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CONFIDENTIAL - UNAUDITED 

-eta 
Cash and Cash Equivalents 
Cash on Demand 
Markatable Equity Sewtities 

AccountsRecehraMe 
BadDebtReserve 

si Acmunt Receivable Net - 
Prepaids -=e 

Net Fixed Assets 

TOTAL ASSETS 

Current UaMiities 
Accounts Payable 
Accrued Uabillties 8 Other 
Capital Lease Obligations 

Total Current Liabilities 

Long T m  Uabilitles 
Capital Leases 
Notes Payable 
Debt Issuance Costs 

Total Long Term UabillUes ' 

Total Uabllitiea 

Shareholders Equity 
Prefened Stock Common Stock, and Wanants 
Issuance Casts 
Retained Earnings 

Total Stockholden Equity 

TOTAL UABluTlES 6 SE 
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CONFIDENTIAL - UNAUDITED 

Actual 
no 

Sep-99 

CASH FLOW FROM OPERATING AcTMTlEs 

NET LOSS 

Adjustment to reoonck net kss to net cash used by operathg a c W k  
Depreciation (L amortization 
Non-cash loss on marketable equky securities 

Net chgnge h operathg assets and IiiabirWs 
Change in net accounts mcehrsble 
Change in prepalds 
Change in accounts payable 
Change In a m e d  Babilities 

Net Cash Used by Opemflng AcUvlUea 

CASH USED FOR INVESTING ACTMTlES 
Purchase of Marketable Equity Securities 
Cash from sale of Marketable Equity Securities 
Capital Expenditures 

. 

Net Cash Uaed by InvesUng Acthritles 

CASH FLOWS FROM FINANCING ACTMTlES 
Paid in Equity 
Equity ksuance cos$ 
Drawdown of available funds 
Debt issuance costs 
Paydown of Sanwa note 
Principal payments on capital leases 
Total cash from financing actMties 

NET INCREASE I (DECREASE) m CASH 

Cash at beginning Os p d o d  
Cash at end of pedod 

t 

i .. 

NONCASH TRANSACTIONS: 
EquHy Issuance Cosk 
Debt Issuance Costs 
Acquired Fbmd A d t s  
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CONFIDENTIAL - UNAUDII eD 

U.S. TelePacific Cop. 

Notes to Financial Statements: 

Note 1 - Basb of Presentation: 

The accompanying financial swements have been prepared on the accxual bads of accounting. 

Note 2 - U s e  of E s t i m W  

The preparation of financial statements In conformity kith generally accepted accaunting principles requires management 
to make estimates and assumptions that affect the reported amounts of assets and llabllltles, disclosum of contingent 
assets end Ilabllltles, and the repMted amounts of revenues and expenses during the reporting period. Actual results 
may differ fmm those estimates. 

Nota 3 -Consolidated Statements: 

The finandal statements repseal the activity of U.S. TelePadfic Cap dba TelePadfic Communications. No activity 
exists In any subsidiaries. Therefore, msdidating finandal statements am not provided. 

Note 4 -Subsequent Events: 

On Novdtmr 0.1699, the Company signed an agreement to sell $ 
Investments. inc. 

.f Seties B preferrfx'stmk to G.E. Capital EquHy 
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U.S. TelePacific Corp. 

Report of Independent Accountants 
For the Year Ended December 31,1998 

To the Shareholders of 
U.S. Telepacific Corp. ' ' 

In our opinion, the accompanying balance sheet and the related statements of operations, of shareholders' equity 
and of cash flows present faiily, in all material respects, the financial position of U.S. Telepacific Cwp. as of 
December 31,1998, and the results of its opmtions and its cash flows for the year ended December 31,1998, in 
conformity with generally accepted accounting principles. These fiaancial statements are the responsibility of the 
Co any's management; our responsibii is to express an opinion on these financial statements based on our 
au We conducted our audit of these statements in accordance with g e n d y  a q t d  auditing standards 

ent. An audit includes d g ,  on a test basis, evidence supporting 
whici require that we plan and paform the audii to obtain reponable assurance about whether the financial 
statements are of material misstatem 
the amounts and disclosures in the 6nanciil statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as weU as d w & g  the overall financial 
statement presentation. We believe that our audit provides a reasonable basis for the opinion expressed above. 

a! 

July 14,1999 

i .. 
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U.S. TelePacific Corp. 

Balance Sheet 
December 31, 1998 

CURRENT ASSETS 
Cash and Cash Equivalents s 
Accounts Receivable 

Total Current kueb 

Property and Equipment, Net 

TOTAL ASSETS s 
CURRENTLIABILITIES 
4 Line of Credit - s 
&ccounts Payable -- 

Accrued Liabilities 
Current Portion of Capital Leases 

Total Current Liabilities 

LONGTERM IUBILJTIES 

Total Liabiliies 
Capital Lease Obligations, Net of Current Portion 

SHAREFIOLDERS’ EQUllY 
Common Stock, No Par (100,000,000 authorized, 9,999,930 

issued and outstandiing) 
Accumulated Deficit 

Total Shareholders’ Equity 

TOTAL LIABILlTlEs AND SHARF4EOLDERS’ EQUlTY s 

CON FI 0 ENTIA L 
See accompag&g notes to thefinmrcial statem- 
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U.S. TelePacific Corp. 

Statement of Operations 
For the Year Ended December 3 1,1998 

REVENUES: 

TOTAL REVENUES 

COST OF RE- 
Variable Operathg Costs 
Fixed Operating Costs 
Depreciation & Atnorthtion 

TOTAL COST OF REVENUES 

Revenues S 

-4 
&ROSS MARGIN 

SELLING,GENERALANDADMWSmm 
EWENSES 

LOSS FROM OPERATIONS 

- 

OTHER INCOME AND 0: 
Merest Income 
Interest Expense 

TOTAL OTHFS INOME AND (EWENSE) 

NETLOSS S. 
.. 

CONFIDENTIAL 
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U.S. TelePacific Corp. 

Statement of Shareholders’ Equity 
For the Year Ended December 31,1998 

Common Stock Accmlllated 
S k  Amount Deficit Tocll 

Bnlancea, January 1,1998 - 
Camman stack sold for cash 

- s % 
&t Loss - - 
. 

Balances, December 31,1998 s s s 

.. 

. .  . .  
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U.S. TelePacific Corp. 

Statement of Cash Flows 
For the Year Ended December 31,1998 

CASHFLOWSFROMOPERATINGAcllvlTIES 

s I NETLOSS 
Adjustments to reconcile net loss to net cash used by 
operating activities: 

Depmiation and aznortiZaton 

Accounts receivable 
Accounts payable 

f~ Acrruedliabilities 

Net change in operating assets and liabilities: 

- &t Cash Used by Ope ratingAethrities - 
C A S H F L O W S F R O M I N V E S T I N G A ~ S  

Net Cash Used by Investing ActMia 

CASH &OWS FROM FTNANCING ACIWHTES 

Capital expenditures 

Proceeds from line of credit 
Proceeds from sale of common stock 
Proceeds from note payable from related party 
Repayment of note payable from related party 
Principal payments on capital leases . .. Net Cash Provided by Finan* Achttes 

Net Increase in Cash and Cash Eqlirvplents 

Cash and Cuh Equhdents 
Cash at Beginning of Year 
Cash at End of Year 

Supplemental Disclosures of Cash Iilow Information 

Cash paid for iatmest 5 

CONFIDENTIAL 
See OCcompnnyfngnoreS to thefinamid statements 
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U.S. TelePacific Corp. 

Notes to the Financial Statements 

NOTE 1: 
TJ3E COMPANY 

NOTE 2: 
SIGNIFICANT 
ACCOUNTING 
POLICIES 

U.S. Telceacitlc cap. (the “ C ~ m p ~ f ’ ) ,  a California corporation, was 
organirrd under the name Justice Long Distance Cap. effective July 17, 
1996, and remained inactive until 1998. The Company’s name was changed 
to US. TelePacific Cop. (dba TelePaCifC ~ommunimtions) as of July 27, 
1998. The Company is a ‘next generation” competitive local exchange 
carrier (“CLEC”), focused on providing te1ecommunications services 
primarity in large urban markets throughout California and Nevada serving 
the local ~d long distance voice, data, internet and multimedia needs of its 
clients. The Company was in its start-up phase prior to December 15, 1998, 
when it began operations. The Company’s operations are subject to 
significant risks and uncutainties including competitive, financial, 
developmental, operational, gtZwth and expansion, technological, regulatory, 
and other risks associated with &eloping the Company’s business. 

Bush of Resmfaflon - The accompanying financial statements have been 
prepared on the accrual basis of accounting. 

Use of Esrirmricp - The preparation of financial statements in conformity with 
generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and 
liabilities. disclosure of contingent assets and liabilities, and the reported 
amounts of revenues and expenses during the reporting period Actual results 
may differ fiom those estimates. 

Cash and Cash Equivolurlr - The Company considers all highly liquid 
investments with maturities of three months or less at the time of purchase to 
be cash equivalents. 

Revenue Rfcogniton - The Company recognizes revenue on 
telecommunications and enhanced communications services in the p d o d  that 
services are provided to customas. 

CONFlDENTlA L 
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U.S. TelePacific Corp. 

Notes to the Financial Statements 

Rope@ and Equ&nd - Property and @ p m t  are stated at cost 
Depreciation is computed using the straight-line method over the estimated 
useful lives of the assets. Estimated useful lives of property and equipment 
are as follows: 

Telecommunications Equipment: 
Fumhre, Fixtures and Office 
Equipment: 
computers and software: - 
Leasehold improvements: - - 

10 years 

5 Years 
3 Y= 
Lesser of estimated useful life or 
term of lease 

The Company capitalizes costs associated with the constructiOn, installation 
and expansion of the Company’s network. Capitdined costs generally include 
personnel and related costs incurred in the enhancement and implementation 
of the network. 

Equipment Under CapitalLeases -The Company leases certain of its 
furniture and office equipment under capital lease ageements. The assets and 
liabilities under capital leases are recorded at the lesser of the present value of 
aggregate future minimum lease payments or fair value of the assets under 
lease, whichever is less. Assets under capital lease are amortized over the 
lesser of the lease term OT useful life ofthe assets. 

Income To*s - The Company provides for income taxes utilizing the liability 
method in accordance with the provisions of Statement of Financial 
Accounting Standards (“SFAS”) No. 109, “Accounting for Income Taxes”. 
Under the liability method, current income tax expmse or benefit represents 
income taxes expected to be payable or refundable for the current period 
D e f d  income tax assets and liabilities are established for both the impact 
of differences between the financial reporting bases and tax bass of assets 
and l i ibfies and for the expected future tax benefit to be derived from tax 
credits and tax loss carryforwards. Deferred income tax expense or benefit 
represents the change during the reporting period in the net deferred income 
tax assets and liabilities. M d  tax assets are reduced by a valuation 
allowance when, in the opinion of management, it is more likely than not that 
some portion or all  ofthe dderredtaxasxrts will not be di 

. .  . .  

CON FI DENTI At 
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U.S. TelePacific Corp. 

Notes to the Financial Statemem 

Fair Vdue of Ftrrmdal I.wfrmm& - SFAS NO. 107, “Disclosures About 
Fair Value of Financial Instruments,” as amended by SFAS NO. 119, 
“D~losures About Derivative Financial hstmments and Fair V&e of 
Financial Instruments,” requires disclmurc of fair value information about 
finaneii instruments whether or not recognized in the balance sheet, for 
which it is practicable to estimate that value. In cases where quoted 
prices are not available for identical or comparable financial instruments, ~ 

values are based on estimates using the present value of estimated cash flow 
or other valuation techniques. The resultiig fair valm can be significantly 
a m e d  by amounts and timing of Mure cash flows. 

The following methods and &ptiom were used to estimate the fair value 
for financial instruments: 

Cash and Ckh Eq~dvdenls: The carryhg amount approximates fair 
value. 

Borrmuings: The fair values of borrowhgs, including long-term debt and 
other obligations, were estimated based on quoted market prices, where 
available, or by discounting the future cash flows using estimated 
borrowing rates at which similar types of borrowing arrangements with 
the same remaining maturities could be obtained by the company. For all 
borrowings outstandig at December 31, 1998, fair value approximates 
mxrded value. 

cbneurbrwo n of Cm& RzrR - Financial imtrumfzlts tbat potentially subject 
the Company to concentrations of credit risk consist primarily of cash and 
cash equivalents and accounts receivable. Cash in excess of operating 
requirements is conservatively invested in money market funds, certificates of 
deposit with highquality financial institutions, obligations of the U.S. 
Government and its agenciw and investment grade A commercial papa. The 
Company coatinually evaluates the  editw worthiness of its customas. 

&y Sup- - The Company is dependent on limited some of suppliers for 
certain quipmmt used to provide its service?. The Company has p n d y  
been able to obtain an adqn tc  supply of equipment HOWWS, an extended 
intenuption m the supply of equipment cumntly obtained fiom limited 
source suppliers could adversely &ct the Company’s business and results of 
operations. - 

- 

CONFIDENTIAL 
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U.S. TelePacific Corp. 

Notes to the Financial Statements 

New Aceorurling A o n o u n c ~  - April 1998, the AICPA released 
Statement of Position 98-5, “Reporting on the costs of Start-up Activities” 
(”SOP 98-57. The new standard requires that all entities expense cwts of 
start-up activities as those costs are incurred. The Company bas expensed 
start-up costs incurred directly relating to its prpoperatin~ preopeninp, and 
orgdmtion activities as defined in SOP 98-5. 

PropQty and equipment at December 31, 1998 consisted of the following 
components: ~ 

Telecommunicatiom Equipment s 
Furniture, Fixtures and Office Equipment 
computers 
software 
Leasehold Improvements 

Accumulated Dep~eciatim 
Property and Equipment, Net s 
Capitalized labor costs for the year ended December 31,1998 was $; 

- - .__ 

NOTE& 
UNEOFCREDIT 

On April 12, 1998, the Company entered into a s’ Lime of Credit 
Agreement (the “Agreement“) with S m  Bank for purchase of a Lucent 
SEES system 2000 switch. Borrowings a-t the Agreement were 
s; I at December 31, 1998. The Agreement provides for inteSeStsnly 
payments on the outstanding principat Interest expense incurred through 
December 31,1998, was S with an average annum rate of 6.7%. The 
principal balance was initially due on March 31, 1999, but an amendment to 
the Agreement dated March 31,1999, revised the repayment of the principal 
date to March 31,2000. The Agreement is co l l a tmbd  ’ b y e q u i p e c a s h  
and cash equivalents and other property in possession of the Company and is 
personally guaraateed by the Company’s Chairman of the Board and Chief 
Executive Officer, hi fathes and Justice Technology Corporation. 

CONFIDENTIAL 
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U.S. TelePacific Corp. 

Notes to the Financial Statements 

NOTE 5: 
LEASES 

The Company has entered into capital lease arrangements to finance the 
acquisition of certain office equipment and furniture. The principal vdue of 
theseleasawas$: . and was equivalent to the far value of the assets 
leased. In addition, the Company Ieass office space under an operating 
lease. 

Future minimum obligations for leases in effect at December 31,1998, were 
as follows: 

Year Ending December 31, Capital Operating 
- - 

1999 s s 
2000 
2001 
2002 
2003 

Thereafter 

Total minimum lease payments 
Less mount reuresentine interest 

s 

Present value of net minimum lease 
payments 
Lss current portion 

Capital lease obligations, net of current 
Portion s 

'.. , CONFIOENTIA L 



U.S. TelePacific Corp. 

Notes to the Financial Statements 

NOTE 6: 
STOCK OPTIONS 

In 1998, the Company adopted the U.S. TelePacific Cdrp. 1998 Stock 
Incentive Plan (“the Plan”). The Plan provides for the grant of stock purchase 
rights and options to purchase shares of common stock to employees and 
consultants from time to time as determined by the Board of Directors. The 
options and rights cxpire 10 years h m  the date of grant, provided that in the 
case of an incentive stock option granted to a holder of ten percent or more of 
the Company’s common stock, the terms of such option shall be 5 years from 
the date of grant. As of December 31, 1998, the Company has reserved 
2,500,000 shares of its common stock for sale and issuance under the Plan at 
prices to be determined by the-Board of Directors. Options vest over a four 
year period. There were no steck purchase rights granted during the year 
endedDecember 31,1998. 

The following summarizes stock option activity for the year ended December 
31, 1998: 

Weighted 
Number of Average 

Options Exercise Price 
Options outstanding at 
January 1,1998 - - 
Granted 
Exercised - 
Canceled - 

- - 
options outstanaig at 
December 31,1998 . .  s 

The following is a summary of stock options outstan- at December 31, 
1998: 

Weighted Weighted 
ExercisePrice Number Averapc Life Average ODtiOlW 

CONFIDENTIAL 
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U.S. TelePacific Corp. 

Notes to the Financial Statements 

- 

The Company has elected to follow Accounting Prhciples Board Opinion NO. 
25, “Accounting for Stock Issued to Employ=,” CAPB 25“) and related 
interpretations in accounting for its employee stock options. Under APB 25, 
compensation expense is recognized based on the amount by which the fair 
value of the underlying common stock exceeds the exercise price of stock 
options at the date of grant. 

The Company has adopted the dsclosure-ody provisions of SFAS No. 123, 
“Accounting and disclosure of Stock-Based Compensution”. Had compensation 
expense for the Company’s Plan been determined based on the fair value 
method of accounting for stockbased compensation, the Company’s net loss 
for the year ended December 31,1998 would have increased by S’ For 
the purposes of determining this compensation expense, the fair value of each 
option grant is estimated on the grant date using the Black Scholes option 
pricing model with the following weighted average assumptions used for grants 
during the year ended Decemba 31, 1998: No dividend yield, risk free interest 
rate of 4.78%, expected volatility of nil and expded of five years. 

NOTE 7: 
INCOME TAXES 

. As of D-ber 31,1998, the Company had a net operating loss carryforward 
of approximately 0’ >, which is available to offset future taxable income, 
if any, through 2013 for M d  taxa and 2003 for state taxes, subject to the 
limitations of I n t d  Revenue Code Section 382 dating to changes m 
ownership of the Company, and other state limitations. 

Components of deferred income taxes for December 31,1998, are as follows: 

Defemd Tax Assets: 
Net operatingloss carryforwards .................... s’ 

Deferred Tax Liabilities: . .  Depmaon..  ......................................... 
Net Deferral Tax Asset .................................. 
Valuation Allowance. .................................... - 
Net DefmedIncome Tax Assd S - ......................... - 

C 0 N FI D EN TI 0, L 
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U.S. TelePacific Corp. 

Notes to the Financial Statements 

NOTE 9: 
RELATEDPARTY 
TRANSACTIONS 

Justice Technology Corporation, a shareholder of the Company and who is 
controlled by the Company’s Chairman of the Board and Chief Executive 
Officer is paid for services rendered and equipment purchased on behalf of the 
company. ~qu ip~~ent  is t r a n s f d  to the Company at cost. Such amounts 
totaled $. . for the year ended December 31. 1998, of which 
approximately $ was owed to Justice Technology at D d e r  31, 1998 
and is included in accounts payable on the accompanying balance sheet. It is 
anticipated that Justice Technology will continue to provide l i t e d  services on 
behalf of the Company in the future. 

NOTE 10: 
SUBSEQUENT 
EVENTS 

On March 17, 1999, the Company sold an additional 
common stock for cash of S. 

- -  shares of its 

On April 7, 1999, the Company sold an additional 
- s h e s  of its 

common stock for cash of S 

On April 12,1999, the Company completed the acquisition of Digital Velocity, 
an internet service provider and web hosting firm based in Los Angeles in 
exchange for common stock options of the Company with an exercise 
price of $ per share. 

On April 14, 1999, the Company amended its Articles of Incorporation 
authorizing the Company to issue two classes of stock to be designated, 
respectively, “preferred Stock” and “Common Stock”. The total number of 
shares which the Company shall have authority to issue is 

On April 14,1999, the Company agreed to a $r investment offer from 
Rader R e i  & Co., U C  and issued 150 shares of Series A Converh‘ble 
Merred Stock at $ 

shares Common Stock). - shares Preferred Stock and ! 

per share with a liquidation preference. 

. .  
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Also Admitted in New York 
and Maryland 

Florida Public Service Commission 
Division of Administration 
2540 Shumard Oak Blvd. 
Gunter Bldg. 
Tallahassee, Florida 32399-0850 

Lance J M. Steinhart 
Attorney At Law 

6455 East Johns Crossing - 
Suite 285 

Duluth, Georgia 30097 

Telephone: (770) 232-9200 
Facsimile: (770) 232-9208 

March 28,2000 

Re: US TelePacific Corp. d/b/a TelePacific Communications 
CONFIDENTIAL TREATMENT REQUESTED 

Dear Sir/Madam. 

Enclosed please find three (3) copies of US TelePacific COT. d/b/a TelePacific 
Communication’s audited financial statements for the year ended December 31, 1998 and unaudited 
financial statements for the period ended September 30, 1999, which is being fled in conjunction with 
US TelePacific Corp. d/b/a TelePacific Communication’s Application for Authority to Provide 
Alternate Locaf Exchange Telecommunications Service Within the State of Florida. The Applicant 
hereby requests confidential treatment for its financial information. 

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

Please return a stamped copy of the extra copy of this letter in the enclosed preaddressed 
prepaid envelope. If you have any questions, please do to call me. Thank you for your 
attention to this matter. 

Enclosures afl Delahanty 

OOCUHE N i HCMRE!? - DATE 
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