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Blanca S. Bayo

Director, Division of Records and Reporting

Florida Public Service Commission - &
2540 Shumark Oak Bivd. AT0095~ [ X
Tallahassee, FL. 32399-0870

Re:  Application of Pacific Gateway Exchange, Inc. For Authority To Provide Local
Exchange Service In Florida

Dear Ms. Bayo:
Enclosed for filing on behalf of Pacific Gateway Exchange, Inc. (*PGE") please find
an original and six (6) copies of the above-referenced application and a check for $250.00 to

satisfy the filing fee. Please date stamp the enclosed extra copy and return it (o the
undersigned in the enclosed scif-addressed, stamped envelope.

Should you have any questions concerning this filing, please do not hesitate to contact
the undersigned.

Very truly yours,

‘_,Ib{ N

Margaret M. Charles
Dalhi N. Myers
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Steve Wood A )
Chuck Taylor

Andrew D. Lipman

Vi :
i '-. Aom - Uul\jht" J,'iﬂll:.li;

FETTTENT | . N e BT et
IO T B B TS I | ' TR N u i UAFP3Y RuosRe /ot wh1ING




FLORIDA PUBLIC SERVICE COMMISSION

CAPITAL CIRCLE OFFICE CENTER - 2540 SHUMARD OAK BOULEVARD
TALLAHASSEE, FLORIDA 32399-0850

APPLICATION FORM
for

AUTHORITY TO PROVIDE ALTERNATIVE LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF FLORIDA

— —

INSTRUCTIONS

1. This form is used for an original application for a centificale and for
approval of sale, assignment or transfer of an exisling alternalive local
exchange certificate. In case of a sale, assignment or transfer, the
information provided shall be for the purchaser, assignee or transferee.

2. Respond to each item requested in the application and appendices. If
an item is not applicable, please explain why.

3. Use a separale sheet for each answer which will not fit the allotted
space.

4, If you have questions about completing the form, contact:

Florida Public Service Commission
Division of Communications, Certification & Compliance Section
2640 Shumard Oak Boulevard
Taliahassee, Florida 32399-0866
{504) 413-6600

5. Once compleled, submit the onginal and six (G) copies of this form along
with a non-refundable application fee of $250 made payable to the
Florida Public Service Commission at the above address.

FORM PSC/CMU B (07/95)
Required by Chapter 364.337 F.S.




1. This is an application for (check one).
(X) Original authority (new company)

()  Approval of transfer (to another certificated company)
Example, a certificated company purchases an existing company
and desires to retain the original certificate authority.

() Approval of assignment of existing certificate (to a
non-certificated company)
Example. a non-cerlificated company purchases an existing
company and desires to retain the certificate of authority rather
than apply for a new certificate.

()  Approval for transfer of control (o another certificated company)
Examgpie, a company purchases 51% of a cerlificated company.
The Commission must approve the new controlling entity.

2. Name of applicant:
Pacific Gateway Exchange, Inc. (“PGET)

3. A. National mailing address including street name, number, post office box,
city, state, zip code, and phone number.

Pacific Gateway Exchange, Inc.
533 Airport Boulevard, Suite 305
Burlingame, Califorania 94010
(415) 375-6700

B. Florida mailing address including street name, number, post office box,
city, state, zip code, and phone number.

PGE does not currently have a mailing address in Florida.

C. Physical address of alternative local exchange service in Florida
including slreet name, number, post office box, city, zip code and phone

number.
PGE does not currently have an office in Florida.

FORM PSC/CMU 8 (07/95)
Required by Chapler 364.337 F.S. 2
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4. Structure of organization:

{ ) individual { } Corporation

(X) Foreign corporation ( ) Foreign Partnership

{ ) General Partnership { ) Limited Partnership

{ ) Joint Venture ( ) Other, Please explain

5. If incorporated, please provide proof from the Florida Secretary of State that the
applicant has authority to operate in Florida.
Corporate charter number(s): PGE is in the process of obtaining authority
to do business in Florida.

6. Name under which the applicant will do business (d/b/a). Pacific Gateway
Exchange, Inc. (“PGE").

7. If applicable, please provide proof of fictitious name (d/b/a) regisiration.
Fictitious name registration number. Not applicable.

i 8.  Ifapplicant is an individual, partnership, or joint venture, please give name, title
and address of each legal entity. Not applicable.

9. Stale whether any of the officers, directors, or any of the ten largest
stockholders have previously been adjudged bankrupt, mentally incompetent,
or found guilty of any felony or of any crime, or whether such actions may result
from pending proceedings. If so, please explain.

None of PGE's officers, directors, nor any of its ten largest stockholders, have previously
been adjudged bankrupt, mentally incompetent, or found guilty of any felony or of any crime;
nor are any such proceedings pending.

10. Please provide the name, title, address, telephone number, Internet address,
and facsimile number for the person serving as ongoing liaison with the
Commission, and if different, the liaison responsible for this application.
Ongolng liaison: Gail E. Granton, Vice President, Pacific Gateway Exchange, Inc., 533

Alrport Boulevard, Suite 505, Burlingame, California 94010; Tel: (415) 375-6710; Fax: (415)

375-6799.

Lisison for Application: Margaret M. Charles, Esq., Dathi N. Myers, Esq. Swidler &
Beriin, Chartered, 3000 K Strect, Suite 300, Washington, D.C. 20007-5116 Tel: (202) 945-7500;
Fax: (202) 424-7647; Internect Address: DNMyerna'Swidlaw.com.

' 11 Please list other stales in which the applicant is currently providing or has
applied to provide local exchange or alternative local exchange service,

PGE is authorized (o provide resold interexchuange service in California and is
currently applying for authority to provide resold local exchange service within that

FORM PSC/CMU 8 (07/85)
Required by Chapter 364.337 F.S. 3.




state. PGE also is applying for authority to provide resold interexchange and local
exchange service in Arizoma, Colorado, Connecticut, Delaware, Florids, Georgia,
Maryland, Massachusetts, Michigan, Nevada, New Jersey, New York, Oklahoma,
Oregon, Pennsylvania, Texas, Utah, Virginia, and Washington.

12.  Has the applicant been denied certification in any other state? If so, please list
the state and reason for denial.
No.

13. Have penalties been imposed against the applicant in any other state? I so,
please lisl the state and reason for penalty.

No.
14. Please indicate how a customer can file a service complaint with your company.
PGE can be reached for customer complaints at 1-800-746-6743.

15. Please provide all available documentation demonstrating that the applicant has
the following capabilities to provide alternative local exchange service in Flonda.

A, Financial capability. See Exhibit 1.
Regarding the showing of financial capability, the following applies:

The application should contain the applicant’s financial statements,
including:

1. the balance sheet
2. income statement
3 statermenl of relained earnings for the mosl recent 3 years.

If available, the financial statements should be audited financial
statemenls.

If the applicant does not have audited financial statements, it shall be so
stated. The unaudited financial statements should then be signed by the
applr:anls :hlef a:&c.utnra nﬂ'mer and chmf ﬂnanmal oﬂ‘nmr The signatures

FORM PSC/CMU 8 (07/95)
Required by Chapler 364.337 F.S. 4.




B.  Managerial capability. See Exhibit 2,

C. Technical capability. See Exhibit J.

FORM PSC/CMU 8 (07/95)
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AFFIDAVIT

By my signature below, |, the undersigned officer, attest to the accuracy
of the information contained in this application and attached documents and
that the applicant has the technical expertise, managerial ability, and financial
capability to provide alternative local exchange service in the State of Florida
| have read the foregoing and declare that to the best of my knowledge and
belief, the information is true and correct. | attest that | have the authority to
sign on behalf of my company and agroe to comply, now and in the fulure, with
all applicable Commission rules and orders.

. Further, | am aware that pursuant to Chapter 837.06, Florida
Statutes, “Whoever knowingly makes a false statement in writing with the
intent to mislead a public servant in the performance of his official duty
shall be guilty of a misdemeanor of the second degree, punishable as
provided in ». 775.082 and s. 775.083".

ttiskal v 12\ e l4e
C ure Date
Tille: Lxecutive Vice President (4153 375-6710
Telephone Number

: orer

333 Airpont Boulevard, Suitc 503
Burlingame, California 94010

FORM PSC/CMU 8 (07/95)
Required by Chapter 364.337 F .S. -6-
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EXHIBIT 2 Managerial Capability
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INDEX TO FINANCIAL STATEMENTS

Report of Independent Accountants .
Balance Sheets a3 of December 31, IHI ud IHS nd Hmh Jl 1996 :un:udmd with respect 1o

MArch 31, 1996) . .vvvvnrroenornonnsnsssssansarissssassssssnsossannsantists
Statements of Operations for the Years Ended December 31, 199), 1994 and 1995 and the Thn:t
Months Ended March 31, 1995 and 1996 (unsudited with respect lo the penods ended

March 31, 1995 B8 IFPE) ... .ovvnerineieniiuneresnesnasioisaniraaiasasnsaniens
SumuﬂMMHm\’—!Eﬂm 31, 1993, 1994 Mlﬂilldlkﬁm

Montbs Ended March 31, 1995 and 1996 (unsudited with respect to the periods ended

March 31, IP9S and I9BB) . ......covoiiiiinrionsinaasusetanioraainsinsnsansnsios
Statements of Changes in Stockbolders” Equity for the Years Ended December 11, 1993, IW-lmd

1995 and the Three Moaths Ended March 31, 1996 (uasudited with respect (o the penod ended

T L T PSPPSR PR
Notes 10 FInancial STOBMENTE . .. ......cncvuastocsormoniorassossssssnsaonassnestsiotin
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockbolders of
Pacific Gateway Exchange, Inc.:

We have sudited the sccompenying balance sheets of Pacific Gateway Enchange. Inc.. as ol
December 31, 1994 and 1995, and the related statements of operations, cash flows, and changes in
stockholders’ equity for cach of the threc years in the period ended December 31, 1995. These financial
mlmﬂumihmnlmm:mt.ﬂumﬁﬁqnlnmuwmm
these financial sistements based on our sudits.

w:mﬂmhmummummimmmm:mMs
mqmnm:nph-dpfuntknﬁtwmmumlhmwkﬁumm:m
:tamumlmﬂmﬂWhMtMMuluﬁmmunu
mmzummmmmwmummm-ﬁummum
accounting principles used and significant estimates made by management, as well as evaluating the overall
ﬁmﬂﬂmnntmuﬁm‘l’lh&um:mmwlmﬂtmrmmwwnn.

In our opnion, the financial matements refemed to sbove prescal faisly, in all matenal respects, the

financial position of Pacific Gateway Exchange, Inc., as of December 31, 1994 and 1993, and the results of
1h=unpeuumnd=nhhu{oru:tdththmpmulhpuidudndhmhr i, 1995, in

conformity with gencrally accepied accounting principles.

COOPERS & LYBRAND L.LP.

San Francisco, California
May 13, 1996
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PACTFIC GATEWAY EXCHANGE, INC.

BALANCE SHEETS
ASSETS
H‘l ]I., m ’L,
1™ (] 19
i1 noudued|
Cumrenl Asastis;
Cash and cash $ 9485 § 1792202 § 1,690607
Accounts recei , ot of allowance for doubtful sccounts of ;
$137,038 in I!H. $824.337 in 1995 and $959,37 in 1996 . 4,681,157 1 2,604,008 18,992,066
Accounts receivable, related party . ..........ociiiaieninn 2,203,000 3,261,849 2,788,956
Advances receivable, related party . ........cciviieiiananans -_ 175,000 -
Income tax recoverable ... ...........c.c0iiiianiniieies 54,868 _— —
Total curment BESEEE ... .......cnvenivnninnnrnsss 6,950,610 18.013,059 25,471,659
and equipment:
m fberopic cables...........cocuiiiiiiiiiainina 2,698,050 5825604 8,616,120
Long distance cOMMURICAIONs SqUIPMEDt . ... . ...... ... 2398467 6092410 7,355,075
Office furniture and equipment ................c0acueuan. 337,195 748,530 816,517
543,112 12,666,624 16,787,712
Less accumulated depreciation. ..........coocanirnnrnrenss $32.180 1.656.170 2.040.957
Total property and equipment, net................ 4,901,322 11,010.454 14,746,755
MNotes receivable . . ... ..o civvvineriensinancancnssssnsnss 223834 149,649 148.865
Deferred INCOME IR ....cvvirunrrvannnrrrsrsonressnnnss 53,309 148,247 177,741
Deposits and otber BSBEtS ..........coouvunearnninnsnnnss 171,034 414,317 577,493
Total BEIELE . .. ..ovvvnrunaniarorrararsasnnnans $1 19 $20.755.746 541,122.51%
=l RN SO
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Lisbilithes
Accounts payable . . ......ooiiiiiiiii i $ 6636730 $19418,595 527837134
Accrued Labilities ........c.ccciiiiiiiirinnienraiaians TLATS T12.15% 718,980
Income tanes payable ............coviiiiiniiiiaiiainn — 735218 254,714
Revol T - R A e -— 3,000,000 1.000,000
Other Labilithes. .. ... ooivivn e it —_ 518,758 631,864
Total current Lisbilities .. ................cc...... 6,708,605 24 484 027 32,444 692
Revolving line of credit, relsted party . .................... 4,487,724 2420399 5,420,119
Total Liabilities . ........c.oinvvieienrareornenas 11,196,329 26,855,166 37.865.031
Commiiments and Contingencies {Note 9)
Stockholders' Equity:
Preferred siock, | par value, suthonted
1000000 SBAFES . ... ..oovvvrnnneraoraonsonesassns —— - -— -
Commoa stock, §.0001 par value, authorized 25,000,000
shares, issued and uuuundlq 14,100,000 sbares. . ........ 1410 1410 1,410
Additional paid-in capital ......... .o 940,324 940,324 940,324
Retnined BRTRIBET. ... ....c.ocuiiniciiciciisnessnnnannanas 162,556 1948846 2.313.750
Total s1ockbolders’ equiry . VeR e 1,104,290 2,890,380 3,257 484
Total Liabilities and nn:ihld:n :qmrr ........... :tam.nm $29.755.746 341.122,515
frr == =ty - —

See Accompanying Noles 1o Financial Statements.
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PACTFIC GATEWAY EXCHANGE, INC.

STATEMENTS OF OPERATIONS
Year Ended Docsmber 11, Theee Monsiis Faded Slprch V1
1" ] 19 T T

(U nsudisad) 1L naudied v
REVEBUES .......ccovucessacnsntinansassas $1.817.484 511,702,041  §59,2350434 $ B.6d 263 $27.480.0%
Revenues — related PATTY .. .. ..oovveionnnsns 333,000 9211000 _17.165.995 3,760,598 4,759 70
Total FEVERBES .....covvirmrannnnns SO4B 484 20913,041 .0 TOAIG44Y 12,124,863 322 7T
Cost of long distance services . .............. 4,015,847 17,195,516 &b, 346,156 10,041.528 29,1 30041
Gross MATEIR ........ A 1012637 3,717,525 10,070,093 2083335 3,109,690
Selling, general and administrative expenses . .. 1,007,832 1,273,430 5,466,831 §92,338 1,944 99
DeEpreciation . ....occaveesannmssnssssssrnss 104,241 410,115 1,123,990 188,812 I, THT
Tolal operating cXpenses............ 1.112.073 2,681,545 ] 21 1,181,150 =340, 'A3
Operating income (loss) ............ (99.436) 1.033,980 lam9.2M2 902.18% T6h,411
Interest €XPERsE .. ......cvvcnnnianaarianins 11.891 192979 537,982 110.773 152,000
Income (loss) before income taRes . ........ (111, !ITJ 241,001 1.941,290 791,402 Gle.90d
Provision fof income tAEEE . ......ccnrencress ___205.000 1,155.000 311.000 250,000

MNet income (logs) .....oocvevnnnnes
. (loss) $(IIJ7) § 63600 $ L7605 _as0412 3366504
Net income (loss) pershare ........ m} | 004 3 012 3 00y 3 003
T P = —_ —= ——,

Weighted average number of common shares

outstanding . . ... ..cciiiiiieaiaiinanaas i, 300.000 m II.]NEGII' 14,300,000 II.]II'J._[EI

See Accompanying Notes to Financial Statements.
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PACIFIC GATEWAY EXCHANGE, INC.

STATEMENTS OF CASH FLOWS

Operating Activities
MNetincome (boss) ........ccnvevmcinniasns
Adjustmenis 1o net income {loss):

Deprecialion ........covvvrereansnnasssss
Change in provision for losses oo bad debus

Provivion for deferred income laxes ........
Change in accounts receivable ............
Change in accounts receivable, related party
Change in notes and advances receivable ...
Change 1n deposits and other assets ... ... ..

Change in accounts payable ..............
Change tn accrued Liabilites . .............
Change in other lighilities ................
Change in federal income taxes

{recoverable) payable. . ................
Net cash provided by (used in) operating
BOHVILIEE . .. ooiviiinanrmnrararas
Investing Activities:
Purchase of property and equipment .........
Sale of stock (accepied as payment for
accounts receivable) to related pasty . ......
Met cash (used tn) investing actimuies. .......
Financing Activities:
Borrowings on revolving lines of credit. .......
Repavments on revolving lines of credit. ... ...
Net cash provided by financing activities. ... ..
Mel increase (decrease) incash .............
Cash 21 the beginning of the peniod ..........
Cash at the end of the period .. .............
Supplemental disclosure of cash flow

information:
Interest paud duning the peniod ............

Income taxes pad dunng the penod . ......

Mon-Cash Activities:
Stocks accepted as payment for accounts
recevable .. ... .cohiiinnnas

Yo Ended Desymber 31, Thwer Maonths Ended March M.
13 195 1 194 198
AL mnmaiind ) il nasdiied
$ (111,327) $ 635000 § 1786290 § 4R04I2 5 J60MM
104,241 410,115 1,123,990 188,812 384,75°
20,000 117,038 687,299 141,910 138,000
- {51,309) (94,938) _— (29.4%
(505.588) (1.978.408) (9.510050) (5317.295) (6.113.08%)
(1.195,000) (1,008,000} (1.038049) (425,999) 472,893
(14,333) 195,172 (100,835) - 174,804
(55,907) (106,407} (241981) (4.099) (163,17
2.5016,204 1692828 12,781,865 5712915 BB 53
-— TIL.875 700,381 (8.375) (53,276
- - 518,758 M, 761 115,106
- {34,868) 790,086 120,001 i W), 40
758,790 (T1963) 1,381,014 B63.043 1,019,491
(1,542.493) (1,744985) (7.232.912) (241,603)  (4,121.088;
=, = 702,000 i —
(1.542.493) _().744.965) _(6.530.912) (241.600)  (4,121.08h)
T17919 1.919.308 4,000,000 - 3,000,000
- (159.503) (3,067,385) = —
T17.919 3,769,805 9312615 = 3,000,000
(66.284) (53,123) 1,782,717 621,440 L.898,405
128.892 62,608 9,485 9485 1,792,202
§ 61608 3 9485 § 1792202 $ 630925 § 3.690.607
3 - % 102810 $ 576250 % 76012 5 137.517
N TR E————— S
| - % 313376 % 6E1999 § - § 760,000
1 = ) " — 3 1 ———1
] — 3 — % 7Mo00 § e | -
e ——— R I e ===

See Accompanying Notes to Financial Stalements
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PACTIFIC GATEWAY EXCHANGE, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Addiiossl  Wataised

Saech
Commicied . CommessSiock  Ppaldls Earning
To Be lowwd Sisares Amonst  Coplend [T Tewl
Balance January 1, 1993.......... $ 850,000 3980 5 40 § 91.6%4 $(36L118) § 579616
Wet lods .. ..ccvvnnssnansnnans —_ —_— — —_ {111.327) {111,327
Balance December 31, 1993....... 850,000 31980 40 91,654 (473,445) A%, 2H9
lssuance of Common Stock . ... {830,000} 11,020 110 249,890 - _
MNet IBCOME . ...oconnnnanrrnes — -_— —_ — 636,001 636,001
Balance December 31, 1994, . .. . —_— 15,000 150 941,504 162,450 1, 1M 2
940 10 ) stock split ... ... - 14,083,000 1,260 (1.260) - :
NEl IBCOME . ....ccvacvvrernns — — — - 1,786,290 1.786, 290
Balance December 31, 1995....... - 14,100,000 1410 940324 1. 945,546  2.B90.580
Net income (unsudited) ......- — —_ —_ —_ 166,904 166,904

Balance March 31, 1996
{unaudited) ......conraarneans 3 — Iﬁlm

zl A0 3940324 $2.315750
e SaGrEvee

See Accompanying Notes 1o Financial Statements
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PACIFIC GATEWAY EXCHANGE, INC.

NOTES TO FINANCIAL STATEMENTS
(Unaudited with respect to the periods ended March 31, 1995 and 199%)

(1) The Company and Significant Accounting Policies
Description of Business and Organization:

Pacific Gatewsy Exchange, Inc. (“Pacific Gateway” or the “Company”), a Delaware corporalion. owns
anm“mﬁﬂdﬂmmwdumﬁmum The operations of
Pacific Gatewsy have grown significastly as the result of entering into additional operating agreemenis with
foreign pmcnnﬂmhﬂ;mmﬂnhqdhmwﬂnhthcum States which do nol have

: : ; I

For the periods ended March 31, 1995 aad 1996, the Company believes that the financial statements
include all adjusiments {consisting of only normal recumag adjustments) secessary 10 present fairly the
financial position and; results of operations.

Cask and Cash valents:

Cash equivalen mnm&mmm'mhm:mumum.m
mmtmhmmmm:mnmmu
i

Fair Velue of Finoncial Instruments:

ﬁ:m;mu{wmﬂnﬂnndmmmu:mmu their fair value. The
revelving lines of credit bave an interest rate which varies with the prime rate and approximates the current
h:um"ufmﬁmﬂummmmm“mldmﬂvdﬁuhmdaﬂi

approximates fair value.

Property and Equipment.

mmwmuum“mwhmmmwpmum
the siraight line method over the following estimated useful lives:

Undersea fiber optic €ables . ........oooeiiiinniiiniiiiiaiiia it 20 years
Long distance COMMURICAtIONS CQUIPMERE . ........ooorvvises R 5.7 years
Office furniture and EQUIPTIERT . ... ...roeressssssetusiitassssiiariartaran . 47 yean

Maintenance and repairs are expensed as incurred. Replacements and betierments are capitalized. The
:mMrﬂa:dmumﬂmdmﬂdHMmMMMWIM.m
any resulting gain or loss is reflected in resulu of operations.

Concentration of Credit Risk:

Financial instruments that poteatially subject the Company 1o coscentration of credit nsk are sccounts
receivable. Seven of the Company's cusiomers accouat for spproximately 55% and 49% of grows accounts
receivable as of December 31, 1995 and March 31, 1996, respectively. The Company performs ongaing credit

evaluations of its customers but generally does not require collateral 1o support customer receivables. The
Company's allowance for doubtful sccounts is based oo curreat market conditions. Losses on uncollectible

accounts have consisiently been within management’s expectations.

Income Toxes

The Company sccounts for income taxes in sccordance with Statement of Financial Accounung
Standards (“SFAS") No. 109, “Accounling for Income Taxes.” SFAS 109 has as its basic objective the
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PACIFIC GATEWAY EXCHANGE, INC.

NOTES TO FINANCIAL STATEMENTS — (Continued)
{U-liilﬂ-hhmnulh'uhhuidmtﬂll. 1995 and 1996)

recognition of current and deferred income tax assets and liabilities based wpon all events that have been
mﬂﬂhlhhmﬂmumhrmm of the enacted tax laws

Valustion allowances are established when pecessary to reduce deferred 1ax asets fo the estimated
amouat to be realized. Income tax expense represcats ibe tax payable for the current penod and the change
duﬂqthpeﬁdhihﬂmdmmﬂudﬁlhﬂiﬁu i

Revenue Recognition:
Revenues for telecommunication services provided 1o customers are recognized as services are rendered
Revenues for return traffic received according to the terms of the Company’s operatiag agreements with 11y
foreign panners are recognized as reveaue as the retum raffic is received.

Earnings Fer Share:
Eulhppﬂﬁn:ﬂtﬂwhﬂhudummhuuwnumhmlmﬂmdmm
peﬁndplunhﬂutiudfmdnuhumimﬁuhhud-dnﬂwﬁmmmmnm-
MmlmmmmmmmliuﬂmMﬂlnuMﬂ the 940
1o | stock split effected October 20, 1993. Additionally, this calculation treats stock options granted on
September 30, 1995 as if they were common stock equivalents for all periods preseated. See Notes 7and 10

Estimates in Financial Statements

Th:mpmﬁmdinuﬁumhwﬂm-immmuy sccepled accounting principles
requires mummimmk:uﬁmmudmpﬁmthtmmmmmudm“d
Liabilities a1 the date of the financial statements and the reported amounts of revenues and expenscs dunng the
reporting period. Actual results could differ from those estimates.

(2) Accounting for International Long Distance Traflic

The Company has entered into operating agreements with 23 telecommunications camers in 19 foreign
countries under which international loag distance traffic is both delivered and received Under these
agreements, the foreign carmiers are contractually obligated 1o adbere 10 the policy of the Federal Communica-
uions Commission (ibe “FCC"), whereby traffic from the foreign country is routed 10 international camers,
such as the Company, in the same proportion as traffic cammied into the country. Mutyally exchanged trafhic
between the Company and foreign casviers is settled through a formal settlement policy that generally extends
aver 3 six-month period a1 an agreed upon rate. The Company records the amount due to the foreign pariner
as an expense in the period the traffic is delivered. Of the 25 opersting agrecments the Company had al
March 31, 1996, 10 agreemeats provided that the Company generally must wail up (o six months before it
actually receives the proportional return traffic. For these agreements, the Company recognizes a loss in the
pr.nndinwunhilmmnmmthemhummwpﬂﬂrmm
amount the Company charges its customens. However, when the return traffic is received in the future period,
the Company generally realizes s gross masgin on the retum traffic that, when combined with the prior peniod
loss on the outbound traffic, results in a gross profit on the total wansaction. Although the Company can
reasonably estimate the revenue it will receive under the FCC's proportional share policy, there 15 no
guaraniee that there will be traffic delivered back to the United States or what impact changes in future
settlement rates will have on net payments made and reveaue received.

For the 10 agreements which provide for delayed retum traffic, the Company had previously deferred a
portion of the costs associated with the outbound call until the receipt of the proportional return 1raffic. The
Company has restaled its financial statements 1o adopt the accounling method descnbed above. The impact of
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PACTFIC GATEWAY EXCHANGE, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)
{Uummmummﬂmn. 1995 and 199%)

1his restatement was 1o reduce income before income Laxes, net income and income per share by §5.697.130.
$3.473.431 and $0.25 in 1993 and $48,762, $211,282, and $0.02 tn 1994, respectively.

(3} Income Tanes
nemhmmlmumﬂdﬂlkfm:

Thees Moails Ended
Your Endad Decombar 31, March 31,
L ) . SN Y
{ Unawdiiad } (Unssdined)
Cument ....ovnnnnenesss —_ $258,309 $1.249.918 $328.770 $279.4%6
Deferred ...........c..0 _— {53,309) {94,918) {12.770) (29.49%)

2
— $205.000  $1.153,000 £311.000 $250.000

The provision for income 1axes differs from the amount computed by applying the statutory federal
income 1ax rate as follows:

Theoe Mosihs Frdnd
Your Ended Docomber 31, March 3.
) e 1 ] 1"
(Linanlned} (L it )
Expected statulory amousl. ........... - HNO0% 0% MHO0% MO%
Release of valustion allowance ........ —_— (151%) — - -
State income taxes, net of federal
BRI L o aciiari s i R — 55% 5% 5.1% 5.3%
CHBEL - ivnsniarninias e mns . = —— - i I_:"
— % MA% 193% 19.37% 40.5%
4 e =] [ — ] == ———

As a result of operating losses in 1992 and 1993 and the fact that the Company bad a limited operauing
history. a valuation allowance cqual to the deferred tax asset was recorded st December 31, 1993 which
resulted in no tax benefit being realized for the period. The Company was profitable for the first ume i 1994
which allowed it 1o release the previously reconded deferred tax asset valuation allowance.

Deferred income taxes reflect the net tax effects of iemporary differences between the cammying amounts
of assets and Lisbilities for financial reporting purposes and amounts used for income tax purposes and the
impaci of available net operating loss carryforwands.

The 1ax effect of significant temporary differences, which comprise the deferred tax assets and Labilines
are as [ollows:

Deceinber 31, March 3,
1" 14 199
{1 oawdided )

Deferred tax sasels:
Allowance for doubtful accounts . ...........cocvucenes $ 54040 § 32561) 3 178590

Net operating loss carry forwards .. .............o.00. 61412 42,185 35,805
Total gross deferred 1ax assels. .. i 115452 367,798 414,741

62143 _ 219551 _ 237.000
Net deferred tax (assets) ...................... $(53309) $(148.247) 5(177.743)
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PACIFIC GATEWAY EXCHANGE, INC.

NOTES TO FINANCIAL STATEMENTS — (Continued)
(Usaudited with respect (o the periods ended March 31, 1995 and 199¢)

Al March 31, 1996, the Compaay bas net operating loss carryforwards of approxsmately S60.000 which
may be applied against future taxable tncome and which expire in 2008

(4) Revolving Lises of Credit

At March 31, 1996, the Company had » $9,000,000 revolving lisie of credit with Ronald L. Jensen. a
principal stockbolder of the Company, baving a maturity date that is the earlier of December }1. 1995, the
:Immd:pubﬁcnﬂ:ﬂ;uhd:uduhmhnmﬂipdmﬂlu ouistanding common siock of
the Company. Imterest is payable moathly at prime (8.5% at March 31, 1996, 8.75% at December 31, 1993
and 9.0% a1 December 31, 1994) plus 2%, There was $1,579,661 available to be borrowed agunst the line of
credit at March 31, 1996. The line of credit is collateralized by all the tangible and intangible assets of 1he
Company other than accounts receivable and the terms probibit the Company from disposing of any of such
assets other than ia the ordinary course of business. The amoual outstanding under this line, which »
subordinated 1o the amount dwe the commercial lender, was $4,487,724, $2.420.3)9 and $£5.420,39
December 31, 1994, December 31, 1995 and March 31, 1996, respectively.

In 1995, the Compaay entered into an sdditional revolving lise of credit with a commercial lender under
which it may borrow the lesser of $3,000,000 or 70% of certain of the Company’s accounts receivable. The
revolving credit facility is collateralized by all of the Company's accounts receivable and contans covenants
wnth respect to, amoag other things, the profitability and current ratio of the Company and restnctions on the
payment of dividends. Interest is payable monibly at the lender's pnme rate plus .875%. The amount
outstanding under this line was $3,000,000 a1 Masch 31, 1996. The line expires on September 30, 1996,

(5) Relnted Purty Tramsactions

The Company provides cerain domestic and tniermauonal switched iclecommunication serices 1o
Matnx Telecom. Ing. (“Matnx™), which is a switchless reseller. Roaald L. Jensen and his five adult children,
as a group, own a coatrolling interest in Matrix and also own a significant, but not controlling interest in the
Company. Revenues recorded from providing these services were $3,231,000, $9,211,000, and $17,165.995 for
the vears ended December 31, 1991, 1994, and 1995, respectively and 51,760,598 and $4.759,701 for vhe three
months ended March 31, 1995 and 1996, respectively. Matrix also provided ceriain dats processing services 1o
the Company for which the Company incurred expenses of $35,000 and $166,000 in 1994 and 1995,
respectively and $15,000 and $66,000 for the three months ended March 31, 1995 and 1996, respectively. The
amount receivable from Matrix was $2,203,000, and $3,261,849 st December 31, 1994 and 1993, respectively
and $2,788,956 at March 31, 1996.

In February 1995, the Company accepied certain shares of common stock, with a fair market value of
approxmately $702,000, of a cusiomer as psyment for accounts receivable totaling $702.000. The Company
then sold this stock to Roaald L. Jeasen for $702,000. Mr. Jensen subsequently sold the stock over a penod of
several months for a total of $730,000.

At December 31, 1995, the Company bad advances receivable from the officers of the Company totaling
§175,000. These advances were due on demand and were repaid in the first quarter of 1996.
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PACIFIC GATEWAY EXCHANCE, INC.

NOTES TO FINANCIAL STATEMENTS — (Continved)
(Unawdited with respect to the periods ended March 31, 1993 and llllp

(6) Segmant Data

The Company claasifies its operations into one indusiry segment, lelecommunications serices Enport
sales were $694,000, 34,572,000, and 517,619,000 for the yzan ended December 31, 1993, 1994, and 1994,
respectively and $2,815,000 and $3,836,000 for the three moaths ended March 31, 199% and 199,

respectively. Export sales by geographic ares were as follows:

Your Ended Dostanber 31 Tume Moaths Ended March 11,

i 1994 1 1 (L
{ Umpaiiad | (L nawdsiod }
Pacific Rim.........c000us $664,000 $2.908,000 $10,066,000 $1.666000  §4.054,000
EUTOPE. .+ v nnrvrerannnes - 212,000 4,798,000 ST8.000  3,132.000
Canada ........ccn0vvuens 30,000 852000  2.410,000 571.000 1,245,000
[0 1 e Rt — 337,000 —_ 405,000

&; NTE llTﬁH.m $2.015000 58836000

To date, the Company’s intemational operating agrecments have been with entities operating in countnes
where management does not expect political or economuc forces to cause disruption in telecommunications

traffic 10 or from these countnes.

The Compasy sells 1o the long distance companies in the United States which do nol have their own
international network and 1o its foreign partoers. At March 11, 1996, the Company had 25 operating
agreements and approximately 57 United Staies customers. Because it bas a small number of large customers,
10% or more of the Company's revenues bave been derived from the following customers.

Ties Mlostin Ended
Your Ended Dosembr 31, Maeth 11,
1] ] 1995 L] 1"
(Usoudlood)  (Unsndined )
Maina Telecom, Inc. (see
o (1] - ] [ S $1,231.000 $9.211.000 $17.06599% 351,760,398 34,739.70]
Lightcom laternational, Inc. .. 600,000 (A) (A) (A) (A)
Wiltel, Inc. ................ (A) 2.599,000 (A) {A) (A)
Opius Communications Piy
Limited ............. ; (A) 2,209,000 (A) (A) (A)

{A) Sales were less than 10% of total revenues.

(7T) Stock Optioa Flan

On September 30, 1995, the Company adopted a stock option plan. The plan provides for the granting of
nonqualified and incentive siock options to purchase up to 1,200,000 shares of common siock. Options granted
become exercisable over vesting periods of generally four years sl exercise prices not less than the fair market
value of the stock at the date of grant and generally must be exercised within five years. On September 30,
1995, options to purchase 509,170 shares were granied at an exercise pnce of $8.50 per share which the Board
of Directors determined to be the fair market value of the stock at thal time. The carmungs per share
calculation treats these options as if they were common siock equivalents for the peniods presenied, using the
treasury stock method. In 1996, options 1o purchase 30,000 shares were granted st an exercise price of $11.50
per share.

(8) Employer Benafit Plans

In September 1995, the Company established an Employee Stock Purchase Plan (the “Purchase Pian™)
which is meani to qualify under section 423 of the Internal Revenue Code. The Purchase Plan will become
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PACTFIC GATEWAY EXCHANGE, INC.

NOTES TO FINANCIAL STATEMENTS — (Continued)
(Usandited with respect 10 the periods ended March 31, 1995 and 1996)

effective immediately upos the successful completion of a public offering of the Company's common siock
Uﬂrmmmmm!leumﬂNmamnﬂk for purchase by

employees who meet centain eligibility requirements. Eligible employees may coatnibule up 10 10% of their
wl.’h:l’m:huPlutnpmhulhmnlﬂﬂmmrnummunhh: stock on the firsi

[~
wthmurdmﬁ-mhnﬂmlpﬁduﬂhdhmw Plan.

{9) Commitments and Contingencies
Liri
The Company is not cusreatly subject 1o any legal procecdings that will have & matenal impact on
Company's finascial position or results of operations.

the

Leases
The Company leases office spece asd equipment under soncancelable operating leases. Rental expenses
for 1993, 1994, and 1995 was $52,000, $92.000, and $142,000, respectively and $38,000 and $30.000 for the
threz months eaded March 31, 1995 and 1996, respectively. Fulure minimum lease payments under these
leases as of March 31, 1996 are a3 follows:

[T, - R $126,000

(1 7 T G R 92,000

(1 LS R S 15,000
Total minimum lease payments. . .....c.ovo00e 3213

Employment Agreements

chmhnmﬂmnmﬂwmtwu-ﬂhmufm-ﬂmmhﬂhu
Chiel Executive Officer and Chairman of 1he Board, Gail Granton, Chief Financial Officer, Executive Vice
President, International Business Development and Sccretary, Rooald Andenson, Vice President, Operations
and Engineering and Robert Craver, Senior Vice Presidest, Internatiosal Relations. The agreement with
Mr. Neckowitz is for s term of four years, the agreements with Ma. Granton and Mr. Anderson are for a term
uithmwmldlh:w-iliHr.Cumh[unmnflmy:mThnapnmupmﬁ&fu
umm:m-mui-umnuquuwhmaﬂwuthnddthMmif.mtﬂ.mm.nnrm
salary for Mr. Neckowitz and one year of base salary for Ms. Granton, Mr. Anderson and Mr. Craver 1o the
event of termination without cause of termination following a change of coatrol of the Company. In the even
da:mﬂﬂmﬂmﬁdmmymwwuhnﬁluwmrﬂuiqhmhrmm
from the Company resulting from dimiaution of his or ber duties. Should such aa eveat occur, the Company’s
oblsgation for severance could range from $1,020,000 to $2,145,000. Upon asy such peyment of severance, the
officer would also receive full vesung of any outstanding stock options.

Commitmenis

Al March 31, 1996 tbe Company had outstanding commitments of $860,000 for the acquisition ol
additional ownership interesis in digital undersea fiber optic cables.

(10) Capital Stock

In 1992, the Company entered inio an agreement whereby it received $850,000 in cash and agreed to
1ssue stock of the Company representing approximately 73% of the Company. In 1994, the Company issued
11.020 (pre-spli1) shares of its common stock to fulfill its commitmen under this agreement. The carnings per
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PACIFIC GATEWAY EXCHANGE, INC.

NOTES TO FINANCIAL STATEMENTS — (Cestinued)
(Unaudited with respect 1o the periads ended March 31, 1995 and 19%4)

shate calculstion treats these shares as common siock equivalents pnor to the ussuance of the shares for all
penods presented.

On September 30, 1995, the Company's Board of Directors authorized management 1o file a regisiranion
statement with the Securities and Exchange Commission Lo permit the Company 1o sell shares of 111 common
stock 10 the public. On September 30, 1995, the Company's Board of Directors suthonzed an amendmen 1o
the Certificate of Incorporation which was approved by the sharebolders on the same date. The amendment
effected a 940 10 | split of the Company's Common Siock and adjusted the suthonzed shares 10 15,000,000
shares of common stock, $.0001 par value per share, and 1,000,000 shares of Preferred Stock, $.0001 par value
per share. The 940 10 1 split was effective October 20, 1995. The nghts, preferences and limitations of the
Preferred Stock may be designated by the Company’s Board of Directon at any time.

(11} New Accounting FProsouncements

The Financial Accounting Standards Board (the "FASB") issued Statement of Financial Accounting
Siandards (“SFAS") No. 121, "Accounting for the Impairment of Long-Lived Asseis and for Long-Lived
Assets 1o be Disposed Of. which is effective for fiscal years beginning after December 13, 1995, The Company
adopted the standard on January 1, 1996 which did not bave a matenal impact on its financial statements.

In October, 1993, the FASB issued SFAS No. 123, “Accounting Jor Stock-Based Compensation,” which
is effective for fiscal years beginning after December 31, 1995, SFAS 12) encourages eatities to adopt a fair
value based method of accounting for employee siock compensation plans; bowever, it also allows an entily 1o
continue 10 MEAsure compensation cost for those plans using the intrinsic value based method of sccounting.
Under the intrinsic value based method, companies do not recognize compensation cost for many of their
nnckoompenur.iumu&mrﬁtﬂuhmdmmmmummpm:mm
for :hmmpmmcmnydwuwmﬁnumuumum:rﬂuImndmthad.udtbu:lm
does not expect the impact on its financial statemeants, if any, to be material.
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Managerial Capability




PACIFIC GATEWAY EXCHANGE, INC.

Key Members of Management

Mr. Howard A. Neckowitz has served as President, Chiel Executive Officer and
Chairman of the Board of the Company since its inception in August 1991, Mr. Neckowitz
previously served as a consultant to major U.S. and overseas telecommunications companics
with respect to valuation and due diligence processes for the acquisition of ongoing foreign
telecommunications operations and the start up of competitive camier operations for
international, long distance, local and cellular operations in various countries. Prior to his
consulting experience, Mr. Neckowitz served from 1982 to 1986 as Director. International
Services, at GTE Sprint, where he founded and developed GTE Sprint’s international services
operation. In this position, he was responsible for feasibility analyses supporting GTL: Sprint’s
entrance into the international switched service market, From 1977 1o 1982, Mr. Neckowits
worked at AT&T Corporation in its Overscas Department. Mr. Neckowitz serves as Chairman
of the Board of Matrix Telecom, Ine. and as a director of Cam-Net Telecommunications, Inc..

a provider of domestic telecommunication services in Canada, both of which are customers of

the Company.

Ms. Gail E. Granton has served as Chicf Financial Officer, Executive Vice President.
International Business Development, Secretary and a member of the Board of Directors of the
Company since its inception in August 1991, From 1986 to August 1991, Ms. Granton served
as a consultant to major U.S. and overseas telecommunications companies, focusing on the
valuation and due diligence process for the acquisition of ongaing forcign telecommunication
operations and the start-up of competitive carrier operations for international, long distance,
local and cellular operations in various countrics. From 1982 to 1986, Ms. Granton worked in
the Intemational Department of GTE Sprint, as a Manager, Intemational Business Development,
reporting o Mr. Neckowilz,

Ms. Katherine A Chapman has served as Director, Customer Programs for the Company
since April 1995, From 1989 to April 1995, Ms. Chapman served as Account Manager, Carrier
Sales for Cable & Wireless of North America. While at Cable & Wireless, Ms. Chapma had
various responsibilities including sales, marketing, and customer support for commercial
customers, managing and maintaining a wholesale customer base, and developing the marketing
strategy for dedicated access customers. Ms. Chapman has seven years of expericnce in the
telecommunications industry.

Mr. Robert F. Craver has served as Vice President, International Relations of the
Company since February 1994, Prior to joining the Company, Mr. Craver worked at GITE
Hawaiian Telephone Co., Inc. from 1987 to 1994, While at GTE Hawaiian Telephone,
Mr. Craver directed that company s inlemational program as Director of Intemational Services.
Mr. Craver has also held international positions at Sprint and AT&T, for a total of more than
20 years of expericnce in the international telecommunications industry.  Mr. Craver has
extensive experience in international negotiations with forcign partners and has served as an
officer of the Pacific Telecommunications Council.




Ms. Karen 1. Martin has served as Controller of the Company since October 1995
From 1982 1o 1995, Ms. Martin served as Tax Manager with Tab Products Co., an office

products company. Ms. Martin is a member of the California Society of CPAs and the
American Institute of Certified Public Accountants.

Ms. Joyce M. Raymond joined the Company in December 1992 as Viee President,
Carrier Marketing, 1o develop a U.S. carrier marketing program for the Company. Prior to
joining the Company, Ms. Raymond was Director, Carrier Services, at West Coast
Communications, where she was responsible for carrier marketing from 1992 to 1993
Ms. Raymond was also Director, Carier Services at Com System, Inc., a domestic long distance
telecommunications company, where she was responsible for developing the carrier markeuny
program from 1982 to 1992, Ms. Raymond has more than 11 years of experience in the
tcleccommunications indusiry.




EXHIBIT 3

Technical Capability




PGE is technically and managerially qualified to provide local exchange resale services
within Florida. PGE is authorized to provide resold long distance telecommunications services
on an intrastate basis in California pursuant to certification, registration, or (where appropriate)
on a deregulated basis. The successful provision of teleccommunications services throughout this

state is proof in the first instance of PGE’s technical qualifications.




EXIIBIT 4

Verificalion

173000 1]




I, Gail Granton, declare under penalty of perjury that [ am Viee President and Counsel of
nacific Gateway Exchange. the Applicant in the subject proceeding: that | have read the
forepoing Application and exhibits; and that the same are true and correct to the best of my
knowledge, information, or belief. 1 have not previously been adjudged hankrupt, mentally
incompetent, or found guilty of any felony or of any crime: nor are any such proceedings

pending.

I declare under penalty of perjury that the foregoing is true and correct.

il ;
Ixecuted this _: [ day of December, 1996,

L]
et .._._-'.‘.;{..‘.*.:'-._.:}41:-‘_: s

\ Gail Gramon, Vice President amd Counsel
Y

Sworn ung Subscribed to belore me
this _ﬂgi!; day of December, 1996.

My Commission Expires: Jop 10 | (000
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