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Duluth, Georgia 30097

Also Adrmitted in New York Telephone: (770) 232-9200
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February 2, 2000
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VIA FEDERAL EXPRESS

Mr. Cecil Wright

Executive Secretary -

Missouri Public Service Commission
PO Box 360

Jefferson City, Missouri 65102

Re: Universal Access, Inc. —- LOCAL EXCHANGE
Dear Mr. Wnight:

Enclosed please find one orginal and fourteen (14) copies of Universal Access, Inc.'s
Application for Certificate of Service Authority to Provide Local Exchange Telecommunications
Services Within the State of Missouri.

I have also enclosed an exira copy of this letter to be date stamped and returned to me in the
enclosed, self addressed, postage ‘i)repaid 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.

submitted,

GA Bar No. 678222
Attomey for Universal Access, Inc.

Enclosures
cc: Ms. Tina Tygielski
Office of Public Counsel



In the matter of the application

of Universal Access, Inc.

for a certificate of service authority to
provide Basic Local

Telecommunications Services

in Portionse of the State of Migsouri and
to Classgsify Such Services and the Company
as Competitive
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APPLICATION

Universal Access, Inc. ("Applicant" or "UAI"), a Delaware

corporation, files this verified application respectfully

requesting that the Misgsouri Public Service Commission

{"Commigsion") issue an order that:

(a)

grants Applicant a Certificate of Service Authority to
provide resold and facilities-based Basic Local
Telecommunications Services in Portions of the State of
Missouri pursuant to Sections 392.455 and 392.420 -
.44055 of the Revised Statutes of Missouri (RSMo) 1994
and Sections 392.410 and .450, RSMc Supp. 1996.

grants competitive status to Applicant pursuant to
Section 392.361 RSMo Supp 1996.

waives certain Commission rules and statutory
provisions pursuant to Section 392.420, RSMo Cumm.
Supp. 19%96.




In support of its request, 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
312-660-5050

A copy of Applicant's Articles of Incorporation, 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, Esq.
Rau & Rau
1007 Olive Street, 5th Floor
3t. Louis, Missouri 63101

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. Local exchange
telecommunications services will initially be offered on a resale
basis by purchasing unbundled network elements from incumbent
local exchange carriers ("ILEC"). Applicant's initial services
will involve private line, dedicated access data transmission
services. The Applicant, in the future, also intends to provide
facilities-based service, utilizing its own telecommunications
equipment c¢ollocated in the ILECs' central offices. Applicant
may also lease dedicated transport services from the ILECs.
Applicant will also lease space to its customers at its neutral

transport exchange sites to connect its equipment to the



facilities of other car?iers. Applicant proposes to provide
basic local telecommunications service as a geparate and distinct
service within portionséof the State of Missouri. Applicant will
comply with billing, quality of service and tariff requirements
of the Commission. Applicant proposes to provide services to
prospective customers in all exchanges currently served by
Southwestern Bell Telephone Company, GTE Midwest Inc., and United
Telephone Company of Missouri d/b/a Sprint.

UAI intends to provide all forms of intrastate local
exchange telecommunications services including:

A. Local Exchange Services for business and residence
customers that will enable customers to originate and
terminate local calls in the local calling area served
by other LECs.

B. Switched local exchange services such as flat-rated and
measure-rated local services; vertical services, Direct
Inward and Outward Dialed trunks, carrier access,

public and semi-public coin telephone services, and any
other switched local services that currently exist or
will exist in: the future.

C. Non-switched local services (e.g., private 1line) that
currently exist or will exist in the future.

D. Centrex and/or Centrex-like services that currently
exist or will exist in the future.

E. Digital subsdriber line, ISDN, and other high capacity
line services.

UAI does not intend to service areas serviced by any LECs
that are eligible for a‘small or rural carrier exemption pursuant
to Section 251 of the Federal Telecommunications Act of 1996.

UAI does not intend initially to install any switching
equipment for the provision of local exchange service 1n the
State of Missouri. UAI initially intends to provide service by
reselling network services utilizing the facilities of the
incumbent LECs.




4, DApplicant has the experience in the telecommunications
industry and the technical and financial resources to provide
telecommunications services within Missouri. A brief descripticon
of the gualifications and experience of the key management
employees is attached hereto as Exhibit II, including Patrick
Shutt, President & CEQ; Robert Pommer, Secretary & CCO; Donna
Shore, CFO & Secretary, along with a description of the
Applicant's telecommunications background. A copy of 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, to December 31, 1997, is attached hereto as
Exhibit III.

5. Applicant hereby requests a temporary waiver of 4 CSR 240-

2.060 (4) (H) that requires Applicant to file a draft tariff
simultaneously with this application on the grounds that it is
impossible for Applicant to prepare a tariff until it has
executed interconnection agreements with the incumbent LECs and

those agreements have been approved by the Commission.

6. Applicant requests classification as a competitive
telecommunications company within the State of Missouri and
receive a lesser degree of regulation as permitted by Sections
392.361 and 392.420 RSMo. 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. BApplicant also reguests, pursuant to Section 392.420 RSMo

{Cum. Supp. 189%2), that the Commission waive the application of
the following rules and statutory provisions as it relates to the
regulation of Applicant:

Statutes

392.210.2

392.240(1) Rates-reasonable average return on investment.
392.270 Property wvaluation.

392.280 Depreciation rates.

392.290. Issuance of stocks and bonds.

392.300.2

392.310 Issuance of stocks and bonds.

392.320 Issuance of stocks and bonds.

392.330 Igssuance of stocks and bonds.

392.340 Reorganization.

Commission Rules

4 CSR 240-10.020 Income on depreciation fund investments.

4 CSR 240-30.010(2) (C) Posting exchange rates at central offices.
4 CS8R 240-30.040 (1,2,3,5,6) Uniform System of Accounts

4 CSR 240-32.030(1) {(B) Exchange boundary maps.

4 CSR 240-32.030(1) {C) Record of accegs 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 telephones.

4 CSR 240-33.030 Inform customers of lowest priced service.
4 CSR 240-33.040 (5) Finance Charges

4

CSR 240-35
The above-referenced rules and statutory provisions have been

waived to other 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 reguest
filed by the Applicant.

9. Correspondence or communications pertaining to this
Application should be addressed to:

Lance J.M. Steilnhart
6455 East Johns Crossing
: Suite 285
Duluth, Georgia 30097
(770) 232-9200
(770) 232-9208 (Fax)

10. UAI submits the following arguments to demonstrate that the
public interest will be gerved by the approval of this
Application:

The grant of a certificate to provide resold and facilities-
based competitive basic local exchange telecommunications
services to the Applicant will serve the public interest. The
Applicant's presence in the market will expand customer choice
for telecommunications service. The increased competition
brought by the Applicant to the market will have the effect of
improving the quality of telecommunications services in Missouri
and decreasing the cost of such services through increased
innovation and efficiency. The result will be beneficial to
economic development in Migsouri. The granting of a certificate
to the Applicant will contribute to the availability of
reasonably affordable local exchange services in the State of
Missouri.




WHEREFORE, Applicant, Universal Access, Inc., resgpectfully
requests that the Missouri Public Service Commission grant it a
certificate of service authority to provide resold and
facilities-based Basic Local Exchange Telecommunications Services
within portions of the State of Missouri. Applicant also
requests classification as a competitive telecommunications
company. In addition, Applicant requests a waiver of the above-
referenced rules and statutory provisions and a temporary waiver
of the tariff filing requirement.

Respectfully submitted,

Lance J.M. Ste€inhart, Esq.

Attorney at Law

6455 East Johns Crossing, Suite 285
Duluth, Georgia 30097

{770} 232-9200

GA Bar No. 678222

)

E

and

. Rau,
Rau & Rau

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

MO Bar No. 24856

Attorneys for Applicant




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 verify that, based upon information and belief, I
have knowledge of the statements in the foregoing Appl:l.catlon
and I declare that they are true and correct.

T T

Tina 'I'ygi/ell ski

Sworﬁ. to before the undersigned Notary Public on this
day of WIARY 3959 20co

)?ULQLVCL-fQLMWﬁ&AL;
Notary 'Qﬁblic :

MARY . C. ﬂ?wucm'

Print or Type Name

W ey

OFFICIAL SEAL
MARY C PAWLICKI

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

My commission expires: 3’/“3/"‘—’
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Exhibit I
Missouri Secretary of State Authorization
: &
Articles of Incorporation

See Attached
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Rebecca McDowell Cook
Secretary of State

CORPORATION DIVISION - CERTIFICATE QF AUTHORITY

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
PRIVILEGES GRANTED TO FOREIGN CORPORATIONS UNDER_] \GENERAL

IN TESTIMONY WHEREQF, 1 HAVE SET MY
HAND AND IMPRINTED THE GREAT SEAL OF.
THE STATE OF MISSOURI, ON THIS, THE
4TH DAY OF NOVEMBER, 1949.

e
Secretary of State




State of Delaware

Ojﬁce of the Secretary of State

PAGE 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OE-.--'INCORPOR'ATI,ON OF "UNIVERSAL ACCESS,

g

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

A.D. 1999, A'.E 9 O’CLOCK A M.

Lih o]

Edward |, Freel, Secretary of State

AUTHENTICATION: 9874757

991282291 . — e 07-20-99

3048026 8100




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

CERTIFICATE OF INCORFORATION
5 QF
AL ACCESS, INC,

ARTICLE
NAME

The name of the Corporation is Universal Acesss, Ine.

' - ARTICLE?
REGISTERED OFFICE AND AGENT -

The addrass of the Corporarion’s regisered office in the Smte of Delaware it 9 East
Loockerman - Street , , Daver, Delaware, Kent County. The name of the Corporation's registered agent
at such acaress is Nadona] Repistered Agents, Inc.
ARTICLE 3
FURPOSE

The purpose of the Corporadon s to cagage in any Jawfl act v acrivity for which
corporaions may be organizad wnder the Delaware Geaeral Corporadon Law.

ARTICLE 4
CAPITAL STOCK

The Corporation is authorized to issue two elasses of shares 10 be designated, respectively,

X ~Preferred Stack” and "Common Stack” The number of shares of Preferred Srock qumhorized to be

: issned is Twenty Miltion (20,000,000) end the number of shares of Comamag Stack authorized t be

issued is One Hundred Mill{on (100,000,000). The Preferred Stack and the Common Swck shall
i esch have 3 par valoe of $0.01 per share,

' : ARTICLES
! BYLAWS

In firdierance and not in lixnitation af the powers conferred By statute, the Board of Directors
shall have the power to adaps, amend or repeal the bylaws of the Corporation; pravided, hawever,
the Board of Dimvctors may nop repeal or amend any bylaw that ¥ stockholders have expressly
provided may not be amended of tepezled by the Board of Digectors. '
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ARTICLE ¢
DIRECTORS _
The ruumber of dicecvors of the Corporation shall be devermined in the mannee provided by

the bylaws of the Corporagon and may be increased or decressed from time to lime in the manner
provided therein. Elections of dircctars need qot be by wiilien ballot unless the bylaws of the

Corpomlnn so provide.

ARTICLEY -
AMENDMENTS TO CERTIFICATE OF INCORPORATION

The Carperatian seserves thavight o amend, alter, change or repeal any provision contained
in this Cerxificate of Incorporation, in the mannernow or hereafier prescribed by starute, and all rights
conferred wpon the stockholders herein ace graned subject 1o this reservation.

ARTICLES
INDEMNIFICATION , \

Each person who is or was & dicector or officer of the Corporation, and each person who
serves or served ar the request of the Corporarion a3 2 disector or officer of anather cuterprise, shall
be indemmified by the Corporation i aceordance with and 1o the fullest extent athorized by the
Delaware GcnmlCo:pcranou Law as it may be iny affect from time to rime,

ARTICLE 2
LIMITATION OF DIRECTOR LIABILITY

To the full exsent that the Delaware General Cosporation Law (the "DGCL"), asit exists on
the date hereaf, permits the [imitation or eliminaton of whe Hability of directors, a directar of the
Corporarion shall not be Liable vo the Corporation or frs sockholders for monetary damages for
breach of fiduciary duty as a director. Tn addivion, ifthe DGCL is amended 1o authorize a fixther
elimination or imitazion of the personal Hahility of a direstor of the Company for monstary damages,
then the liability of a direetor of the Company shall be eliminated or limited w the fullest extent
permiued by the DGCL, 29 so amended. Any amendment 1o o repeal of this Article 10 shall not
adversely affect any right of protection of a divector of the Corporatan foe or with respect oy scts
er omissions of such directar occurring prior to such amendment or repeal.

ARTICLE 10
CUMULATIVE VOTING

At all elections for directors, every sockhalder shall have the tight 1o vate, in persen or by

pmiy.th:munberofshnmawmdbyhimfurasmanypmamasmmmdimmm be elecied
and give one candidate 28 mAng votes ad the number of directors multiplied by the mumber of his

2.
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" ARTICLEI
PREEMPTIVE RIGHTS

Excepr a5 otherwise provided in Article 4, presmptive rights shall not exist with respect to
shares of stock or securities convenible into shares of stock of the Corporation.

ARTICLE 12
BUSINESS COMBINATIONS WITH INTERESTED STOCKHOLDERS

The Corporation exprssly clectnotio be gavemed by Section203 of the Delaware General

Corporarion Law.

ARTICLE 13
INCORPORATOR ,

’ The name and mailing nddmss of the mmporatnrofthe Corporation are as fallaws: Phillip
1. McGovem, Shefsky & Frostich Lid., 444 North Michigan Avemue, Suite 2500, Chicago, Hlinois

60611,

| THE UNDERSIGNED, being the Incarparaor hervinbefore named, for the purpose of
forming 4 corporation ptysuant o tha Delaware Generat Corporation Law, makes this Certificate of
Incorparation, hersby declaring and certifying that the facts herein srated are tue, and accordingly,

has hermunts set bis hand this 34 ¢~ day of Tune, 1999,

b ot

Phillip lﬁtfﬁvm Tncarporator

§02882-2

3



State of Delaware

Office of the Secrefary' of State

PAGE 1

: " L te e . oL et
2 R . LR

I, EDWARD J FREEI- SECRETARI OF STATE OF THE S'I‘ATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS ‘A TRU’E AN'D CORRECT_ '
‘COPY OF THE CERTIFICATE OF AMENDMENT OF “UNIVERSAL ACCESS

.._w .\-.

INC.", FILED IN THIS OFFICE ON THE TENTH DAY OF NOVEMBER A.D.
1999, AT 4 O'"CLOCK P. M ' '

A FILED COPY OF THIS CERTIFICATE H.AS BEEN FORWARDED TO THE

KENT COUNTY RECORDER OF DEEDS.

Edwnrd J. Freel, Secretary of State

3048026 8100 0075556

AUTHENTICATION:

o - .



‘ : . STATE OF DELAWARE
i A SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 04:00 PM 11/10/1999
991479582 - 3048026

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

UMnl Access, Inc. (ther "Corporation”), a corporation organized and existing
under and by virtue of the General Corporation Law of the State of Delawars, DOES HEREBY
CERTIFY:

1. The Certificate of Incorporation of the Carporation was filed with the
Secretary of State of the State of Delawars on Juns 24, 1999,

1. Asticle FOUR (4) of the Cuxﬁﬁeat;a of Incorporation be, and hersby is,
amended as follows: . :

The Corporation is authorized to issue two classes of shares to be
designated, respectively, "Preferred Stock” and "Common Stock.”
The number of shares of Preferred Stock authorized to be issued is
Twenty Million (20,000,000) and the mumber of shares of
Common Stock autherized to be issued is Thres Hundred Million

~ (300,000,000). The Preferrcd Stock and the Common Stock shall
éach have a par value of $.01 per share. :

In recordance with Section 242 of the Delawara General Corporation Law, the
above statement of amendment has been duly approved by the board of direstors and
stockholders of the Corparation.

IN WITNESS WHEREOF, Universal Access, Ing. ha caused this Certificate to
be signed by Scott D, Fehlan, its Assistant Secrotiry, Who does make this Certificats and declaro
and certify ander penalty of pedury that this Is the act and dezd of the Corporation and that the

facts wtated therein are true, and accordingly has caused this Certificate to bo executed this 100
day of Navember, 1999. , _ o , _ :




Exhibit II
Executive Officers' Qualifications and Experience

Company's Telecommunications Background

See Attached
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MANAGEMENT

Executive Officers And Directors

Qur executive officers and directors and their ages, as of Navember 30, 1999, are as follows:

Name ' . Age Position

Patrick C. Shutt(1)(2) ....cccvviviiiniasnn 32 President and Chief Executive Officer, Director
Robert J. Pommer, Jr.{1)(2) ............... 32 Chief Operating Officer, Secretary, Director
Donna M. Shore . ....oueisnncvrnnssncnncans 31 Chief Financial Officer, Treasurer

Holly A. Weller ......... PN 47 Executive Vice President, Marketing

Kenneth A, Napier ............ SR v..... 53 Executive Vice President, Client Services
Scott D, Fehlan ..........c.coviiiinninin... 31 General Counsel and Assistant Secretary
Mark A. Dickey........... eereraerraeas ... 35 Senior Vice President, Sales and Marketing
George A KiNg....oovnvineenrninsaninss ... 40 Senior Vice President, Corporate Development
Paolo Guidi ........covviiniiriiiiiiniines 57 Director P

Thomas Kapsalis (3) .o..ovvereseensss ‘veens.. 64 Director .

Robert A, Pallan(4).........covviinenninss. 39 Director

Joseph L. Schocken(2)(3)(4) vvcvvntnt ... 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 Vice 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 QOctober 1993 to February 1994, Mr. Shutt was the Vice Prasident in charge of
Business Development for Valuation Counselors, a business services company.

Robert J. Pommer, Jr. co-founded Universal Access in Qctober 1997, has served as our
Secretary since our inception and was our Treasurer from Qctober 1997 to August 1998, Mr. Pommer
has served as our Chief Operating Officer since December 1998 and as one of our 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 1993 to May 1994, Mr. Pommer was a consultant for Deita
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 Vice President of Finance and from March 1999 to
August 1999 she served as our Senior Vice President of Finance. From May 1991 to May 1998,

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

Holly A. Weller has served as Executive Vice President of Marketing since July 1999. Prior to
joining Universal Access, from December 1998 until July 1999, she was Vice President of Business
Development and Marketing for Amteva Technologies, a computer software developer which was
acquired by Cisco Systems, Inc., a manufacturer.of network equipment. From July 1997 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 Genergar\ager of the Wireless Data Group of Comcast Cellular Communications, a
cellular communications company. Priot to January 1995, Ms. Weller spent 10 years working far
NYNEX Carporaticn, a telephone company.

Kenneth A. Napier has served as Executive Vice President of Client Services since June 1999,
Pricr to joining us, from May 1997 to June 1899, Mr. Napler was Vice President of Business
Development for Klein Technalogfes, Inc., a computer systems design company. From Febryary 1991
to May 1997, he was a Senior Vics President of Strategic Development and a General Manager of
Commercial Operatjons 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 President of Sales since December 1998, From June
1996 to June 1998, Mr. Dickey was Director of Sales for USN Communications, an investment holding
company. From April 1994 to 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
1999. From January 1995 to May 1998, Mr. Fehlan was an associate, and from June 1998 to _
September 1999 he was a sharehoider 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 halds a J. D from Yale
taw Schoal,

Thomas Kapsalls has served as one of our directors since October 1997. From October 1997 to
February 1999, Mr, Kapsalis was our Chairman of the Board, Assistant Secretary and Assistant
Treasurer. Since June 1986, Mr. Kapsalis has been Chairman of K&D Faclilities Resource Corporation,
a business consulting firm. Mr, Kapsalis has also been a member of the Cole Taylor Bank Advisory
Board since September 1983,

George A. King has served as our Senicr 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 February 1995 to November 1996, Mr. King was a Managing Director of
Cambridge Partners, an investment banking firm. From December 1896 to August 1999, was a Senlor
Managing Director of Hudson AIPF, LLC, a financial advisory firm. From January 1994 to February
1995, Mr. King was a Vice President of Credit Suisse First Bostan, an investment banking firm.

Robert A. Pollan has served as one of our directors since February 1999, Mr. Polian has been a
Managing Director of Internet Capital Group, an internaet holding company, since June 1398. From
August 1995 to June 1898, Mr. Pollan served as a Chief Technology Officer and Vice President of
Business Development at General Electric Capital Corporation. From September 1991 to July 1995,
Mr. Pollan was co-founder and Managing Director of QFR, Ltd,, an advisory firm focused on the
arganizational and financial restructuring of industrial entamrises in Central Europa.

Joseph L. Schocken has served as one of our diractors since October 1998. He founded .
Broadmark Capital Corporation, an investment banking firm, in November 1986 and serves as its
Chairman. Mr. Schocken is also.a director of Broadmark Asset Management Company, an asset
managemaent firm. Mr. Schocken is also the head of Broadmark Capital Corporation's Corporate
Finance Group where he sarves as an advisor to a number of Broadmark's clients and pertfolio
companies, '

Roland A. Van der-Meer has served as one of our directors since February 1999. In June 1987,
Mr. Van der Meer founded and became a partner of ComVentures, a venture capital firm, From June
1993 to June 1997, Mr. Van der Meer was a partner at the venture capital firm of Partech
International.

Paolo Guidl has served as one of our directors since August 1999. He has bsen the President
and Chief 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 pravider of intercontinental telecommunications
services, in various capacities, most recently as President.

48




Exhibit III
Financial Information

See Attached
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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 Qctober 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 statements based on our audits. We conducted our audits of
these statements in accordance 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 exarnining, 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.

PricewaTertouseCooreas LLP

Chicago, lllinols
December 10, 1999

F-2




UNIVERSAL ACCESS, INC.

BALANCE SHEET
(In thousands, except share data)

The accompanying notes are an integral part of these f nancial statements.
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_Decomber 31, goiiamber 30, Sermanon:
1997 1998 P 1959 P .1?:9. %
u
ASSETS : _ (Unmusitec)
Current assets; ’ : .
Cashandcashequlvalents;.......... ......... Cerererisnen PP feveasnaaes $ 18 844 § 21708
ACCOUNES receivable, NBL. ... .. .. ..cuiiiensanrenesnensrnsresstsonernresssssanernes 44 657 2.666
Prepaid expenses and ather currenl Y301 . iisereesena - 15 142
Security deposits . ,....... srearenns ieesravsaresrarnras cereranes tereerresanrans 54 85 360
Otherreceivables........... Cheraranas fearanane reires devneae . vrsaues — —_ 265
. Total CUMent 858818 ... cuvveivnenanncarssostioinssiasarsrsnsrnatiasssassosa 89 1,601 25,126
i ord s B - -— 149 149
Pmpenyandaquipmant nat...............-. ............................ heerrsraers 1 219 13,512
Intangible assets, net ............ N — —_ 1,204
Other ..........vuve- Crrerae errereretate e r e ettt e ittt berersenane — — 18
Total assets........ e e eeeeeeeaerenaent st et ie et e s tesa et sasarninnns $ 100 $ 1969 $ 40,009
LIABILITIES, REDEEMABLE CUMULATIVE CONVERTIELE PREFERRED STOCK AND
STOCKHOLDERS' (DEFICIT) EQUITY -
Current flabilities:
Accounts payable......... e s tenrsteraseentebrr e ratas Chreerasasarsernanas $ 56 § 577 § 8401
Flegulalmytaxespayable ............. e eraseeiienraane e raines Peeisrerereiuns —_ 28 911
Accrued expensas and other cument Babilities ehvreeereeaereretasrensarrannans venve 2 47 222 -
Uneartied revenue ,............. e rterareseraertestasesiittnsinrtans ferresenans —_ 381 1.461
Nates payable — SharaNOIBarS .. .vuerirerseraresrrontraranrorstassoanrsrssssnnnse 76 128 -—
NOES PAYADIB . . .\ u i iiviensrvavrrrrrsesivassassssasssasrrssssssccncronsasannnns - —_ &84
Current obligations under capital Ieases ........................................... - T 149
Unissued Serigs A ....iiiireeeeriivaiiiacnrssarsisatirarsessssnnsinns bevnensvans —_ 1,004 -—
Total current Habilities .....vvvvenenaninencss 134 . 2,163 11,198
Notes payable...... e beriereesatatantensnrrrarns —_— 149 131
Ohligaticns under capital leases, net of current portian , . —_ — 254
Security deposits payabie..... Nessaereriasaransennaney — —_ 240
Total Habilitles .. ....vovvrreeeriinneerirtionsasosssssrarensrans teberrnrnes 134 2312 11,823
Commitments and contingencies (Note 7)
Series A Redeemable Cumulative Convertible Preferred Stock, no par value; 1,000,000
shares authorized; 335,334 shareg issued and outstanding pius accrued dividends of
$20 (liquidation value of $803) (Note 12) .....cecverunirennanss Crreressansirsinn. -_— 903 —_—
Series A warrants {NOtE 12) ... ... cvrvererarioncirecnnineriisenessssnssstasrrennns — 36 —
Total redeemable cumulativa convertsbla prafafred 32 - 039
. Stockholders' (deficit) equity:
Preferred Stock:
Series A Curmulative Convertible, $.01 par vaiue; 1 000,000 shares authorized;
772,331 shares issued and outstandlng plus accrued dividends of $150 (liquidation
value Of 82,181) ..vvuivureueinrnresriansacrrannsorsossssssnseransnrsnsnccnnes —_ —_— 2,181 —
SENBs A WEITANIS +v.ooomsssvnsoonnsnssnensnansinssuneasnensnsnsnnenen oo - _ 83 _
Series 8 Curmulative Convertible $.01 par valua. 2, 400 000 ‘shares aulhodzed
2,233,335 shares issued and outstanding plus accrued dividends of $215
(Hqutdalion value of $5.448) ... iieiiiiiiii i e e Crareseesarran, —_ —_ 5,448 —_
SeriBs B WaIMANIS . .. ..t ienviirnenatianatisnsasassisssasaisasenenasonsaneyns —_ -_— 500 -_
Series C Convertible, $.01 par value; 667,000 shares authorized; 666,667 shares
Issued and outstanding (liquidation value of $1,941) ...t - — 1,841 —
Series D Cumulative Convertible, $.01 par value; 7,058,823 shares aulhonzsd .
6,039,864 shares Issued and outstanding plus accrued dividends of $278
{liquidation vale of $25,785) . .ccueeenrrerirocsisiaaans Cenrrarreas rerrrees - —_ 25,785 —

Series D Cumulative Convertible subscriptlons TECEIVEDIE - - v ovvsvnen s o rnononens —_ -_ (155) -
Common stock, $.01 per value; 300,000,000 sheres authorized; 23, 799 000,

30,300,000 and 31,925,000 shares Issued and cutstanding; )

70,078,889 September 30, 1999 pro forrna shares issued and outstanding ......... . 136 225 2,170 37,350
Common stock wamrants ..., ,... D - —_ 13 596
Additional paiddn-caplal. .. ... . iiiiiiiiiiiie e et - 487 4,750 4,750
Deferred stock option plan cOMPaNnSation .......cesirecersrrscerersrsinisnereirises — {422) {1.569) {1,569)
Accumulated deficit ... i i i ie i ccar e i a e {170) (1.572) (11,256} (11,2586)
Notes receivable — eMploYBeS .. ...vvvvvrnierecarannannen. Cereerenn eerrereereras — — {1.685) {1.685)

Total stockholders' (deficit) equity ....... etermeeraeritaerateaa e annn s (34) (1,282) 28,186 28,186
Totat liabilities, redeemabla cumulative canvertble preferred stock and )
stockholders' (deficit) equity .....c..ovvssvariiriarrsennns eertaaearaneas $ 100°$ 1,969 § 40,009 $ 40,009




UNIVERSAL ACCESS, INC.
STATEMENT OF OPERATIONS

(In thousands, except per share data)

From For the .
Inception to  Year Ended For the Nine Months
December 31, December 31, _Ended September 30,
1997 - 1998 1988 1999
{Unaudited)
Revenues: .
Circuit access.....ocveviennses $ 77 $ 1,589 $ 718 $ 8,368
Universal Transport Exchange.... — 40 12 215
Total revenues ............. 77 _ 1629 730 __8583
Operating expenses:
Costof revenues ............ovnn. 66 1,256 592 7,477
Operations and administration...... 180 1,516 890 7.144
Depreciation ............. ceerinas ' —_ 47 1 290
Stock option plan compensation .. .. — 85 48 3,085
Total operating expenses..... 246 _ 2884 - 1,529 _17.996
Operating loss ....... s (169) {1,255) (799) (9.413)
Other (expense) income:
Interest expense..........oueennes (1) (27) (8) (19)
Interest income...........0oivenns —_ 8 — 373
Other expense ........... [ESTET . — (100) - —
Total other {expense) , : _
income ., . ...coovvenn. ceee (1) (119) (8) 354
Netloss ...cvvveenns rersasiaaes cenn (170) (1374) {8G7) (9,059}
Accretion and dividends on
redeemable and nonredeemabie
cumuilative convertible preferred
SIOCK . ...iiiiii it i — (28) — (625)
Net loss applicable to common \
stockholders .o .o iiiiiiiiiiiann $ (170) $(1.402) $ (807) $(8.684)
Basic and diluted net logs per share .. $ (0.01) $ (0.05) $(0.03) $ (0.31)
Shares used in computing basic and
diluted net loss per share.......... 23,799 29,063 28,631 30,867
Unaudited pro forma basic and diluted
net loss pershare ..............ne $ (0.05) $ (0.18)
Shares used in computing unaudited
pro forma basic and diluted net loss ,
pershare........i..cociiienos 30,068 51,513

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

STATEMENT OF CASH FLOWS
(In thousands)

.Cash flows from operating activities:
= P
Adjustments to reconcile net Ioss to net cash used
for operating activities:
Depreciation ........... s eraney
Amortization .. ... ...iiieiiiiiinainariireans
Stock option plan compensation .. .....cooveie
Stock issued for services ........... Caeenesn s
Provision for doubtful accounts ................
Changes in operating assets and liabilities:
Accounts-receivable ... .....iiiiiiiiiinian.
Prepaid expenses and other current assets .

- Security deposits .......vv.uetes
Accounts payable .......ccevveviienicaanas
Accrued expenses and other current uabtutles
Unearned revenue ...........coee0s Cresens .-

Net cash used for operating activities ......

Cash flows from investing activities: .
Purchase of Pacific Crest Networks, Inc...........
Purchase of property and equipment.............

Net cash used for investing activities.......
Cash flows from financing activities:

Proceeds on line of credit. . ;
Payments on line of credi! ....... Cresasenees aeae
Proceeds from notes payable ........ovevveerens
Paymants on notes payable............occvuene

Payments on capital lease obligations ........... .-

Dishursements under note receivable — employee
Proceeds from unissued Series A Preferred Siock
Proceeds from issuance of Series A Preferred

] (o N '
Procseds from issuance of Series B Preferred
Stock ... i abernastsennas .

Proceeds from Issuance of Saries C Preferred
£31{s v S
Proceeds from issuance of Series D Preferred
Stock ...iiir i tebtesearetarres
Proceeds from issuance of common stock ....... .
Proceeds from issuance of Setles A Preferrad
Stock wamants .......ociceiinsiiarinene v
Proceeds from issuance of Series B Preferrad
Stock warrants .......ceeeinvennencrnannns
Proceeds from issuance of common stock warrants
Proceeds from exercise of Series B Preferred Stock
WaITBNIS . et ivvsrnersnonane
Cash deposit to collateraliza note payable, net .

Nat cash provided by financing activities .......

Net increase in cash and cash equivalents........ .

Cash and cash equivalents, beginning of percd.....
Cash and cash equivalents, end of period ..........

From For the For the Nine
inceptionto  Year Ended - Months Ended
December 31, Decamber 31, September 30,
1997 1998 1998 1999
{Unaudited)
$(170) $(1.374) .  $(807)  $(9.059)
- 47 1 230
—~ — — 60
— 85 48 3,085
- — — 110
4 42 32 513
(48) (655) (215) (2420}
— (15) (42) (673)
{54} {31} {20) 240
56 521 300 1,142
2 73 14 1,047
— 381 214 . 1,080
(210) (948) T (537) (4,645)
— — — {807)
(1) . (265) (54) {5,836)
(1) (265) (54) (6,743)
- ars 378 750
- (378) — (900)
76 199 50 100
- — — (267)
- - - {15)
. — - (200)
=~ 1,004 —_ —
- 875 875 122
- — — 4585
- - - 1,841
— e — 24,892
136 a9 89 —_
- a6 36 47
- - — 1,197
— —_ — 13
— - - 2
— (149) — —
212 2,054 1,428 32,247
1 843 8a7 20,859 -
— 1 1 B44
$ 1 $ 844 $ 838 °  $21,703

Il

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)

Notes Recalvable —
o . Defered Employess and
alamed Common Additiona) Stock Oplion Series D
_ Profermd Stock gy, CommonBtock gy patgen Pisn Accumulated  Subscriplions
Shares Amount Wamants Shares Amount Warants Capltal Compensation - Deficht RAecelvable Total .

Balance al October 2, 1997 ..... — % - 8% - — $ — & $ — $§ — $ —_ s - s —
Issuance of common stock........... prerirrrene —_ - — 23,789,000 136 —_ — _ —_ — 136
Netloss . ............. Sreererarnas - — - - - = - — (170) — (170)
Balance at December 31, 1997 ............ - — — 23793000 136 - - — (17a) — {34)
Issuance of common stock........... veresrannne 6,201,000 89 — -_— — —_ — B89
issuance of Series A Preferred Stock............. — - —_ —_ : i
issuance of Series A Preferred Stock Warrants . ... - — - —_
Exercise of slock options ............ heressaraes —_ —_ —_ 300,000 -_— —_ —_ — —_ —_ —_
Peferred stock option pian compensation ......... - —_ -— -~ _ — 487 {487) — —_ —
Stock option plan compensation..........c.cueu. — — _— —_ — -— —_ 66 — — 65
NelJ0SE .vouvnieinienieccerecroransssssnanraos — —_ —_ — —_ -— — — {1.374) — (1.374)
Accration and dividends on Hedeamable Ser[es A

Preferred SIOCK .....covvevenviancvnrenncanns — —_ — — - = — — {28} _— {28)
Balance at December 31,1898 .............v00s - — 30,300,000 225 -— 487 {422) {1.672) —_— (1.282)
Accretion and dividends on Hedeemable Series A

Preferred S10ck ... viviiieiiiiiiarsacnenenas — - — - — - - - (9) — (%)
Termination of mandatory redemption tealure of L

Sevies APreferted Stock ... .vovvaviiiiiiio., 335,334 912 36 — —_ -— -— — —_ — 948
Issuance of Series A Preferred Stock ... ........ .. 436907 1,128 —_ — — —_ —_ _— —_ —_ 1,126
Issuance of Series A Prefened Stock warrants .. .. - — 47 —_ — —_ —_ —_ — —_ 47
{ssuance of Series B Preferred Stock............. 2000000 4534 — — ~— — — —_ — ) — 4534
Issuance of Series B Preferred Stock warrants ..., - - 1197 —_ —_— —_ - - - -— 1,197
Issuance of Series C Preferred Stock. ... ......... 666,667 1,941 —_ —_ — _ —_ — —_ — 1,941
Issuance of Series D Preferred Stock.....c.coee. 6,039,964 25,607 — - — — — — — {166) 26,352
lssuance of common stock. ........... Cebenenaas — - - 326,000 460 - — _ — — 460
lssuanca of common stock warrands .........oi0e —_ —_ - - _ 13 — — -_ - 13
Issuance of common stock options by certain -

shareholders .. .....covuivicinivarennosnonans —_ — e —_ — — k1] —_ — _— 41
Exercise of Series B Prefered Stock warrants . ... 233,336 699 (697) -— —_ — — - - - 2
Exercise of common stock optionS........evuuue — — - ' 1,300,000 1485 — —_ - _ {1.4856} —
Note receivabila — employes .. ............ — —_ —_— - -— - - —_ — (200) {200)
Delerred stock option plan compensation...,..... - - - - - —_ 1,362 {1,362) _ -— —
Stock oplion ptan compensation................. — - —_ —_ — — 2870 2186 — -— 3.085
NElIOSS oo oevieieicnemransrsssnsnssssnrsonanns — - — — — —_ —_— -— {9.059) —_ {9.059)
Dividends on Serles A Preferred Stock ........... — 123 -— — —_ — —_ — (123) —_— —
Dividends on Series B Prefemed Stock ........... - 215 - — - — —_ — {215) — —_
Dividends on Series D Preferred Stock .. ..c.c.ven — 274 —_ —_ - = — — {278) — —_
Balance al September 30, 1899 ... __........... 8712297 $35335 § 683 31.925000 $2170 §13 $4.750 ${1.669) $(11,256) $(1.840) $28, 186

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




UNIVERSAL ACCESS, INC.

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

Note 1 — Summary of Significant Accounting Policies
The Company

Universal Access, Inc. (the “Campany™ ar "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 capacity and transport
suppliers who sell 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. UAI operated as a
subchapter S-Corporation until September 27, 1998, at which time it converted to a C-Corporation.

‘Basls of Presentation

The accompanying interim financial statements for the nine months ended September 30, 1998
and the related notes have not heen 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, 1997, the year ended December 31, 1998 and the nine month period
ended September 30, 1999 and include all adjustments, which were of a normal and recurring nature,
which in the opinion of management are necessary to present fairly the financial position of UJAl and
resulis 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 Prq Forma Balance Sheet

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

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 ocutstanding during each period presented into common
shares, as if the shares had converted immediately upon their issuance.

Revenue Recognition

Clrcuit access and Universal Transport Exchange services are billed monthly in advance under
contracts with terms ranging from twelve to sixty months. UAI 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.
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UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS (Continued)
Information for the Nine-Month 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 \mth
an initial maturity of three months or less. All cash equivalents are recorded at cost.

Accounts Receivable

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 potantially subject UAI to concentration of credit risk primarily
include accounts receivable. As of September 30, 1999, two customers, represented 49% of accounts
receivable. During the nine months ended September 30, 1399, 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 94% of total accounts receivable and 81% of total revenues during 1997, 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
prescribed by Accounting Principles Board ("'APB'"} Opinion No. 25, *'Accounting for Stock Issued to
Employees,' and related interpretations. Accordingly, no compensation expense is recorded for
options issued to employees in fixed amounts and with fixed exercise prices at least equai o 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 {0 non-employees ara accounted for at their 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 of *'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 liability adjustments and unrealized gains and lossas on
certain investments in debt and equity securities. During the periods ended December 31, 1997 and
1998 and September 30, 1999, comprehensive income was comprised solely of net income. As a
result, the adoption of SFAS Na. 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 for its classes of assets are as follows:

Fumiture and fixtures ...... ereena. Pretisaressaauataeartsanata it 3 years

UTX BQUIPMENT L. ee ettt ieiiiestrsiaarssrtosiassssnasnnonnarss 7 years
Computer hardware and other equipment. .. ..o viiiiiiiiiieninanns., 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

Repairs and maintenance, which do not significantly i increase the life of the related assets, are
expensed as incurred.

intangible Assels

_ The excess of 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.

Uso 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 liabllities at the date of the financial statements and the reported amounts of revenue
and expanses 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 thae future cash flows expected to result from the asset, and if
the sum of the expected undiscounted future cash fiows is 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. To 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 consequences in future
years of differences between the tax basis 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, 1998, 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 October 2, 1997 (inception) to
December 31, 1998, no mcome taxes would have been due since the Company incurred losses
during this time petiod.

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 split
in February 1999, a 3-for-2 common stock spiit 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 Juty 30, 1999, UAI acquired substantiallv;( 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, UAl assumed certain liabilities of PCN including
$276,000 of accounts payable, $418,000 of obligations under capital leases, and obligations under
operating lsases 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 basis over a penod of five years, which represents the
estimated useful lives of these intangible assets.

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

Year Ended Nine Months Ended
December 31, 1998 September 30, 1999

Revenues.....ccviiiniinienioninninannns $2,180 $9,107
Net1oSS ..o viviiriiinaiiiniesninneinanaes 2,158 9,754
Basic and fully diluted loss per share......... 0.07 0.32

On November 1, 1999, UAIl acquired substantially all of the assets of Stuff Software, Inc. ("SSI")
in exchange for $330,000 in cash and 50,021 shares of LAl 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 accounted for under the purchase method of
accounting. SS! developed software and databases for the telecommunications industry. UAI 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 1993 1999

Furniture and fixtures .......ccovveeriiiiraniocnecnnes $— $119 $ 654
UTX equipment ......coviverrerrininirsrcsneransas — 85 10,963
Computer Nardware .....cvcvvernrnssiartrsntsnsanses —_ —_ 2,109
Other equipment . .........oiiiiiiaiiiaiiaiiin een 1 62 73

, ' 266 13,799
Less: Accumulated depreciation and amortization ,..... — (47) (287)
Property and equipment, net.........ccoovinnninn $___1_ $219 $13.512

At September 30, 1989, $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
September 30, 1998 is Unaudited

Note 5 — Notes Payable

Notes payable are summarized as follows (in thousands): )

December 31,  geptember 30,
1997 1998 1999
Note payable — Bank {interest at 7.5%).............. $—  $149 $111
Notes payable to shareholders (weighted average
interest at 9.7%) ....vuiiri i 76 126 —
Note payable (interestat 10%) .........ccvviiiias, — — 20
Note payable — City of Eugene, OR' {interest at 7%) .. _— — 54
Notes payable .......... iestessaietatssnasrrnaas $76 $275 $185

||
||
|

In November 1997 and March 1998, the Company entered into separate note payable
agreements with two of its shareholders in the criginal 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 $78,000 is collateralized by a $63,000
security deposit. The $50,000 note payable is unsecured.

In Noveriber 1998, the Company entered 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 originat principal of the note.

In connection with the July 30, 1993 purchase of PCN, UAl assumed the following debt:
$150,000 note payabie with a bank, $20,000 note payable to an individual and a $54,000 note
payable to the City of Eugene, OR. The $150,000 note payable to the bank was paid in full prior to
September 30, 1999. The other notes remain cutstanding at September 30, 1999,

The $20,000 note payabie 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 penaity.

The $54,000 City of Eugene, OR note payable bears interest at 7%. The entire balance was due
" on August 1, 1999. 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, 1998, The Company did not receive the
proceeds of these promissory notes until after December 31, 1998; as such the notes payable were
ofiset by the proceeds receivable at that date for presentation purposes.

At September 30, 1999, the Company has twa line of credit arangements to borrow up to 2 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 fine 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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Note § — Income Taxes

There Is no current provision or benefit for incoma 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.

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

December 31,
7 1998
Net operating Ioss ......vcvviiiiiniiiiiinennnenanes e retenaas $ 93
Stock option plan compensation ......ccveiiiiiiiiiiiiieiiiee., 18
Allowance for doubtful aceounts . ......ccoiiiiiii it i, 19
O Bl . it ieiin s ersniaeetaaatiataanastanatatenttatnnnnannns 21
151
Valuation allowante . ...t ieeitananatitetassseessssnarsssnses (151)
= $§ —

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 avaiiable 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 UA! will generate future earnings sufficient to realize the benefit of these net operating loss
carryforwards, a valuation allowance for the full amount of the deferred tax asset has been recorded.
Additionally, Section 382 of the Internal Revenue Code imposes annual limitations on the use of net
operating loss carrytorwards if there is a ¢change in ownership, as defined, within any three-year
period. 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 facilities, office faciiities 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, 1899 to December 31, 1988 . . ... cviiiiiniinnenenns e $ 487
4 010 2.480
2 ¥ A e 2,307
P07 A 2,332
0 T AU 2,402
20 2,485
B0 T=1 == 11 (= 16,849
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Information for the Nine-Month Period Ended
. September 30, 1998 is Unaudited

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):

Qctober 1, 1999 to December 31, 2000. . ... it ii i i ie e $ 53
2000 .. ittt e rrea et e et s aar e et s e eerrteereeanes 250
2001..... P et ereerentieier e tranaetranaaans 168
{011 1
Total minimum capital lease payments .......c.ccoceeeivanes i 472
Less: imputed interest ........... ..ol i eraereetererianheserans (69)
Present value of minimum capital lease payments _............ccovvviunn, 403
Less:current portion ... .oo ittt it i i eae et e (149)
Long-term capital lease obligations .................ooiiiiiiiiiiiii... $ 254

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

Qctober 1, 1999 to December 31,1990 it i, $ 1,548
200 A R e e 11,356
2101 e . 18,065
2002......000hvnenn F et anrrenaeatenneaasre e e s 18,043
P~ S 16,025
210 T 15,001
Thereafer .....eeeeeeereirerenenrsneninns i e irreeriiaaa., 34,250

Total minimum purchase COMMItMENtS ........ooviieiniiiennnn.. $114,288

In Novemnber of 1999, UAI entered into an additional agreement with a telecommunications vendor
that requires UA! 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 ekedit 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, UAI entered into certain transactions with shareholders and directors for the lease of
office space and pager equipment. Rent expense for these leases approximated $65,000 in 1998.

During 1998 and the nine months ended September 30, 1999, UA! 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 preferred
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stock. During the nine months 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 Cumuiative
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, UAI issued to Broadmark 360,000. common 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' ). UA! also issued to Broadmark
77,233 Series A Cumnulative Convertible Preferred Stock Warrants (*'Series A Warrants'') in
connection with sarvices renderad related to the issuance of Serles A Cumulative Convertible
Preferred Stock. UAI 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. UA!
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 Serias B Praferred Stock, UA! 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 commaon 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, UAl executed a full-recourse promissory note In connection with a loan to an
officer of the Company for a principal amount of $200,000 with a per annum interest rate of 8%. The
promissory note will become immediately due and payable on April 30, 2004.

On August 4, 1998, 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 directors authorized leans to these officers, pursuant to non-recourse
promissory notes for a total amount of $1,485,000 with an annual interest rate of 8%. The promissory
notes will become immediately due and payable on August 4, 2004, During the nine months ended
September 30, 1999, 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 recognized in the three rnonths ended December 31, 1999 related to
these notes recelvable, :

Note 9 — Industry Segment and Geographic information

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

Note 10 — Employee Benefit Plans and Employment Agreements

Employee Savings and Benefit Plans

As of January 1, 1999, UA! implemented a rétirement savings plan pursuant to Section 401 (k) of
the Internal Revenue Code, which covers substantially all of the Company's employees. Employer

F-14




UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS (Continued)
Information for the Nine-Month Period Ended
September 30, 1998 is Unaudited
contributions ta the retirement savings plan are discretionary. For the nine months ended
September 30, 1899, 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 ane 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 Option 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 UAI no par vaiue Common Stock (the “Common Stock™) reserved for issuance under the
Plan is 13,000,000, Awards granted under the plan are at the discration 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
Commaon Stock were available for additional awards under the plan. In November 1999, UAI's Board of
Directors adopted the 1999 Stock Plan and the 199¢ Director Option Plan. Upon an qualified initial
public offering, no turther options will be granted under the 1998 Plan.

If the Company had elected to recognize compensation cost based on the fair vaiue of the
options as prescribed by Statement of Financial Accounting Standard No. 123, *'Accounting for Stock-
Based Compensation”, the jollowing results would have occurred using the Black-Scholes option-
pricing model with the listed assumptions:

Nine Months
Year Ended ~ Ended
December 31, September 30,
, 1958 1999
Pro forma net loss (in thousands) ............ e . 51375 $9,506
Pro forma basic and diluted net loss per share ....... ' 0.05 0.31
Volatility .......... e enee et et aaaes 0% 0%
Dividend yield ..... et eariecetteat et etanas 0% 0%
Risk-free interest rate.........ccovevvineienerenennans 5% 5%
Expected lite Inyears. .....oivivieiniianiinanes Ceren 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 months 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, 1999 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 receivabie as described in Note 8.

The vesting term of options granted under the Plan shall be fixed by the Board of Directors, or
compensation commitiae elected by the Board of 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 UAI capital stock, the exercise price may not be lower
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than 110% of the fair market vaiue on the date of the grant aljd the ‘option term may not exceed
5 years, : ) .

The following information reiates 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, 1939
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 ......cvriiiiiaiiaines 3,450,000 $ 0.000654 2,355,500 0.228221
Exercised.......ccoceiiiiiiiiiinns (600,000) 0.000003 -— —_
Forfeited.......cooveeiviniiannnn, p— — {155,500) 0.370418
Balance at end of period ..:.......... 2,850,000 § 0.0008 =§050.000 $ 0.095045
Weighted average fair value of options '
granted during the period...... e $ 0.14 $ 0.63

The following information relates to 'stock options with an exercise price which equaled the fair
market value of the underlying common 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 ........... - — — 648,000 $0.0880
Granted ........c.coiiiniiiniiniinenins 654,000 $0.0910 4,622,000 1.6838
EXercised . ..vveiirnneienrarensnanes —_ — (200,000) 1.3750
Farfeited ....ovviennnnnenns Ceaeeeas .. . (6,000) 0.3800 (46,000)  1.1630
Balance at end of period....... TP 648,000 $0.0880 5,024,000 - $1.5042
Weighted average fair value of options .
granted during the period ..........v0.t $ Q.02 $ 0.37
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The following mformatlon relates to stock options with an exercise price whtch was greater than
the tair value of the underlying stock on the date of grant: -

Year Ended Nine Months Ended
Decemhber 31, 1998 September 30, 1999
Weighted Weighted
Average Average
Number ot Exercise Number of Exercise
Shares Price Shares Price
Balance at beginning of peried ........... — —_ —_ $8 —
Granted....... e raeraiseraerereriaae —_ - 800,000 1.5125
Exercised ......cc.iiiiiiiieniiiriiies — — (800Q,000) 1.5125
Fodeited .........ovieniieianiis - -_ — o
Balance at end of period . ............... = = — —
Weighted average fair value .of options \
granted during the period .............. , $ 019

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

Exercise Prices

° $0.000003 $0.085 $0.2533 $1.38 2.1 $3.21
to 50.0017 10 $0.11  to 50.27 1o $1.83 1o $2.79 1o $4.25

Stock Options Cutstanding
Number

.................................... 2,850,000 582,000 3,292,000 1,594,000 1,404,000 352,000
Weighted average exarcise pricg............. $0.0000006 $ 007 $ 027 $ 1.38 % 273 $ 326
Weighted average remaining contractual life .
T (YBAMY tiiiiiiiier e aie e iaae e 3.08 381 458 4.84 495 496
Stock Options Exercisable .
L3 1+ P 882000 181,000 — 300,000 100,000 176,000
Weighted average exercise price . .... cerreeen $ 0.000001 $ 007 - 8 1.38 % 21t § 2719

During 1998, 600,000 stock options were issued to non-employees for services rendered during
1998. These 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 recognized during
1998. During 1998, all options issued to non-employees were exercised,

The above disclosures mcluda 200,000 options granted on August 4, 1999 to a non-employea
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 applicabla to
common Stockholders (in

thousands) .............. $ . (170) 3 1,402) § 807) $ 9,684)
Basic and diluted weighted
average common Sharas

outstanding........ e 23,799,000 29,063,000 3_&6_31_.999 _30.867,000
Basic and diluted net loss ' '
persharg............ vee. 8 (0.01) 8  (005) 8 (0.03) $ 0.31)

The Company had securities outstanding which could potentially dilute basic earnings per share
in the future, but were excluded in the computation of diluted net loss per share in the periods
presented, 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 paotentially dilutive securities
outstanding from inception through December 31, 1997, '

December 31, September.stl,

_ 1998 1999
Series A cumulative convertible preferred stock .. ......c..i.vees 335,334 772,331
Series A cumulative convertible preferred stock warrants........ 33,333 77,233
Series B cumulative convertible preferred stock ............ ceen L - 2,233,335
Series B cumulative convertible preferred stock warrants........ —_ . 166,667
Series C convertible preferrad stock . ....cviivuicnnrernrnnnn, - 666,687
Series D cumulative convertible preferred stock ..... rerererraa _ 6,035,964
CommOon STOCK OPHOMS ..\ enveveirienneeririrnsenssesnennes 3.498,000 10,074,000
Common stock warrants ......ovuvneianees bireareiriasanene —_ 360,000

Note 12 — Convertible Preferred Stock and Warrants

During 1998, UAI issued 335,334 shares of Series A Redeemnable Cumulative Convertible
Preferred Stack (“'Series A Preterred Stock') for gross proceeds of $1,006,000. Additionaily, 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, 1999, UAI issued 436,997 shares of Series A Preferred Stock for
grass proceeds of $1,311,000. Included in this issuance were the 385,830 shares related to the
amount presented as Unissued Series A Preferrad Stock 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 Stock at $3.00 per share.
These warrants were valued at $36,000 using the Black-Scholes valuation model. tn connection with
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the February 1999 sale of Series A Preferred Stock UAI issued warrants to purchase 43,900 shares of
Series A Preferred Stock at $3.00 per share. These warrants were valued at $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 holders 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 UA! 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, nghts and Preferences whereby this
mandatory redemption feature was terminated.

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

Redeemable
Redeemable . Cumulative
Cumulative Convertible
Preferred Stock - Stack
- Shares Amount Warrants
Balance at December 31, 1997 ........ et rreaaren e —_ $ - $ —
fssuance of Series A Preferred Stock.......ccovviientt, 335,334 875 _—
issuance of Serigs A Preferred Stock warrants ............ —_ — 26
Accretion and dividends on Redeemable Series A Preferred
2 (T o R — 28 —
Balance at December 31, 1998 ... .ioiivreivrvenaniaas . 335,334 203 36
~ Accretion and dividends an Hedeemable Series A Preferred . ;
3] oTe: S — ' g —_
Termination of mandatory redemption feature of Series A
Preferred Stock ....... ettt eareananaseaanesatartannnn {335,334) (812) (36)
Balance at September 30,1999.......vceviieniniiene, - $ — $ —

On February 8, 1999, UAI issued 2,000,000 shares of Series B Redeemable 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 commen stock options granted by the principal shareholders 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 of the Series B Warrants were exercised.
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On April 30, 1999, UA! issued 666,667 shares of Series C Convertible Preferred Stock ("'Series C
Preferred Stock’) for gross proceeds of $1,950,000.

Ouring the period from June 30, 1999 to September 30, 1999, UAI issued 5,957,611 shares of
Series D Curnulative 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, 1959 for gross proceeds of $50,014.

On November 10, 1999, UAl issued 1,557,385 shares of Series E Cumulative Canvertible
Preferred Stock {''Series E Preferred Stock’) and warrants to purchase an additional 40,000 shares
of Serles E 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
multiplied by the lesser of 3.75 or the quotient of $750 million divided by the product of the number
of fully diluted shares of commen stock cutstanding 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 accurnutated but unpaid dividends. This distribution
has preference over any distribution to common stock holders.

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

. Annual
Dividend Conversion
Rate Ratio
Series A ......c..unss 8% 6-to-1
SenEE B it it riaeaaees 5% 8-to-1
SeriesC............ Crrrereaarenrenans None 3-to-1
Series D ..iiiiviiiiiiirieieiiniaeass 6% 3-to-1
SeneS E .ivvvveiiinrininriiiiiaenean, 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 Cammon Stock at the above conversion ratios.

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

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 outstanding.

The Company has a sufficient number of authorized Common Stock shares available to issue
upon the conversion of the outstanding preferred stock, warrants and stock options.
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As of September 30 1999, Common Stock shares reserved for issuance- are as follows:

September 30,
] ‘ 1999
Series A cumulative convertible preferred stock ........ . 4,633,986
Series A cumulative convertible preferred stock warrants................. 463,398
Serles B cumulative convertible preferred stock ............. [ 13,400,010
Series B cumulative convertible preferred stock wamants........covvevnens 1,000,002
Series C convertible preferred stock ......vvvviiiiiiiii i iieiiiennene, 2,000,001
Serles D cumulative convertible preferred stcck ..................... P 18,119,892
Common stock options ...cvvinerrinirineeeieeninen, Vessrssensravens 10,074,000
Common stock warrants ......oeeievernneennn, e heerererreaveraantns 360,000

Note 14 — Supplemental Cash Flow Disclosure

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

On August 4, 1999, UA! executed notes receivable with three of the Company s officers in
consideration for the exercise of stock aptions as descnbed in Note 8.

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

On September 15, 1999, UAI agreed to issue 35,294 shares of Series D Preferred Stock at a
price below fair market value in exchange for services. UAI recorded $110,000 of operations and
administration expense related to this transaction.

At Sepiember 30, 1999, $6.4 miion 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,
1999. 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. Cutstanding borrowings bear interest at approximately 15% and are collateralized by
specifically identified assets. This agreement expires in November 2002 and reqmres that we maintain
an unrestricted cash balance of at least $15.0 million.
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the matter of the
application of

Universal Access, Inc.

for a certificate of service
authority to provide

Basic Local
telecommunications services
in Portions of the State of
Missouri and to Classify Such
Services and the Company

As Competitive

Case No.
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ENTRY OF APPEARANCE

COMES NOW Lance J. M. Steinhart, Attorney at Law and
pursuant to rule 4 CSR 240-2.040 herewith files his Entry of
Appearance on behalf of Applicant Universal Access, Inc., in
connection with the above-styled proceeding. With respect to his
entry, Mr., Steinhart hereby advises the Commission that he is a
memper in good standing of the State Bar of Georgia and the New
York State Bar and is admitted to practice before District
Courts. He also is on inactive status with the State Bar of
Maryland. Neither the undersigned nor any member of his firm is
disgualified to appear in any court. I also hereby designate
Judith A. Rau, of the law firm of Rau & Rau, 119 E. Mill Street,
Waterloo, Illinois 62298 to serve as our local Missouri counsel

in this matter.

Lance J hart, Esq.

Atterney Law

6455 East Johns Crossing, Suite 285
Duluth, Georgia 30097

(770) 232-9200

{770) 232-9208 (Fax)

Georgia Bar No. 678222




BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the matter of the
application of

Universal Access, Inc.

for a certificate of service
authority to provide

Basic Local
telecommunications services
in Portions of the State of
Missouri and to Classify Such
Services and the Company

As Competitive

Case No.
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ENTRY OF APPEARANCE
COMES NOW Judith A. Rau of the Law Firm of Rau & Rau, and
pursuant to rule 4 CSR 240—2.040, herewith files her Entry of
Appearance as local Missouri counsel on behalf of Applicant
Universal Access, Inc., 1in connection with the above-styled

proceeding.

Judith A. Es

Rau & Rau

119 E. Mill Street
Waterloo, Illincois 62298
(618) 939-7186

Missouri Bar Neo. 24856




