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‘Lance J.M. Steinhart
Attorney At Law

6455 East Johns Crossing
Suite 285
Duluth, Georgia 30097

Also Admitted in New York

Telephone: (770) 232-9200

and Maryland Facsimile: (770) 232-9208
February 2, 2000

VIA OVERNIGHT DELIVERY ‘ F P ! E G

Mr. Dale Roberts | L N

A ety @ik

P.0. Box 360

Misscuri P -

Jefterson City, Missouri 65102 | Service Commis_ion

Re: Universal Access, Inc.

Dear Mr. Roberts:

TH-R660-48 3

Enclosed please find an original and fourteen (14) copies of Universal Access, Inc.'s
Application for Certificate of Service Authority to Provide Interexchange Telecommunications

Services Within the State of Missouri.

I have also enclosed an extra copy of this letter to be date stamped and returned to me in

the enclosed, self addressed, postage prepaid envelope.

If you have any questions or if I may provide you with any additional information, please

do not hesitate to contact me.

Please note that this Application is being submitted by myself and Judith A. Rau, Esq.,

Missouri Counsel, Bar # 24856.

Respectfully submi

. Steinhart

Enclosures
cc: Ms. Tina Tygielski
Office of Public Counsel :

fney for Universal Access, Inc.

20000071%




® ) FILED’
BEFORE THE PUBLIC SERVICE COMMISSION FEB 8 2000
OF THE STATE OF MISSOURI

seMissouri Public

In the matter of the ) rvice Commission
application )

of Universal Access, Inc. )

for a certificate of )

service authority ) Case No “@22000—4/&3

to provide interexchange )

telecommunications services )

APPLICATION
Universal Access, Inc., ("Applicant"), a Delaware

corporation, files this verified application respectfully
requesting that the Missouri Public Service Commission
("Commission") issue an order that:

(a) grants Applicant a Certificate of Service Authority to
provide interexchange telecommunications services
pursuant to Chapter 392 of the Missouri Revised
Statutes.

(b) grants competitive status to Applicant.

{c) waives certain Commission rules and statutory
provisions pursuant to Section 392.420, RSMo Cumm.
Supp. 1992.

In support of its requést, Applicant states:
1. The legal name and principal office or place of business of
the Applicant are:

Universal Access, Inc.

100 N. Riverside Plaza, Suite 2200
Chicago, IL 60606
{312) 660-5000/Phone

(312) 660-5050/Facsimile

A copy of Applicant's Certificate Of Organization and certificate

of authority from the Missouri Secretary of State to transact

business in Missouri are attached hereto as Exhibit I.




2. The name and address of Applicant's in-state attorney is:

Judith A. Rau, Esgqg.

. Rau & Rau

2119 E. Mill Street

Waterloo, Illinois 62298

3. Applicant commenced offering services in 1997 and currently
provides non-regulated dedicated data circuits on a private basis
primarily to Internet Service Providers and secondarily to Market
Data Providers and telecommunications resellers nationwide.
Applicant intends to expand its services offerings to include
interexchange and local exchange services, both as a reseller and
as a facilities-based provider. Applicant proposes to provide
switched and non-switched interexchange telecommunications
services within Missouri including direct outbound dialing (1+
and 101XXXX), 800 and 888 (inbound Toll-Free), travel cards, and
prepaid calliing cards.. Applicant proposes to provide service to
prospective business and residential customers throughout the
State of Missouri.
4. Applicant has the experience in the telecommunications
industry and the technical and financial resources tc provide
telecommunications services within Missouri. A brief description
of the qualifications and experience of the key management
employees is attached hereto as Exhibit II. A copy of the
Applicant's Audited Financial Statements for the nine months
ended September 30, 1999, the year ended December 31, 1998 and the

period from October 2, 1997 (inception) to December 31, 1997

respectively is attached hereto as Exhibit IIT.




5. Applicant's draft Tariff is attached as Exhibit IV. The

proposed tariff contains the rules and regulations applicable to
its customers, a description of the services offered, and a list
of rates associated with such services.

6. BApplicant requests classification as a competitive
telecommunications company within the State of Missouri.

Applicant believes that its proposed services will be subject to
sufficient competition to justify a lesser degree of regulation.
Granting of this application will allow greater price and
service options for telephone users.

7. Applicant also requests, pursuant to Section 392.420 RSMo
(Cum. Supp. 1992), that the Commission waive the application of
the following rules and statutory provisions as it relates to the
regulation of Applicanﬁ:

392.240(1)Rates~reasonable average return on investment.
392.270Property valuation.

392.280Depreciation rates.

392.290Issuance of stocks and bonds.

392.310Issuance of stocks and bonds.

362.320Issuance of stocks and bonds.

3%2.330Issuance of stocks and bonds.
392.340Reorganization. '

4 CSR 240-10.020 Income on depreciation fund investments.
4 CSR 240-30.010(2) (C) Posting exchange rates at central offices.
4 CSR 240-32.030(1) (B) Exchange boundary maps.

4 CSR 240-32.030(1) (C) Record of access lines.

4 CSR 240-32.030(2) Records kept within state.

4 CSR 240-32.050(3-6) Telephone directories.

4 CSR 240-32.070(4) Coin telephcnes.

4 CSR 240-33.030 Inform customers of lowest priced
service.

4 C3R 240-33.040¢(5) Finance Fee.

4 CSR 240-30.040 Uniform System of Accounts



The above-referenced rules and statutory provisions have been
waived to other interexchange carriers in prior cases.
8. Applicant, pursuant to Section 386.570, Cum. Supp. 1992, will
comply with all applicable Commission rules except those which
are specifically waived by the Commission pursuant to a request
filed by the Applicant.
9. Correspondence or communications pertaining to this
Application should be addressed to:
Lance J.M. Steinhart, Esq.
6455 East Johns Crossing, Suite 285
Duluth, Georgia 30097

(770) 232-9200
(770) 232-9208 (Fax)

10. Grant of this Application will further the public interest
by expanding the availability of competitive telecommunications
services in the State of Missouri. In addition, intrastate
offering of these services is in the public interest because the
services will provide Missouri customers with access to new
technologies and service choices, and can permit customers to
achieve increased efficiencies and cost savings. 1In particular,
the public will benefit directly, through the use of the
competitive services to be offered by Applicant, and indirectly,
because the presence of Applicant in this market will increase
the incentives for other telecommunications providers to operate
more efficiently, offer more innovative services, reduce their

prices, and improve their quality of service.




WHEREFORE, Applicant, Universal Access, Inc., respectfully
requests that the Missouri Public Service Commission grant it a
certificate of service authority to provide interexchange
telecommunications services within the State of Missouri.
Applicant alsc requests classification as a competitive
telecommunications company. In addition Applicant requests a
waiver of the above—referenced rules and statutory provisions.

Respectfully submitted,

[
Lance J.ﬁé’gg;;nhart, Esqg.

Attorney at Law

6455 East Johns Crossing, Suite 285
Duluth, Georgia 30097

(770) 232-9200

Georgia Bar No. 678222

and
Judi . Rau, Esqg!
Rau Rau

1007 Olive Street, 5th Floor
St. Louis, Missouri 63101
(314) 231-3323

Missouri Bar No. 24856

Attorneys for Applicant



MO

STATE OF ILLINOIS

COUNTY OF COOK

VERIFICATION

I, Tina Tygielski, being duly sworn, declare that I am the
Director of Regulatory Affairs of Universal Access, Inc., the
Applicant. I wverify that, based upon information and belief, I
have knowledge of the statements in the foregoing Application,
and I declare that they are true and correct.

T T

Tina Tygfgiski

Swoiﬂ to before me, the undersigned Notary Public on this
_6M  day of JAUIARY _, 3899 Roco

MWC.M'

Notary Qﬁblic

MARS C. /Aouuaq'

Print or Type Name

AT A LY

OFFICIAL SEAL
MARY C PAWLICKI

NOTARY PUBLIC, STATE OF ILLINOIS
MY COMMISSION EXPIRES:03/10/00

My commission expires: 3’/50/""
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Exhibit I
Missouri Secretary of State Authorization
: and
Certificate of Organizatiocn




5.0.8.430

Rebecca McDowell Cook
Secretary of State

CORPORATION DIVISION - CERTIFICATE OF AUTHORITY

ISSOURI THE NAME

)
AL ACCESS OF MISSOURI, INC.

HAS COMPLIED WITH THE GENERAL AND BUSINESS CORPORATION LAW
WHICH GOVERNS FOREIGN CORPORATIONS; BY FILING IN THE OFFICE
OF THE SECRETARY OF STATE OF MISSOURI AUTHENTICATED EVIDENCE
OF ITS INCORPORATION AND GOOD STANDING UNDER THE LAWS OF THE
STATE OF DELAWARE.

NOW, THEREFORE, I, REBECCA MCDOWELL COOK, SECRETARY OF
STATE OF THE STATE OF MISSOURI, DO HEREBY CERTIFY THAT SAID
CORPORATION IS FROM THIS DATE DULY AUTHORIZED TO TRANSACT
BUSINESS IN THIS STATE, AND IS ENTITLED TO ALL RIGHTS AND

IN TESTIMONY WHEREOF, I HAVE SET MY
HAND AND IMPRINTED THE GREAT SEAL OF
THE STATE OF MISSOURI, ON THIS, THE
4TH DAY OF NOVEMBER, 1999.




~ State of Delaware
Ojﬁce of the Secretary of State

PAGE 1

i1, EDWARD J. FREEL, SECREITARY OF STATE OF THE STATE OF
DELAWARE, DO EERERY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF TEE CERTIFICATE OE- INCORPORRTION OF "UNIVERSAL ACCESS,

- INC.", FILED IN THIS OFFICE ON THE TWENTY FOURTH DAY OF JUNE,

A.D. 1999, A'.'E 9 O'CLOCKAM

“Edward ]. Freel, Secretary of State

3048026 8100 9874787

AUTHENTICATION:



STATE OF DELAWARP
SECRETARY OF STATE
DIVISION oF CORPORATIONS
FILED 09:00 AM 06/24/1999
991256599 - 3048026

CERTIFICATE OF INCORFORATION
- OF
UNIVERSAL ACCESS, INC,

ARTICLE1
NAME,

The name of the Corporation is Universal Access, Ine.

ARTICLE2
REGISTEREDN OFFICE AND AGEN';’
The address of the Corporaton's registered office in the Smie of Delaware iy 9 Bast

; '3 registered sgent
Loockerman Street,,Dover, Ddatme, Kent County. The name of the Corporarion’a reg
at such acacess is Nadonal Registered Agents, Inc.

ARTICLES
PURPOSE

The ase of the Corporation is to engage in any lawful aitw:t acrivity for w
corpocations may ke organized under the Delaware Gensral Corporadon Law.

ARTICLE 4
CAPITAL STOCK

maonﬁmﬁm&deWodmdm;defim&,m::ﬁ
o et 3000y B b of s ofComo Sk st b
omid ; ' ' ck shall
;:uu:gg’gua Hundxc: ;ﬂ(?loi’on (100,000,000), The Puf:ned Stack and the Common St
exch have a per value of S0.01 per share

ARTICLE §
BYLAWS

In firrtherance and not in limitaton pf the pawers cmdbym#miﬁm
shall have the power 1o adopt, amend of repeal tbe bylaws of the Cmporau“ U S
&w‘ﬂoﬁdofnimmmyuompealarmmdmyhyl:wtbu . :
provided may not be amended or repealed by the Board of Disectors,




ARTICLE €
DIRECTORS
- The numher of dircctors of the Corporation shall be determined in the manner provided by
the bylaws of the Corporation and may be incressed or decressed from time o time in the mammer
provided therein. Flecrions of directors nesd aot be by writien ballot unless the bylaws of the
Corporation so provide. : :

ARTICLE? - -
AMENDMENTS TO CERTIFICATE QF INCORPORATION

The Cmparaﬁpnmwesthzﬁghimamud.mcx.change or repeat any provision conined

- inthis Cerdficate af Incorporation, i the manner now or hereafler prescribed by starute, and allzights

eonfirred upon the wockholders hevein are granted subject to this reservarion.

" ARTICLES -
INDEMNIFICATION ,. ,

Each person whe is or was a direetor or officer of the Corporation, 2nd each person who
serves oy served at the request of the Corperation 23 a direetor or officer of another enterprise, shall
be indemmified by the Cerporation in accordance with and 1o the fullest extemt authorized by the
Delaware General Corporation Law as it may be i affect from time to time,

ARTICLES
LIMITATION OF DIRECTOR LIABILITY

To the full exzent that the Delawars Genetal Corporatian Law (the "DGCL™), as frexists an
the date hereof, pearmics the Ymitaron or elimination of the liability of dixecrors, 2 director of the
Carporation shall not be lable vo the Corporation or frs siockhalders for monstary damages for
breach of Sduciary duty as a director, In addirion, if the DGCL s amended 1o awhorize a fizther
elimination ot Umitstion of the pessanal Hability ofadirector of the Company formonetary damages,
thea the lability of a directar of the Company shall be eliminareqd or limited o the fullest exgent
permitted by the DGCL, a9 =0 smended. Any amendment 1o or repeal of this Article 10 sball not
adversely affect amy right or protection of a dlrector of the Corporazion for or wilh respect wanyacrs
er omissions of such directar occurting prior to $uch smendment ot repeal.

ARTICLE 10
CUMULATIVE VOTING |

. Atall dlections for directors, vety stockhalder shall have the right 1o vatz, in pevsen or by
proxy, the number of shares owned by him for as many persons as there are diractors to be clecied

" and give one candidate a3 many voies as the number of directors mubtiplisd by the mumber of ks

2




T ¢ e et o o,

sha:mhaﬂeqml.am ﬁmbmﬁmonmemmmkmngumycmﬁxdmasheshﬂl

. secfit

ARTICLE 11
PREEMPTIVE RIGHTS

Except s otherwise provided in Article 4, preswmptive riighrs shall not exist with respect o
shares of stock or securitias conventible into shares of stock of the Corporation.

ARTICLE 12
BUSINESS COMBINATIONS WITH INTERESTED STOCKHOLDERS

The Carporation expressly clectinotta he govemed by Sertion 203 ofthe Delaware Gensral

Corpormian Law.

ARTICLE 13
INCORFORATOR : .

| The name and mailing address of the wnoxpmm:nfthe Corporation are as follaws: Phillip
J. McGaven, Shefsky & Froatich Led., 444 North Michigan Avemue, Suite 2500, Chicago, Dlinois

60611,
THE UNDERSIGNED, being the ncarparator kercinbefore named, for the paypose of
focming a corpovation piirsuant o tha Delaware General Corparation Law, makes this Certifieare of

Incorporation, bereby declaning and cerrifying that the facts hervin stated are nue, md accordingly,
has herunta set his baad this 24 ¢~ day of Juns, 1999,

MM»—-—

Phillip L \MeChvem, fatorporator

fmina

-3-



State of Delaware

Office of the Secretary of State

PAGE 1

. . . . . S
. a . . P Lo “
. .

I, EDWARD J FREEI: SECRETARY OF STATE OF 'I'HE STATE OF
DELAWARE DO HEREBY CERTIFY THE ATTACHED IS A 'I‘RUE AND CORRECT

.COPY OF THE CERTIFICATE OF AMENDMENT OF "UNIVERSAL ACCESS

. e
- By

INC.", FILED IN 'I'HIS OFFICE ON’ THE TEN‘I‘H DAY 05' NOVEMBER A.D. -
19599, AT 4 O'CLOCK Y M ' '

A FILED COPY OF THIS CERTIFICATE HA.S BEEN FORWA.RDED TO THE
KENT COUNTY RECORDER OF DEEDS.

Edward | Freel, Secretary of State

3048026 8100 0075566

ATTTEENTTE A TTON-




. STATE OF DELANARE
""" ST ! SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 04:00 PM 11/10/1999
991479582 — 3048026

CERTIFICATE OF AMENDMENT
" OFTHE.-
CERTIFICATE OF INCORPORATION
| oF
| UNIVERSAL ACCESS, INC.

Uritversal Access, Inc. (the "Corporation®), a corporation arganized and existing

%nﬁdﬁt and by virmue of the General Corporation Law of the State of Delawars, DOES HEREBY
TIFY: ‘

1. The Certificate of Incorporation of the Corporation was filed with the
Secretary of Stats of the State of Delaware on June 24, 1999.

3. Aricle FOUR (4) of the Certificate of Incorporation be, and hercby is,
ammended as follows:

The Corporation is authorized to lasue twa classes of shares to be

designated, respectively, "Preferred Stock” and "Commoyn Stock,”

The number of shares of Preferred Stock suthorized to be issuad is

Twenty Miflion (20,000,000) and the number of shares of

Common Stock authorized to be issycd is Three Hundred Million

(300,000,000). Thke Preferred Stock and the Comumon Stock shall
~ each have a par value of $.01 per share.

Tn accordance with Section 242 of the Delaware General Coxpondon Law, the

above statement of amendment hus been duly appraved by the boa:d of direstors and
stockholders of the Corperation.

IN WITNESS WHEREOQF, Univcrsalkccu:.hc.huuusedﬂﬂl Cenificate to
‘be slgned by Scott D. Fehlan, its Assistant Secretary, who daee males this Certificats and declaro
and certify ander penalty of perjury that this latheactmddeedoﬂthorpouﬁonwdwﬂw

facts stated thegeln are true, x0d accordingly has cauuedthu Cerhﬁcamobeauanad&n 10th
day of November, 1999




Exhibit II
Executive Officers' Qualifications and Experience

See attached Resumes




MANAGEMENT

Executive Officers And Directors

Our executive officers and directors and their ages, as of November 30, 1999, are as follows:

Name . Age Position

Patrick C. Shutt(1)(2) ......ccviievrenenns 32 President and Chief Executive Officer, Director
Rabert J. Pommer, Jr.{1}(2) ............... 32 Chief Operating Officer, Secretary, Director
Donna M. Shore ........ Cheans Phessraaennns 31 Chief Financial Officer, Treasurer

Holly A. Weller ......... rebarraresaneeaas 47 Executive Vice President, Marketing
Kenneth A, Napier .....coovivvevanns DU 53 Executive Vice President, Client Services
Scott D, Fehlan ........ivvienieniinnnnnns 31 General Counsel and Assistant Secretary
Mark A, Dickey ........oviiiiiiiiiinina, 35 Senior Vice President, Sales and Marketing
George A. KiNg..ooovveveennss Ceverhrianaas 40 Senior Vice President, Corporate Development
Paolo Guidi .................. edieresaieaas 57 Diractor P

Thomas Kapsalis{3) ...ccciiienaiciiinnannas 64 Director 7

Robert A. Pollan(4) . ....ceviviiinnneinnnans 38 Director

Joseph L. Schocken{2) (3)(4) verevvenn.. 53 Director

Roland A. Van der Meer(2){3){4) .......... 39 Director

(1) Member of nominating committee
(2) Member of option committee

(3) Member of compensation committee
(4) Member of audit committee

Patrick €. Shutt co-founded Universal Access in October 1997 and has served as our President
and as one of our directors since our inception. Mr. Shutt has been our Chief Executive Officer since
December 1998, Prior to founding Universal Access, from March 1996 to September 1997, Mr. Shutt
was Senior Vica President of Operations at Arista Communications, a telecommunications agency firm.
From February 1994 to March 1996, he was a sales manager with TCG, a telecommunications
company. From October 1993 to February 1994, Mr. Shutt was the Vice President in charge of
Business Development for Valuation Counselors, a business services company.

Robert J. Pommer, Jr. co-founded Universal Access in October 1997, has served as our
Secretary since our inception and was our Treasurer from October 1997 to August 1999. Mr. Pommer
has served as our Chief Operating Officer since December 1998 and as one of qur directors since
July 1998. Prior to founding Universal Access, from March 1996 to September 1997, Mr. Pommer was
Vice President of Operations for Arista Communications, a telecommunications agency firm. From May
1994 to March 1996, he was a Manager for Strategic Accounts with TCG, a telecommunications
company. From November 1983 to May 1994, Mr. Pommer was a consultant for Delta
Communications, a telecommunications consulting firm.

Donna M. Shore has served as Chief Financial Officer and Treasurer since August 1999. From
December 1998 to March 1999 she served as our Vics President of Finance and from March 19889 to
August 1999 she served as our Senior Vice President of Finance. From May 1891 to May 1988,

Ms. Shore worked for PricewaterhouseCoopers LLP, a public accountlng firm, most recently as &
manager in their mergers and acquisitions division.

Holly A. Weller has served as Executive Vice President of Marketing since July 1999. Pricr to
joining Universal Access, from December 1998 until July 1999, she was Vice President of Business
Devetopment and Marketing for Amteva Technologies, a computer software developer which was
acquired by Cisco Systems, Inc., a manufacturer.of network equipment. From July 1897 to August
1998, Ms. Weller was with ADC Wireless Systems, a telecommunications equipment manufacturer, as
the Vice President of Marketing and Sales. From January 1995 until July 1997 she was the Vice

45




President and Genelgznager of the Wireless Data Group of Comcast Cellular Communications, a
cellular communications company. Prior to January 1995 Ms. Weller spent 10 years working for
NYNEX Corporation, a telephone company.

Kenneth A. Napier has served as Executive Vics President of Client Services since June 1998,
Priar ta jolning us, from May 1997 to June 1899, Mr. Napier was Vice President of Business
Development for Klein Technologies, Inc., a computer systems desugn company. From February 1991
to May 1997, he was a Senior Vice Prasident of Strategic Development and a General Manager of
Commercial Operations for Automation Research Systems, a computer systems engineering and
computer management services company. From March 1988 to February 1991, he worked for Tracor,
a computer systems design and Integration company. '

Mark A. Dickey has served as our Vice Prasident of Sales since December 1958. From June
1996 to June 1998, Mr. Dickey was Director of Sales for USN Commuriications, an investment holding
company, Fram April 1994 ta May 1996, Mr. Dickey worked as a manager at TCG, a .
telecommunications company. From May 1992 to April 1994, Mr. Dickey was a sales manager with
Cable and Wireless, a telephone communications company.

Scott D. Fehlan has served as our General Counsel and Assistant Secretary since September
1998. From January 1995 to May 1998, Mr. Fehlan was an associate, and from June 1998 to
Septermnber 1999 he was a shareholder of Shefsky & Froelich Ltd., a law firm. From January 1993 to
January 1995, he was an associate with Kirkland & Ellis, a law firm. Mr, Fehlan holds a J. D from Yale
Law Schodl.

Thomas Kapsalls has served as one of our directors since Qctober 1997, From Cctober 1897 to
February 1999, Mr. Kapsalis was our Chalrman of the Board, Assistant Secretary and Assistant
Treasurer. Since June 1986, Mr. Kapsalis has been Chairman of K&D Facilities Résource Corporation,
a business consulting firm, Mr. Kapsalis'has also been a member of the Cole Taylor Bank Advisory
Board since Septamber 1993.

George A. King has served as our Senior Vice President of Corporate Development since August
1999. From our inception to August 1999, Mr. King served as an advisor to the executive officer
group. From our inception to February 1998, Mr. King was one of our directors, Prior to joining
Universal Access, from Faebruary 1995 to November 1898, Mr. King was a Managing Director of
Cambridge Partners, an investment banking firm. From December 1996 to August 1999, was a Senior
Managing Director of Hudson AIPF, LLC, a financiai advisory firm. From January 1994 to February
1895, Mr. King was a Vice President of Credit Suisse First Boston, an investment banking firm.

Robert A. Polian has served as one of our directors since February 1999, Mr. Pollan has been a
Managing Director of internet Capital Group, an intemmet holding company, since June 1998. From
August 1995 to June 1998, Mr. Pollan served as a Chief Technology Officer and Vice President of
Business Development at General Electric Capital Corporation. From September 1991 to July 1985,
Mr. Pollan was co-founder and Managing Director of OFR, Lid., an advisory firm focused on the
organizational and financial restructuring of industrial enterprises in Central Europe.

Joseph L. Schocken has served as one of our directors since October 1998, He founded
Broadmark Capital Corporation, an investment banking firm, In November 1986 and serves as its
Chairman. Mr. Schaocken is alsq a director of Broadmark Asset Managament Company, an asset
management firm. Mr, Schocken is also the head of Broadmark Capital Corporation’s Corporate
Finance Group where he serves as an advisor to a number of Broadmark's cllents and portfoiio _
companies.

Roland A. Van der-Meer has served as one of our directors since February 1999. In June 1887,
Mr. Van der Meer founded and became a partner of ComVentures, a venture capital firm. From June
1993 to June 1897, M. Van der Meer was a partner at the venture capital firm of Partech
international.

Paclo Guidi has served as one of our directors since August 1999, He has been the President
and Chiet Executiva Officer of Teleglobe Communications Corporation, a provider of intercontinental
telecommunications services, since February 1995. From July 1986 to February 1995, Mr. Guidi was
employed by Sprint international Corporation, a provider of intercontinental telecommunications
services, in various capacities, most recently as President.
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_ Exhibit III
Financial Information



REPORT OF INDEPENDENT ACCOUNTANTS

'To the Board of Directors and
Stockholders of Universal Access, Inc.

In our opinion, the accompanying balance sheet and the related statements of operations, of cash
flows and of changes in stockholders' (deficit) equity present fairly, in all material respects, the
financial position of Universal Access, Inc. at December 31, 1997 and 1998 and September 30, 1999,
and the results of its operations and its cash flows for the period from October 2, 1997 (date of
inception) through December 31, 1997, the year ended December 31, 1998 and the nine month
period ended September 30, 1999, in conformity with generally accepted accounting principles. These
financial statements are the responsibility of the Company’s management; our responsibility is to
express an opinion on these financial staterments based on our audits. We conducted our audits of
these statements in accordanca with generally accepted auditing standards, which require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement ,
presentation. We believe that our audits provide a reasonable basis for the opinion expressed above,

PricewaTeERHOUSECOOPERS LLP

Chicago, Winocis
December 10, 1999

F-2




UNIVERSAL ACCESS, INC.

BALANCE SHEET
- (In thousands, except share data)

Pro Forma
_Decomber 31, goniember 30, Septemser 30,
1997 1998 1999 1959
. {Unaudited)
ASSETS .
Current assets: . . .
Cash and cash equivalents ........cvieeiiinrersnnnns. . Ceesrarresianancann $ 1 8 844 321703
Accounts receivable, net....... bt eenen e e b e e E s bt st as i aae 44 657 2,668
Prepaid expenszes and other current assets ....... Crescsnarias Chrsrrrras vereresaeas —_— 15 142
Security deposits ..... habeererannnatrenantsnnatndnnenas eererevesaa tebasesnurns . 54- 85 360
Other receivables .........ccoeievvnnnns earaeranresren ferrrraseesssrenas venrean _ —_ 255
Total CUMENE BSSEIB . .0 eveieenrieinenarsrrsinareesatonrsnsnrrssssstnnasnarane a9 1,601 25,126
Restricted cash............cceevviveiennen e aunta e erasiresetara bt entars _— 149 149
Property and equipment, net .............. et e e e et Rttt a e e ey 1 219 13,512
Intangible assets, MBY ... .iieiiiiiiiciiiiriian ey Crrreriiresiirararaeas . —_ _ 1,204
Other .,....... fremeas Creneearaeas reneemenerentarateetanareserenetatitestneranny — —_ 18
L=t L $ 100 & 1,969 § 40,009
LIABILITIES, REDEEMABLE CUMULATIVE CONVERTIBLE PREFERRED STOCK AND
STOCKHOLDERS' (DEFICIT) EQUITY
Current liahiiitles: ’
Accounts payable. ....... Ceresrraseseaseranaent Cerereiiseeeer i eanas cerieneas $ 56 § 577 § 8401
RegUIBtOny 1aXES PAYADIS . .vuvenre e iennesreearroscnsssresescisonssssosnensorone - 28 911
Accrued expenses and other cumrent labilllies .. ....cccvoveereiernivinrrsncnacnnnans, 2 47 222
Uneamed revenue .. ....cecaisvasnssnsasasanssssanans CeerescasirisiitcasrresEnate — 3 1,461
Notes payable — Shareholders ... ....iveveiivererecacaeerensnsrrssrnsararnrssrees 76 126 _
Notes payabla. . ....o.uuuiieiseniniiriancavansnseastoissierarnrararsrsesassaanans —_ —_— 54
Current cbligations under capital 188888 ... ...c.oiivicrmeiecnaernernstntareannen, - = 149
UniSSUEd SeriBs A ... ... cvvrnrerorantarraresanessereasissrosasaanssnasesosarnns —_ 1,004 —_
Total curant Habilities . .....vvevvevrasresrsrasrsesiosioranranerrssassacrnns 134 2,163 11,198
Notes payable...... N reabeer ittt snaniae e reatavrEteet et st srharan e a b —_ 149 131
Obligations under capital leases, net of current portion . ......., Crrrarsaera i —_ - 254
Security deposits payabie.. ....ooee i iiiiiii it e e —_ — 240
QL L= T 134 2312 11,823
Commitments and contingencies (Note 7)
Series A Redeemabie Cumulative Convertible Preferred Stock, no par value; 1,000,000
shares authorized; 335,334 shares issued and outstanding pius accrued dividends of
520 (liquidation value of $903) (Nota 12) ............. Cherreaesneeeacinanaeaeeaan -— 903 -
Series A Warmants {Not@ 12) .....viiuisveraniasaresssssinoeiasssrrnnssisenssncnacas -— 36 —
Total redeemable cumulative convertible preferred stock........c.ccvvneenn.n. — 939 —
. Stockholders® (deficit) equity:
Preferred Stock: .
Serles A Cumulative Convertible, $.01 par value; 1,000,000 shares authorized;
- 772,331 shares issued and outstanding plus accrued dividends of $150 (liquidation
value of $2,161) ...... e terteseneseanasteandian e tattetaassettasetan —_— —_ 2,161 —
Serivg A Warrants ........ teesrsiasnanas desaesessaresiinann vavase — L — _—
Series B Cumulative Convertibie, $.01 par value; 2,400,000 shares authorized;
2,233,335 shares issued and outstanding plus accrued dividends af $215
(liquidation vealue of $5,44B) .. ....ivivearevererenes vevennenaan Peerecnaennsaas — _— 5,448 —_
Series B WaIMARIE . ..., i iiuiiii it et iaisiitaa ettt i etasa et anan e - —_ 500 -
Series C Convertible, $.01 par value; 667,000 shares authorized; 656,667 shares
issued and outstanding {liquidation valua of $1.941) .......ceviiemirrnrniannns —_ — 1.941 —
Series D Cumulative Convertible, $.01 par valus; 7,058,823 shares authorized; :
6,039,964 shares issued and outstanding plus accrued dividends of $278
(liquidation valye of $25,785)....... Maveresssusan b edressanereenarirennn Creees _— e 25,7185 —_

Serles D Cumulative Convertible subscriptions receivable ............... bebnissanes - — (158) -
Comman stack, $.01 par velue; 300,000,000 shares authorized; 23,799,000,

30,300,000 and 31,925,000 shares Issued and outstanding; :

70,078,889 September 30, 1999 pro forma shares issued and outstanding .......... 136 225 2170 37,350
ComMOn SIOCK WRITANES ... vvveveteriircararnarssnrastasessrisennasraranvassns — - 13 596
Additional paid-in-capial. . ....icveenereen.. ververeseasn derseerecvae eersersreenens —-— 487 4,750 4,750
Deferred stock option plan Compensation ... .....eeeievesresrsereansesssssssinenans —_ {422) (1569) .  (1.569)
Accumulated daflcit .. ... ..., Reseerraraite st aassanan ey rans (170) (1.572) {11,2586) {11,256)
Notes receivable — employess ..... cenens e e aaveetnetEEraeane nsenares Nt eatene s — — (1,685) (1,685)

Total stockhoiders' (deficit) equity c..oeviiriiiniine., PN erraaseras (34) 1,282) 28,186 28,186
Total liabilitles, redeemabla cumulative convertible prefarred stock and )
stockholders® (deficit) equity .......ooveeiieii i § 1008 1969 § 40.009 $ 40.009

The accompanying notes are an integral part of these financial statements.
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Revenuss:

Circuit access..........oviene
Universal Transport Exchange coen

Total revenues ...........

Operating expenses:

Costofravenues ......c.vvivene

Operations and admmlstratson ceen
Depreciation ..........0ovuvnnss
Stock option plan compensation ces

Total operating expenses ...
Operating loss ...........

QOther {expense) income:

Interest expense........c..ocvens
Interest income...ovvviieniiaae.
Other expense ......ocvvvvauens

Total other {expense)

NCOME ... vvrivnres .
NEt 0SS covteeiiinieieeien e

Accretion and dividends on
redeemable and nonredeemable
cumulative convertible preferred

=1 (oo QO

Net loss appiicable to commoen

stockholders . .......occviverenn

Basic and diluted net loss per share ..
Shares used in computing basic and
diluted net loss per share........

UNIVERSAL ACCESS, INC.

STATEMENT OF OPERATIONS
(In thousands, except per share data)

Unaudited pro forma basic and diluted

netloss pershare .......coeuens
Shares used in computing unaudited

pro fatma basic and diluted net loss

pershare.....c.cvvvivinneransas

. The accompanying notes are an integral part of these linancial statements.

From For the )
inception to  Year Ended For the Nine Months
December 31, December 31, _Ended September 30,
1997 - 1998 1998 1999
{Unaudited)
. $ 77 $ 1,589 $ 718 $ 8,368
— 40 12 215
.. 77 1,629 730 8,583
.. 66 1,256 592 7,477
. 180 1,516 890 7.144
.. — 47 1 290
— 65 45 3,085
246 2,884 1,529 17,996
.. (169) {1,255). (799) (9,413)
. (1) (27) (8) (19}
.. 8 — 373
e (100) — —
(1) (119) (8) 354
- (170) (1,374) (807) (9,059)
. — (28) — (625)
.. § (170) $(1,402) $ (807)  $(9.684)
$ (0.01) § (0.05) $(0.03)  § (0.31)
‘e 23,799 29,063 ‘28.631 30,867
.. $ (0.05) $ (0.18)
.. 30,069 51,513

F-4




UNIVERSAL ACCESS, INC.

STATEMENT OF CASH FLOWS
(In thousands)

From For the For the Nine
Inception to ~ Year Ended ~ * Months Ended
December 31, December 31, September 30,
1957 . 1998 1598 1999
(Unaudited)

Cash flows from operating activities: :
Net10SS ..ovvrviienrnvannns §(170) $(1,374) . $(807)  $(9,059)

Adjustments to reconcﬂe net loss to net cash used
for operating activities:

Depreciation ........... —_ 47 1 230
Amortization ......ciiiienircnenoes errneann . —_ _ -— €0
Stock option plan compensation trreesansaies . - 65 45 3,085
Stack issued for services ........... Ceneneeatn — — — 110
Provision for doubtful accounts ....covvevvenees 4 42 3z 513
Changes in operating assets and liabilities: _
Accountsreceivable .......cccerciariisaans {48) {655) {275) {2,420)
Prepaid expensas and other current agsets ... —_ {(15) (42) . (673)
- Security deposits .. .viiieaiiiiinrrianriraons {54) T3 (20} 240
Accounts.payable .....iiieaiiiniiniieens . &6 521 300 1,142
Accrued expenses and other. current heb:httes 2 73 14 T1,047
Uneamed revenUe ......coevvenrrarsssnssns — 3™ 214 . 1,080
Net cash used for operating activities ...... _(210) __(946) __(537) _(4.645)
Cash flows from investing activitios:
Purchase of Pacific Crest Netwarks, InC........... —_ — —_ {907}
Purchase of property and equipment ,............ (1) - {285) (64)  (5,836)
Net cash used for investing activities....... (1) {265) (54) (8,743)
Cash flows trom financing activitles: . ' :
Proceeds on line of credit.:...oovvvevrenninnnnns —_— ara 378 750
Payments on line of credit ........ sererees cevnes —_ (378) —_— {900}
Proceeds from notes payable .............vnnne. 76 199 50 100
Payments on notes payable.............. - _— _— -— (267)
Payments on capital leasa obligations ............ _ — — (15)
Disbursements under note receivable — employee —_ —_— —_ {200)
Proceeds from unissued Series A Preferred Stock — 1,004 -— —_
Proceeds from issuance of Series A Preferred
51 (o= R _— B75 875 122
Proceeds frnm |ssuance of Series B Preferred ]
SOk . iiiiii i rarae e . —_ —_ —_ 4,565
Proceeds from issuance of Series C Preferred
StoCk ..t Createecrranrase —_ —_ - 1,941
Proceeds from :ssuance of Series D Preferred
Stock ....iiiiiiiii i vivsesesn . — ' — —-- 24,892
Proceeds from i |ssuance of common stock ........ 136 89 89 —_
Proceeds from issuance of Series A Preferred '
Stock warrants ........coccvivinarirrncacss . —_ 36 36 47
Proceeds from issuance of Series B Preferred
Stock Warmants .......ccveenicnnriiranenes — — —_ 1,197
Proceeds from issuance of common stock warrants —_— —_— — 13
Proceeds from exercise of Series B Prelerred Stock
WAITANIS .. oo v iierineanrsatessnrosoansenns — —_ — 2
Cash daposit to calateralize note payabie, net ... — ALY - —
Net cash provided by financing activities ....... 212 2,054 1,428 32,247
Net increase in cash and cash equivalents.......... 1 843 8ar 20,889 .
Cash and cash equivalents, beginning of period...... — . 1 1 844
Cash and cash equivalents, end of pericd .......... $ 1 $ B44 $ 838 $21,703

|

The accompanying notes are an integral part of these financial statements.
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UNIVERSAL ACCESS, INC,

STATEMENT OF CHANGES IN STOCKHOLDERS' (DEFICIT) EQUITY
{in thousands, except share data)

The accompanying notes are an integral part of these financial statements.

. Notes Recolvable — -
. Defemrad Employeas and
Praferred Common Additional  Stock Option Serles D
__ Proferad Slock gypp __ CommonStock gk paiden Plan Accumulsted  Subscriptions
) Shares Amount Warants Shares Amount Wamanis Capltal Compensatlan Dafich Receivable Total
Balance at Oclober 2, 1997 .....ocivvvvirnnnnss -5 — 3 — - 88 — $— s — 5 — s — $ $§ -
Issuance of common stock. .. ...vivicieiiiennn.. — - — 23,799,000 136 — —_ —_ — — 136
Netloss...... e — - — — - = — — (170) {170)
Batance st December 31, 1987 ................. - — _— — 23,793,000 136 —_ — — (170) —_ (34)
Issuance of common $tock. ...........cuciieians 6,201,000 a9 — — —_ —_- — a9
- Issuance of Serles A Preferred Stock. ...... PP — — — e o ’ ' -

Issuance of Series A Preferred Stock Warrants . . .. - — — —
Exercise of stock options ......vcvrecvinnans ees —_ —_ -— 300,000 — —_— — — — —_ —_—
Deferred stock option plan compensation......... —_— — — — -— —_ 487 (487} —_ —_ —
Stock option plan compensallon..............us “ — — —_ —_ — -— — 66 —_ _— 65
Netloss ...o.ooovue.s eerteraaerartiesateniens — — — —_— - —_ —_ (1,374) — (1.374)
Accretion and dividends on Redeemable Series A

Preferred SI0CK .. ..vvevvveniennnees —_ — — — - = — - (28) — {28)
Balance at December 31, 1898 ................. — — -~ 30,300,000 226 — 487 {422) (1.672) — {1.282)
Accretion and dividends on Radeernable Series A

Prelemmed Stock ... .cevenvnniiiiiin s _ - - - - —_ — —_— {9} — 9
Termination ol mandatory redemption iealura of L

Serigs A Preferred Stock ... ..ociiiiao... 336,334 912 a8 — — —_ — — — — 948
Issuance of Seriss A Preferred Stock............. 436997 1,126 - - — —_— —_ —_ — - 1,128
Issuance of Series A Preferred Stock warrants ... — —_ 47 —_— —- — —_ -— -— —_— 47
Issuance of Series B Preferred Stock,............ 2,000,000 4,534 — — —_ — —_ — —_ . —_ 4,634
Issuance of Series B Preferred Stock warrants ... — — 149 - — —_ —_ —_ —_ —_ 1,197
Issuance of Series C Prelerred Stock............. 666,667 1,941 —_ - —_ — - — — — 1,941
Issuance of Series D Prelerred Stock............. 6,039,964 255607 — —_ —_ — _ - —_ {1568} 25, 352
Issuance of common stock.,.........¢eee. varaee _ -— —_ 325,000 460 — —_ —_ —_ —_
{ssuance of common stock warrants ......... coes —_ — - - —_ 13 — — - —_— 13
tssuance ol common stock options by certain

shareholders .......vveiiiirincivarnersansans —_ - —_ —_ — —_ 3 — — - 31
Exercise of Series B Preferred Stuck warrants .. .. . 233,336 699 {697) — — — — —_ —_ — 2
Exercise of common stock options . ...eueee..... — — —"  1.,300000 1486 — — — — {1.485) -
Note receivable — employea ., ............ vaeaes - — - — -_ — — — — (200} (200)
Deferred stock option plan compaensation..... vens —_ - — — —_— — 1,362 1. 3 2) — - —
Stock oplmn plan compensation. ......coeveunnn.. — —_— —_ - - — 287D 216 — — 3,085
Net loss . vaerran Cetraeerreteteitaanne — —_ - —_ - -— - —_— (5.0569) —_ {9.059)
Dividends ‘on Series A Preferred Stock ........ aee - 123 — — — — — - {123} —_ —
Dividends on Series B Prefemed Stock ........... — 216 — — - — —_ - {215) —_ —
Dividends on Series D Prefered Stock ........... — 278 = — - - - — (278) — -—
Aatancae at September 30, 1898 _................ 0,712,297 $352335 § £83 31,626000 %2470 _SE $4,750 ${1,669) ${11,256) S! 1.840) $28,186




UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS
Information for the Nine-Month Period Ended
September 30, 1998 is Unaudited

Note 1 — Summary of Significant Accountihg Policies
The Company

Universal Access, Inc. (the “Company” or "UAI"), was organized and commenced operations on
October 2, 1997 for the purpose of facilitating the provisioning, installation and servicing of dedicated,
point-to-point communication circuits for service providers who buy network capaclty and transport
suppliers who selt network capacity. UAl's primary services include providing dedicated circuit access
and leasing space in the Company’s Universal Transport Exchanges or UTXs, where transport
suppliers can access the network connections of other transport suppliers. UAl operated as a
subchapter S-Corporation until September 27, 1998, at which time it converted to a C-Corporation,

Basis of Presentation

The accompanying interim financial statements for the nine months ended September 30, 1998
and the related notes have not been audited. However, they have been prepared in conformity with
the accounting principles stated in the audited financial statements for the period from October 2,
1997 through December 31, 1897, the year ended December 31, 1998 and the nine month period
ended September 30, 1999 and include ali adjustments, which were of a normal and recurring nature,
which in the opinion of management are necessary to present fairly the financial position of UAI and
results of operations and cash flows for the periods presented. The operating results for the interim
periods are not necessarily indicative of results expected for the full years.

Unaudited Pro Forma Balance Sheet

Upon the closing of UAI's Initial public offering, all of the shares of preferred stock outstanding as
of September 30, 1999 will autormatically convert into 38,153,889 shares of common stock and all
preferred stock warrants outstanding as of September 30, 1998 will automatically convert into
warrants to purchase an aggregate of 1,463,400 shares of common stock. These convarsions have
been reflected in the unaudited pro forma balance sheet as of September 30, 1998.

Net Loss Per Share

Basic net loss per share is computed using the weighted average number of shares of common
stock outstanding. Diluted loss per share does not differ from basic loss per share since potential
common shares from conversion of preferred stock, stock options and warrants are anti-dilutive for all
periods presented. Pro forma basic and diluted net loss per share have been calculated assuming the
conversion of all shares of preferred stock outstanding during each period presented into commeon
snares, as if the shares had converted immediately upon their issuance.

Revenue Recognition

Circuit access and Universal Transport Exchange services are billed monthly in advance under
contracts with terms ranging from twalve to sixty months. UAl recognizes revenue in the month in
which the service is provided. Advance billings are recorded by the Company as unearned revenue.
UAI recognizes revenue from one-time fees for installation and maintenance when the related services
are performed.

F-7



UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS {Continued)
Intormation for the Nine-Manth Period Ended
September 30, 1998 is Unaudited

Cash and Cash Equivalents |

Cash and cash equivalents include cash on hand, money market funds and all investments with
an initial maturity of three months or less, All cash equivalents are recorded at cost.

Accounts Recelvable

The allowance for doubtful accounts was $4,000, $46.000 and $553,000 at December 31, 1997
and 1998 and September 30, 1999, respectively.

Financial instruments that could potentially subject UAI to concentration of credit risk primarily
inctude accounts receivable. As of September 30, 1999, two customers, represented 49% of accounts
receivable. During the nine months ended September 30, 1999, one customer represented 35% of
. total revenues. As of December 31, 1998, two customers represented 38% of total accounts
receivable and an aggregate of 29% of total revenues during 1998. As of December 31, 1997, three
customers represented 34% of total accounts receivable and 81% of total revenues during 1897, If-
any of these individually significant customers are unable to meet their financial obligations, resuits of
operations of the Company could be adversely affected.

Stock-Based Compensation

The Company accounts for stock-based awards to employees using the intrinsic value method as
prescrived by Accounting Principles Board (“APB") Opinion No. 25, “'Accounting for Stock lssued to
Employees," and related interpretations. Accordingly, no compensation expense is recorded for
options issued {o employees in fixed amounts and with fixed exercise prices at least egual to the fair
market value of the Company's common stock at the date of grant. The Company has adopted the
provisions of SFAS No. 123, "Accounting for Stock-Based Compensation,” through disclosure only
(Note 10). All stock-based awards to non-employees are accounted for at thelr fair value in
accordance with SFAS No. 123.

Comprehensive Income

SFAS No. 130 requires that a full set of general purpose financial statements include the
reporting ot *‘comprehensive-income.” Comprehensive income is comprised of two components: net
income and other comprehensive income, with other comprehensive income being comprised of
foreign currency items, minimum pension liabiiity adjustments and unrealized gains and losses on
certain investments in debt and equity securities. During the periods ended December 31, 1997 and
1998 and September 3¢, 1999, comprehensive income was comprised solely of nat income. As a
result, the adoption of SFAS No. 130 had no impact on the Company’s financial statements.

Property and Equipment

Property and equipment are stated at cost with depreciation and amortization provided for using
the straight-line method. Leasehold improvements are amortized over the life of the lease. Depreciable
lives used by the Company tor its classes of assets are as follows:

Furniture and fixtures .........corvn Ceeaieret s e 3 years
UTX @QUIDMENT o iitviinriareiaetrnneseaareiassicanssssasrianeenns 7 years

Computer hardware and other equipment........oooiiiivieiiinvinnnan, 3 years
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UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS (Continued)
Information for the Nine-Month Period Ended
September 30, 1998 is Unaudited

Repalrs and maintenance, which do not significantly increase the life of the related assets, are
expensed as incured. p

Intangible Assets

. The excess 6f purchase price over net assets of acquired businesses is allocated among the
identifiable intangible assets purchased and goodwill. Intangible assets are amortized on a straight-line
basis over their estimated useful lives, generally five years.

Use of Estimates

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

Impairment of Long-Lived Assets -

- The Company reviews its long-lived assets, including property, equipment and intangibles,
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. The Company estimates the future cash flows expected to result from the asset, and if
the sum of the expected undiscounted future cash flows s less than the carrying amount of the long-
lived asset, the Company recognizes an impairment loss by reducing the depreciated cost of the long- -
lived asset to its estimated fair value. Te date, the Company has not recognized impairment losses on
any long-lived assets.

Income Taxes

On September 27, 1998, UAI changed status from an S-Corporation to a C-Corporation. As of
this date, the Company established a deferred tax asset which reflects the tax conseguences in future
years of difterences between the tax hasis of assets and liabilities and their financial reporting
amounts. The deferred tax asset was recorded net of a valuation allowance to reduce the deferred tax
asset to an amount that is more likely than not to be realized.

Prior to September 27, 1398, all attributes for federal income taxes passed through to the
stockholders. Accordingly, no income tax provision or deferred tax amounts were recorded prior to
this date. Had the Company been a C-Corporation from Cctober 2, 1997 (inception) to
December 31, 1998, no income taxes would have been due since the Company incurred losses
during this time period.

Note 2 — Stock Splits and Dividend

The Company effected a 500-for-1 common stock split in July 1998, a 2-for-1 common stock spiit
in February 19899, a 3-for-2 commen stock split in June 1999 and declared a 1-for-1 stock dividend in
September 1999. All share and per share amounts have been retroactively restated to reflect such
splits and the dividend. )

Note 3 — Acquisitions

On July 30, 1999, UAI acquired substantieuly} all of the assets and liabilities of Pacific Crest
Networks, Inc (“PCN"') in exchange for $833,000 in cash, $224,000 in the assumption of debt, and
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_ UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS (Continued)
Information for the Nine-Month Period Ended .
September 30, 1998 is Unaudited

82,353 shares of Series D Preferred Stock with a fair market value of $4.25 per share. Assets
purchased Included all property and equipment, cash accounts, receivables, software, customer lists
and intellectual property. Also, as part of purchase, LAl assumed certain fiabilitles of PCN including
$276,000 of accounts payable, $418,000 of obligations under capital leases, and obligations under
operating leases and vendor contracts. This acquisition was accounted for under the purchase
method of accounting, UAI assigned $1,245,000 to identifiable intangible assets and goodwill and is
amortizing this amount on a straight-line basls over a pericd of five years, which represents the
estimated useful lives of these intangible assets.

The following unaudited pro forma information presents the results of operations as if the PCN
acquisition had occurred at the beginning the periods shown after taking into account the effect of
certain adjustments and efiminations. This summary is not necessarily indicative of what the results of
operations of UAl and PCN would have been if they were a single entity during such periods, nor dees
it purport to represent results of operations for any future periods (in thousands).

Year Ended Nine Months Ended
December 31, 1958 September 30, 1599

Revenues ... ..vueereeeen e eereeraraeeeaes $2,180 $9,107
N =T g8 o T A 2,159 9,754
Basic and fully diluted loss per share......... 0.07 ' 0.32

On November 1, 1999, UAl acquired substantially all of the assets of Stuff Software, Inc. (“SSI")
in exchange for $930,000 in cash and 50,021 shares of UA! common stock with an estimated fair
market value of $6.10 per share. Assets purchased include accounts receivable, customer lists,
software and intellectual property. This acquisition was accountad for under the purchase method of
accounting. SS| developed software and databases for the telecommunications industry. UA! will use

the assets acquired from SSI to further enhance the development of Universal Information Exchange
services, .

Note 4 — Property and Equipment _
Propérty and equipment consists of the following, stated at cost (in thousands):

December 31,  september 30,

. 1997 1998 1999

Fumniture and fixtures ..... i $— 3119 $ 654

UTX equipment .......... erettenceteniiesene e — 85 10,963

Computer hardware .........cvervestvaresnsccnsnans — —_ 2,109

Other equipment ......... N 1 62 73

_ ’ , 266 13,799
Less: Accumulated depreciation and amortization ...... — (47) (287)

Property and equipment, net................ocoe0 $=_1 $219 $13,512

At September 30, 1999, $510,000 of the gross amount of computer hardware is subject to
capital leases. Accumulated amortization on this equipment was $20.000 at September 30, _1999.
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UNIVERSAL ACCESS, INC.’

NOTES TO FINANCIAL STATEMENTS (Continued)
Information for the Nine-Month Period Ended
S_eptemb_er 30, 1998 is Unaudited

Note 5 — Notes Payable

Notes payable are summariied as follows (in thousands)f '

n
|

December 31,  geptember 30,

. _ 1997 1998 - 1999

Note payable — _ Bank (interest &t 7.5%) ... covvnnnnns $—  $149 $111
Notes payable to shareholders (weighted average

interest @t 9.7%) ....ouciii i 76 126 e

Note payable (interestat 10%) ..........covvviinnn, —_ —_ 20

Note payable — City of Eugene, OR" (interest at 7%) .. _— — 54

Notes payable .......... eereeieeas e tieriiaaa, $76 $275 $185

In November 1997 and March 1998, the Company entered into separate note payable
agreements with two of its shareholders in the original principal amounts of $76,000 and $50,000,
respectively. The notes payable bear interest at rates of 8.25% and 12%, respectively, and are due
upon demand. The note with the original principal amount of $76,000 is col!aterahzed by a $63,000
security deposit. The $50,000 note payable is unsecured,

in Novermiber 1998, the Company eritered into a 36-month term loan agreement with a bank, in
the original principal amount of $149,000, for the purchase of office furniture and equipment. The note
payable is collateralized by the Company's property and equipment, cash deposits and money market
accounts with the Bank. The Company is required to maintain a balance in their money market
account of an amount not less than the original principal of the note,

in connection with the July 30, 1399 purchase of PCN, UAI assumed the following debt:
$150,000 note payable with a bank, $20,000 note payable to an individual and a $54,000 note
payable to the City of Eugena, OR. The $150,000 note payable to the bank was paid in full prior to
September 30, 1999, The other notes remain outstanding at September 30, 1999,

The $20.000 note payable bears interest at a rate of 10% payable monthly. The entire principal is
due on December 17, 2000. The note can be prepaid by the Company at any time without penalty.

The $54,000 City of Eugene, OR note payabie bears interest at 7%. The entire balance was due
on August 1, 1998, As of September 30, 1999, the Company had not paid this balance.

The Company executed unsecured promissory notes with a shareholder dated December 29,
1998, in the original aggregate principal amount of $100,000. The notes bear interest at a rate of
10% per year and are due upon demand, after March 31, 1899, The Company did not receive the
proceeds of these promissory notes until after December 31, 1998; as such the notes payable were
oftset by the proceeds receivable at that date for presentation purposes.

At September 30, 1999, the Company has two line of credit arrangements o borrow up to a total
of $10,000,000. The line of credit arrangements permit borrowings of $6,000,000 and $4,000,000 and
expire in August of 2000 and April of 2000, respectively. The available line of credit is reduced by the
amount of outstanding letters of credit. As of September 30, 1999, UAI has outstanding letters of
credit of $2,108,000, resulting in a total available line of credit of $7,892,000.
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UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS (Continued)
Information for the Nine-Month Period Ended
‘Septgmber 30, 1998 is Unaudited

Note 6§ - Income Taxes

There is no current provision or benefit for income taxes recorded for the period from
September 27, 1998, the date of C-Corporation conversion, to December 31, 1998, as the Company
has generated net operating losses for income taxes purposes for which there is no carryback
potential. There is no deferred provision or benefit for income taxes recorded as the Company is in a
net deferred tax asset position for which a full valuation allowance has been recorded due to
uncertainty of realization, '

The components of the deferred income tax asset are as follows (in thousands):

December 31,

_1998
Net operating loss ..... R I T TR T TR L AR IRRACITT s evraeeee $ a3
Stock option plan compensation ....... it 18
Allowance for doubtful 8CCoUMS .. oovvriier it ierrenransennss 18
10 o7 T e etanetataceanrenaennas 21
’ 151
Valuation allowante . ....vieeivrecenrrenreerveeesnnenerernnsas (151)
17+ | 8 —

At December 31, 1998, the Company had federal and state net operating loss carryforwards of
$227.000. The Company incurred taxable losses of $5,318,000 during the nine months ended
September 30, 1999, which may be available to offset future taxable income. These federal and state
net operating loss carryforwards expire at various dates beginning in 2018. Due to the uncertainty
that UAl will generate future earnings sufficient to realize the benefit of these net operating loss
carryforwards, a vaiuation allowance for the full amount of the deferred tax asset has been recorded.
Additionally, Section 382 of the Intemal Revenue Code imposes annual limitations on the use of net
operating loss carryforwards if there is a change in ownership, as defined, within any three-year

. peried. The utilization of certain net operating loss carryforwards may be limited due to the
Company's capital stock transactions.

Note 7 — Commitments and Contingencies

The Company leases UTX facifities, office facilities and certain equipment over periods ranging
from two to fifteen years. Total rent expense for the years ended December 31, 1997 and 1998 and
the nine months ended September 30, 1999 was $0, $46,000 and $463,000, respectively. Future
rentals for operating leases are as follows at September 30, 1999 (in thousands):

October 1, 1999 to December 31, 1999 ... vttt carr e e $ 487
2000.........000vtne et et e era s et e et e ras s 2,480
2 1 2,307
{1 - 2,332
L 01 A 2,402
2004..... S 2,485
BT =Y T4 - 16,849
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In addition to the leases, the Company has entered into leased line agreements with
telecommunications vendors for high-capacity bandwidth, Thése leases are cancelable at any time
with a maximum 30-day notice. The Company, in turn, contracts with customers for the use of the
leased high-capacity bandwidth. The customer contracts generally provide for cancellation penaltles
equal to the sum of all payments due through the remainder of the contract, less 6%.

The Company also leases certain equipment under capital leasing arrangements with periods
ranging from two to five years. Future minimum lease payments as of September 30, 1999 related to
the capital leasing arrangements are as follows (in thousands):

October 1, 1999 to Décember 31, 2000. ...t veeinienvinnrrnsnnnsnns $ 53
P21 010 250
0] 168
2002, . ....0iiivinns PR et eeehteraerner e b reertreaeaneees 1
Total minimum capital lease payments .........ccovvunns PRI Teeens 472
Less: imputed INterast .....oor i i ittt ittt (69)
Present value of minimum capital lease payments ... ...coivevininennnn. 403
Less: curment portion .. cooiirnrasienarinernniaissscresetnnniionnnsnnas (1438)
Long-term capital lease obligations .....c.coiiiiiiiiiiii it $ 254

The Company also has entered intg non-cancelable agreements with various telecommunications
vendors to purchase minimum amounts of network services on a monthiy basis. The total amount of
these purchase commitments at September 30, 1999 are as follows (in thousands):

October 1, 1999 to December 31, 1899 . ... o iiiiieiiieieninnranns $ 1,548
2000 .. ittt i e e e e ey P 11,356
28,1 R P 18,065
2002 i e ettt r e e e 18,043
2003 .. i e e i 16,025
2004 ... . e eeerraiiare et 15,001
Thereafter .......covveevennennsocriaennns eveaen e Creeeeans 34,250

Total minimum purchase commitments .......ooveiiiiiiiieianan. $114,288

In November of 1899, UAI entered into an additional agreement with a telecommunications vendor
that requires UAI to purchase a minimum of $250,000 per month, beginning in May 2000 and
continuing for a period of seven years.

UAI has standby letters of credit which have been issued on its behalf totaling
$2,108,000 securing performance of certain contracts with carriers and landlords. These letters of
credit expire in April 2000.

Note 8 — Related Party Transactions

During 1998, UAl entered into certain transactions with shareholders and directors for the lease of
office space and pager equipment. Rent expense for these leasas approximated $65,000 in 1988.

During 1998 and the nine menths ended Septernber 30, 1999, UAI paid Broadmark Capital
Corporation (‘‘Broadmark”), an entity for which a member of the UAI Board of Directors serves as
Chairman, certain consideration in exchange for services rendered related to the sale of prefarred
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stock. During the nine manths-ended September 30, 1999, UAI paid cash amounts of $162,000,
$200,000 and $140,000 to Broadmark in connection with the 'sale of Series A, B and D Cumulative
Convertible Preferred Stock, respectively. These amounts were recorded as issuance costs, and
deducted from the gross proceeds of the respective preferred stock series. During the nine months
ended September 30, 1999, UA! issued to Broadmark 360,000 commen stock warrants with an
exercise price of $.50 in connection with services rendered related to the issuance of Series B
Cumulative Convertible Preferred Stock {*'Series B Preferred Stock™). UAI also issued to Broadmark
77.233 Series A Cumulative Convertibie Preferred Stock Warrants ('*Series A Warrants') in
connection with services rendered related to the issuance of Series A Cumulative Convertible
Preferred Stock. UAIl issued 33,333 and 43,900 Series A Warrants in 1998 and the nine months
ended September 30, 1999, respectively. The common stock warrants and the Series A Warrants
were valued at $13,000 and $83,000, respectively, using the Black-Scholes valuation model. UAI
issued $36,000 of the Series A Warrants in 1998 and $47,000 of the Series A Warrants in the

nine months ended September 30, 1999. Also, In connection with services rendered related to the
sale of Series B Preferred Stock, UAI caused options to purchase 840,000 shares of common stock at
$.50 per share to be granted by certain principal shareholders of the Company's common stock. The
840,000 common stock options granted by the principal shareholders were valued at $31,000 using
the Black-Scholes valuation model. This amount was recorded as paid-in capital.

On May 27, 1999, UAI executed a full-recourse promissory note in connection With a loan to an
officer of the Campany tor a principal amount of $200,000 with a per annum interest rate of 6%. The
promissory note will become immediately due and payable on April 30, 2004,

On August 4, 1989, three of the Company's officers were granted options to purchase a total of
1,000,000 shares of common stock at exercise prices ranging from $1.38 to $1.51 per share. These
stock options vested immediately and were exercised on the date of grant. In connection with the
exercise, the UAI board of directars authorized loans to these officers, pursuant to non-recourse
promissery notes for a total amount of $1,485,000 with an annual interest rate of 6%. The promissory
notes will become immediately due and payable on August 4, 2004. During the nine months ended
September 30, 1298, UAI recorded $2,870,000 of stock option plan compensation expense related to
the issuance of these notes receivable. UAl estimates that an additional $1.9 million of stock option
compensation expense will be recogmzed in the three months ended December 31, 1999 related to
these notes receivable, :

Note 9 — Industry Segment and Geographic Information

From Its inception through September 30, 1999, substantially all of the Company's identifiable
assets were located in the United States, During that same period, substantially all of the Company's
revenugs were derived from sales to customers based in the United States. The Company currently
operates under one operating sagment. Operating activities of this segment primarily consist of the
provision of dedicated circuit access and related Universal Transport Exchange and Universal
Information Exchange service$.

Note 10 — Employee Benefit Plans and Employment Agreements
Employee Savings and Benefit Plans

As of January 1, 1999, UAl implemented a retirement savings plan pursuant to Section 401 (k) of
the Internal Revenue Code, which covers substantially all of the Company's employees. Employer
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contributions to the retirement savings plan are discretionary. For the nine months ended
September 30, 1999, no employer contributions were made to the retirement savings plan.

Employment Agreements

UAI has entered into employment agreements with several of its key employees which have initial
terms ranging from one to three years, after which they are renewable for additional one-year periods.
The employment agreements entitle the employee to receive certain severance payments for
termination of employment without cause, as defined by the agreements.

Stock Optlon Plans .

in July of 1998, UAI's Board of Directors adopted the 1998 Employee Stock Option Plan (the
1998 Plan") for the Company’s directors, officers, employees and key advisors. The total number of
shares of UAl no par value Common Stock (the “Comman Stock™) reserved for issuance under the
Plan is 13,000,000, Awards granted under the plan are at the discretion of the Company's Board of
Directors, or a compensation committee appointed by the Board of Directors, and may be in the form
of either incentive or nonqualified stock options. At September 30, 1999, 1,326,000 shares of
Common Stock were available for additional awards under the plan, In November 1999, UA)'s Board of
Directors adopted the 1999 Stock Plan and the 1999 Director Option Plan. Upon an qualified initial
public offering, no further options will be granted under the 1998 Plan,

If the Company had elected to recognize compensation cost based on the fair value of the
oplions as prescribed by Statement of Financial Accounting Standard No. 123, “Accounting for Stock-
Based Compensation’’, the following results would have occurred using the Black-Scholes option-
pricing mode! with the listed assumptions:

Nine Months
Year Ended Ended
December 31, September 30,

1998 1999
Pro forma net loss {in thousands) ............oouat . $1.375 $9.506 -
Pro forma basic and diluted: net loss per share ........ 0.05 0.31
VOIatilitY .o ueeiiniieiie it eaas 0% - 0%
Dividend yield ............ e ierierrrassesaarranaaae ' 0% - 0%
Risk-free interest rate........oveveeeininiinnnenennn, 5% 5%
Expected life in years.,.... i eesereteressarestareans 5.00 4.34

The Company recognized $65,000 and $3,085,000 of option plan compensation expense during
the year ended December 31, 1998 and the nine manths ended September 30, 1999, respectively,
and expects to recognize additional expense of approximately $1,569,000 over the next four years
relating to such options as they vest. The $3,085,000 of option plan compensation expense for the
nine months ended September 30, 1989 consisted of $215,000 related to the amortization of deferred
stock option plan compensation and $2,870,000 related to the options exercised in exchange for
notes receivable as described in Note 8.

The vesting term of options granted under the Plan shall be fixed by the Board of Directors, or
compensation committee elected by the Board ot Directors, but in no case shall be exercisable for
more than 10 years after the date the option is granted. For option grants to persons owning 10% of
the voting power of all outstanding classes of UAl capital stock, the exercise price may not be lower
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than 110% of the fair market value on the date of the grant and the optnon term may not exceed
5 years.

The following informat_ion relates to stock options with an exercise price which was less than the
fair market value of the underlying stock on the date of grant:

Year Ended Nine Months Ended
December 31, 1998 September 30, 1999
Weighted : Weighted
Average Average
Number of Exercise Number of Exercise
_Shares Price Shares Price
Balance at beginning of period-........ —_ — 2,850,000 § 0.0008
Granted .......coiiiiiiiiiinee e, 3,450,000 $ 0.000654 2,355,500 0.228221 .
Exercised.....ooviiiiiiiiiinniine, (800,000) 0.000003 — —_
Forfeited..........ooeeiiiiinnnens — — ~{155,500) 0.370418
Balance at end of period ............. 2,850,000 § 0.0008 5,050,000 $ 0.095045
Weighted average fair value of options '
granted during the period...... e $ 0.14 $ 0.63

The folloWwing information relates to stock options with an exercise pnce which equaled the fair
market value of the underlying common stock on the dats of grant:

Year Ended Nine Months Ended
December 31, 1998 September 30, 1999
Weighted Weighted
. Average . Average
Number of Exercise Number of Exercise
Shares Price Shares Price
Balance at beginning of penod ............ —_ — 648,000 $0.0880
Granted .............. Cerevaaairraens 654,000 $0.0910 4,622,000 1.6938
Exercised ......c.cvviniivrivenannnnns —_ - {200,000) 1.3750
Forfeited .. oorienineiiiiiinsnanreranes (6.000) 0.3800 {46,000) 1.1630
Batance at end of period......icouvvnnnne 648,000 ;_$=0.0880 5,024,000 - $1.5042
Weighted average fair value of aptions ‘
granted during the period .............. $ 0.02 $ 037
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The following infarmation relates to stock options with an exercise price whlch was greater than
the fair value of the underlying stock on the date of grant: -

Year Ended _ Nine Months Ended
December 31, 1998 September 30, 1999
' Weighted Weighted
Average Average
Number of Exercise Number of Exercise
Shares Price Shares Price
Balance at beginning of perfod .......... ¢ -— — — $§ —
Granted......... feemeretaracanienenn - —_ 800,000 1.5125
Exercised .........ccoviiiiiiiinnniinns -— — (800,000) 1.5125
Forfeited ...........ccooiveuiiiinnens - - — —
Balance atend of period . ........covvans = - _— —
Weighted average fair value of options ,
granted during the period ........ beenes $ 019

The following information relates to stock options as of September 30, 1999:

Exerciss Prices
" $0.000003 $0.085 $0.2513 $1.38 $2.11 $3.21
to $0.0017 to $0.11 {o $0.27 to $1.83 to $2.79 {c $4.25

Stock Options Qutstanding

NURIBE L v aiiininienneceencrraninansnsas 2850000 582,000 3,292,000 1,594,000 1,404,000 352,000
Weighted average exercise price ........e.uu. $0.0000006 $ 007 $ 027 $ 138 $ 273 § 326
Weighted average remaining contractual life :
T (YEAIS) teiiiiiitcrieeerciereearaaes kR ;| 3m 4,56 4.84 495 4.96
Stock Options Exercisable S
NUmber .. viici i et teianeennasaearanss 882,000 181,000 _— 300,000 100,000 176,000
Weighted average exercise price ... cveiavas: $ 0000001 $ 007 - 3 138 $ 211 & 2738

During 1998, 600,000 stock options were issued to non-employees for services rendered during
1998. Thesé options were Issued with an exercise price of $0.000003, were- immediately exercisable,
and ¢omprised $40,000 of the $65,000 stock option plan compensation expense recogmzed during
1998. During 1998, ali options issued to non-employees were exercised.

The above disclosures include 200,000 options granted on August 4, 1999 to a non- employee
director.
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Note 11 — Net Loss Per Share

The following Is a reconciliation of the numerators and denominators used in computing basic and
diluted net loss per share.

Period Ended Year Ended Nine Months Ended

December 31, December 31, ___September 30,
1997 1998 1998 " 1999

Net loss applicable to
common Stockholders (in
thousands) ,............. $ . (170) 3 __(1402) § 807) $ 9.684)

Basic and diluted weighted
average common shares

outstanding.............. 23,799,000 . 29,063,000 .28.831 000 30,867,000
I_Basic and diluted net loss ' -
PEr SHAT8. , v everreransas % (0.01) $ (0.05) 3 (0.03) 5 (0.31)

The Company had securities outstanding which could potentiaily dilute basic earnings per share
in the future, but were excluded in the computation of diluted net loss per share in the periods
prasented, as their effect would have been anti-dilutive. Such outstanding securities consist of the
following at December 31, 1998 and September 30, 1999. There were no potentially difutive securities
outstanding from inception through December 31, 1897,

Décember 31, September'sﬂ.

. _ 1998 1999
Series A cumulative convertible preferred stock .. ........ .. ... 335,334 772,331
Series A cumulative convertible preferred stock warrants........ 33,333 77,233
Series B curnulative convertible preferred stock ......vviivie. —_ 2,233,335
Series B cumulative convertible preferred stock warrants. ....... —_ . 166,667
Series C convertible preferred Stock ....ovvveiiiiennieiiinnn S - 666,667
Series D cumulative convertible preferred stock.. . .. eseesanans —_ 6,039,964
ComMON STOCK OPHONS +\vivieennenereescrnnnersvennsannss 3,498,000 10,074,000
Common stock warmants . ....oieiiiiiiieaeiiiarssiinnnann, —_ 360,000

Note 12 — Convertible Preferred Stock and Warrants

During 1998, UAI issued 335,334 shares of Series A Redeemable Cumulative Convertible
Preferred Stock ("'Series A Preferred Stock'') for gross proceeds of $1,006,000. Additionally, UAI
received cash and accepted subscription documents for 385,830 shares of Series A Redeemable
Cumulative Convertible Preferred Stock ('*Unissued Series A Preferred Stock’') for gross proceeds of
$1,157,000. As of December 31, 1998, the Company had authorized 1,000,000 shares of Series A
Preferred Stock. On February 8, 1998, UA! issued 436,997 shares of Series A Preferred Stock tor
gross proceeds of $1,311,000. Included in this issuance were the 385,830 shares related to the
amount presented as Unissued Series A Preferred Stack at December 31, 1998.

in connection with the 1998 sale of Series A_Preferred Stock, UAl issued warrants (the “'Series A
Warrants™) to purchase an additional 33,333 shares of Series A Preferred Stack at $3.0Q per share.
These warrants were valued at $36,000 using the Black-Scholes valuation model. In connection with
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the February 1999 sale of Series A Preferred Stock UA! issued warrants to purchase 43,900 shares of
Series A Preferred Stock at $3.00 per share. These warrants were valued &t $47,000 using the Black-
Scholes option valuation model. The Series A Warrants are exercisable for a period of five years after
the Issuance date, The Series A Preferred Stock is shown net of the fair value of the Series A
Warrants, ' '

. As of December 31, 1998, the hoiders of Series A Preferred Stock had the right to demand the
Company to redeem one-third of the shares originally purchased on each of the fourth, fifth, and sixth
anniversaries of the closing and UAI had the right to redeem not less than all of the outstanding
Series A Preferred Stock between the third and sixth anniversaries of the closing. All redemptions
were to be made at amount equal to the sum of the original purchase price of the Series A Preferred
Stock plus accumulated but unpaid dividends. On February 3, 1999, the Series A Preferred Stock
holders approved an amended Certificate of Designations, Rights and Preferences whereby this
mandatary redemption feature was términated. ‘ :

Changes in redeemable cumulative convertible preferred stock and redeemable cumulative
convertible preferred stock warrants are as follows (in thousands, except share amounts):

Redeemable
Redeemable . ctjmulative
Cllml.llative c°nvenib|e
Preferred Stock Stock
_ - _Shares Amount Warrants
Balance at December 31, 1897 ........ccovievnvennnnn.. - 5 — $ —
Issuance of Series A Preferred Stock....v.veueenvnenens.. 335,334 B75 _—
Issuance of Series A Preferred Stock warrants ............ —_ —_ 36
Accretion and dividends on Redeemable Series A Preferred
= (oo — 28 —
Balance at December 31, 1998 ........cvvvivernnnnnn, 335,334 903 36
Accretion and dividends on Redeemable Series A Preferred
Lo o S —_ 8 —
Termination of mandatory redemption featura of Series A
Preferred Stock et trereeb et itar ey (335,334) (912) (36)
Balance at September 30, 1999.......c.civveenninnnn.s. — § — $ —

On February 8, 1999, UAI issued 2,000,000 shares of Series B Redeemabie Cumulative
Convertible Preferred Stock (“'Series B Preferred Stock’) for gross proceeds of $6,000,000. In
conjunction with the issuance of the Series B Preferred Stock, the Company issued warrants to
purchase an additional 400,002 shares of Series B Preferred Stock (the *'Series B Warrants") at an
exercise price of $0.01 per share and warrants to purchase 360,000 shares of Common Stock at
$.50 per share, and caused options to purchase 840,000 shares of Common Stock at $.50 per share
to be granted by certain principal shareholders of the Company's Common Stock. The
840,000 common stock options granted by the principal sharehalders were valued at $31,000 using
the Black-Scholes valuation model. This amount was recorded as additional paid-in capital. Series B
Preferred Stock is convertible into Common Stock on a 6-for-1 basis. During the six month period
ended June 30, 1999, 233,335.0f the Series B Warrants were exercised.
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On April 30, 1999, UAI issued 666,667 shares of Series C Convertible Preferred Stock (“Series C
Preferred Stock™) for gross proceeds of $1,950,000.

During the period from June 30, 1989 to September 30, 1999, UAI issued 5,957,611 shares of
Series D Cumulative Convertible Preferred Stock (''Series D Preferred Stock') for gross proceeds of
$25,319,847. The Company also issued 82,353 shares valued at $4.25 per share in connection with
the purchase of certain assets of PCN {see Note 3). The Company also issued 2,733 shares of
Series D Preferred Stock on December 6, 1999 for gross proceeds of $50,014.

On November 10, 1999, UA! issued 1,557,385 shares of Series E Curnulative Convertible
Preferred Stock (*‘Series E Preferred Stock') and warrants to purchase an additional 40,000 shares
of Series £ Preferred Stock for gross proceeds of $28.5 million. Series E Preferred Stock Is convertible
into Common stock on a 3-for-1 basis. The conversion ratio for the Series E Preferred Stock will be
multipited by the lesser of 3.75 or the quotient of $750 million divided by the product of the number
of fully diluted shares of common stock outstanding immediately before an initial public offering
multiplied by the initial public offering per share price (such quotient is not to be less than 1).

Upon liquidation or dissolution, shareholders of Preferred Stock will be distributed available assets
up to the sum of the original purchase price plus accumulated but unpaid dividends. This distribution
has preference over any distribution to common stock holders.

Holders of the Company’s Preferred Stock are entitled to cumulative dividends (payable in cash
or stock at the Company's discretion) and have the right to convert their shares at any time into
shares of UAI Common Stock as follows:

Annual
Bividend Conversion
Rate Ratio

Series A ..viiiieriinnaes eereiiareas 8% 6-to-1
SenesB .....oiininnnn. e 5% 8-to-1
Sefies C.ovvvriiiiiiiii i None 3-to-1
£ 1= =T 3 1 A - 3-to-1
SerieS E .. iiviiiiiiiiiiniiii e 1.4% 3-to-1  (subject to adjustment)

A qualified initial public offering of at least $1 per share triggers a mandatory conversion of all
outstanding Preferred Stock into Common Stock, and of all outstanding Preferred Stock Warrants into
warrants to purchase Common Stock at the above conversion ratios.

The holders of the Preferred Stock and the holders of Common Stock vote as one class, subject
to certain provisions. Each share of Prefarred Stock is entitled to cast the number of votes equal to
the number of Common Shares into which their preferred stock is convertible.

Note 13 — Common Stock

At September 30, 1999, UAI had authorized 300,000,000 shares of $.01 par value Common
Stock and 31,925,000 shares were issued and ocutstanding.

The Company has a sufficient number of authorized Common Stack shares available to issue
upon the conversion of the outstanding preferred stock, warrants and stock options.
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As of September Sb 1999, Common Stock shares reserved for Issuance are as follows:

September 30,
o _ 1999
Series A cumnulative convertible praferred StOCK ......veeiviireriiiennn.. 4,633,988
Series A cumulative convertible preferred stock warrants..........ovvues. 463,398
Series B cumulative convertible preferred stock ............. eneesanenes 13,400,010
Series B cumulative convertible preferred stock warrants ., ............... 1,000,002
Series C convertible preferred stock .. ..o.ovvivviiiiian. Ceresrenaanes 2,000,001
Series D cumulative convertible preferred Stock .. .cooviiiiine i iini s, 18,119,892
Commeon stock options ....vvivieniiieceiiaciniiinas, Neereisienaaens 10,074,000
CommOon SIOCK WAITANTES ... vuvueuinenttooseoteoivsonrersnsnsssns e 360,000

Note 14 — Supplemental Cash Flow Disclosure

On July 30, 1999, UA! acquired certain assets and assumed certain liabilities from Pacific Crest
Networks, Inc. Assets acquired included $510,000 of computer hardware subject to capital feases,
and liabilities assumed included $418,000 of obligations under capital leases.

On August 4, 1999, UAI executed notes receivable with three of the Company's officers in
consideration for the exercise of stock options as descnhed in Note 8.

On August 12, 1999, UAI \ssued 325,000 shares of common stock in exchange for UTX
equipment. The common stock had a fair market vaiue of $1.42 per share on the date of issuance.

On September 15, 1999, UAI agreed o issue 35 294 shares of Series D Preferred Stock at a
price below fair market value in exchange for services. UA! recorded $1 10,000 of operations and
administration expense related to this transaction.

At September 30, 1999, $6.4 million of equipment purchases were included in accounts payable,

At September 30. 1999, UAI had issued $155,000 of Series D Preferred Stock for which the
Company did not receive the related cash until October 1999.

No amounts were paid for income taxes in 1997, 1998 or the nine months ended September 30,
1998, UAI paid interest of $0, $0 and $18,000 in 1997, 1998 and the nine months ended
September 30, 1999, respectively.

Note 15 — Subsequent Event (Unaudited)

On December 15, 1999, UAI entered into a credit agreement with a bank, to borrow up to
$3.3 million. Qutstanding borrowings bear interest at approximately 15% and are collateralized by
specifically identified assets, This agreement expires in November 2002 and requures that we maintain
an unrestricted cash balance of at least $15.0 million,
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Lance J.M. Steinhart
Attorney At Law

. 6455 East Johns Crossing
Suite 285
Duluth, Georgia 30097
Also Admitted in New York Telephone: (770) 232-9200
and Maryland Facsimile: (770) 232-9208
February 7, 2000

VIA OVERNIGHT DELIVERY F l L E D 2

Mr. Dale Roberts FER 820
Chief A.L.J./Executive Secretary 00
Missouri Public Service Commission SaMissoym
P.O. Box 360 ®rvice C&r?m“? lic
Jefferson City, Missouri 65102 Ssion
- - S e
Re:  Universal Access, Inc. 4 _Q., 0 o O--éf £3

Dear Mr. Roberts:

Enclosed please find an original and six (6) copies of Universal Access, Inc.'s tariff
bearing an issue date of February 8, 2000 and an effective date of March 25, 2000. .

I have also enclosed an extra copy of this letter to be date stamped and returned to me in
the enclosed, self addressed, postage prepaid envelope.

If you have any questions or if I may provide you with any additional information, please
do not hesitate to contact me.

Respectfully submitted,

-
i

Lance J .M. Steinhart
Attorney for Universal Access, Inc.
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