voice Services ("Onvoy" or "Company") as of June 30, 2012 and 
201 1, and the related consolidated statements of operations, stockholder's equity and cash 

flows for the years then ended. These consolidated statemem s are the responsibility of the 

Company's management. Our responsibility is to express an opinion on these consolidated 
fmancia1 statements based on our audits. 

\'1/e conducted our audits in accordance with auditing standards generally accepted in the 

United States of America established by the r\merican I nstirute of Certified Public Accountants. 
T hose standards require that we plan and perform the audit to obtain reasonable assurance 

about whether the fUlancial statements are free of materialtnisstatement. An audit includes 

consideration of internal control over fmancial reporting as a basis for designing audit 

p rocedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Companr's internal control over fmancial reporting. 

Accordingly, we express no such opinion. An audit also includes examining, on a test basis, 

evidence supporting the amounts and disclosures in the flllancial statements, assessing the 
accounting principles used and significant estimates made by management, as well as evaluating 

the overall financial statement presentation. \'1/e believe that our audits provide a reasonable 

basis for our opinion. 

In our opinion, the consolidated fmancial statements referred to above present fairly, in all 
material respects, the fmancial position of Onvoy, Inc. as of June 30, 2012 and 2011 and the 

results of its operations and its cash flows for the years then ended, in conforrnit)' with 
accounting principles generally accepted in the United States of r\merica. 

Grant Thomton LLP 
U.S. member 6rm ot Gr¥11 Thom10n tnlema'bonal Led. 



Our audit was conducted for the purpose of forming an opinion on the consolidated ftnancial 
statements as a whole. The consolidating balance sheet as of .June 30, 2012 and consolidating 

statement of earnings for the year ended June 30, 2012 on pages 30 and 31 are presented for 
purposes of additional analysis and arc not a required part of the consolidated ftnancial 

statements. Such supplementary information is the responsibility of management and was 
derived from and relates directly to the underlying accounting and other records used to 

prepare the consolidated ftnancial statements. The information has been subjected to the 
auditing procedures applied i.n the audit of the consolidated fmancial statements and certain 
additional procedures. These additional procedures included comparing and reconciling the 

information directly to the underlying accounting and otl1er records used to prepare the 

consolidated financial statements or to the consolidated fmancial statements themselves, and 
other additional procedures in accordance with auditing standards generally accepted in the 

United States of America established by the American Instirute of Certified Public Accountants. 

In our opinion, the supplementary information is fairly stated, in all material respects, in 
relation to the consolidated ftnancial statements as a whole. 

·Minneapolis, Minnesota 

October 5, 2012 



FINANCIAL STATEMENTS 



Onvoy, Inc. 

CONSOLIDATED BALANCE SHEETS 

June 30, 

(in thousands, except number of shares) 

Assets 
Current assets 

Cash and cash equivalents 

Trade receivables, net of allowances of- at June 30, 2012 
and - at June 30,2011 

Other receivables 
Prepaid expenses 
Deferred income taxes 

Total current assets 

Property and equipment, net of accumulated depreciation of 
••• at June 30,2012 and at June 30, 2011 

Intangible assets, net of accumulated amortization of- at June 30, 2012 
and - atJune 30,2011 

Goodwill 
Deferred income taxes 
Debt issuance costs 
fnvestment and other assets 

Total assets 

Liabilities and shareholder's equity 
Current liabilities 

r\ccounts payable 
Accrued liabilities 
Deferred revenue 

Capital lease - current 
Debt - current 
Due to related party 

Total current liabilities 

Senior debt 

Capital lease 
Share based compensation 
Deferred revenue 
Other long-term liabilities 

Total liabilities 

Stockholder's equity 
Common stock,- shares authorized, issued and outstanding 
Additional paid in capital 
Retained earnings 

Total stockholder's equity 
Total liabilities and stockholder's equity 

The accompanying notes are an integral pan of these consolidated financial statements. 
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2012 2011 

$ - $ -- -- • • • - -- -- -- • - -• • 
$=-= -= 
$ - $ -- -• • • I - -- -- -• I - -• • • - -

I I - -
$=-= $=-= 



Onvoy, Inc. 

CONSOLIDATED STATEMENTS OF OPE RATIONS 

For the years ended June 30, 

(in thousands) 

Revenue 

Operating costs and expenses 
Operating costs, excluding depreciation and amortization 
Selling, general and administrative expenses 
Share based compensation 
Depreciation and amortization 

Total operating costs and expenses 

Operating income 

!merest expense and other 

Income before income taxes 

Provision for income ta.xes 

Net income 

The accompanying notes are an integral part of these consolidated fmancial statements. 
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Onvoy, Inc. 

CONSOLIDATE D STATEMENTS OF STOCKHOLDER'S EQUITY 

For the years ended June 30, 2012 and 2011 

(in thousands) 

Additional Total 
Common paid in Retained stockholder's 

stock capital eanungs equity 

Balance at June 30, 2010 s s - $ • $ -
Contribution from parem (non-cash) - I -Distributions to Zayo Group f-Ioldings, Inc. (cash) -Distributions to/ settlements with Zayo Group Holdings, 

Inc., net (non-cash) - I -Net income I 

Balance at June 30, 2011 - • -
Contribution from parent (non-cash) - Vo1P360 - I -Contribution from parent (cash) - VoiP360 • I • Contribution from parent (non-cash) - Arialink - I -Distributions to Zayo Group Holdings, Inc. (cash) - - -Distributions to/ settlements with Zayo Group Holdings, 

Inc., net (non-cash) - I -Net income I 
Balance at June 30, 2012 $ $==-= $==-= $===-= 

The accompanying notes are an integral part of these consolidated fmancial statements. 
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Onvoy, Inc. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

For the years ended June 30, 

Cash flows from operating activities 
Net income 

(in thousands) 

Adjustments to reconcile net income to net cash provided by operating activities: 
Depreciation and amortization 
Provision (reversal) for doubtful accounts 
Loss on disposaJ of property 
Amortization of deferred financing costs 
Share based compensation 
Deferred taxes 
Changes in operating assets and liabilities, net of impact of spin-offs 

from Zayo Group: 
Receivables 

Prepaid expenses 
Other assets 
Accounts payable and accrued liabilities 
Affiliate transactions 
Deferred revenue 
Other liabilities 

Net cash provided by operating activities 

Cash flows from investing activities 
Return of capital from investment 

Proceeds from disposal of fL"ed assets 
Purchases of property and eC)uipment, net 

Net cash used in investing activities 

9 
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2012 2011 
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Onvoy, Inc. 

CONSOLIDATED STATEMENTS OF CASH FLOWS- CONTINUED 

For the years ended June 30, 

(in thousands) 

Cash flows from fmancing activities 

Cash distribution /investment from parent 
Distributions to parent 
Proceed from term loan 
Repayments on term loan 
Principal payments on capital lease 
Deferred fmancing costs 

Net cash used in fmancing activities 

Net increase (decrease) in cash and cash equivalents 

Cash and cash equivalents, beginning of year 

Cash and cash equivalents, end of year 

Supplemental disclosure of cash flows information 
Cash paid for interest 
Decrease in accounts payable and accrued expenses for purchases of property a11d 

equipment, net 
Non-cash distributions to/settlements wiili Zayo Group Holdings, Inc. 
Non-liquidating distributions to common unit holders made by CII on behalf 

of ilie Company 

The accompanying notes are an integral part of these consolidated financial statements. 
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Onvoy, Inc. 

N OTES T O CONSOLIDATED FINANCIAL STATE MENTS 

June 30, 2012 and 2011 

(All amounts in thousands) 

NOTE A - ORGANIZATION AND DESCRIPTION OF BUSIN ESS 

Onvoy, Inc. (dba Onvoy Voice Services, Inc.) ("Onvoy" or the "Company") is headquartered in 
Minneapolis, Minnesota, and operates a switching infrastructure to offer wholesale voice services along 
with its wholly owned subsidiaries Minnesota Independent Equal Access Corporation ("MIEAC") and 
VoiP360, Inc. ("VoiP360") to other telecommunications providers in the United States. Onvoy, Inc.'s 
other wholly owned subsidiary Zayo Enterprise Networks, LLC ("ZEN") offers voice and data services to 
retail customers on a regional basis. The Company is wholly owned by Zayo Group Holdings, Inc. 
("Holdings"), which in tw-n is wholly owned by Communications Infrastructure Investments, LLC ("CII"). 

The Company was acquired by Zayo Group, LLC ("Zayo Group") on November 7, 2007 and operated as a 
wholly owned subsidiary of Zayo Group until March 11, 2010. On March 11, 2010, Onvoy was spun-off 
from Zayo Group co become a wholly owned subsidiary of Holdings, the immediate parent of both the 
Company and Zayo Group. On April1, 2011 ZEN was spun-off from Zayo Group ro become a wholly 
owned subsidiary of Onvoy. On December 1, 2011, VoiP360 was spun off from Zayo Group to become a 
wholly owned subsidiary ofOnvoy. Additionally, on May 1, 2012, Zayo Group acquired Control Room 
Technologies, LLC, Allegan Fiber Communications, LLC, and Lansing Fiber Communications (collectively, 
"Arial.ink") and spun off the managed services and voice product offerings acquired in the acquisition to 
Onvoy. 

NOTE B - BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTIN G POLICIES 

Basis of Presentation 

The accompanying consolidated financial statements include all the accounts of the Company and its 
wholly owned subsidiaries; MIEAC, VoiP360 and ZEN (since the date of the respective spin-ofD. All 
intercompanr accounts and transactions have been eliminated in consolidation. The Company's fmancial 
statements have been prepared in accordance with accounting principles generally accepted in the Un..ited 
States ("US GAAP"). 

Unless otherwise noted, amounts and disclosures throughout the Notes to the Consolidated Financial 
Statements are presented in thousands. 

11 



Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 20U and 2011 

(All amounts in thousands) 

N OTE B - BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES 
Continued 

Estimates and Assumptions 

The preparation of the Company's consolidated fmancial statements in conformity \vith GAAP requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, 
and disclosures of contingent assets and liabilities at the date of the financial statements and the reported 
amounts of revenue and expense during the reporting period. Significant estimates are used when 
establishing allowances for doubtful accounts, reserves for disputed line cost billings, determining customer 
lives used to recognize certain revenues, determining useful lives for depreciation and amortization, 
assessing the need for impairment charges (including those related to .investments, intangible assets and 
goodwill), determining the fair values of assets acquired and liabilities assumed, accounting for income taxes 
and related valuation allowance against deferred tax assets and estimating the stock-based compensation 
liabiliry. Management evaluates these estimates and judgments on an ongoing basis and makes estimates 
based on historical experience, current conditions, and various other assumptions that are believed to be 
reasonable under the circumstances. T he resul ts of these estimates form the basis for making judgments 
about the carrying values of assets and liabilities as well as identifying and assessing the accounting 
treatment with respect to commitments and contingencies. Actual results may differ from these estimates 
under different assumptions or conditions. 

Cash and Cash Equi,·alents 

The Company considers all highly liquid investments with original maturities of three months or less when 
purchased to be cash and cash equivalents. Cash equivalents are stated at cost, which approximates fair 
value. These investments consist of money market funds. Periodically, balances in the accounts are in 
excess of federally insured limits, however, the Company has not experienced any losses on such 
investments. 

Property and Equipment 

The Company's p roperty and equipment includes property and equipment in service or under construction 
or development. 

Property and equipment is recorded at historical cost or acquisition date fair value. Costs associated 
directly with network construction, service installations and development of business support systems, 
including employee related costs, and are capitalized. Depreciation is calculated on a straigh t-line basis over 
the assets' estimated useful lives, which are determined based on historical usage with consideration given 
to technological changes, trends in the industry and other economic factors that could impact tl1e network 
archi tecture and asset utilization. 

12 



Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

NOTE B - BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES 
Continued 

Equipment acquired under capital leases is recorded at the lower of the fair value of the asset or the net 
present value of the minimum lease payments at the inception of the lease. Depreciation of equipment 
held under capital leases is included in depreciation and amortization expense, and is calculated on a 
straight-line basis over the estimated useful lives of the assets, or the related lease term, whichever is 
shorter. 

Management reviews property and equipment for impairment whenever events or changes in circumstances 
indicate that the carrying value of its property and equipment may not be recoverable. An impairment loss 
is recognized when rhe assets' carrying value exceeds both the assets' estimated undiscounred future cash 
flows and the assets' estimated fair value. Measurement of d1e impairment loss is then based on the 
estimated fair value of the assets. Considerable judgment is required to project such furure cash flows and, 
if required, to estimate the fair value of the property and equipment and the resulting amount of the 
impairment. No impairment charges were recorded for property and equipment during the years ended 
June 30, 2012 or 2011. 

Goodwill and Intangibles 

Intangible assets arising from business combinations, such as acquired customer contracts and relationships 
(collectiYely "customer relationships"), are initially recorded at fair value. The Company amortizes 
customer relationships primarily over an estimated life of 6 to 13 years, using the straight-line method as 
this method approximates the timing in which the Company expects to receive the benefit from the 
acquired customer relationship assets. Goodwill represents the excess of the purchase price over the fair 
value of the net identifiable assets acquired in a business combination. Prior to 2012, goodwill was 
reviewed for impairment at least annually in April and when a triggering event occurred between 
impairment test dates. 

In August 2011, the FASB issued guidance that allows companies to consider qualitative factors when 
testing goodwill for impairment. During fiscal 2012, the Company adopted the new guidance. Upon the 
adoption of the new guidance, the Company's impairment assessment begins with a qualitative assessment 
to determine whether it is more Likely than not that the fair value of a reporting unit is less Lhan its carrying 
value. The qualitative assessment includes comparing the overall flllancial performance of the reporting 
units against the planned results used in the last quantitative goodwill impairment test, which was 
conducted in April 2011. Additionally, each reporting unit's fair value is assessed in light of certain events 
and circumstances, including macroeconomic conditions, industry and market considerations, cost factors, 
and other relevant entity- and reporting unit-specific events. If it is detenn.ined under the qualitative 
assessment that it is more likely than not that the fair value of a reporting wut is less than its carrying value, 
then a two-step quantitative impairment rest is performed. Under the first step, the estimated fair value of 
the reporting unit is compared with its carrying value (including goodwill). If the fair value of the reporting 
UIUt exceeds its carrying value, step two does not need to be performed. If the estimated fair value of the 
reporting wut is less than its carrying value, an indication of goodwill impairment exists for the reporting 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

NOTE B - BASIS OF PRESENTATION AND SIGN IFICANT ACCOUNTING POLICIES 
Continued 

unit and the enterprise must perform step two of the impairment test (measurement). Under step two, an 
impairment loss is recognized for any excess of the carrying amount of the reporting unit's goodwill over 
the implied fair value of that goodwill. The implied fair value of goodwill is determined by allocating the 
fair value of the reporting unit in a manner similar ro a purchase price allocation in acquisition accounting. 
The residual fair value after this allocation is the implied fair value of the reporting unit goodwill. Fair value 
of the reporting unit under the two-step assessment is determined using a discounted cash flow analysis. 

Identified intangible assets with indefmite lives are reviewed for impairment on an annual basis. Intangible 
assets with finite useful lives are amortized over their respective useful lives and reviewed for impairment 
whenever events or changes in circumstances indicate that the carrying amount of the asset may not be 
recoverable. No in1pairment charges were recorded for goodwill or intangibles during the years ended 
June 30, 2012 and 2011. 

Revenue Recognition and Trade Receivables 

The Company recognizes revenue when the service is provided to the customer. Most revenue is b illed in 
arrears on a transactional basis determined by customer usage. The remainder is billed in advance on a 
fLxed rate basis. 

The Company recognizes revenue at the amount it expects to realize, which includes billing and service 
adjustments. Valuation allowances for uncollectible trade receivables are established through a charge to 
selling, general and administrative expenses. The Company assesses the adequacy of this allowance 
periodically, evaluating general factors such as the length of time individual receivables are past due, histori­
cal collection experience, the economic and competitive environment, and changes in the credit worthiness 
of customers. The Company also assesses the ability of specific customers to meet their financial obliga­
tions and establishes specific valuation allowances based on the amount the Company expects to collect 
from these customers, as considered necessary. If circumstances relating to specific customers change or 
economic conditions improve or worsen such that past collection experience and assessment of the 
economic environment are no longer relevant, the estimate of the recoverabiliry of the Company's trade 
receivables may change. 

Network Facilities 

The Company leases certain network facilities, primarily circuits, from other telecommunications compa­
nies to augment its owned infrastructure for which it is generally billed a fL'Xed monthly fee. The Company 
also uses rhe facilities of other carriers for which it is billed on a usage basis. 

The Company recognizes the cost of these facilities or services when it is billed in accordance with contrac­
tual requirements. The Company disputes incorrect billings. The most prevalent types of disputes include 
disputes for circuits that are not disconnected on a timely basis and usage bills with incorrect or inadequate 
call detail records. Depending on the type and complexity of the issues involved, it may take several 
quarters to resolve disputes. 

14 



Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

N OTE B - BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES 
Continued 

In determining the amount of such operating expenses and related accrued liabilities w reflect in its fman­
cial statements, the Company considers the adequacy of documentation of disconnect notices, compliance 
with prevailing contracrual requirements for submitting such disconnect notices and disputes to the pro­
vider of the facilities, and compliance with its interconnection agreements with these carriers. Significant 
judgment is required in estimating the ultimate outcome of the dispute resolution process, as well as any 
other amounts that may be incurred to conclude the negotiations or settle any litigation. 

Stock-based Compensation 

The common units granted by the Company's ultimate parent company, CII, to certain employees of 
Onvoy are considered stock-based compensation with terms that require the awards w be classified as 
liabilities. As such, the Company accounts for these awards as a liability and re-measures the liability at 
each reporting date. These awards typically vest mrer a period of three or four years with the first vesting 
date occurring one year after the grant date and the remaining unvestcd shares vesting pro-rata over the 
remaining term. The common units may fully vest subsequent to a liquidation event. The stock 
compensation expense associated with the common unit liability is recognized on a straight-line basis over 
the requisite service period and is adjusted each reporting period to fair value. Subsequent to the vesting 
period end date, changes to the fair value of the liability classified awards are recognized as incurred until 
the awards arc settled. 

As of June 30,2012 and 2011, the Company had accrued , respectively, related to stock-
based compensation expense. The Company recognized stock-based compensation e>•·penses of- for 
the year ended June 30, 2012 and - for the year ended June 30,2011. 

In December 2011, CII and the preferred unit holders of CII authorized a non-liquidating cash distribution 
to common unit holders of up to . The eligibility for receiving proceeds from this distribution was 
determined by the liquidation preference of the unit bolder. Receiving proceeds from the authorized 
distribution was at the election of the common unit holder. As a condition of the early distribution, 
common wut holders electing to receive an early distribution recei .. ·ed 85% of the amount that they would 
othetwise be entitled to receive if the distribution were in connection with a liguidating distribution. The 
common unit holders electing to receive tl1e early distribution retained all of their common units and are 
entitled to receive future distributions only to the extent such future distributions are in excess of the non­
liquidating distribution, before applying the 15% discount. During the year ended June 30, 2012,- \vas 
distributed to the Company's common unit holders as a result of the December 2011 non-liquidating 
distributions. The distribution was paid by CII and is reflected as an addition to Member's Equity and a 
reduction of the Company's share based compensation liability. 

15 



Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

N OTE B - BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES 
Continued 

Investment and Other Assets 

Investments in which the Company does not have significant influence over the investee, or investments 
that do nor have a readily determinable fair value are recorded using the cost method of accounting. Under 
this method, the investment is recorded in the balance sheet at historical cost. Subsequently, the Company 
recognizes as income any dividends received that are distributed from earnings since the date of initial 
investment. Cost method investments are reviewed for impairment if factors indicate that a decrease in 
value of the investment has occurred. 

The Company had - in A-Stock issued by CoBank as of June 30, 2011 which is accounted for under the 
cost method of accounting. During the year's ended June 30, 2012, the Company received an equity 
retirement of- resulting in a balance o~ as of June 30, 2012. The Company received a similar 
distribution of- in the year ended June 30, 2011 . 

J nco me Taxes 

The Company recognizes income taxes under the asset and liability method. Deferred tax assets and 
liabilities are recognized for the future tax consequences attributable to differences between the financial 
statement carrying amow1ts of existing assets and liabilities and their respective tax bases. Deferred tax 
assets and liabilities are measured using enacted tax rates expected tO apply to taxable income in the years in 
which those temporary differences are expected to be recovered or setded. The effect on deferred tax 
assets and liabilities of a change in tax rates is recognized in earnings in the period that includes the 
enactment date. 

Estimating the future tax benefit associated with deferred tax assets requires significant judgment. 
Deferred tax assets arise from a variety of sources, d1e most significant being: a) tax losses that can be 
carried forward to be utilized against ta.xable income in future years; and b) expenses recognized in the 
Company's income statement but disallowed in the Company's tax return until the associated cash flow 
occurs. 

The Company records a valuation allowance to reduce its deferred tax assets w the amount that is expected 
to be recognized. The valuation allowance is established if, based on available evidence, it is more-likely­
than-not that all or some portion of the asset will not be realized due to the inability to generate sufficient 
taxable income in the period and/ or of the character necessary to utilize me benefit of the deferred tax 
assec. \Xfhen evaluating whether it is more-likely- than-not that all or some portion of the deferred tax asset 
will not be realized, all available evidence, both positive and negative, that may affect the realizability of 
deferred tax assets is identified and considered in determining the appropriate amount of the valuation 
allowance. The Company continues to monitor its fmancial performance and other evidence each quarter 
to determine the appropriateness of the Company's valuation allowance. 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

NOTE B - BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES 
Continued 

The analysis of the Company's ability to utilize its NOL balance is based on the Company's forecasted 
taxable income. The forecasted assumptions approximate the Company's best estimates, including market 
growth rates, future pricing, market acceptance of the Company's products and services, future expected 
capital invesunents, and interest rates. If the Company is unable to meet its taxable income forecasts in 
future periods the Company may change its conclusion about the appropriateness of the valuation 
allowance which could create a substantial income tax expense in the Company's consolidated statement of 
operations in the period such change occurs. 

The Company records interest related to unrecognized tax benefits and penalties in income ta-x expense. At 
June 30, 2012 and 2011, there were no unrecognized tax benefits. As of J unc 30, 2012 and 2011, there was 
no accmed interest or penalties related to w1cerrain tax positions. 

Concentration of Credit Risk 

The Company's trade receivables, which arc unsecured, are geographically dispersed. During the years 
ended June 30, 2012, the Company had one customer that accounted for 11% of total revenue. No other 
customers accounted for more than 10% of total revenue during the years ended June 30, 2012 and 2011. 
No other customers' trade receivable balance as of June 30, 2012 or 2011 exceeded 10% of the Company's 
consolidated net trade receivable balance. 

Subsequent Events 

The Company evaluated its June 30, 2012 fmancial statements for subseguent events through OctOber 5, 
2012, the date the fmancial statements were available to be issued. The Company is not aware of any 
subsequent events which would reguire recognition or disclosure in the financial statements, except as 
disclosed in Note N. 

NOTE C - CONTRIBUTIONS FROM HOLDINGS 

During fiscal 2011, Holdings completed a restructuring of its subsidiaries which resulted in irs subsidiaries 
being segmented by product offerings. To further this restructuring, Holdings allocated all managed service 
product offerings to the ZEN segment and contributed ZEN to Onvoy on April 1, 201 I. The assets and 
liabilities of ZEN were transferred at their historical cost g1ven the transaction was between entities under 
common control. The following table presents the book value of the assets contributed to Onvoy on the 
contribution date: 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -CONTINUED 

J une 30, 20U and 2011 

(All amounts in thousands) 

NOTE C - CONTRIBUTIONS FROM HOLDINGS - Continued 

Cash 
Other current assets 
Property and equipment 
Intangibles 
Goodwill 
Other assets 

Total assets 

Current liabilities 
Deferred tax liability 
Other liabilities 

Total liabilities 

Net book value 

ZEN 
April 1 201 1 

-II -------On December 1, 2011, Zayo Group acquired 360networks Holdings (USA) Inc. ("360networks"). 
Included in the acquisition was VolP360, Inc. ("VoiP360"), a legal subsidiary of 360networks. VoiP360 
held substantially all of 360networks Voice over Internet Protocol (''VoiP") and ocher voice product 
offerings. Concmrently with Zayo Group's closing of the 360networks acquisition, Zayo Group spun-off 
360networks VoiP operations to Holdings and Holdings contributed those operations to Onvoy's OVS 
segment. On the spin-off date, the estimated fair value of tl1e VoiP assets and liabilities that were 
contributed to OVS was . The following table presents the estimated fair values of the assets and 
liabilities contributed tO OVS on the acquisition/ contribution date: 

Cash 
Other cmrent assets 
Property and equipment 
Intangibles 
Goodwill 
Other assets 

Total assets 

Accounts payable and accrued liabilities 
Deferred revenue 
Deferred tax liabili ty, net 
Other liabilities 

Total liabilities 

Net book value 
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VoiP360 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

NOTE C - CON TRIBUTIONS FROM HOLDINGS - Continued 

On May 1, 2012, Zayo Group acquired Arialink. Included in the acquisition were certain assets and 
liabilities that supported Aria link's managed service product offerings. Concurrently with rhe closing of the 
Arialink acquisition, Zayo Group spun-off rhe portion of Arialink's business which supporting those 
managed service product offerings tO Holdings and Holdings contributed those operations to Onvoy's 
ZE I and OVS segments on May 1, 2012. O n the spin-off date, rhe Company estimated the fair value of 
the net assets supporting tl1e managed services product offerings tO be -

T he Company has recognized the assets and liabilities of Arialink based on its prelin1inary estimates of their 
contribution date fair values. The determination of rhe fair values of rhe acquired assets and assumed 
liabilities (and the related determinacion of estimated lives of depreciable tangible and identifiable intangible 
assets) requires significant judgment. The Company has not completed its valuation analysis and 
calculations in sufficient detail necessary to arrive at the fmal estimates of the fair value of the acquired 
assets and liabilities assumed, along with rhe related allocations to goodwill and intangible assets. As such, 
all information presented is prelin1inary and subject to revision pending the fma l fair value analysis. 

The following table presents the Company's preliminary allocation of the value of Aria link's managed 
services business tO the assets acquired and liabilities assumed, based on their estimated fair values on the 
contribution date. 

Current assets 
Property and equipment 
Intangibles 
Goodwill 

Total assets 

Current liabilities 
Capital lease 

Total liabilities 

Net book value 
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Arialink 
May I, 2012 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 20U and 2011 

(All amounts in thousands) 

N OTED - PROPERTY AND EQUIPMENT 

Property and equipment was comprised of the following at] une 30: 

Asset Type 

Buildings improvements and site prep improvements 
Furniture, ft<tutes and office equipment 
Computer hardware 
Software 
Machinery and equipment 
Fiber optic equipment 
Circuit switch equipment 
Packet switch equipment 
Fiber optic network 

Depreciable property and equipment 
Land 
Constn.1ction in progress 

Total property and equipment 
Less accumulated depreciation 

Net book value 

Estimated useful 
lives 

(in years) 

15 
7 

3 to 5 
3 
7 
8 
10 
5 

20 

N/A 
N/A 

2012 

s - s 

• --• --
-----

Total depreciation expense during the years ended June 30, 2012 and 2011 was - and -

N OTE E- GOODWILL 

2011 

-• --• --

The Company's reponing units are comprised of its reportable segments, ZEN and OVS. The changes in 
the carrying amount of goodwill during the years ended June 30, 2012 and 2011 are as follows: 

ovs ZEN Total 

As of July 1, 2010 s s s 
Additions --- - -As of June 30, 2011 • • Additions - - -As of June 30,2012 - - -
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thou sands) 

N OTE E- GOODWILL - Continued 

In connection with Holdings contribution of the ZEN segment to Onvoy on April 1, 2011, O twoy was 
allocated goodwill in the amount of • . The goodwill balance acquired relates to the book value of 
goodwill of ZEN, as recorded by Zayo Group, on March 31, 2011 . The goodwill represents the excess of 
the purchase price over the fair value of the net identifiable assets acquired in a prior business combination 
done by Zayo Group. 

In connection with Holdings contribution ofVoiP360 to Onvoy on December I, 2011, OVS recorded 
goodwill of- . The goodwill balance represents the excess of the estimated fair value of the VoiP360 
business over the fair value of the net identifiable assets contributed to OVS from the acquisition of 
360networks. 

In connection with Holdings contribution of the voice operations of Arialink to Onvoy on May 1, 2012, 
OVS and ZEN recorded additions to goodwill of , respectively. The goodwill balance 
represents the excess of the estimated fair value of the Arialinks voice operations over the fair value of the 
net identifiable assets contributed to Oovoy from Zayo Group's acquisition of Arialink. 

NOTE F - INTANGIBLE ASSETS 

Intangible assets consist of the following at June 30: 

Defmite-lived: 
Cuscomer relationships 
Non-compete agreements 

Accumulated amortization 
Net amortizable intangibles 

Indefinite-lived: 
Trademarks/ tradenames 

Intangible assets, net 

Gross 
carrymg 
amount 

---
--

2012 
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Accumulated 
amornzaoon 

----
Gross 
carrymg 
amount 

--
--

201 1 

Accumulated 
amortization 
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Onvoy, Inc. 

N OTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

NOTE F - INTANGIBLE ASSETS - Continued 

The amortization of intangible assets for the years ended June 30, 2012 and 2011 was······· 
Estimated future amortization of intangible assets is as follows: 

Year ending June 30, 
2013 
2014 
2015 
2016 
2017 
T hereafter 

Customer relationships are being amortized on a straight-line basis over 6 to 13 years. Non-compete agree­
ments are being amortized on a straight-Line basis over the term of the contracts. Trademarks and 
tradenames are indefmite Lived intangible assets and are not amortizable but reviewed for in1pairmenr on an 
annual basis. 

NOTE G - LEASES 

Operating leases 

The Company leases office space and eguipment under non-cancelable operating leases. Lease expense was 
••••• for the years ended June 30, 2012 and 2011. 

Mit1in1um contractual lease payments due each year on or before .June 30 under the Company's long-term 
operating leases are as follows: 

Year ending June 30, 
2013 
2014 
2015 

22 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

] une 30, 2012 and 2011 

(AJI amounts in thousands) 

NOTE H - INCOME TAXES 

The Company is included in a consolidated tax group and is taxed at its parent level. The parem is a 
holding company with no operations and therefore the tax balances are pushed down to the Company. 

The tax effect of temporary differences that give rise to significant portions of the deferred tax assets and 
deferred tax liabilities are as foUows ac]une 30,2012 and 2011: 

2012 _w1._ 
Deferred income tax assets 

Net operating loss carryforwards 
Allowance for doubtful accounts - -Accrued expenses • • AMT credit carryforwards • I Investment in CoBank • • Other -1 --1-Total deferred income tax assets - -Deferred income tax liabilities 
Property and equipment - -Deferred cost • I Intangible assets _... _... 

Total deferred income tax liabilities 9.927 __7..ill 

Net deferred income tax assets 

The Company has available NOL carry forwards of approximately at June 30, 2012 and at 
June 30, 2011. The net operating loss carry forwards expire, if unused, in years 20 IS through 2027. On 
November 7, 2007, Onvoy, Inc. underwent a change in ownership within the meaning of Section 382 of 
the Internal Revenue Code (" fRC Sec. 382") due to the acquisition by the Zayo G roup. As a result, the 
pre-change net operating losses and tax credit carryforwards arc subject to an annual limitation based upon 
(i) the aggregate fair market value of business operations irrunediately before the ownership change 
multiplied by (ii) the federal long-term tax exempt rate (within the meaning of IRC Sec. 382(f)) in effect at 
that rime. Based upon the price paid for the common stock of Onvoy, the annual limitation is 
approximately . The annual limitation is cumulative. Therefore, if not fully utilized in a year, it 
can be carried forward for utilization in future years. 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

NOTE I -ACCRUED LIABILITIES 

Accrued liabilities included the following at June 30: 

2012 2011 

Accrued bonus - -Accrued professional fees • • Accnted payroll • • Accrued real estate • • Accrued vacation • • Recetved purchase orders • • Accrued network expense - -Other - -Total - -
NOTE J - LONG TERM DEBT 

On September 7, 2010, the Company entered into a Credit Agreemen t with Sun Trust Bank for a. 
- term loan (the "Term Loan"). Tlus agreement was amended on December 1, 2011 to allow for 
both the acquisition of VoiP360 and the payment of a one-time cash dividend to Holdings. The remaining 
bal:~nce of the note is payable in quarterly installments due July 1, October 1, January l and April 1 with any 

rem:~ining unpaid principal and interest due on the mantrity date of September 5, 2014. Aggregate future 
contractual maturities of long-term debt were as follows as of June 30, 2012: 

Y e:~r ending June 30, 
2013 
2014 
2015 

Total 

24 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 2012 and 2011 

(All amounts in thousands) 

N OTE J - LON G TERM DE BT - Continued 

The Term Loan has a maturity date of September 5, 2014 and the borrowings thereunder bear interest at 
varying levels. The Company has the option to choose whether the advances are base rate advances or 
Eurodollar advances. Interest on base rate advances is at the base rare plus 3.5% and interest on 
Eurodollar advances is at the Eurodollar basis plus 4.5%. The base rate is the highest of (a) the prime rate, 
(b) the f-ederal Funds Rate plus 0.5% or (c) the Eurodollar Rate. The Eurodollar basis is equal to the 
Eurodollar rate diYided by one minus the Eurodollar reserve percentage (as defined in the credit 
agreement). The loan is secured by the Company's assets (excluding ZEN) and the Company is also 
required to maintain certain fmancial covenants. As of June 30, 2012, the applicable imcrest rate on the 
Term Loan was - . 

Debt issuance costs 

Debt issuance costs han been capitalized on the accompanying consolidated balance sheets and are being 
amortized using the effective Lnterest rate method over the term of the credit agreement, unless terminated 
earlier, at which time the unamortized costs arc immediately expensed. The balance of debt issuance costs 
as of June 30, 2012 and June 30, 201 1 was - and - respectively, net of accumulated amortization of 
- and respectively. Interest expense associated with the amortization of debt issuance costs was 
- and for the years ended June 30, 2012 and June 30, 2011. 

Debt CO\'enants 

The Company's credit agreement associated with rhe debt contains two fLnancial covenants: (1) a total 
leverage ratio and (2) a minimum fLxed charge coverage ratio. 

Totti/ leverage ratio: The Company must not exceed a consolidated leverage ratio (funded debt to 
EBITDA), as determined under the credit agreement, of 1.25x as of June 30, 2012. The leverage ratio 
has periodic steps down through the maturity date. The next step down occurs on September 30, 2012 
when the consolidated le,•erage ratio may not exceed I.ISx. The fLnal step down in the leverage ratio 
occurs during the <JUarter ended March 31, 2013 when the total leverage ratio may nor exceed !.Ox. 

fixed charge cvverage ratio: The Company must maintain a consolidated fL-..:ed charge coverage ratio ((Prior 
12 months EBITD A less CapEx less Franchise Tax)/(Cash Interest plus Scheduled Principal Payments)), 
as determined under the credit agreement, of 2.25x. 

The Company's credit agreement contains custOmary representations and warranties, afftrmativc and 
negative covenants, mandatory prepayments (including up to 50% of excess cash flow) and customary 
events of default, including among others, non-payment of principal, interest or other amounrs when due, 
inaccuracy of representations and warranties, breach of covenants, cross default to indebtedness in excess 
of- , insolvency or inability to pay debts, bankruptcy, or a change of controL 

The Company was in compliance with all covenants associated with its credit agreement as of June 30, 
2012. 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30,2012 and 2011 

(All amounts in thousands) 

NOTE K - EQUITY 

As discussed in Note C - Contributions from Zayo Group, the net assets supporting 360nctworks legacy 
VoiP business and the net assets supporting Arialink's managed service product offerings were contributed 
to Onvoy on December I, 20 11 and May 1, 2012, respectively. Managemem estimates that the fair value of 
the net assets of 360nerworks' legacy VoiP business which were contributed to Om•oy was··· 
including. in cash and the fair value of the net assets supporting Arialink's managed sen·ice product 
offenngs was- on the respective contribution dates. The fair value of the net assets contributed to 
Onvoy IS reponed as an increase to the Company's additional paid 111 capital balance on the consolidated 
statement of stockholder's equity. 

As discussed in Note B - Basis of Presentation and Significant Accounting Policies- Stock-based 
compensation, during the year ended June 30, 20 12, the Board of CU authorized a non-Liquidating 
distribution to certain common unit holders. The total amount of the aggregate distributions to employees 
of the Company was - The distribution was funded by CII, which resulted in a non-cash capital 
contribution to the Company and is reflected as such in the consolidated statement of stockholder's equity 
duting the year ended June 30, 2012. 

The Company contributed - and in cash to Holdings on various dates during the years ended 
June 30, 2012 and 2011, respectively. The Company recorded these distributions as dividends ro Holdings 
up to the amount of the Company's retained earnings balance on the date of the respective di\rided 
payment. The amount of the cash payments to J loldings that were m excess of the Company's retained 
earnings balance on the date of distribution was recorded as a return of capital on the accompanying 
statement of stockholder's equity. 

f loldings is the taxable parent of the Company and Zayo Group. I loldings allows for the sharing of 
Holdings' NOL carry fonvards between the Company and Zayo Group. To the extent that any entity 
utilizes NOLs or other tax assets that were generated or acquired by the other entity, the entities will settle 
the related-party transfer of deferred tax asset associated with such OLs and other deferred-tax transfers 
between the companies via an increase or decrease ro rhe respective cntiry's additional paid in capital 
accounts. During the years ended June 30, 2012 and 2011, the Company's additional paid in capital balance 
increased by- and - , respective!)', as a result of transferring net deferred tax assets to Zayo 
Group. 

During the year ended June 30, 20 II, the Company's additional paid in capital balance increased by­
as a result of the contribution of the ZEN segment to the Company. 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30, 20U a nd 2011 

(All a m o unts in thous ands) 

N OTE L - COMMITMENTS AND CONTIN GENCIES 

Legalliabilio· reserve 

The Company's rate of return subsidiary, MIEAC, is currently involved in litigation with Sprint that relates 
to disputed billings. Sprint submitted a written dispute to the Company on May 19, 2009 while the 
Company was owned by Zayo Group, LLC. Sprint's dispute related to Sprint traffic that was delivered by 
Sprint to MTEAC and routed by tviiEAC to the proper local exchange carriers over 1\liEAC's network and 
which was invoiced to Sprint in accordance with tariffs ftled at the Federal Communications 
Commission. Sprint disputes the nature of the trafftc being delivered to the local exchange carriers as not 
being eligible for access charges. 1\s of June 30, 2012, Sprin t has not made payment for any invoices dating 
back to May 1, 2009. MIEAC ftlcd suit against Sprinr on J une 21, 2010 to collect these invoiced amounts 
that are due. Sprint filed a counter claim for recovery o~ that was paid by Sprint for this trafftc over 
the two )'Cars proceeding May 1, 2009. 

On June 10,2011, the Court heard oral arguments on MIEAC's motion to dismiss the counterclaim, 
Sprint's Motion for Stay, :~nd MIEAC's motion for partial summary judgment. On August 15,2011, the 
Court denied MIEAC's motion to dismiss and its motion for summary judgmen t withou t prej udice and 
referred the case to the rcc under the doctrine of primary jurisdiction. 

On October 3, 2011, MlEAC and Sprint filed separate letters with the FCC to provide background on the 
dispute and arguing whether or not the FCC had dtscretion to deterrrune whether MIEAC's tariff was 
linked to a Local Exchange Carrier's tariff ("linkage issue"). On October 14, 2011, the FCC advised 
MIEAC 11nd Sprint to seck clarific11tion from the Court on its disposition of the linkage issue. On 
December 7, 2011, MIEAC fLied a Motion for Clarification and Supponing Memorandum with the Court 
and asking the Court to clarify that its Referral Order gave the FCC broad discretion to determine the 
linkage issue. Sprint opposed this motion. On january 20,2012, the Court granted MIEAC's Motion for 
Clarification, stating that the FCC had broad discretion to determine the linkage issue. 

Since t'.lay I, 2009, t>.fiEAC has billed Sprint for services MIEt\C has provided. As ofJune 30, 
2012 Ml E1\C has not received payment on any of these billings. Ml Er\C recognized- as revenue in 
f'Y 2010 and deferred the remaining as d1c collectability of the revenue is not reasonably 
assured. The fmal resolution may be different than what MIEAC has recorded as of June 30,2012. Upon 
the final resolution of dus dispute, MIEr\C will recogtuze a gain or loss for any amounts collected in excess 
of the . previously recogtuzed as revenue. 

The Company had legal reserves of. at June 30,2012 and - at June 30,2011 for expected legal costs 
11ssociatcd with this litigation. The Company may incur additional legal costs in the future depending on 
the progress of the utigation. 
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Onvoy, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

June 30,2012 and 2011 

(All amounts in thousands) 

NOTE M - RELATED PARTY TRANSACTIONS 

The Company sells services to Zayo Group under contractual service agreements. The Company also 
purchases services from Zayo Group under contractual service agreements. The following lists the various 
sctvices provided to and by Zayo Group and its subsidiaries: 

Services provided to Onvoy by Zayo Group 
Transport sen·ices for circuits. 
Leases of colocation racks in various markets. 
Fiber and optronics management. 

Services provided by OnvOJ' to Zayo Group 
Agent fcc senrices detailing customer referrals. 
Fiber IRU services related to fiber in Minnesota. 
Transport services covering lit services. 
Hosted PBX and IP services for voice sen•ices and dedicated Internet access 
Sublease for space in Minneapolis and Plymouth, Mitmesota. 
Long dlstance/toll free services, operator senrices, directory assistance, local voice services, 
dedicated PRJ and DS-0 services, and switching services. 

The Company recognized - of revenue and- of expenses from transactions with Zayo Group 
during the year ended June 30, 2012. The Company recogruze of revenue and- of expenses 
from transactions with Zayo Group during the year ended June 30,2011. 

As of June 30, 2012 the Company had a balance due to Zayo Group in the amount of-

N OTE N - SUBSEQUENT EVENTS 

The Company adopted a Stock Plan ("Plan") that provides for the granting of common stock units to 
certain key employees. The Plan, which is a subset of the current stock plan sponsored by the parent, 
allows for a return to the unu holders if the financial results for Onvoy exceed cenain thresholds. Initial 
grams under tlus program were made in August 2012. 

On September 26, 2012, a large customer began routing away some of their traffic to a specified destination 
by directly connecting to that destination rather than routing this traffic through the Company. Initial 
estimates arc that this will reduce revenue by approximately- per month o on an annualized 
basis. 
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Onvoy, Inc. 

CONSOLIDATING BALANCE SHEET 

June 30, 2012 

(in thousands) 

Zayo Enu:rpn~c 
Assets Onvov, Inc. :-.:erwork~ Combined Elurunations Total 

Current a~sers 
Cash and cash cquavalenr~ s - I • I I I I Trade reccivablcs, ncr of allowanccs - • I Other receivable~ - I I Due from related party • I • - I Prepaid expense~ • • I • Deferred income taxes ·- I ---Total currcnr assers - - - - -Property and e4uipmenr, net of accumulated 

depreciation - - - I -Intangible assets, net of accumulared amortization - - I Goodwill - I Deferred income raxes I - - -Debt issuance co~ts • I • I • Other a~scrs • ·- ·- I --Total assets I I I -
Liabilities and stockholder's equity 

Currenr liabilitie~ 
.\ccounts payable s • I • I - I I I -Accrued liablhues - • - I -Deferred revcnuc • I • I • Capital lease - current • I • I • Debt- current - I - I -Due to related party I ·- ·- --Total current liabilities - - - - -Senior debt - I - I -Capital lease • I • I • Share based compen~arjon - • - I -Deferred income rax liabilitie~ I - - - I Deferred n:venue • • • I • Other long-term !Jabaliries ·- I ·- I __._ 

Totalllabtlltics - - - - -Srockhoklcr's e4wrv 
Common stock 
Additional paid in capital - I -Retained earnings I --Total stockholc.lcr's equity I ---Total liabilities and stockholder's cywry s I I -
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Onvoy, Inc. 

CONSOLIDATING STATEMENT OF OPE RATIONS 

Year ended June 30, 20U 

(in thousands) 

Zayo Enrcrpri~c 

Onvoy, Inc. Networks Combined Eliminations Total 

Revenue s - I - I - I - I -Opera tin~ cost~ and expenses 
Opera ling cosrs, cxcludin~ depreciation and amortization - - - - -SeUing, ~encral anti administrative expcn~cs - - - • -Share based compensation • • I -Deprcciauon and amorozacion 1- ---Toral opcranng costs and expenses ---Operating Income - • - I -I nrc rest expense and 01hcr I I 

Income before mcome ta.xcs - • - I -Provision for mcome raxe~ ·- I ---Net income s I • I I I I 
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