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Secretary 
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EILtED 
JUN- 91992 

PUBLJc 8£RvrCE 
COMMISS/ON 

RE: Phoenix N~twork, Inc., d/b/a Office Depot Communications 

Dear Mr. Stewart: 

Enclosed, for filing, please find an original and 14 copies 
of the Application of Phoenix Network, Inc., d/b/a Office Depot Com­
munications, requesting a Certificate of Service pursuant to Chapter 
392 of the Missouri Revised Statutes. We have forwarded two copies 
of same to the Office of Public Counsel. 

Thank you. 

DCO/pdp 
Enclosures 

cc: Office of Public Counsel 
Mr. Jeffrey L. Bailey 

Very truly yours, 

HENDREN AND ANDRAE 

z.~~~ 

PS: Phoenix Network has filed a fictitious name registration for 
"Office Depot Communications" which will be filed with the Com­
mission as an addendum to Exhibit "A" as soon as it is received. 
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BEFORE T:'"B PUBLIC SERVJ:CB COlllUSSillt I LJ E D 

STATE OF KISSOURX 

In the Matter of 

• 
JUN-i199z 

PUBLJa SERVI~ . . 
• ~ COMMISSION Application of 

Phoenix Network, Inc., 
d/b/a Office Depot 
Com.unications, 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

Application No. Jlt ·-1 tJ .. 3D / 
For a certificate of Service 
to Provide Intrastate 
InterLATA Telec0JDJ1unications 
Services 

APPLICATION 
Phoenix Network, Inc., d/b/a Office Depot Co1Zlllunications 

("Applicart"), a Delaware Corporation, files this VGrified 

Application respectfully requesting that the Missouri Public 

Service Commission ("CoJlllission") issue Applicant a Certificate 

of Service pursuant to Chapter 392 of the Missouri Revised 

Statutes and commission Rules to resell intrastate interLATA 

telecommunications services. In support of this request, Appli­

cant states as follows: 

1. Appli.:.ant ia a c_:~uare Corporation with its principal 

offices located at: 

One Maritime Plaza 
Suite 2525 
San Francisco, California 94111 

A copy of Applicant's Articles of Incorporation and Certificate 

of Authority to Transact Business in Missouri are attached hereto 

as Exhibit "A." Applicant'& registered agent in Missouri is: 

Donald c. Otto, Jr. 
Hendren and Andrae 
Attomeys at Law 
235 East High Street 
P. o. Box 1069 
Jefferson city, Missouri 65102 



• 
2. Applicant seeku certification for the provision of 

intrastate interLATA telecommunications services on a ~esold 

basis within and throughout the state of Missouri and hereby 

requests such certification pursuant to Section 392-4, RSHo. 

Under case No. TX-85-10 at 10 Ho. Reg. 1048 (1985), Applicant 

submits that no showing of public necessity is required to grant 

such certification for the provision of competitive interLATA 

services. Applicant further requests that it be granted all 

statutory vaivers as provided by Section 392, RSHo. 

3. Ap~licant offers interLATA message toll and WATS-type, 

originating and terminating (BOO-type), services to the public by 

rabilling services provided over the networks of facilities­

based carriers. Through software, the underlying carriers are 

able to consolidate the accounts of all of Applicant's customers 

in a single account (i.e., Applicant's account) !or billing 

purposes. In consolidating the accounts in a single account, 

Applicant is able to takP ~dvantage of significant discounts 

offered by the underlying carriers to customers with substantial 

toll traffic. Applicant, in turn, bills its customers for their 

individual usage, passing on a portion of the savings. 

Applicant seeks certification to offer its services through­

out the State of Missouri. Applicant's "l+" message toll service 

is only available in areas served by exchanges converted to equal 

access. 

Applicant does not offer intraLATA toll service. Applicant 

does not offer "O+" or "OO+" operator assisted services. 

2 



• • 
4. Applicant possesses the technical and financial re­

sources necessary to otter itR services to the public. Attached 

as Exhibit "B" are Applicant's most recent Annual Report dnd Form 

10-K. 

s. Applicant's tariff, vhich contains the rates, terns, 

and conditions applicable to the provision of its services, is 

attached as Exhibit "C" to this Application, pursuant to Section 

392.220, RSMo., and 4 CSR 240.30.010. Applicant will conply vith 

notice and other requirements applicable to filing nev or maended 

tariffs. 

6. Applicant offers its services on a nondiscriminatory 

basis to the public. In accordance with section 392.200, RSMo., 

Applicant will not unjustly discriminate among custcmera. 

7. Pursuant to Section 386.570, RSMo., Applicant will 

comply with all applicable rules and regulations of the Comrls­

sion except such rules and regulations as the commission may 

specifically waive, pursuant to Section 392.390.3, RSKo. 

8. Applicant will file Missouri-specific annual repon.u, 

pursuant to section 392.210, RSMo., and such other reports or 

information as the Commission may require. Applicant will comply 

with jurisdictional reporting requirements, pursuant to Section 

392.30.3, RSMo. Applicant does not offer intraLATA service. 

9. By this Application and Exhibit "B," which includes the 

management resumes of Applicant's principals, Applicant demon­

strates that it has the technical and managerial ability and 

financial resources to conduct this business. 

3 
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10. Applic~nt will commence its proposed long distance 

service& under authority sought by thio Application over the 

entire state. Attached an Exhibit NC," and by this reference 

made a part hereof, is a description of service and p~oposed 

rates to bo included in Applicant's tariff. 

11. Chapter 392, RSKo. (1989 Supp.), further classified 

telecommunications companies and services as competitive, trans­

itionally competitive or noncOlllpetitive. Section 386.020(7) 

defines a competitive telecommunications company as follows: 

(7) •competitive telecommunications company,• a 
telecollll:unications company which has been classified as 
su:h by the Commission pursuant to Section 392.361, 
RSKo.1 or pursuant to section 392.370, RSMo. 

Section 386.020(8) defines a competitive telecommunications 

service as follows: 

(8) •competitive telecommunications service," a 
telecommunication service which has been classified as 
such by the Commission pursuant to Section ,92.361, 
RSMo., o~ which has become a competitive teleccmmunica­
tions service pursuant to Section 392.370, RSMo. 

Finally, Secti~n 38~ 020(32) defines resale service as 

lollows: 

(32) "Resale of telecommunications service,• the 
offering or providing of telecomnunications service 
primarily through the use of services or facilities 
owned or provided by a separate telecommunications 
company, but does not include the offering or providing 
of private shared tenant services. 

Both company and services are subject to sufficient competition 

to justify a lesser degree of regulation, and that such lesser 

regulation is consistent with the protection of ratepayers and 

promotes the public interest. Section 392.361, RSMo. 

4 
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12. Any questions regarding this Application should be 

direct~a to the following: 

Jeffrey L. Bailey 
Senior Vice-President 
Phoenix Network, Inc. 
One Maritime Plaza 
Suite 2525 
San Francisco, California 94111 

and 

Donald c. Otto, Jr. 
Hendren and Andrae 
Attorneys at Law 
P. o. Box 1069 
Jefferson city, Missouri 65102 
(Attorneys for Phoenix Network, Inc., 
d/b/a Office Depot communications) 

A statement regarding representation by a foreign cttorney 

and designation of local counsel is attached as Exhibit "V" 

hereto, which statement complies with 4 CSR 240-2.040. 

WHEREFORE, Applicant, Phoenix Network, Inc., Office Depot 

Communications, respectfully requests the PUblic Service Commis­

sion of Missouri to issue a Certificate of PUblic Service author­

izing ApplicMt to ~rov1~~ intrastate interLATA telecommunica­

tions services in Missouri. 

Ressectfully submitted this 
5 day of vlf~ , 1992, 

PHOENIX NETWORK, INC. 
d/b/a OFFICE DEPOT COMMUNICATIONS , 

By ~~'"1"'"1'.~~~~-~~-=----
J senior 

Financial Officer 

one Maritime Plaza 
suite 2525 

Chief 

San Francisco, California 94111 
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BEFORE THE PUBLIC Sl!RVICE COlll!ISSIOH JU E D 

STATE OF MISSOURI N - !) 199z 

In the Matter or 

Application of 
Phoenix Network, Inc., 
d/b/a Office Depot 
Communications, 
For a certificate of Service 
to Provide Intrastate 
InterLATA TeleCOlllllUnication& 
Services 

STATE OF CALIFORNIA 

COUN'l'Y OF £n, &Par¢«:>;'& 
) 
) ss 
) 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

" 11BL 

Application No. 

AFFIDAVIT 

IC ScRVJCE 
COMMrss, ON 

I, Jeffrey L. Bailey, senior Vice-President of Phoenix 

Network, Inc., d/b/a Office Depot communications, hereby author­

ize Donald c. Otto, Jr., or any member of the law fina of Hendren 

and Andrae, 235 East High street, P. o. Box 1069, Jefferson City, 

Missouri 65102, to sign all pleadings and documents necessary to 

receive the approval of the Missouri Public Service Commission 

for tho Applicacion in the above-captioned -attGr. 

Jeff~i~ 

1Subscribed and sworn to before me this £-1-.b- day of 
U<n_ k 1 1992. 

d 
dJaa~ ~~td/£ 

Notary Public 

Hy Commission Expires: 

~ i,.,,,f ~ 199.S 

• 

OFRCIALNOTARYSEAI. 
◄ DENISE ANN DUENWALD 
◄ NotawyPIHic-Clii:ma • 
' SAN FRANCISCO COUNlY ' . , ~ Ccnm. E.q:in& AUG 04, 1005 

- I 
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BEFORE THE PUBLIC SERVICE COMMISSION 

STATE OP' MISSOURI 

In the Matter of 

Application of 
Phoenix Network, Inc., 
d/b/a Office Depot 
communications, 
For a Certificate of Service 
to Provide Intrastate 
InterLATA Telecommunications 
Services 

STATE OF CALIFORNIA ) 

COUNTY OF ..\141 Wlt&J4DJ ~ ss 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

Application No. T!i .. 9;i. 301 

VERIFICATION 
I, Jeffrey L. Bailey, the Senior Vice-President of Phoenix 

Network, Inc., d/b/a Office Depot Communications, and as such, I 

am authorized to act in its behalf. I have read the foregoing 

Application and I am informed and believe that the matters con-

tained therein are true. ' 

Jeff~.ey~ 

~ Subscribed and mrom to before me this af/,.. day of 
fJnt.J?.r:: I 1992 • 

d 

My Commission Expires: 

£gwa I- ~ Nl/5 
'.. OFFICIALNOTARYSEAJ. 

.. , DENISE ANN DUENWALD. 
' • NocaryNlllc-~ 

SAN fRAHCISCO COUHrv 
' _ • Ltt Comm. ~ AUG O&. 11195 , 

.... --- ... - -

- -
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BBFORB THE PUBLIC SERVICE COMHISSlzBN .. 9 199? 
STATE OP MISSOURI 118!/C S, c: 

In the Matter ot 

Application or 
Phoenix Network, Inc., 
d/b/a ottice Depot 
Comaunications, 
For a certificate or service 
to Provide Intrastate 
InterIATA TelecolDllunications 
Services 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

'fRv!cf ca 
'MM1ss10N 

Application No. TJJ-t/~·EOJ 

VERIFICATION BY ATTORNEY 
Now on this )' :lb day ot ___,.JJ ... Y.-...,J .... f ___ , 1992, appears before 

me, Donald c. Otto, Jr., attomesy for Applicant, and states that 

the information contained in the attached Application for Certi­

fication io true and accurate to his best information and belief. 

~ 
STATE OF MISSOURI ) 

) ss 
COUNTY OP' COLE ) 

Subsc:ribed and swam to before me this B'±b day of 
(Yu o e,. , 1992. 

My Commission Expires: 

PATRICIA D. PALMER 
HOT1iii f\lllUC, &TATE Of MISSOURI 

COLE COUNTY 
lfl' COWISSIOH EXPIRU AUQ. Z1, 1ffl 

Notary Public 
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Exhibit ."A" 

I, M!CHA~L HAR~!US, S~CRE:TAR! OF STATE: OF THE STATE OF 

CO?Y OF THE CZ~7!F!CATE OF IllCOR?ORATIOH OF PHOEU!X HE:nio:u.:, !HC. 

r!!.ED !N TH:i:S OFFICE Oil THE S~EiiTE:E:lTH DAY OF HAY, A. D. t 939, A 7 

75;137002 

I I I 

A 1riENTICATION: 12132 925 

DATE: 05/17/1;39 
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CERTIFICATE OF INCORPORATION 

OF 

FILE 

The u.~dersi;~ed, a natu=al pe=son (the ·sole Incor-~=~to:-), 
!o: the purpose of or~anizing a corporation to concuct the 
busir.ess and promote the pu=i)o&es hereina!ter stated, uncer the 
p=ovisions and subject to the requi:ements of the laws o: the 
S~ate of DelQwa=e he:eby ce=tifies that: 

ARTICLE I 

The name cf the corpo=ation (hereinafter called the 
•cor?oration•) is Phoenix Network, Inc. 

A.."!tTICLE I! 

The address of the registe:ed office cf the Co:pora~ion in 
~he State of Oela~a=e is 229 South State Street, County of Ken~, 
Dove:, Delaware and the na.~e of the registered agent of t.~e 
Corpo:ation in the State of Delaware at such address is T~e 
Prentice-Hall Corporation Syste:n, ~nc. 

A.~TIC!.E III 

The purpose of the Corporation is to engage in any lawful 
c= ac~ivity for which corporations ~ay be cr;anize~ unde= the 
C-ar.e:al Corporation Law of the State of Oelaw~re. 

This Co:po=ation is authorized to issue two classes of stock 
to be designat·ed; respectively, ·Com?ilon Stock• anc! ~Pr~fe:::red 
Scock.· The total n\:!Ilber of shares which the Corcoratio~ is 
authorized to issue is Two Hunc!=ed ~--enty-Five ¥.iilion 
(225,000,000) shares. One Hundred ~-enty-Five ¥.illion 
(125,000,000) shares shall be Common Stock, each having a pa: 
value of $0.001. One Hundred ~.illion (100,000,000) shares shall 
be Preferred Stock, each having a par value of $0.001. 

The Prefer::ed Stock may be issued from time to time in one o: 
core series. The Board of Directo=s is he:eby authorized, to·fix 
er alter the dividend rights, dividend rate, conversion :rights, 
vot•inc; rights, rights and te:::ts of redemption ( including sinking 
fund provisions), recernption price or prices, and the lif:Uidation 
preferences of any who~ly,unissued series of Preferred Stock, and 
the ntL.tber of sha=es constituting any such series and the 
desig~aticn the=eof, or any o: the~; and to increase or decrease 
the nu..":l.ber of shares of any series subseq-~ent to the iss~ance c: • 

20029573 
051585 
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shares of that series, but not below the nu."t\ber of shares of such 
series then outstanding. In case the nlll!lber of shares of any 
series shall be ao decreased, the shares constituting such 
decrease shall resume the status that they had prior to ~he 
adoption of the resolution originally fixing the numbe: of eha:es 
of such series. 

ARTICLE V 

In furtherance and not in limitation of the powers confe:=ed 
by statute, the Board of Di:ectors shall have the power to adoot, 
a::.end, repqal or othe:.-«ise alter the bylaws without any action·on 
the part of the stockholders; provided, however, that a.~y bylaws 
~ade by the Board of Oirectc:s and any and all powe:s confe=red bv 
any of said bylaws may be a::ended, altered or repealed by the -
stockholders. 

A..,TICLE VI 

A di:ec~o= of the Corpc:ation shall, to the full extent 
per.nittbd by the Delawa.:e General Co~oration Law, not be liable 
to the Corporation or its stockholders for moneta..-y damages for 
breach of his fiducia::y duty as a director. 

The name and the mailin; adc!ress of the Sole Incc::po~a~c: is 
as follows: 

David R. Lee 

20029973 
051589 

c/o Cooley C--ocward Castro 
-~uddleson & ~atum 
One ~a~itime Pla7.a, Suite 2000 
San Francisco, California 94lll 

2. 
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. . . 
IN WITNESS WHEREOF, this Certificate has been subscribed 

this 16th day of P..ay, 1989 by the undersigned who affirms that the 
st4tements made herein a:e true. 

Ack.~owledged this 
16th day of May, 1989 

20029973 
051689 

9i=&!~ 
OavidRLee 
Sole Incorpo:~tor 

,. 

3. 
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ROYD.BLUNT 
SECRETARY OF STATE 

. '.... - .. .... . -· . •· 

CORPORATION DIVISION - CERTIFICATE OF AUTHORITY 
WHEREAS, 

PHOENIX NETWORK, INC. 

USING IN MISSOURI THE NAME 
PHOENIX NETWORK, INC-

HAS COMPLIED WITH THE GENERAL AND BUSINESS CORPORATION LAW 
VHICH GOVERNS FOREIGN CORPORATIONSJ BY FILING IN THE OFFICE 
OF THE SECRETARY OF STATE OF MISSOURI AUTHENTICATED EVIDENCE 
OF ITS INCORPORATION AND GOOD STANDING UNDER lHE LAWS OF THE 
STATE OF DELAWARE. 
HOW, THEREFORE: l. ROY n. BLUNT, SECRETARY OF STATE OF THE 
STATE OF MISSOURI, DO HEREBY CERTIFY THAT SAID CORPORATIO~ 
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 THE GENERAL AND BUSINESS 
CORPORATION LAW OF MISSOURI• 

IN TESTIMONY WHEREOF, I HAVE SET MY 
HAND AND IMPRINTED THE GREAT SEAL OF 
THE STATE OF MISSOURI, ON THIS, THE 
18TH DAY OF DECEMBER, 1990-

$150-00 
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SECURITIES ANO EXCHANGE COMK!SSION 

WASHINGTON, D.C. 20549 

FORK 10-JC 

Exhibit "B" 

[X] Annual report pursuant to section 13 or lS(d) of the Securities 
Exchange Act of 1934 for the fiscal year ended Aoril 30, 1991 

[ ] Transition report pu:suant to section 13 or lS(d) of the Securi:ies 
Exchange Act of 1934 for :he transition period from ______ to 

Commission File No. 2-78639-0 

Phoenix Network, Inc. 
(Exact Name of registrant as specified in its charter) 

Delaware 84-0881154 
(State or other jurisdiction of 
incorporation or organiza:ion) 

( I.R.S. Employer 
Identification No.) 

1 Maritime Plaza, Ste. 2525, San Francisco, California 94111 
(Address of principal executive offices) (Zip Code) 

Registrant's telephone nw:iber, including area code:(415) 981-3000 

SECURITIES ·REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT: NONE 

SECURITIES REGISTERED PURSUANT TO SECTION l2(g) OF THE ACT: 

COMMON STOCK so.001 PAR VALUE 
. (Title of Class) 

Indicate by check mark whether the Registrant (1) has filed all repo~s 
required to be filed by Section 13 or lS(d) of the Securities Exchange 
Act of 1934 during the preceding 12 months (or for such shorter period 
that the Regist~ant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. 

Yes X No 

Based on the bid price of July 23, 1991, the aggregate market value of 
the voting stock held by nonaffiliates of the Registrant was $6,689,500. 

The nwnber of shares outstanding of the Registrant's Common Stock, 
$0.001 par value, was 7,272,256 at July 23, 1991. 

DOCUMENTS INCORPORATED BY REFERENCE 

None 
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PART I 

ITEM l. BUSINESS 

General Overviow 

Phoenix Network, Inc. (•Phoenix• or the "Company•) is a 
nonfacilities-ba3ed rebiller of long distance telecommunication 
services designed primarily for small to medium sized commercial 
accounts and for residential customers. The Company has the 
ability to place customers on the facilities of .American 
Telephone and Telegraph ("AT&T"), U.S. Sprint Telecommunications 
Corporation ("Sprint") and MCI Communications Corporation (·Met·) 
for long distance service which is billed by the carriers to 
Phoenix. Phoenix then bills its customers directly for their 
individual usage. Individually, the Company's customers do not 
have sufficient long distance usage to qualify for the major 
carriers' rates available to large users of long distance 
services. By combining all of its customers' traffic under the 
Company's accounts with the carriers, Phoenix can take advantage 
of substantial volume discounts offered by the carrier~ and, in 
turn, can paso along a portion such savings to its customers. 
Through the Company's sophisticated computerized billing system, 
Phoenix additionally can provide its customers with customized 
management reports which allow them to better manage their 
telecommunication costs. As of April 30, 1991, the Company had 
approximately 12,000 customers throughout the United States. 

The Company wan incorporated in Colorado in 1982 under the 
name Commonwealth Capital, Ltd. and completed a ~ublic offering 
of its Common Stock in 1983. In 1987, Thomae H. Bell acquired 
control of the Company, ~nd the Company changed its name to 
Phoenix Network, Inc. and entered ito present businesc by 
acquiring Phoenix Telcom., inc. The Company was reincorporated in 
the State of Delaware in 1989. The Company's executive office is 
located at 1 Maritime Plaza, Suite 2525, San Francisco, 
California 94111, and its telephone number at that location is 
(415) 981-3000. 

Industry overview 

The long distance market represents approx.i;m4tely 
$60 billion in annual revenue and is estimated fo be growing at 
a rate of 121-151 per year. Approximately 891 of this market is 
held by three companies (AT&T, MCI, and Sprint). 

Commercial outgoing long distance service represents JS\ to 
401 of this market. The pri.Inary market of the Company covers 
commercial businesses spending between $250 and S5,000 per 
location in long distance, which is believed to represent 
approximately $12 billion in annual long distance usage. 

1. 
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Industry Composition 

The long distance industry is composed of three different 
typea of organizations competing for the same cu5tomer base: 
carrier■, resellers, and rebillers. 

C~rriers are those companies that provide 9ervice over their 
own long distance lines and switching equipment and bill their 
customers directly. 

Resellers utilize lines owned by third parties but operate 
their own switching equipment and bill their customers directly. 

Rebillers do not own any telephone equipment or participa:e 
in the call completion process. The sen·ice provider for the 
customer of a rebiller is typically a carrier or reseller. That 
carrier or reseller provides the rebiller with a magnetic tape of 
long distance usage of its customers who then receive an invoice 
directly from the rebiller. The rebiller generates its gross 
margin as the difference between the rates it pays (lar.ge user) 
and the rates it charges to its customers (small users). 

The Company's Services and Ocerations 

On behalf of its customers, Phoenix establishes a carrier 
relationship that provides 24-hour station to station, operator­
assisted and directory-assisted long distance telephone service 
to all areas of the Uni~ed States, Canada and over 60 foreign 
countries. Since all transmission services are provided directly 
by the carrier to the customer, Phoenix's customers are able :o 
obtain through the Company substantially all of the basic 
services offered by the carrier to its customers, but at rates 
generally lower than those available directly from the carrier. 

Phoenix l3 at!= to -~fer its customers reduced rates while 
at the same time generatin9 positive gros~ profit margins by 
combining the long distance traffic of its customers to quali!y 
for discount pricing made available by carriers to large volu::ie 
customers. Such discounts vary from carrier to carrier and from 
time to time, and the magnitude and other characteristics of such 
discounts directly affect the gross margin which Phoenix is able 
to earn while still offering its customers acceptable savings. 
To date, sufficient bulk-usage discounts have been available to 
meet the Company's and its customers' requirements, but there can 
be no aaaura~ce that such discounts will continue to be 
available. 

Once a long distance user has become a Phoenix customer and 
selected,.a long distance carrier, the Company either establishes 
the customer as a customer of the carrier (if it is not already 
so established) or notifies the carrier of the customer 
relationship (if the customer is already using the carrier). In 

2. 
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either case, the carrier provides long distance transmission 
services directly to the customer and delivers monthly to Phoenix 
a magnetic tape containing detailed usage data for all Phoenix 
customer• utilizing that cerrier, including the amount billed to 
the Company for each call at the rates applicable to the Company 
under its agreement with the carrier. The Company i~ responsible 
for paying the carrier for ·the usage of all of its customers. 

Strategy 

Phoenix neither owns nor leases any long distance equipment. 
When Phoenix signs up a new customer such as ABC Company, Phoenix 
notifies a selected carrier that the phone numbers which 
previously were billed to ABC now should be billed directly to 
Phoenix. This means the usage for ABC is now included in the 
volwno discounts achieved by the combination of approximately 
12,000 other Phoenix customers. Phoenix believes the carriers 
provide these discounts to companies such as Phoenix for the 
following three reasons: 

1. As tariffed public utilities, the carriers must provide 
service to any potential user who meets their standard 
credit requirements. 

2. The carriers must offgr the same discounts to one large 
user as another. Large users receive lower prices than 
smaller users. 

3. The carriers typically view companies like Phoenix as 
an alternative marketing channel, providing the carrier 
with incremental new minutes of long distance with no 
marketing cost, minimal support cost, and less bad debt 
risk. • • • • 

At the end of the monih each carrier submits call detail 
rep~rts to Phoenix on magnetic tape which Phoenix then rebills 
and collects from the end user. The Company's customers receive. 
a lower overall invoice than they would receive on their own from 
the same carrier. The Company'9 customers also receive a variety 
of value added services at little or no additional cost. Phoenix 
realizes its gross margin on the difference between its volume 
discounts and those passed on to its customers. 

Phoenix markets its services through a variety of marketing 
channels which include direct sales, telemarketing, and affinity 
group marketing. cue to the nature of its business, the Company 
can originate marketing activities in virtually any area of the 
country, with no up front capital expense. There are no special 
lines, switches, or dialers necessary to use the service. 

3. 
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Sal6a and Marketing 

The marketing and sales force of the Company i8 made up of 
three groups; independent sales distrib~tors, independent 
telemarketing companies, and affinity organizations. The ~ales 
distributors only receive compensation on collected revenue from 
the customers thay introduce to Phoenix. They are paid in 
perpetuity aa long as they continue to represent Phoenix and ~he 
customer continues to use and pay for the services of Phoenix. 
This compensation approach avoids the overhead of a significant 
sales force which has been the industry's traditional approach to 
building a customer base. 

Direct Sales 

Direct sales are generated by a network of over 100 
independent sales distributors located throughout the United 
States. Many of these sales distributors have invested in 
marketing organizations of their own which use their •spheres of 
influence" to acquire new customers for the Company. 

The Company is expanding its distributorship network and has 
established a separate deparaient to identify and train potential 
distributors. The Company is also targeting interconnect 
companies who sell and install small to medium-sized commercial 
phone systems (Key systems, and PBX's) as independent sales 
distributors. The Company has a marketing agreement with Comdial 
Ne~worx Services ("Comdial•), a leading manufacturer of business 
telephone systems, which allows Comdial to offer the Company's 
services through its nationwide dealer network yf approximately 
600 interconnect companies and national accounts under the name 
Comdial Network Services. 

Affinity Mart~ting 

In 1990, the Company. ~egan marketing the services of Office 
Club Communications, a dba of Phoenix. This program makes 
available to the customers of Office Club, a major west coast 
retailer of office supplies and equipment, a program of discount 
long distance services. After the completion of a testmarketing 
phase, the Company began introducing its direct sales program in 
all 58 Office Club stores throughout the western United States. 
This program introduction was completed in June 1991. 

Also in June, the Company completed a similar agreement with 
Office Depot, an office supply retailer based in Florida. The 
Company is currently working with Office Depot to get the program 
operating in all 144 stores throughout the southern and 
midwestern states. The Company expects to pursue additional 
programs with other similar groups. 
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In the fourth quarte~ of fiscal 1991, the Company introduced 

a new residential program which targets religious affinity 
groups. Under the program, which utilizes an independent 
distributor, the Company establishes an arrangeir.ant with local 
religiou■ organizations (such as churches, temples, etc.) whereby 
the members can become Phoenix customers and 10\ of their paid 
long distance usage is remitted to the organization on a monthly 
basin. Such 101 discount is in lieu of the discount that they 
would otherwise receive as Phoenix customers. The independent 
distributor also receives a commission on the usage. 

Tel-amarketing 

The Company utilizes the services of a telemarketing 
company to target small commercial prospects spending between 
$250 and $5,000 per month on long distance expenses. The 
telemarketing firm is compensated on a one-time fee basis for 
customers it refers to the Company. 

Pricing 

The Company establishes its prices on the basis of cost and 
competition. Phoenix customers generally report savings of 
between 51 and 351 compared to the service thoy were previously 
using. On average, customers receive a 101 reduction in their 
overall cost of domestic long distance usage. Actual savings 
vary depending on the service the customer wan using prior to 
becoming a customer of the Company. The Company offers a 
written guarantee to its c~atomers to pay 110\ of the difference 
between a customer's most recent Phoenix invoice and what that 
customer would have spent on any program offered by any of the 
three major long distance carriers. The Company uses ~omputer 
models and management reports that can determine the projected 
saving~ of~ ~ote:_~lal customer, or the actual saving= Jf a new 
customer. ~ 

Management Reports 

The Company believes that prospective customers are looking 
for more than coat savings from their long distance company. As 
competition increases in the future, the successful companies 
will be those that can provide additional value added services 
such as custom management and call detail reports. The Company 
believe■ that as much as 151 of prospective customer long 
distance usage can be eliminated with good management control. 
Management reports are a time saving service to help managers 
identify these unnecessary costs. 

Six different management reports are available for a Phoenix 
customer to use in the review of his monthly usage. Two of the 
reports identify and sort.calls over a customer specified cost 
level or time length. A third report presents all calls during 
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non-bueineas hours. A fourth report identifies the moat 
frequently called nwnbers. All four of these reports have 
threshold levels that can be established individually by the 
cufttomer. The Company does not know of any other companies that 
offer a small commercial user the opportunity to custc~ize 
management information in this manner. A fifth report builds~ 
matrix of calls showing day/evening/night vs. intrastate/inte=­
state/international usage. A sixth report summa:izes usage by 
area code. All six of these reports allow a manager to better 
monitor changes in calling patterns and identify potential waste 
or fraud in his long distance usage. Management reports are 
usually provided free of additional charge to customers. 

Four different call detail formats are available so the 
customer can customize the way his call detail is presented to 
him. They are: chronological order, by originating phone 
number, by accounting code, and by terminating phone number. 

Additionally, the Company has the ability to write custom 
reports for a large individual user to replace existing internal 
repo=ts or provide new reports ~o that customer. 

Customer Service 

A second aspect of the Company's emphasis on value added 
services is its high level of customer service support. The 
Company believes its ratio of customer representatives to major 
commercial accounts is higher than that of most competing 
companies. The Company places a strong emphasis on customer 
retention. The Company also intends to continue to develop and 
offer additional value-added services and applications for its 
customers, which the Company believes will improve customer 
retention and can lead to new markets. 

The Co:!1;;,any !:.alie.. -.l superior customer service such .,. .. 1:hat 
offered by AT&T is a significant factor in the choice of a long 
distance Company by a prospective customer. Consequently, the 
Company has been e~panding its customer service staff in advance 
of new business ae part of its dedication to superior service. 

During non-peak hours, customer service representative~ call 
existing customer& to survey their satisfaction with Phoenix's 
service, and then give them 30-60 free minutes of usage, or a 
free management report for their time. The Company believes the 
cost of thene policies is far less than the cost of losing.a 
customer. 

--
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Commissions 

The company pays commissions to its independent sales 
distributors and to other marketing channels based on the volume 
of business provided by 9uch sources. The commisoion structure 
allows for commiaaions based on aither a fixed dollar amoun~ per 
new order submitted or a percentage (currently averaging between 
3% and 101) of continuing revenue from the customer. 
Distributors are paid a continuing commission on total revenues 
from customers they have referred to the Company. These 
commissions range from 5\ to 15\ based on the volume of revenues 
from such customers. Historically, these commissions have 
averaged betwaen 6\ and 7\. Commissions for the affinity 
marketing programs range from 4\ to 61 of revenues generated. 
The current telemarketer is paid a flat fee per order. 

Credit Policy 

The Company has a policy of rejecting potential new 
customers without adequate positive credit information. All 
accounts billing over $500 rec~ive a Oun & Bradstreet Credit 
Scoring Report prior to acceptance as a customer. Additionally, 
many new customers are asked to provide the Company with a copy 
of their most recent long distance invoice to show they are 
current with their existing long distance carrier. After a 
review of the credit history of an account, the Company will 
accept responsibility for the accounts it considers creditworthy. 
For those accounts which the Company considers present too great 
a credit risk, the Company will require the distributor to accept 
responsibility for collection leases if the distributor still 
wants the customer to be serviced by Phoenix. Credit losses on 
most accounts processed prior to 1990 were the responsibility of 
the distributor, but changes in competieive offerings to 
potential distributors led.the Company to liberalize its credit 
policy for new ~~count~. ~· 
Vendors 

The Company can place customers on the facilities of AT&T, 
Sprint or MCI and have their traffic billed to Phoenix by the 
respective carrier under Phoenix's separate accounts with the 
carriers. The Company also has an agreement with Westinghouse 
Communications c•weatinghouse•) which allows it to place 
customer& on AT&T, Sprint or MCI under Westinghouse's separate 
accounts with those carriers. The Company places its customers 
based upon their preference of carriers and, where the decision 
is left to Phoenix, based upon that account with the most 
favorable pricing for that particular customer. Currently, the 
majority of all new accounts are being placed under the Company's 
individual direct accounts with AT&T and Sprint. 
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Competition 

AT,T, Sprint and MCI currently control approximately 891 of 
the long distanco mllrket. There are over 350 resellers and 
rebillers that·reprosent the-remaining market ohare. 

From time to time any of these entities may be able to 
provide a range of services comparable to thoso available to the 
Company's customers at rates competitive with the Company's !ee 
structure. The same volume-discount pricing that the Company 
utilizes is available to current and potenti~l competitor5. 
Phoenix does not have proprietary contractual arrangements in 
that regar~. As a result, there are no substantial barriers to 
the entry of additional competitors into the field. In addition, 
moat prospective Company customers are already receiving service 
directly from at least one long distance carrier, and the Company 
must convince prospective customers to alter these relationships 
to generate new business. 

• The telecommunications industry is highly competitive and 
subject to rapid technological and regulatory change. Many 
existiug or potential competitors of the Company have 
considerably greater resources than the Company. There can be no 
asBurance that the Company will be able to remain competitive J.n 
this environment. Although current regulations allow easy entry 
into the telecommunications market and there are many 
competitors, the Company believes the market is large enough for 
many companies to engage in direct competition while continuing 
to grow. 

The Company believes tha principal competitive factors in 
its businesa include the cost, flexibility and quality of. 
service, as well an the breadth of telemanagement services 
offered. The Company believes it cc;impetes favorably with respect 
to each of these factors among the comcercial and reaidential 
usGrB that represent i~~ t~rget market segment. Most 
importantly, the Company-~elieves that &ince it concentratAc its 
resources on· personalized service and customized billing and 
reporting, it haB distinct advantages over facilitie~-based 
carriers, resellers, and other rebillers that compete for 
cuotomers in the Company's target size range primarily on cost. 
In addition, it would.be.difficult for. the major national 
carriers to offer lower rates to Phoenix.'s customers without also 
reducing the coat that the Company p&ys. • • Since the Company is 
considered to be a large _commercial account for the carriers, it 
can benefit from lower.rates and in turn lower the costs its • 
customerB pay. 

s. 



• • 
RISK FACTORS 

The following factors should be consid~red carefully in 
evaluating the Company and its business. 

1. Anticipation of Future Losses 

The Company baa su■tained operating losses in the fiscal 
years ended April 30, 1990 and April 30, 1991. In building tha 
systems and organization necessary to handle its expected future 
growth, the Company has invested heavily in the sales, m~rketing 
and administrative areas. These factors are expected to result 
in continued operating losses through at least the early part of 
fiscal 1992. • 

2. Oeoendence on Service Providers 

The Company depends on a continuing and reliable supply of 
telecommunications services f:om the facilities-based carriers, 
particularly AT&T and Sprint. Because the Company does not oz1 
switchin~ or transmission facilities, it depends on theso 
providers for the telecommunications services used by its 
customers and to provide the Company with the detailed 
information on which it bases its customer billings. The 
Company's ability to expand its buainecs depends both upon its 
ability to select and retain reliable providers and on the 
willingness of such providers to continue to make telecommunica­
tions services and billing information available to Phoenix for 
its customers on favorable terms and in a timely manner. 

3. Potential Adverse Effects of Rate Changes 

The Company bills it~ cu~tomers for the costs of the various 
telecommunicationB Bervices procured on their behalf. The total 
billing to each customer ~s generally less t~an telephone 
charges for the same service provided by the major carriers. The 
Company believea its lower customer bills are an important factor 
in its ability to attract and retain customers. Therefore, 
changes in the differential beeween direct dial telephone rates 
and the cost of the bulk-rate telecommunications serviceo 
procured by the Company could have a significant effect on the 
Company. Al though prices for both direct dial and bulk-rate 
services have generally decreased in recent years, the decreases 
have not affected both types of services equally at all times. 
As a re■ult, the differential between the coats of the two types 
of service can increase or decrease from time to time. To the 
extent this differential decreases, the savings the Company is 
able to obtain for its customers could decrease and the Company 
could lose customers or face increased difficulty in attracting 
new customers. If the Company elected to offset the effect of 
any such decrease by lowering its rates, the Company's operating 
results could also be adversely affected. 
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4. oepandence on Distributors and Telemarketer 

The Company depends on a continuing relationship with its 
key sales distributors and telemarketing companies to acquire new 
customers. Because the burriers to entry for a potontial 
rebiller are low, and competition for successful ~arketing 
personnel is high, the Company expects that over time somo of 
its relationships with sales distributors and telemarketing 
companies will be modified or even discontinued. 

In general, the Company's agreement with its sales 
distributors provides that all customers introduced to Phoenix 
by sales distributors are customers of Phoenix and not of the 
distributor. However, the Company cannot prevent an existing 
distributor from becoming a competitor and attempting to transfe= 
Phoenix customers to a competing service. 

In addition, the relationship between the Company and its 
current telemarketer could require modification in the future. 
The teleffiarketer is not under any obligation to continue working 
witi. Phoenix in the event of any such modification. 

s. Competitio~ 

An existing or potential Phoenix customer has numerous other 
choices available for its telecommunications service needs, 
including obtaining services directly from the same carriers 
whose services the Company offers. From time to time any of 
these entities may be able to provide a range of services 
comparable to or more extensive than those availablo to Phoenix 
customero at rates competitive with Phoenix's rates. In 
addition, most prospective Phoenix customers are already 
receiving service directly from at least one long distance 
carrier, and t.hl\B Pho0 "ix must convince prospective customers to 
alter these relationships to generate 11e~ business. The 
telecommunications indus~ry is highly competitive and subject to 
rapid technological and regulatory change. Because the tariffs 
offered by the major carriers for telecommunication services are 
not proprietary in nature, there are no effective barriers to 
entry into the Company's line of business. Because of the 
considerably groater resources of competitors o~ the Company, 
there can be no assurance that Phoenix will be able to remain 
competitive in the current telecommunications environment. See 
·ausinens -- Competition.· 

. 
6. Reliance Upon Officers and Directors 

The Company is highly dependent, at present, upon the 
persona~ efforts and abilities of its officers and directors, 
most notably Thomas H. Bell and Marc L. Goyette. The.future 
success of the Company is, in part, dependent upon its ability to 
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retain its management and other key personnel .. The loss of 
either of Mr. Bell or Kr. Goyette could have a materially adverse 
impact on tha business of the Company. 

7. Poo■ible Volatility ot Stock Price 

The market price of the Company's Common Stock has, in the 
past, fluctuated substantially over time and may in the future be 
highly volatile. Factors such as the announcements of rate 
changes for various carriers, technological innovation or new 
products or service offerings by the Company or its competitor9, 
as well as market conditions in the telecommunications industry 
generally ~nd variations in the Co:pany's operating results, 
could cause the market price of the Common Stock to fluctuate 
substantially. Because the public float for the Company's Common 
Stock is small, additional volatility may be experienced. 

a. Control by Officers and Directors 

As of July 23, 1991, the Company's executiva officers and 
directors will continue to beneficially own approxi.:lately 631 of 
the out~tanding shares of the-Company's Common Stock. Such 
stockholders will, therefore, continue to be able to elect a 
majority of the Company's directors and deter:aine the outcome of 
most corporate actions requiring stockholder approval. 

ITEM 2. PROPERTIES 

Phoenix·'leases approximately 10,000 square feet of office 
space in San Francisco, California under a lease agreement 
expiring in.1994. The Company's monthly rental ubligation for 
its facilities is approximately $23,000. The Company anticipates 
such facilities will be ad~quate for the Company's operations for 
the term of.the lease. 

ITEM 3. LEGAL PROCEEDINGS' 

In· 1988, the Company was served with a complaint filed in 
Superior Court, County of Marin by western Union. In 1985, the 
Company used Western Union to route calls for some of the 
Company's clients. ~he Company claims that Western Union 
disconnected these clients without giving sufficient notice as 
specified by-contract. Western Union claims that the Company 
failed to pay fully for the usage of the Western Union network 
and is seeking $143,000 in damages. The Company seeks damages 
from We■tern Union for causing the Company to lose clients and 
for harming the Company's bu~iness reputation when it 
disconnected service to the Company's clients. The suit is still 
in its discovery phase, and management believes that ultimate 
resolution of the matter will not result in a material liability 
to the Company. 

ll. 



• 
In Kay 1990, ComSol, Inc. (•ComSol•) served a complaint on 

the Company alleging breach of contr~ct and other related claims 
in coMKtion with the termination of their distributorship with 
the Company. The complaint soaks to recover compensatory damages 
to be proven at trial and an order requiring the Co::zpany to 
account to ComSol for revenues collected from the cu:tomers 
referred to Phoenix by ComSol. Commission~ that would have been 
earned by ComSol from the date of termination through June 1990 
amount to approximately $90,000. The Company h~s filed a 
counterclaim against ComSol and its principals alleging breach of 
contract, fraud and other claims. Phoenix's counterclaim seeks 
to recover such amounts as may be proven at trial. The parties 
are currently engaged in discovery and other pretrial activities. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

No matters were submitted to a vote of security holde~s 
during the fourth quarter of the fiscal year covered by this 
report. 

]?ART II 

ITEh 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R-~TED 
STOCKHOLDER MATTERS 

The Company•s Common Stock has been traded in the over-the­
counter market since the Company•a initial public offering in 
1983 and has been quoted on the NASDAQ sy~tem under the Synibol 
"PHXN" since October 24, 1989. The Stock began appearing daily 
in NASOAQ's Additional List on April 10, 1990. The following 
table reflects the range of high and low bid quotations for ~ach 
period indicated. Prior to October 24, 1989, the market for the 
company•~ stock had.been relatively inactive and the high and low 
bid quotations were taken from sources the Company believes to be 
reliable; however, these bid values c411not be substan~iated with 
certainty. Th~~~ quo•-~ions represent prices between de~Jn-s 
without adjuotment for retail markups, markdo~s or commissions, 
and may not represent actual transactions. 

Fiscal 1989 

First quarter ended July 31, 1988 
Second quarter ended October 31, 1988 
Third quarter ended January 31, 1989 
Fourth quarter ended April 30, 1989 

Fiscal 1990 

First quarter ended July 31, 1989 
Second-quarter ended October 31, 1989 
Third quarter ended January 31, 1990 
Fourth quarter ended Apr~l 30, 1990 
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$ .so 
$1.375 
$1.25 
$1.25 

~ 

$1.25 
$1.25 
$1.125 
$1.125 

High 

$2.50 
$2.50 
$2.50 
s2·.s0 

High 

$2.50 
$2.50 
$2.219 
$6.00 
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F'lscal 1991 

First quarter ended July 31, 1990 
Second quarter ended October 31, 19go 
Third quarter ended January 31, 1991 
Fourth quarter ended April 30, 1991 

The bid price of the Company's Common 
NASDAQ on July 23, 1991 was $2.125. 

• ~ 
$3.125 
$1.50 
$1.313 
$1.00 

Stock as 

High 

$6.125 
$3.50 
$2.125 
S4. 125 

reported by 

As of June 30, 1991, there were approximately 1,100 
stockholders of record of the Company's Common Stock, including 
shares held in street name by various brokerage firms. 

The Company has not, since 1983, paid any dividends on its 
Common Stock and the Company does not anticipate the payment of 
dividends on such stock in the foreseeable future. 

As of June 30, 1991, there were 23 stockholders of the 
Company's Series A Preferred Stock. The Series A Preferred Stock 
is entitled to a 9\ cumulative dividend. 

ITEM 6 SELECTED FINANCIAL DATA 

The selected consolidated financial data presented below 
for, and as of the end of, each of the years in the five-year 
period ended April 30, 1991 have been derived from the 
consolidated financial statements of the Company, which 
statements have been audited by Grant Thornton, independent 
certified public accountants, for the years ended April 30, 1991, 
1990 and 1989 and by Michael w. Zinn, Inc., an independent 
certified public accountant, for the prior year". This data 
should be read in conjunction with the conaolidated financial 
statements, :elated notes and other financial information 
included elsewhere herein: 

Year ended AEril 30t 
1987 1988 1989 1990 1991 
---Un thousands, except per share datar--

STATEMENT OF INCOME DATA: 
Revenue $ 136 $ 838 $3,798 $6,144 '$13,498 
Cost of Revenue 147 529 2,101 4,509 9,921 

Gross Margin (11) 309 1,097 1,634 3,577 

Expenses 188 371 977 2,334 4,538 

Operating Income (Loss) (199) (62) 120 (700) (961) 
Other Income (Expense)- Net 21 21 13 42 {3) 

Net Income (Loss) s ( 178) • s ,41) s 133 s {658) s (964) 

13. 



• •·· 
Net Income (Losa) 

per r.ommon share (S 0.04) ($0.0l) so.02 S (0.09) {S0.15) ---
BALANCE SHEET DATA: 

working CApital (Deficit) ($107) ($ 37) (5854) s 169 s 301 
Total Assets $202 $455 S2,224 Sl,901 $4,786 
Stockholders' Equity S 23 s 158 $972 s 314 

ITEM 7. MANAGEMENT'S DISCUSSION A.ND ANALYS!: OF FINANC!AL 
CONDITION ANO RESULTS OF OPERATIONS 

Results of Operations 

s 

The following table sets forth for the fiscal periods 
indicated the percentage of revenues represented by certain items 
in the Company's statement of income. 

Year Ended AEril 30t 
llll 1990 1991 -

.Revenues 100.0, 100.0, 100.0\ 

Cost of Revenues 71.l 73.4 73.S 

Gross p::ofit 28.9 26.6 26.S 

Selling, general and 
administrative expenses 25.7 38.0 33.6 

Operating profit (loss) 3.1 ( 11.4) ( 7. 1) 

Other income (expense) 
Interest income 0.3 0.7 0.2 
I:1terc:;~ exr-~se , ( 0 .1) (0.2) 
Other income 0.2 

Net Income (loss) 3.5 (10.7) (7 • l) 

Revenues increased by $2,345,618, or 62\, from fiscal 1989 
to fiscal 1990 and by $7,354,635, or 1201, from fiscal 1990 to 
fiscal 1991. The increase over these periods is a result of an 
increaa• in the average number of monthly customers billing with 
the Company in each of the years as well as an increase in the 
average amount billed per customer. The Company's marketing 
effort over the three year period has increased the nwnber of 
distributors providing the Company with new business and, in 
fiscal 1991, has utilized the services of telemarketing firms as 
a new·source of customers. From fiscal 1989, the customer base 
has grown from an average of approximately 3,000 to 
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• • approximately 12,000 billing customers as of April 1991. In 
addition to the growth in the number of customers, the averaqe 
monthlr bill per customer has increased from $98 to $135 over 
the same period. This increa~e is due to a change in the 
customer bane from a predominantly residential baee to a 
predominantly commercial base. From late in caler.dar. 1989 
through fi9cal 1991, the Company's marketing effort hao been 
targeted primarily on commercial accounts. In tha four:h quaner 
of fiscal 1991, the Company has implemented a ne~ residential 
program aimed at religious affinity groups. The Company expects 
that the residential percentage of its customer base will 
increase over the coming fiscal year as a result of this program. 
Although average residential bills are lower than commercial 
accoun~s and require more customer service support, the:e is a 
higher gross margin on residential traffic. 

The Company's revenue growth in fiscal 1991 was hir.dered as 
a result of processing problems and delays experienced by the 
Company's vendors. As of June 30, 1991, over 2,700 new customer 
orders submitted by the Company for activation by the carriers in 
fiscal 1991 have not been converted to the Company's account. 
The majority of these accounts were submitted for activation 
under AT&T's SON service. Approximately 1,300 ord9rs were 
canceled by customers during fiscal 1991, which Phoenix believes 
is due primarily to these delays, and the remainder still await 
processing by the vendors. The Company is working with its 
vendors to expedite these orders and to improvo future order 
processing. In June 1991, AT&T filed a new tariff, known as 
"DNs-, with the FCC which was designed for resellers such as the 
Company. The Company believes that the new program will relieve 
many of the problems previously encountered with activating 
customers under the SON program. 

The Company's cost of
0

revenue consists of amounts paid to 
the carriers for transmission services for its customers. Over 
the threa-:•eaz f:Jrio.:.: .:mdeci April 30, 1991, the gross marain has 
remained relatively consisten~. The increas9 of 2.3 percentage 
points in the cost of revenue from fiscal 1989 to fiscal 1990 was 
due primarily to the change in the customer mix from residential 
to commercial over this period. The Company pays the CA-'7iers 
for its customers' service based upon the tariffs filed by the 
carriers under which the Company qualifies for service from the 
carriers. While the carriers are able to modify their tariff at 
any time, the Company does not currently foresee any significant 
change in such rates. 

Selling, general and administrative expenses fluctuated as a 
percentage of revenues from 261 in 1989 to 381 in 1990 to 341 in 
1991. Over this period, the Company has grown from 10 employees 
in April 1989 to 25 in April 1990 to 45 in April 1991. The 
increase has been required to support the marketing programs and 
to process the Company's inc:e~sed volume of business. It is 
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anticipated that general and administrative expenses will 
continue to decline as A percentage of revenues in the coming 
year. 

Liquidity 

To da~e, the Company has financed its operations :hrough 
cash flow from operations, the private sales of common and 
preferred stock and through use of its bank line of credit. The 
Company maintains a Sl,000,000 line of credit through a 
commercial bank which is subject to renewal on August 31, 1991. 
The Company is currently not in compliance with certain financial 
covenants in the loan agreement. Through July 15, 1991, the 
Company has drawn down SSS0,000 for working capital pu..-poses and 
has drawn down $375,000 to place in certificates of deposit which 
secure two irrevocable letters of credit in favor of a vendor for 
providing service. These letters of credit will expire in 
December 1991 if the Company maintains current paymen~s with the 
vendor. In order to sustain its current growth rate, ~he Company 
believes it will require additional capital resources and 
liquidity in fiscal 1992. The Company is currently investigating 
available sources of debt or equi~y financing. There is no 
assurance that the necessary financing will be available to the 
Company on satisfactory terms. 

Recent Developments Affecting the Company 

In late June 1991, the AT&T DNS tariff became effective and 
the Company began submitting orders to AT&T for processing. 
AT&T has stated that the DNS program, unlike the SON program, 
will allow, after a three-month ramp-up. an unllll.ited number of 
new sites enrolled per month and that AT&T will provision 
acconnts in 10 working days. Under the SON program, t:.he new 
sites were limited to 400 per mon:h and provisioning could take 
up to six months per account. As a result, the Company believes 
orde1;~ will be ac-civated signific,;intly faster undel.' "'mt DNS 
program than under the SON program. 

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

The following financial statements of the Company and the 
related report of independe~t audi~ors are included as pages F-1 
through F-12 of this report: 

Report of Independent Certified Public Accountants 

Balance Sheets 

Statement of Operations 

Statement of Stockholders' Eq-~ity 
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• • 
Statement of Changes in Firumcial Position • 

Notea ta Financial Statements 

I'l'EM 9. CHANGES IN AND DISAGREEMENTS WI'l'H ACCOUNTANTS ON 
ACCOUNTING AND FINANCIAL DISCLOSURE 

None. 

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS 

The directors and executive officers of the Company, as of 
June 30, 1991, arez 

Name 

Thomas H. Bell 

Marc L. Goyette 

Jeff:ey L. Bailey 

J. Rex Bell 

Charles C .. McGottigan 

Merrill L. Magowan 

James w. Gallaway 

John P. Bremner 

Thomas H. Bell 

Age 

43 

36 

38 

37 

45 

53 

51 

4~ 

Positions 
With the Company 

Chairman of the Boa..""'d, Chief 
Executive Officer 

President, Chief Oper~ting Officer, 
Director 

Vice President, Chief Pinancial 
Officer 

Vice President 

Director 

Director 

Director 

Director 

Mr. Bell haa served au Chairman of the Board and Chief 
Executive Officer of Phoenix since the inception of Phoenix 
'l'elcom, Inc. in 1985. Mr. Bell served as President of the 
COmpany from 1985 to September 1990. From 1983 to 1985, Mr. Bell 
was self employed as a telecommunications consultant. 

Marc L. Goyette 

Mr. Goyette has been President of the Company since 
September 1990 and Chief Operating Officer and a director of the 
Company since November 1988. He also served as Executive Vice 

17. 



President fro~ November 1988 to September 1990. Prom 19a4 to 
1S88, he was a Senior Financial Consultant with Merrill Lynch 
Pierce Fenner & Smith Incorpor~ted, a securities brokerage fiHt. 
From 1979 to 1984 he held a management position responsible for 
Management Information Systems at Gener&l Dynamics. 

Jeffrey L. Bailey 

Mr. Bailey has been Vice President and Chief Financial 
Officer of the Company since March 1990. He in a Cer~ified 
Public Accountant and from 1985 to 1990 was a Senior Manager with 
Grant Thornton, an accounting and management consulting firm. 
From 1975 to 1985 he was with Arthur Young & Company. 

J. Rex Bell 

Mr. Bell has been Vice President of the Company since 
March,. 1991. From January, 1990 to March, 1991, he held the 
position of Director of Marketing. Prior to joining the Company, 
Mr. Bell was a Senior Telecommunications Consultant from 1984 to 
1990 for two California consulting firms, COMSUL, Ltd. and Robin 
& Dackerman, Inc. Between 1980 and 1984, he held management 
posi~ions with MCI Communications and Cable and Wireless, Ltd. 

Charles c. McGettigan 

Mr. McGettigan is currently a managing director and founder 
of McGettigan, Wick & Co., Inc., an investment banking firm 
formed in 1988, a general partner of Proactive Partners, L.P., an 
investment partnership formed in 1991, and a director of Skouras 
Pictures, Inc., a motion picture distri.butor, and Shared 
Technologies, Inc., a shared tenant service provider. From 1980 
to 1983 ha was a senior vice president of·oillon Read, Co. From 
1983 to 1984 he was a general partner of Woodman Kirkpatrick & 
Gilbreath. From 1984 to 1988 he was a principal of Hambrecht & 
Quist Incorpor~t~d. • 

Merrill L. Magowan 

Since 1982 Mr. Magowan has been the President of Magowan 
Dirickson Investment Company, a California registered investment 
advisory firm (formerly known as Magowan Investment COl:lpany). He 
has been a director since August 1988, and Chaixman of the Board 
since August 1989, of Aquatech Systems, a company listed ~n the 
Vancouver Stock Exchange. He is also currently a director of 
Nordeman Grimm (since 1975), an executive search consulting firm, 
and Anchor Coupling Company (since 1985), a company ·involved in 
the hydraulic hose couplings industry. From 1968 to 1986 he was 
a director of Safeway Stores, Inc. 

--
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• • James w. Gallnway 

Mr. Gallaway became 4 director of the Company in July 1988. 
He is a founder and former director of Centex Telemanagement 
c•centex•). Ha waa a director of Centex from 1984 to 1988 and a 
Vice President from 1983 to 1986. Since 1980 ho hao been 
President of Gallaway Enterprises, Inc., a telecommunications 
company. $!nee February 1988, he has served as a director and 
Vice President of StellarNet, Inc., an information managemen: 
company in the health care industry. ~.r. Gallaway has been a 
U.S. Marine Corps Reserve Officer since 1962. 

John P. Bremner 

Mr. Bremner became a director of the Company in June 1991. 
He is currently President of Devco Investments, Inc., a real 
estate investment corporation and holding company, and ha~ served 
in that capacity since 1980. Mr. Bremner has also served as a 
director of Megaphone International, Inc., an audiotext company, 
between 1984 and 1989. !fr. Bremner currently is a director of 
Meganews, Inc., an audiotext company, where he has served in 
that capacity aince 1988 and since 1990 has served as the chief 
execucive officer of Perseids, Ltd., an in~~rmation services 
company. 

All directors hold office until the next annual meeting of 
stockholders or until their successors are duly elected and 
qualified. Officers serve at the discretion of the Board of 
Directors. Thomas H. Bell and J. Rex Bell are brothers. With 
the exception of that relationship, there are no other family 
relationships among officer~ or directors of the ~ompany. 

ITE.~ 11. EXECUTIVE COMPENSATION 

The following table sets forth the cash compensation paid to 
each of tho r.omp~~y's --~cutive officers whoso cash compensation 
exceeded $60,000 and all executive officers as a group for ~ne 
fiscal year ended April 30, 1991. 

Name of Individual 

Thomas H. Bell 

Marc L. Goyette 

Jeffrey L. Bailey 

Capacities in 
which served 

Chief Executive 
Officer 

Chief Operating 
Officer, President 

Chief Financial 

Cash Comoensation 

$147,096 

$110,028 

$ 72,000 
Officer, Vice President 
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• • J. Erik Huzstad ( 1) Vice President $ 65,208 

J. Rex Boll Vice Prcaaidont $ 61,925 

All executive officers $5Sl,•H2 
as a group (7 persons) 

(1) No longer associated with the Company. 

Direc~ors of the Company receive no compensation for their 
service as such but are reimbursed for reasonable expenses 
incurred in attending meetings of the Board of Directors. 

Stock Option Plan 

The Company's 1989 Stock Option Plan (the ·Option Plan·) 
provides for the grant to employees of the Company and its 
affiliates of option~ to purchase shares of Common Stock, which 
opti~ns are intended to qualify as incentive stock optiorus under 
the provisions of Section 422A of the Internal Revenue Code of 
1986 (the •code•), and the grant to employees an~ officers of 
and consultants to the Company and its affiliates of options to 
purchase Common Stock, which options are not intended to qualify 
as incentive stock options c•nonqualified options•)· The 
aggregate number of shares reserved for i~suance under the Option 
Plan is 2,000,000. • 

At June 30, 1901, 19,000 shares had been issued upon 
exercise of options granted under the Option ~lan and there were 
options outstanding to purchase 1,199,499 shares at a weighted 
average exercise price of $1.628 per share, _and an aggregate of 
781,501 shares remained.available for future grants under the 
Option Pla; •. 

The Option Plan is administered by the Company's Board of 
Directors, which haa discretion to select grantees, to designate 
the number of shares to be covered by each option, to establish 
vesting schedules, to specify the type of consideration to be 
paid to the Company upon purchase and, subject to certain 
restrictions, to apecify other terms of the options. The maximum 
terin of options under the Option Plan is 10 years. The . 
aggregate fair market value of the Common Stock for which any 
employee may be q1:anted incentive stock options under the Option 
Plan that are first exercisable in any one calendar year may not 
exceed $100,000, plus certain carryover allotments. 

The exercise price of incentive stock options granted under 
the Option Plan must equal at least the fair market value of the 
Common Stock on the date of grant. The exercise price of 
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• nonqualified options granted under the Option.Plan muat equal at 
least 851 of the fair market value of the Common Stock on ths 
date of grant. To date, the exercise price of options granted 
pursuant to the Option Plan ha3 equaled the fair market value of 
the common Stock on the date of grant. Shares covered by 
currently ou~standing options under the plan typically become 
exercisable at the rate of 251 per year over tha four years 
following the date of grant. 

During the 1991 fiscal year, one executive officar of the 
Company was granted an option to purchase 6,000 shares of the 
Company's Conmion Stock with an average per share exercise price 
of $1.625. During the 1991 fiscal yaar, no options were 
exercisad by·any executive o~ficer of the Company. 

ITEM 12. SHARE OWNERSHIP OF OFFICERS, DIRECTORS AND PRINCIPAL 
STOC!CHOLDERS 

Cert~in information is set forth below regarding the 
beneficial ownership of the Company's Common Stock and Series A 
~referred as of June 30, 1991 of· (i) all those known by the 
Company to be beneficial owner= of more than SI of the shares of 
Commun Stock or Seri.es A Preferred outstanding; (ii) all 
directors; and (iii) all current officers and directors of the • 
Company as a group. • 

Name and Address· 

Thomas H. Bell 
One Maritime Plaza 
Suite 2525 
San Frl!ncisco, ~,. 90:!l!. 

James w. Gallaway 
One Maritime Plaza 
Suite 2525 
San Francisco, CA 94111 

Alfred J. Schlette 
161 Mitchell Blvd. 
San Rafael, CA 94903 

Marc L. Goyette 

Claes 

Copmion Stock 

• ·common Stock 

Common Stock 

Common· Stock 

21. 

Beneficial Ownership{l)(2)(3) 

Number 
of 
Shares 

4,036,056 (4) 

727,700 (5) 

_452,000 (6) 

343,500 (7) 

Approximate 
Percent 

of Class 

51.8\ 

9.61 

6.21· 

4.61 

__ J 



• Bundy Allaociatea 
c/o Frederick L. Carroll 
One C4lifornia Street 
Suite 2850 

Series A 
Preferx-ed 

San Francisco, CA 94111 

Jupiter Partners 
c/o John M. Bryan 
Bryan & Edwards 
600 Montgomery Street, 
35th Floor 
San Francisco, CA 94111 

Lagunitas Partners 
c/o Gruber & McBaine 
Capital Management 
50 Osgood Place 
Penthouse Suite 
San Francisco, CA 94133 

Merrill L. Magowan 
One Bush Street 
Suite 1500 
San Francisco, CA 94111 

Charles C. McGettigan 
SO Osgood Place 
Penthouse Suite 
San Francisco, CA 94133 

John P. • Bremner 

McMicking Ventures 
c/o Henry C. McHicking 
McMicking & Co. 

Series A 
Preferred 

Series A 
Preferred 

Common Stock 
Series ·A 
Preferred 

Common Stock 
Series A 
Preferred 

Common Stock 
Series A 
Preferred 

, Series A 
t-'referred . . .. 

25 Ecker Street, Suite 800 
San Francisco, CA 94105 

Elizabeth o. Wick 
c/o Myron A. Wick•III 
McGettigan, Wick & Co., 
SO Osgood Place 
Penthouse Suite 
San Francisco, CA 94133 

Series A 
Preferred 

Inc. 

Lesney Products Corporation Series A 
697 Wyckoff Avenue Preferred 
Wyckoff, NJ 07481 

22. 

• 10,000 

10,000 

20,000 (8) 

43,750 (9) 
10,000 

145,950 (10) 
35,550 (ll) 

a.ooo c12) 
1,000 

10,000 

10,000 

10,000 

6.4\ 

12.9\ 

* 
6.4\ 

1.1, 
20.81 

* • 

6.41 

6.4% 



• • 
All Officers and Directors Common Stock 
as a group (8 persons) 

5,329,956 (13) 62.9, 

• 
( 1) 

( 2) 

( 3) 

(4) 

(S) 

( 6) 

(7) 

( 8) 

( 9) 

Leas than 11 

Unless otherwise indicated and subject to community 
property laws, each of the stockholders has sole voting and 
investment power with respect to the shares beneficially 
owned. 

Percentages of beneficial ownership are based upon 
7,272,256 shares of the Company's Common Stock and 
155,500 shares of Series A Preferred outstanding (plus, in 
appropriate cases, certain shares of which the persons named 
in the table have the right to acquire beneficial ownership) 
and upon information supplied by officers and directors. 

Each share of Series A Preferred is convert.i.ble into 
4 shares of Common Stock at any time by the holders of the 
:arias A Preferred. The beneficial ownership information 
set forth above may differ if any of the shares of Series A 
Preferred were converted. 

Includes 512,000 shares of which Mr. Bell has the right to 
acquire beneficial ownership within 60 days of July 31, 
1991, by the exercise of stock options or otherwise, as 
specified in Rule 13d-3(d)(l) c·Rule l3d-3(d)(l)•) under the 
Securities Exchange·Act of 1934, as amended. 

Includes 315,000 shares of which Mr. Gall~way has the right 
to acquire beneficial ownership within 60 days of July 31, 
1991, by the exercise of stock options or otherwise, as 
specified in Rule 13d-3(d)(l). 

Includes 7,500 shares of which Mr. Schlette has the right to 
acquire beneficial ownership within 60 days of July 31, 
1991, by the exercise of stock options or otherwise, as 
specified in Rule 13d-3{d)(l). 

Includes 160,000 shares of which Mr. Goyette has the right 
to acquire beneficial ownership within 60 days of July 31, 
1991, by the exercise of stock options or otherwise, as 
specified in Rule 13d-3(d)(l). 

Excludes an aggregate of 5,000 shares of Series A Preferred 
owned by the principals of Gruber & McBaine Capital 
Management. 

Includes 40,000 shares of which Mr. Magowan has the right to 
acquire beneficial ownership within 60 days of July 31, 
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• 1991, upon conversion of Series A Preferred as specified in 
Rulo 1Jd-3(d)(l), and 3,750 shares of which Kr. Magowan has 
the right to acquire beneficial ownership within 60 days of 
July 31, 1991, by tho exercise of sto~k options or 
othe~ise, as specified in Rule l3d-3(d)(l). 

(10) Includes 145,950 shares of which Hr. McGettigan h~l the 
right to acquire beneficial ownership within 60 day9 of 
July 31, 1991 as specified in Rule 13d-3(dj(l). A total of 
80,000 of such shares would b9 acquired upon conversion of 
20,000 shares of Series A Preferred presently held by 
McGettigan, Wick Investments, an investment company of which 
Mr. McGettigan is a principal. A total of 62,200 of such 
shares would be acquired on exercise of a Warrant held by 
M~Gettigan, Wick & Co., Inc., an investment b4nking firm of 
which Mr. McGettigan is a Managing Director. A total of 
3,750 of such shares would be acquired upon exercise of 
stock options held by Mr. McGettigan. 

(11) Includes 15,500 shares by virtue of a Warrant to purchase 
Series A Preferred. All of such shares 4nd such Warrant are 
held by McGettigan, Wick & Co., Inc., an investment banking 
firm of which Mr. McGettigan is a Managing Dirc?Ctor. 

(12) Includes 4,000 shares of which Mr. Bremner has the right to 
acquire beneficial ownership within 60 days of July 31, 
1991, upon conversion of Series A Preferred as specified in 
Rule l3d-3(d)(l). 

(13) Includes 1,205,700 shares of Common Stock which such 
persons have the right to acquire beneficial ownernhip 
within 60 days of July 31, 1991, by the exercise of stock 
options or conversion of Series A Preferred Stock, as 
specified in Rule 13d-3(d)(l). 

ITEM 13. CEPTAIN .rir:LATiudSHIPS ANO RELATED TRAHSACTIONS 

During the summer of 1990, Mc:Gettigan, Wick, Co., Inc. 
(NMcGettigan, Wick•), an investment banking firm, advised the 
Company with respect to a Sl,SSS,000 private placement of 155,500 
shares of Series A Preferred Stock. In connection with such 
engagement, th~ Company paid aggregate fees to McGettigan, Wick 
of $77,7S0 and granted·McGettigan, Wick a Warrant to purchase 
62,200 shares of Common Stock. Charles c. McGettigan, a director 
of the CompAny, is a Managing Director of McGettigan, Wick. As 
part of such private placement, the Company sold 20,000 shares of 
Series A Preferred Stock for the purchase price of $200,000 to 
McGettigan, Wick Investments, an investment company of which Mr. 
McGettigan is a principal. The Company also sold 10,000 shares 
of Series·-A Preferred Stock for the purchase price of S100, 000 to 
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• • 
Magowan Investment Company, an investment company of which Kr. 
Magowan, a director of tho Company, is a principal. 

Mr. Gallaway, a director of the Company, is Chief Executive 
Officer and a principal stockholder of Gallaway Enterprisos, 
Inc. c•GBI•), which has been a distributor of the Cotipany ~ince 
November 1988. During the last fiscal year, the am~unt paid by 
the Company to GEI for its -services as a distributor was not 
material. 

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON 
'f.O .... RM_,;;;.,_8_-_K _____________________ _ 

a. The following documents are filed as part of this 
Annual Report on Form 10-K: 

b. 

1. Financial Statements: The financial statements 
and schedules filed as part of this report are set 
forth following page F-1 of this report. 

J. Exhibits 

3.1 Restated Certificate of Incorporation of the 
Company (l) 

3.2 Bylaws of the Company (2) 

10.1 1989 Stock Option Plan (2) 

10.2 Forms of option grant pursuant to the 1989 Stock 
Option Plan (2) 

10.3 Sales Agreement dated March 19, 1990 between the 
Company and Westinghouse Communications (2) 

10.4 Form of Series A Preferred Stock Purchase 
Agreement (3) 

10.5 Sublease and Consent with Richard Goldman & 
co. (3) 

11. Computation of eamings per share.· 

22.1 Subsidiaries of Phoenix Network, Inc. 

Reports on Form 8-K 

No reports on Perm 8-K were filed during the last 
quarter of the period covered by this report. 
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( 1) 

(2) 

(3) 

• • 
Piled aa mi Exhibit to the Company's quarterly report on 
Foi:m 10-Q for the quarterly ~oriod ended October 31, 1990, 
and incorporated herein by reference. 

Filed as an Exhibit to the Company's annual report on Form 
10-K for the fiscal.year ended April JO, 1990, ~nd 
incorporated herein. by reference. 

Filed as an Exhibit to the Company's quarterly report on 
Form 10-Q for the quarterly period ended July 31, 1990 and 
incorporated herein by reference. 
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• • SIGNATURES 

Purauant to tha requiremsnts of Section 13 or lS(d) of tho 
Securiti•• Exehanga Act of 1934, .the Registrant has duly cauned 
this report to be signed on its behalf by the undorsiqned, 
thereunto duly authorized. 

PHOENIX NE'l'WORX, INC. 

Byz /s/ Thomas H. Bell 
Thomas H. Bell 

Chief Executive Officer 

Date: July 26, 1991 

Pursuant to the requirement of the Securities Exchange Act 
of 1934, this report has been signed below by the following 
parsons on behalf of tha Registrant and in the capacities and on 
the dates indicated. 

Signature 

/s/ Thomas H. Ball 
Thomas H. Bell 

/ s / Marc L: Goyett'3 
Marc L. Goyette 

/s/ J~ffrey L. Bailey 
Jeffrey L. Bailey 

Charles c. McGettigan 

/s/ Merrill L. Magowan 
Merri.ll L. Magowan 

Title Data -
Chairman of the July 26, 1991 
Board, Chief Executive 
Officer and Di:ector 
(Principal Executive 
Officer) 

President, Chief July 26, 1991 
-Operating Officer 
and Director 

... 
Vice President, Chief July 26, 1991 
Financial Officer 
(Principal Pinancial 
and Accounting Officer) 

Director 

Director July 26, 1991 
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• 
James w. G4llaway 

/s/ John P. Bremner 
John P. Bremner 

--

Director 

Director J11ly 26, 1991 
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• • One~StM! 
S-611 f11tlCISCX), CA 9'1ll-5476 
415-S:?5-3900 
F,U~Y..5 

GrantThomton ~ 
Act:,untants and 
Mar,aeement Cons..r-..1nts 

The U.S. Member F.m of 
Grar.t Thornton lnter:-.itional 

REPORT OF INDEPENDENT CERTIAED PUBLIC ACCOUNTANTS 

To the Stockholders ,uld Board of Directors 
Phoenix Network. Inc. 

We have audited the accompanying consolidated balance sheets of Phoenbc Network. Inc. (a Delaware 
Corporation) and Subsidiary as of Apci 30, 1991 and 1990, and the related consolidated statements of 
operatJons, .3tockholders' equity and cash flows for each of the three years In the period ended Apri 30, 
1991. These financial statements are the responsiblllty of the Company's management Our responsibility 
Is to express an opl~I~ on these financial statements based on our audits. 

•' 

We conducted our aud:ts In accordance with generafly accepted auditing standards. Those standards 
require that we plan and penonn the audit to. obtain reasonable assurance about whether the financial 
statements are free of material misstatement An audit Includes examlrJng, on a test basis, evidence 
supporting the amounts and d'v.losu~ lri the .F .. •'lciaJ statements. An audit also indudes assessing the 
accountlng principles used and significant estJmates made by management, as wall 11! evaluating the over:.!! 
financial statement presentation. We belleve that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above presant fairly, In all material respectS. the 
consolidated financial poshlon of Phoenix Network. Inc. and Subsidiary as of Apri 30, 1991 and 1990, and 
the consolidated results of their operaUons and their consolidated cash ftOYIS for each of the three years In 
the period ended April 30, 1991, In conformity with generally accepted accounting principles. 

As discussed In Note B, the Company elected to effect a quasl-reorganlzatlon as a April 30, 1989 
resulting In the revalua1Jon a Its assets and the ellmlnatlon of the Company's accumulated deficit 

San Francisco, California 
July 12, 1991 

~'"~~ vA~ ~ 
GRANT THORNTON 

F-1 
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNT'ANTS ON SCHEDULE 

Board of ~irectors 
Phoenix Network, Inc. 

In connection with our audit of the consolldated financial statements of Fhoenbc Network. Inc. and 
Subsidiary referred to In our repon dated Juy 12. 1991, whlch is induded in the Company's annual report 
on Form 10·K. we have also audlted SchedtJe VIII for the year ended April 30. 1991. In our opinion. this 
schedule presents fairly, in all material respects, the imormation required to be set fonh therein. 

San Francisco, califomia 
July 12. 1991 

--

F-2 
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• 
Phoenix Netwoltt, Inc. and Sublidtary 

CONSOUOATEO BALANCE SHEETS 

Aprl 30i 

ASSETS 

Current assets 
Cash 
Accounts receivable, net of allowance for doubtful 

accounts of S182.093 In 1991 and S18,119 In 1990 
Prepaid expenses 
Def erred charges 

Total current assets 

Furniture and equipment - nt cost. less accumulated 
depreciation 

Other assets 

UABIUTJES ANO STOCKHOLDERS' ECUllY 

Current liabilities . 
Note payable to bank 
Accounts payable.~nd aCCJUed expenses 

Tr:ide 
Other 

Capital lease oblig;.%1.n - cu::~=-:t 

Total current liabilities 

Capital lease obllg.?tion - noncurrent 

Commitments and contingencies 

Stockholders' equly 
Pref erred stock - $.001 par value, authorized 5,000,000 

shares. issued 155,500 shares In 1991 am none In 1990, 
liquidating preference of $10 per share aggregating 
$1,555,000 

Common stock - S.001 par value, authorized 20,000,000 
shares. issued 7.241,006 shares In 1991 and 1990 

Additional paid-in capital 
Accumulated deft= from May 1, 1989 
Treasury stock - 1.300 shares at cost 

The accompanying notes are an integral llal1 of these statements. 

F-3 
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1991 

$ 435,746 

3.~.645 
214,256 
1§!,9'6 

4,301,593 

454,94~ 

29,180 

$ 4,785.71i 

S 300,000 

3,527,643 
133,795 
39,457 

4,000,895 

66,489 

156 

7,241 
2.406,415 
(1,692,959) 

(2,522) 
718,331 

$ 4.?85,715 

1990 

$ 579,295 

1,044,315 
58.568 
74,24~ 

1,756,427 

145,025 

$1,~1,452 

$ 

1,503.390 
84,254 

1,587,644 

7.241 
967,584 
(658,495)" 

(2,522) 
313,808 

$1,901,452 

.... -·-·· -·· ..................... ----· 



• • 
Phoenix Hlltworic, Inc. and SL!blldlary 

CONSOLIDATED STATEMENTS OF OPERATIONS 

Year ended Apri :;o, 

1991 

Revenues $13,498, 1S4 
Cost or revenues 9.921,095 

Gross profit 3,577,059 

Selling, general and admlnlstrative expenses A,538,400 

Operating profit ~oss) (961,341) 

Other lnccme (expense) 
!merest Income 31,131 
!merest expense {27,456) 
Other - net m,m> 

{3.148) 

NET EARNINGS (LOSS) $ {964,489) 

NET EARNINGS (LOSS) PER COMMON SHARE SW) 

The accompanying notes aro an i ·.tcgral part of these statements. 

F-4 

1990 1989 

$6,143,519 $3,797,901 
A,509.347 2,701,132 

,.~.172 1,096,769 

2,334.862 9n.153 

(700,690) 119,606 

42,002 10,531 
{4,809) 

193 7,§1i;I 
42,195 13,340 

$ {658.4951 $ 132.946 

sw sm 
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Phoenix Networt. Inc. ■nd Sublkflary 

CONSOLIDATED STATEMENTS OF CASH FlOWS 

Year ended April :x>, 

1991 

cash nows from operating activitres: 
cash received from customers $ 11,075,824 
Interest received 31,131 
Cash paid to suppliers and employees (12,611,392) 
Interest paid (21,4~) 

Net cash provided by (used In) operating activities (1,531,893) 

Cash nows from investing activitles: 
Payments on capital leasa obligation (19.210) 
Purchases of certificates of deposit 
Redemptions of certificates of deposit 
Purchases of furniture and equipment 
Payments on notes receivable - related parties 

(266,004) 

Proceeds from sale of fixed asset ... ~~ 
Net cash provided by (used in) Investing activlties (280,668) 

Cash nows from financing activities: 
Proceeds from Issuance of preferred stock 1,438,987 
Proceeds from note payable to bank 550,000 
Payments on note payable to bank (250,000) 
Preferred stock dividends (69,975) 
Proceeds from Issuance of common stock 
Proceeds from exercise of stock options 

Net cash provided by financing activitles 1,§§2,Q12 

Net Increase {decrease) In cash (143,549) 

Cash at beginning of ye.ar 5Z2.~ 
Cash .:t end of year s .43~-7~ 

Reconciliation of net eamings Qoss) to net cash 
provided by (used In) operating aC%Mt!es: 

Net earnings (loss) $ (964,489) 
Adjustments to reconcie net earnings (loss) to 

net cash provided by operatJng actJvitles: 
Depreclation 65,655 
(Increase) decreasa In accounts receivable (2,422,330) 
Jncraaso In prepaid expenses (155,688) 
lncmasa In deferred charges (110,697) 
Increase In other assets (29,100) 
Increase In accounts payable and accrued expenses 2.073,794 
Loss on sale of assat 1 t,Q4Z 

Net cash provided by (used In) operaring activities $ (11~,.~, 

1990 

$6,307,749 
42.002 

(6,577,491) 

{227,740) 

401,913 
(60,869) 
17,500 

358,544 

130,804 

~.-421 

$ 5791295 

$ (658,495) 

34,250 
164.230 
(29,657) 
(74,249) 

336,181 

$ (227-7~) 

Schedule of noncash Investing ae!iyity 
CapitaJ lease obligation for equipment s 12s,1ss s __ _ 

The accompanying notes are an int~ 31 part of these statements. 
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$ 2.764,241 
10,531 

(2,714,047) 
(".~lil) 

55,916 

{401,913) 

(110,618) 
12,476 

(500,055) 

819,091 
~.QQQ 

§:5~.~1 

414,952 

~.~~~ 

s L48 491 

$ 132,946 

20,561 
.. (1,039.603) 

(1,675) 

943,687 

s 551916 

s. __ _ 
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Phoenix Netw«k, Inc. and SUbtkflary 

NOTES iO CONSOLIDATED FINANCIAL STATEMENTS 

April 30, 1991, 1990 and 1989 

NOTE A • DESCRIPTION OF COMPA.~ AND SUMMARY OF ACCOUNTING POLICIES 

Phoenix Nei:Work, Inc. (9Phoenb( or the •Company-) Is a nonfacilltles-based rebiler ot long distance 
telecommunication services desrgned primariy for small to medium sized commerciaJ accounts and for 
residential customers. The Company has the ability to place customers on the faciities o! AT&T, 
US Sprint and MCI Communications Corporation for long distance service which ls billed by the carriers 
to Phoenix. Phoenix then bills Its cwtomers dlrectiy for theft Individual usage. 

The following Is a summary of the Company's sJgnlficant accounting pofacies applied In the preparation 
of the accompanying consolidated financlal statements. 

• Principles of Consolidation 

The consolidated financial statements inciude tho accounts of the Company and Its subsldlaly. All 
significant intercompany transactions are eliminated In consclidatlon. 

• Furniture and Eouloment 

Depreciation of furniture and equipment Is provided in amounts sutraclent to relate the cost of the 
cepreclable assets to operations CNet their estimated service lives utrizfng the straight.fine method. 

NOTE B - OUASl•R~CRGANiLATJON 

In connection with the business combination effected In fiscal 1988 and the subsequent focus by the 
Company solely upon the telecommunlcatlon business. the Company, with the approval of the Board of 
Oireciors, implemented a quasi-reorganization effectJve April 30, 1989 and revalued its assets. The quasl­
reorganlzatlon, which did not require the approval of the Company's shareholders, resulted In a decrease 
In the Investment valuation of $177,750, the eUmlnatlon of the accuml.Jated deficit of $240,844 and a 
decrease In addltJonaJ paid-In capltaJ of $418,594. 

I 
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Phoenix Hetworkw Inc. and Subsidiary 

NOTES TO CONSOU0ATEO ANANC1.Al. STATEMENTS (continued} 

April 30. 1991, 1990 end 1989 

NOTE C • FURNITURE ANO EQUIPMENT 

Furniture and equipment consist of the foGowfng: 

Data processing 
Furniture and fixtures 
Other equipment 

Less accumulated depreclat1on 

NOTE D • LINE OF CREDIT 

April 30, 
1991 1990 

$ 291.031 
162.093 
124 580 
577,704 
'122,762) 

$135.582 
39.1~ 
37,018 

211,746 
(66,721) 

The Company has a line of credll agreement with a commercial bank In the amount of $1,000,000 expiring 
August 31, 1991. Borrowings under the agreement bear Interest at 1.5% r:M!lprime, are secured by the 
Company's acenunts recelvable, personaly guaranteed by an officer of the Company, and require a 
compensating balance of $250,000 with the commercial bank. ~ Apri 30, 1991, $300,000 is outstanding 
on the rme at 10.5%. The Company Is fn violatlon of the net worth loan covenants as of Apri 30, 1991. 
Average month-c: d oue-.::i:~lng bc'-""'rings for the year ended Apri 30, 1991 were $281,,250 at a weighted 
average interest rate o111.0%. •· ... 
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NOTE E • LEASES 

• • 
Phoenix Netwctt. Inc. and Subsklllry 

NOTES TO CONSOLIDATED ANANCW. STATEMENTS (continued) 

Apt 30, 191.n, 1990 and 1989 

The Company leases certain equipment under a capitalized lease agreement representing assets of 
$125,156 and accumulated depreciation of $11,662 as of April 30, 1991. The amount representing Imputed 
Interest necessary to reduce net minimum lease payments to present value has been calculated at the 
Company's incremental borrowing rate at the Inception of the lease. 

Future minimum lease payments for years er.:ilng April 30, are as foll0\11'$: 

1992 
1993 
1994 
1995 

Amount representing Imputed interest 

Present value of future mlnlmum leasa 
payments 

$51,665 
37,585 
32,891 
6.458 

128,599 
(22,653) 

$10S1946 

The Company has operating leases for office space and equipment which expire on various dates through 
1995 and which require that the Company pay certain maintenance. r--:urance and other operating 
expenses. Rent expense for the year's ending Apri 30, 1991, 1990 and 1989 v.Js $238.964, $104,409 and 
$67,218, respectlvei~. 

Minimum· rental payments required under operating leases for the years ending Apri 30 are as follows: 

1992 
1993 
1994 
1995 
1996 

. . 
$287,101 
285,126 
284,546 
54,518 
2,296 

$913,587 



• • 
Phoenix Network, Inc. and Subaidlary 

NOTES TO CONSOLIDATED ANANCIAL STATEMENTS (contlnued) 

April 30, 1991, 1990 and 1989 

NOTE F • COMMITMENTS AND CONTINGENCIES 

The Company signed an agreement with AT&T In February, 1991 to enable the Company to provide 
service to It: customers under AT&rs Software Defined Network (SON). The term of the agreement is 
March 1991 through March 1996 during which time the Company must meet certain usage requiremsnts 
In four of the frve years. Addlllonally, the Company signed an agreement with AT&T In April 1991 for 
AT&rs Olstributed Network Services (ONS). Under this agreement. the Company must meet certain 
usage requirements CM!r a three year period. 

In March 1990. the Company entered Into a three year agreement with Wesmghousa Communications 
(Westinghouse), a wholly-owned subsidiary of Westinghouse Electric Corporation. tnier which 
Westinghouse \:rill assist the Company In the providing and management of certain services from AT&T, 
U.S. Sµrint Communications Company and MCI Communications Corp. The Company's accounts 
receivable In excess of those required to secure the Company's bank line ol aedl s.-a pledged to secure 
amounts due Westinghouse. 

NOTE G • CAPITAL STOCK 

Preferred Stock Issuance 

In September 1990, the Company completed a private placomenl of 155.SOO shares c:I its Series A 
Preferred Stock at $10 per share. The shares are entlt!ed to 9% a.nulatlve dividends and are convertible 
Into 622,000 sha~Ps of Cl"IITUTIOO stnrJc at $2.50 per share. In connection with the offering the Company 
also Issued a warrant to an Investment banking firm controlle1 't:J an Individual who was ~'~"'!uentfy 
elected to the Company's Board of Director.; for 62,200 shares of common stoclc with an exercise price 
of $2.50 per share. The warrants expire In September 1995. Net proceeds to ths Company from the 
private placement. after offering costs of $116,054 were $1,438.987. 

Common Stock Issuance 

During the year ended April 30, 1989, the Company Issued 1,354,193 shares al common stodc In a private 
offering. Proceeds after expenses amounted to $819,091. In connectJon with the offering. a director of 
tho Company was gramed a stock warrant to purchase 300,000 shares ol common stock at S.75 per 
share. The warrants expire In July 1993. As of Aprl 30, 1991, no warrants have been exercised. 

Stock Options 

On September 24, 1987, the Company granted certain directors stock options to purchase up to 900,000 
shares of common stock at a price of $0.10 per share, expiring no earlier than ten {10) years from the 
effective date. During 1989, options for 400,000 shares were exercised for $40,000. /.4J. April 30, 1991, 
options for 500,000 shares remain outstanding. 

F-10 



Phoenix Network, Inc. 11nd Subilidlory 

NOTES TO CONSOUOATEO FINANCIAL STATEMENTS (continued) 

April 30, 19'31, 1990 and 1989 

NOTE G - CAPrTAL STOCK (continued) 

The Company's 1989 Stock Option Plan authorizes the grant of Incentive stock options or supplemental 
stock options for up to 2,000,000 shares of common stock. The exercise price of each Incentive stock 
option shall be not less than 100% of the fair mancet value of the stock on the date the option is gramed. 
The exercise price of each supplemental stock option shafl be not less than eighty.five percent (85%) of 
the fair mari<e! value of the sock on the date the option is granted. 

Stock option activity was as follows: 

Options outstanding May 1, 1989 
Granted 
Cancelled 
Opt!ons outstanding April 30, 1990 
Granted 
Cancelled 
Options outstanding at Apnl 30, 1991 
Exercisable at April 30, 1991 
Available for grant at April 30, 1991 

NOTE H - EARNINGS (LOSS) PEA CO"~'~ON S'. :·_7E 

Number 
of shares 

1,097,000 
905,700 
30,400 

t.972,300 
528,700 
782,501 

1,718,499 
002,649 
781,501 

OptJonprice 
per share 

S.10 to $1.375 
$1.25 to S2.50 
St.375 to S1.50 
S.10 to $2.SO 
$1.62510$3.125 
S1 .375 to $2.50 
S.10 to $3.125 

Earnings Qoss) per common share ls based upon the weighted average number of common and common 
equivalent shares outstanding except where such calculation Is antk:lilutive. The wcighted average 
number of common and common equivalent shares outstanding utilized in the computation of net 
eamings Qoss) per share was 7.241,006 In 1991, 7,241,006 In 1990 and 7,124,722 ln 1989. Dividends on 
the pref erred stodc were ut»lzed to arrive at the adjusted net loss In computing earnings Ooss) per 
common share. 

NOTE I - UTIGATION 

The Company Is a party to various actions in the ordinary course of business. In the opinion of 
management. the outcome of these matters 'tf!0uld not have a material effect on the fmanc:al statements. 
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• 
Phoenix Networtc, Inc. and SubaJdlGry 

NOTES TO CONSOLIDATED FlNANClAL STATEMENTS (conttnu.1) 

Aprl 30, 1001, 1990 and 1£,ag 

NOTE J -INCOME TAXES 

In 1989, the Comp.iny adopted Statement of Flnanc:iaJ Accounting Standards No. 96 (SFAS 96), 
Accounting for Income Tmces. issued In December, 1987. The adopUon of Sf AS 96 dia not have a 
material ehect on net earnings for the year ended Apri 30, 1989. 

As of April 30, 1991, the Company has available to offset future Federal taxable Income, net operatlng loss 
carryforwards of approxim!!tely $1,700,000, whJch expire in varying amounts from 2000 through 2006. The 
principle temporary differences relate to the timln9 of the deductlons for bad debt expense and certain 
prepaid expenses. The net operating l()S:) (NOL) carryforwards avaiable to offset future financial reporting 
income are approximately the same as for federal tax purposes. NOL's genet:ded prior to the quasi­
reorganization wm be credited to additional paid-In ca!)ta) when they are utilized for flnancial reponing 
purpnses. 

The Company's effective Income tax rate Is different from the Federal statutory income tax rate because 
of the followin~ factors: 

~ ~ .1~ 

Federal tax rate applied to earnings ~oss) bafore 
taxes 34.0% 34.0% 34.0% 

Surtax exemption (7.4) 
Net oper2ting loss (35.0) (33.5) (28.0) 
Other ...-1Jl _(.5) ---1..! 

Effective tax rate -% ~% -% - -

--
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Column A 

Descrfptlon 

Allowance tor 

Phoenbc Network. Inc. and Sumldlary 

SCHEDULEV111-VAU.JATION AND QUALIFYING ACCOUNTS 

VwGndedAp,130.1991 

COlumnB Columnc ColumnD ColumnE 

Adclltioru 
BaJanceat Charged to 
Begfnntng Comand Balance at 
dPor1od Expenses DeductJons End cf Period 

doubtful accounts i1a.119 $331.785 (1) $167.811 $182.093 

(1) Wrtta-cffs cf mccl!BCtflJle accounts 

. . 
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SECURITIES AHO EXCHANGE COMMISSION 
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EXHIBIT 11 

PHOENIX NE'l'WORK, INC. 
statamant ,, computation of Par share Eornings 

Primary: 

Net Earnings (Loss) 

.a?referred Stock 
Dividend 

Adjusted Net Loss 

Weighteb average 
number of shares 
outstanding 

Net income (loss) 
per common share 

Fully Diluted: 

Net Loss 

Weighted average 
number of shares 
outstanding-: 

Pri:nary 
Convertible pfd 

stock 
conversion 

Steck option 
conversion 

Total 

Net income (lo■~) 
per common share 

Year 
Ended 

4/30/89 

$132,946 

S 132,946 

7,124,722 
==:a:::1::s:z:::z==-= 

S 0.02 
=•==-=-• 

S 132,946 

7,124,722 

7,124,722 
-••=-••••=-

$0.02 

Year 
Ended 

4/30/90 

-----------
$(658,495) 

Year 
Ended 

4/30/91 

$(964,489) 

(93,300) 

$(658,495) S(l,057,789) 

7,241,006 

$(0.09) 

$(658,495) 
==--•••=•• 

7,241,006 

_______ ,_,_ 

7,241,006 

=•--····· 

7,241,006 
•=••--•-==-

S(0.15) 

$(964,489) 

414,667 

1,258,717 

8,914,390 
-••:s••••= 

S(0.11) 
=••:am:a 

,___ ___________________________________________ _ 
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EXHIBIT 22.1 

SUBSIDIARIES OF PHOENIX NETWORK, I·NC. 

1. Phoenix Telcom, Inc. (a wholly-owned subsidiary) 

--

1. 
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Beard of Oir:ctors 
Phoenix Network. Inc. 

• • 
EXHIBIT 24.0 

We have Issued ourrepons dated July 12. 1991, accompanying the consolidated financial statements 
and schedue Inducted In the Annual repon of Phoenix Network. In::. on F0tm 10-K for the year ended 
Aprl 30, 1991. We hereby consent to the Incorporation by reference of said reports In the Registration 
Statements cf Phoenix Network, Inc. on Form S-8 (File No. 2-~. effectJve July 12. 1990). 

San Franctsco, Calif omla 
July 26, 1991 

~ ~~ -=,7,; .rz:--.. ·z.,._ 
GRANT THORNTON 
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MarcL~tte 
Cl.ldO,.....0lliar 

-We doal want 
to ba an dungs ID 

all people. Tbe 
cust0111cn•♦1'ra 

heratllSUYI 
Is the small and 
mediWHiDd 
busineu. Wa 
simplr wut to 
helpthmgct 
mare for 1ess. • 

Vision 

A ,,inning te:i.m isn't born o,·cmighL It begins "ith :a ,islon of 

success, an ability to sec opporrunitic::. where others before h:we 

failed to look. 

Such w;u the case \\ith Phoenix ~ctwork. The dnsestiture 

of AT&T opened fertile ground for the growth of new tong 

dist:>.ncc: pro,iders. }.J. C2Ch entered the market, It spent mil• 

lions of doll:1n building what bcame redund:ant long distance: 

net\\"orks. 

Phoenix quickly sized up the: O\'Crc::lp;icit)'. dC\i.sing a way to 

bu~· that C1P3city :ind sell it to customers :at :a lower price. At the 

same time, we saw the need for the kind of pcrson::afu:ed senicc 

the other c::irriers, bcc::iusc of their size, "''Cre unable to deli,·cr. 

The vision:iry founders of Phc-mix m2pped out :a strategy 

for a te:im on which C\'Cf! player "-ould win. Sm:ill to medium• 

sized businesses. undenen-ed in the past. would recen-e high· 

qu:ility, l:i.rge company communiations access. at a better price 

and with unsurpassed customer support. Carriers would be 

better able u, maximize their netw0rks. And Phoenix ,.-ould 

become a profitable, successful company for which lhc future 

would be limitless. 
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Jeffrey L Bailey 
a.id Fi..-ill Ol!iur 

-We have bom 
an organlation 
capable of hlndlln11 
substantial growth. 
We have better 
defined oautrengths 
and opponuities 
and developed new 
nlue•addd se,vicas. 
We are oowwell• 
pasilioaeif Ill satisfy 
an unfulfilled need 
In the Jabg distance 
Industry; 

.f.S 

• Daaldint t!ie Neiww\ 

When Phoenix', hutory is recounted, 1990 will be remembered 

as the culmination of a building effort that helped the company 

achic,·c rccorct-brc:iking fin:inc:w growt.,. 

This in,-cstmcnt in our fuu.irc did not come cheap!~·. The 

adage, ·Jt t:ikcs money 10 mm money· well applies to our fiscal 

1990 loss- a dirtt1 result of our increased spending in person­

nel and software ~'ltems. 

To ensure the Phoenix tom wod:cd in sync :ind had the 

nccess.it}' tools 10 move fo1'11"Ud aggrcssi\'cly, a S0phistiatcd 

computerized ~t:l processing system ,,-:u put into place. This 

~-stem enables Phocni.-c to monitor a grc:u ,-olwne of informa­

tion on a minute-by-minute b:lsis. 

Not only a.re we able 10 a.d cvczy cill made by c.ich of our 

10,000 customers as well as acty dollar earned ~• r.ich of our 

100 distributors. ,.-e'rc also able to rnect the highlydcE2iled 

reporting requirements dcnunded by regulatory agencies and 

the im-csunem community .. ~d perhaps men impoiuntly, 

we\·e created the infrasu-ucmre so aitic:u to future growth. 



.:.;.•- •. ·• : .. -
;.A ........ ~-:~.,-.:..-



J.En'kUatad 
Euc,nne Y. ,. lbtbliat 

-Webanjat 
si:ratclml th, Im• 

f1cecfdllmarbt. 
Ourgnnwl!lwm 
cormt Ina dolq 
the same l!wlgs 
wa'nalwrp 
don■--oetr for 
anexpuded • 
customu bu.• 

--------------------, 

Making It Happea 

The \ision h:u been impll'mentcd. The S\,tem:I esablished. 

It's time to 1::11:e the next step, the one th:.t .. m acnd us 

surging ::ihc:id or the competition. 

The dir-:ction now is m:arketin:;. We\-c expanded 

th:11 dep:i.nment to ~··-:r ;wist distributon in delil'Cring 

Phoenix's superior r.i1cs and 1enices to cwt0men. The 

::idditional st:iff "ill cn:able w to impro,-c our tDining, 

suppon and services. 

And wc',-c hired profcuiorw cfutn"buton who bring t.cle­

communic:11ions cxperwe, a suong cmrcprcneurw spirit 

and c:cccllent bwincss sense to our f:lst•mO\ing opcr.uions. 

Alrc:idy sening csr:iblished custocner bases. their rc:i.ch ex­

tends to most or the m:ijor cities in the United Swcs. They 

underst:tnd the m:utcrpl::ice :and :ire \\-CU able to cduc:ue 

cwtomers conrused and bombm!cd by conflicting long 

disrance cl:lims. 

Our new marketing thrust positions w to me ack:,m:ige 

of :in cstim::itcd 550-60 billion markcL We ha\-c the tc:un, 

the longC\ity :ind the experience. .-\nd customers. as they 

become more knowlcdge:ible :ibout the industry, ".lnl to 

mal;.c their own decisions :iLout Jong cfuancc, r:uhcr than 

be dict:ued 10 by large commercial c::irriers. At Phoenix, we 

st:ind ready 10 help them. 

___ j 
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Alffll 

Cum:nt Assets 
Cash 
CcrtifiatcS of deposit 
Accounu reccn"3ble, net of allowance for doubtful 

accounts 0!$18,119 in 1990 ~d$27,645 in 1989 
Notes rcceh-ablc from n:wcd ~cs 
Deposits and prepaid cxpcnscs 
Dcfem:d clw'gcs 

Tow current assets 

Furniture and Equipmerit-at cost, less accumulated depredation 

U1lillltl n 111d StodlloW1r1' Eqai" 

Current Liabilities 
Accounts pa)-ablc and accrued expenses 

Trade • 
Other 

Tow current lia!:lilitics 

Commhmc:nts and Contingencies 

SlOCkholdcrs' Equity 
Common stock- authorucd 125,000,000 shares of $.001 

par value; mucd 7,.241,006 shares in 1990 and 1989 
Additional paid-in capital 
Accumulated deficit from May 1, 19~ 
Tre:i.sury nod - 1,300 sb.an:s at cost 

• The accompanying~ arc an lniqnl pan ol i:hac JQlmlffllJ. 

• 
IYA 

$ 5i9~5 

l,044.Sl5 

58,568 
74,249 

. 
l,i56,427 

145,025 

$1,901,452 

$1,50S,S90 
134,254 

1,587,644 

7,241 
96i,584 

(658,495) 
(2,522) 

315,808 

$1,901,452 

...,.,., 
"" 

$ 448,491 
401,91S 

1,208.545 
17,500 
28,911 

2,105,S60 

118,406 

S2~..S,766 

Sl,238,617 
12.846 

1.251,46S 

"7,241 
967,584 

-· 
(2,522) 

972.!0S 

$2,225,766 



CouellJatH $:atllalam cf Opuatl11111 • • • 
l'-r.....-.,e. 

lttO 
,_ .... 

. 
Rc:vcnues 

$6,143,519 $5,797,901 $857,896 

Cost of rC\-cnues 4.509.347 2,701,152 529,!09 

Cross profit 1,634,172 1,096,769 !08,587 

Selling, general and _administntivc expenses 2,334,862. 977,165 !70,880 

Operating profit (loss) (700,690) 119,606 (62,295) 

Other income (expense) 
Interest income 42,002 10,5!1 S6 

Interest expense 
(4,809) (15,85i) 

Other income 195 7,618 55,215 

42,195 15.540 21,592 

NttE:arninp (Lass} S {658,495) $ 1S2.9-t6 $(40,901) 

Ntt Eamings (uss) P6 Slum S(.09) S.02 S(.01) 

The: ~pmying no1e1 an: an.!"~ fQRoClhac sa1emm11-

I 

10.11 
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Tlfte y_..1a,1 .. Afril SO, ltN 

,W-'-1 ~ ......... ~ 
C-1.a """- tktldl ........ Do&il~ T.-ps..dl-

s.,,. ~· ~ W..,1,1919 Naol.lNl s-. ----
Balance at May 1, 198i 5,486.513 S5,i8i - S351,091 5(331,417) s . 1,300 • S(2.522) 

Contribution oCinvcsunent in 
marketable security - lii,i50 - . 

Net loss for the year (40,901) 

Other . (1,47:?) ---
Balance a~.o\pril 30, 1988 5,486.813 5,-187 528,841 (373,i90) - 1,500 (2,522) 

Stock options exercised 400,000 400 39,600 
Is.suance of common stoci. 1,35-1,193 l.S.5-1 8li,73i 

Net earnings for the year 132,946 

Qua.si-reorganiz.arion as of 
April !O, 1989: 
De~ In investment (lii,750) 

Transfer of deficit to 
additional paid-in capital (!?40,844) 240,844 

Balance at April 30, ·1959 i,241,006 7.241 967,584 - 1,300 (2,522) 

Net loss for the: year (658,495) 

Balance at.April 30, 1990_ 7,241,006 S7.241 S96i.584 s S (658,49.5) 1,300 $(2,522) 

The ~mpanfins nocc:sarc an lnttgnl p.viofthil11:1emcnt. 

. -
--
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• Cash Oows from opcntlng ac.tMtlcs: • 
Cash received from c:us'tomen 
Interest recel\-cd 
Cash "pa.id 10 ·,pplicn and employeCJ 
Interest pa.Id • 

. . . . 

... 

Neta.sh pnnided by (wed in) operating activities 

Cash flows from inVMting activities: • 
Purchucs ~r cerdfiates of deposit 
Redemptions of certifiateS of deposit 
Purchases of furniture and equipment 
Paymenu on notes receivable - related parties 

Net cash provided by (used in) in\-estlng acthitics 

• Cash flows from finandntr activities: 
Procttds from issuance of common stock . 
Proceeds from exercise of stock options 

Net a.sh prmided by financing acthitics 

Na /nmas, in Ca.sh 

Cash at bcginnlng·or)'?f - . ~ . 
Cash at end of)-car 

Rcconcilution of nei eamini;s (I~) to net a.sh provided 
by (wed ·in) oper.iting activities: 
Net earnings (loss) 
Adjwtmcnu 10 reconcile net c:unings (los.s) to net ash 

provided by (used in) openting activiti~ 
Dcpredatio~ • • • 

• (Inaca.sc) dccrcasc in accounts rccei\-abJe. 
lnaca.se in deposits and prepaid expenses 

- Increase in' d~erred charges 
.Inac:se in accounts payable and acaucd expenses 

Net Cuh ~ bJ (Uscl in) Of>natinc Aaivwa 

·- Tbc a.ccompanyiac notes ate in lntttn,I pan oC thac swcmcnca. 

1%.IS 

• 

- . 

. .. 

,-i....AfoQM, -·· • , ... ..., 
. 

$6,!07,749 $2,764,241. 
42.00'l 10,531 

(6,57i,-l91) (2,714,047) 
(4,809) 

(227,7-10) 55,916 

(401,913) 

4Cl.91S -:.. 
(60,869) (110,618) 
17,500 12,476 

!58,5+1 (500,055) 

819,091 
40,000 

859,091 

lS0,804- 414,952 

-HB,491 !S,539 

$ 579,295 s 4-18,491 

$ (638,495) S • 1!2,946 

34,250 20,561 
164,230 (_1,039,603) 
(29,657)' . (1,675). ~ 

(74,249) 
S36,181 9-U,687 

$.·(227,740) ~ $ 55,916 , .. 



. . ... 

Appllc:uions of working apiw: 
Operations: 

Net loss 
Ch:irges (credits) to oper:uions not wing (pro\iding) working apiw: 

Depredation 
Ga.in on sale of equipment 

Working aph:il applied to operations 

Acquisition of furniture and equipment 
Increase in invcsunents 
Other· • 

Tow applia::ions 

_Sources of working apiw: 
Increase in additional paid-in apiw 
Decrc:ue in amount due - stod:. subscription 
Proceeds from sale of equipment 

Towsourccs 

f nt:rtaR in Working Capital 

.. 
Changes in components of working apil31: 

Cash •••• 

Accounts recei'nhle 
Notes "receh-able 
Deposits 

- Accounts payable and accrued cxpcmcs 
Notes payable 
Unearned revenues .. : 

lncrrau in Working Capital 

·: . 
-· 

The accompanying !'otc:s :arc an lntqnl pan ollhil aiatcmmL 

. -
--

.. .. 

---- - -

•• < 

$(•1-0,901) 

6,-182 _ 
(7:5) 

(S-i,492) 

(2,204) 

(lii,750) 
(1,471) • 

(215,917) 

177,750 
98,777 
9,000 

285.527 

·$ 69,610 

~ ,., 752) 

J:57,588 
29,976 
27,236 

(167,887) 
21,449 
29,ooo· 

~ $ 69,610 

. ,1 



Nota to CoasalidatMI Fiu11clal S~tamaa. • 
Nora A. -Summary of Bai111u aad Accountlag Pollcla 
The Company Is 2 nationwide provider, through arrangements ,,ith Westinghouse Communic:itions, Tac., AT&T, U.S. Sprint 
Communic::i.tions Company an~ MCI Communic:itions Corp., oflong-disunce telephone senices designeo primuily for 
commerci:iJ accounts. 

The following is 2 summa:y of the Company·s significant accounting policies applieo in the preparation or the accompan)ing 
consolicbted fin:mci:iJ statements. 

PriDdpln or Consolidadon 

The consolidated financial si:uements include the accounts of the Comp2ny and its subsidiary. All signiliont 
intcrcompany u:uu:u:tions arc eliminated in consolicbtion. 

Fwniaitt and Equipcnait • 

Deprcci:i.tion offw.;iture and equipment is pro\ided in amounts sufficient to relate the cost of the depreciable :wets 
to opcritions O\-cr their estimated scnice Jh-cs utilizing the straight-line method. • 

Note B. <luasl•R1orp11lzatioa . 

In connection with the business combination effected In fisal 1988 and the subsequent focus by the ComP2fly solely upon 
the telccommunic:i.tion business, the Company, with the :ippro\-:il oi the Board of Directors, implemented a qu:a.si-rcorganin­
tion dfccth·c April SO, 1989 and revalued its assets. The quasi-reorganization, which did not require the apprcn-al of the 
Comp~y·s sharchold~~. resulted in a decrease in the im-cstment ,-a.Juation cifSli7.750, the elimbation of~e accumulated • 
deficit ofS24O,8-H and :1.'dt:cre:ue in :iddition2l p:ud-in c:apial ofS-118,594. • • • • • 

... 

14.15 



.... blCoaolidlltdfiaa:iaffilll II.ti. • 
N«.tt C. hnlitun1 and r.-palH1 

Fumi~ and cqui~t consist o( the following: 
Af"i!H. 

'"' "" 
Iiat:i processing $1S5,5~ S S0,4i5 
Furniture and fixtures S9,H6 36.S26 
Other equipment S7.0JS M.Oii 

211,746 150.SiS 
~ :i.ccumulated depredation (66:'i!n .(32,li2) 

S145.0S SllB.-«>6 

Note D. Ua■ ol Clffir 

The Company has :i. line of acdit agreement with a commercial ba°nk in the amount of $250,000 o:piring k.lgust Sl, 1990. 
Borrowings under the agreement bc:ir interest at 1.5% over prime and :ire secured by the Comp:my's accounu rcccn-able. 
There have been no borrowings under this agreement through.April SO, 1990. • 

Nata E. Commltmeaa and Coathlg■adas 
In March 1990, the Company entered into a three )'Cat :igreement with Westinghouse Commuciations (Wcstinghowc), :a 
wholly-o~ed suhsidwy oCWi:stinghowe Electric Corpor.ition, under which Wesdnghowe will assist me ComlW'Y in the 
providing and UW1agemenc oC ,-~rviccs from AT&:T, U.S. Sprint Communications Company ad~ tCI Communications Cc.rp. 
Un~cr uili agrccment, the ·Company will become :i. customer oCWestinghousc for purchasing cercun sa\ices from the three 
major long disance carriers.: The Company's accounts rec~ivab~c in excess ofthosc required to secure the Company's bank. 
lin~ of aedit an: pledged to Kcurc amounts du~~VL..-.0h.owe. 

. . ~ 

.. -
·-



Noen ta Consolld1ttd fiullc:tal ~' • 
Ns:it E. Commitmants alld Collffngecin (cont.I 

The: Company h:i.s operating lc-ascs for office space :md equipment which expire on nrious cbt.., through 1~ and which 
require ui:it use Company pay cc:ruln maintc:n:incc:, lns~rancc :ind othc:r opc:r:iting expc:n~s. 

At April SO, 1990, minimum rc:nt:al payments required under operating leases are :i.s follows: 

1991 
1992 
1993 
1994 

N=a F. Commaa Stock 

SS5,9-W 
ll,8S2 
6,853 
6,498 

S61,liS 

vn September ~. 1987, the Comp:iny acquired Phoenix Telcom, Inc., in a business combination accountr.! for as a 
pooling of interests. Phoenix Telcom, Inc., which Is a telecommunications comp:iny, bc:amc a wholly-owned subsidiary 
of the Company through the c:xch:inge of -l.5!)0,000 sh:Lrc:S oC the Comp:iny's common stod: for all of the o::::sanding 
StOCk of Phoenix Tc:lco~, Inc. • 

.... . • 
On November 9, 1987 the common stock was :id justed for a 1 for 100 rC\-crse stod; split and the: fin;:u;ci:ll s:z:i:n,:rau baTe 
_gm:n effect to ~e ~rsc s.~ spliL • 

Printe Placement Offaiag 
During the)~ c:nde~ Apri: .=.i, 1989, tile Comf-,, ~uc:d 1,S54,19S shares of common stoek iri a private cEcring. 

• Proceeds after c."tpCnscs·amountcd to $819,091. 

Scock Opdom . . 
On September 24, 1987, the Comp.my gr:uued c~rt2in directors stock options to purchase: up to 900,000 s.bres of the 
Compan:(s common stock :u a price ofS0.10 per share, expiring no earlier th3.n ten po) )'C2l'S from the c::cai,-c cbtc. 
During 1989, options for 400,000 sh2t'CS were exercised at_$0.10 per share. At.April SO, 1990, options for ~J0,000 shzrcs 

• remain ouuta.nding.- • 

11.17 
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• 
Nota F. Calmo11 Stodl lcontl 
The Cornp:any's 19$9 Stock Option Pl20 authorizes the gnnt of incenth-c stock options or suppl~enal stod options for 
up to :!.-:00,000 stures of common stoek. The exercise price of e:ich lncenth-c stock option sh:all 't--: not less th:an JOO% of 
the fair :::u.rket ,-:uue of the scock on the d:ate the option is gr:inced. The exercise price of e:ach 1upplement:al nod option 
sh:all be not Jess than elghty-fh'C percent (85%) of the fair nu.rl:_et ,':aluc of the stock on the d:ue the oprion is gr.in~ 

Stock option :acthiry w;u :as follows: ~-- 0,.-"-
•fS-. ,..a.. 

Options outst:anding April 30, 1988 900,000 s.10 
Gr.meed 59i,OOO S1.375 
Exercised 400,000 s.10 
Options ou:st:anding April 30, 1989 1,097,000 S.10 •Sl.375 
Cr:inted ·905,700 Sl.25 • S2.50 
~cellca S0,400 Sl.3i5 • Sl.50 
Options outst:anding April 30, 1990 l,9i2.Yw0 s.10 • S2.50 
Exercisable :at April S0, 1990 603,9!5 
.-\r.ul:able for~tat.-\pril S0, 199CJ 527,700 

Stock Wmnnts 

A direeto:- of the Company w:u gr:anted a stock warr.int to purchase 300,000 shares of common scock at S. 75 per slu.re. 
As of AFJ SO, 1990. no wan-ants ha,-c been ~crciscd. 

Nol9 G. Eani11111 (l.oul ,er Common Stw. 
Earnings (loss) per commoc :!.uc is 04Kd upon .. ,c: .. weighted a,·er.ige number of .:cmmon and co:nmon cquh-.!:-.. :...res 
outst:andi:ig except vhere such olculation is antkiiluti,-c. The weighted average number of common 2nd common cquh-a­
lent shares outswiding utilized in the computation of the net earnings (loss) per share w:u i,241,006 in 1990. 7,12-!.i22 in 
1989 and 5,486,580 in 1988 . 

. · 



Nocnto Coaolldmd Flaaacial~ntl • 
. . 

The Company is a p:uty to ,-:uious actions in the ordinary course ofbwlncss. Jn the opinion of m:magnicnt. the outcome 
of these matters would not h;L\'C a materfal effect on the fin;Lncial statements. 

Nata L lneocae Tun 
In 1989, the Company 3doptcd St2tcmcnt offin:incw Accounting Standmis No. 96 (SF.AS 96), Accou:ting for Income 
Taxes, issued in December, 1987. The adoption ofSFAS 96 did not ha,-c a materi:il effect on net c:un~ for the yc:i.r 

ended April !O, 1989. 

As of April SO, 1990, the Company has available to offset future Federal and State taxable income, net opcnting loss any 
forwards of approximately $770,000 and S6!0,000, respectively, which expire in '"U}ing amounts from ~ through 200.5. 

Thct"C arc no significint temporary differences. The net operating Jou (NOL) c:uryforwards a,'2.ilable :a offset future 
financial reporting Income for federal tax purposes is approximately S.570,000. SO L's generated prior to the quasi­
rcorgmiution will be off:set against addition:il paid-in aplw when they arc utilized for financial rcpor.:ng purposes. 

The Companr's effeanse income ax r:ue is di!I'crcnt from the Fcdcr:ll statutory income tax rate beause of the following . 
factors: .... IM ... 

. Fcdcr:il r.:ix rate :ipplied to earnings (loss) bc!ore t:LXcs !4.0$ .54.0% !6.0$ 
Sunax exemption f/.4) • 

Net operating 1cm carryforw.ud (!!.5) r-8-0) (!!.9) 

Other (.5) 1.4 (2.1) 

~ 

Effccti'.'C tlX r.u.e ~~ -$ _-$ 

Nca J. S'lataNat of Cull Flews 
In accordance with Statement of Financial Accounting Standards No. 9.5 (SFAS 95), is.sued in November, 1987, a swcmcnt 
of cash flows is presented in place of a statement of changes in financial position for the yor ended April !O, 1989. As 
permitted by SFAS 95, the Compa.'ly has elected not to prcseiits~tcments of C1Sh flows beginning with the )'Or' ended 

. April !O, 1988. 

.-
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at.port of lcdepend111t Cenilied PaMic + 

To dlt Sh:lcktloldtn ■nd BNnl ol Dlnctor1 
Ptloanla Nttwort. Inc. 

• 

We h:i\-c :iudited the :iccoanp:m~ing consolidated b.abnce sh«ts of Phoc:nil( !'1etwork. Inc. (:i Dela,,':1..--c Corporation) and 
Subsidia.J1' :r.s of April 50, 1990 :i.nd 1989. :ind the related comolidated Sl:ltements of operations. stodholders· equity and 
a.sh flows for the years ~1en ended. These financnl Sl:ltemeni:s :ire the rcsponsibilir:y of the Comp:lnT·s managemenL Our 
responsibility Is to express :m opinion on these financial statements b:a.sed on our :i.udit.s. The fin:i.nc:.11 statements of Phoenix 
~en.,ork. Inc. :as of April 30, 1988 for the }nl' then ended we,~ :iudited by other :iudltors whose report dated Sc;,tembcr 13, 
1988 expressed an unqU:llificd opinion on those swements. 

We conducted our :i.udits in accord:ince "ith gener.illy :i.cccptcd :iuditing ~•.:i11d:irds. Those st:i.nd:i.rds require th:u "'C plan 
:md perform the audits to obt:lin rc:i.son:i.ble :issur:ince :,.bout "hether the fin:mci:tl st:itemenu :ire frtt ofm:itcri:tl mb­
st:itemenL An audit includes ex:unining, on a test b:uis, C\idmce supporting the amounts :ind dls.:lcsures in the fin:i.ncial 
st:i.tements. An a1.aJit :wo includes assessing the :iccounting principles used :ind signific:int estimatc5 imde by managemenr. 
as well as C'\-:alu:iting the overall fin:inci:tl st:itemcnt prcsenution. We beliC\-e th:it our audits prO\ide a. rc:i.so:iable basis for 
our opinion. 

In our opinion, the financial stau:mcnts referred to :ibo,-e present f:urly, in :tll material respects. the consolidated financial 
position of Phoenix ~ecwork. Inc. and Subsidw)· as of April 30. 1990 and 1989, and the consolidatte results of their opera• 
tions and their conwlicbu:d cash flows for the ,·can then ended in conformir:y ,\ith gcner.illy :i.ccepttd accounting principles. 

As discussed in Note B. the Company elected to cffcr:t :i. qu3SHCOrg:miution :as of April 30, 1989 rcsclting in the re·,al~tion 
or its assets and the elimin:\tion of the Comp:inr's :c:cumulatcd deficit. 

As discussed in Note j, the Comp:iny ch:inged to the prescnation o!" a satement of cash flows in pl:1ee of a sa.oement or 
changes in financial position ~nninz ,..;th the_,. ended April SO, 1989. 

Grant Tllonltan 

San ffaacisca. Cllifansiai 

July 12. 1990 



• • Exhibit "C" 
P.S.C Mo. No. 1 Original Sheet No. 14 
Cancelling P.S.C. No. Original Sheet No. 

Phoenix Network, Inc. For Missouri Intrastate IntcrL-\TA Service 

Name of lssiung Corporation ' Community, Town or City 

Section 2 - DESCRIPTION OF SERVICES 

2.1 - Categories of Service 

Equal Access service is a message toll interLATA 
telecommunications service offered to residential and 
business telephone customers served by exchanges converted 
to equal access. 

Dedicated Access service is an interLATA 
telecommc.~ications service available to residential and 
bus:ness custocers with substantial calling volumes. This 
service includes offerings for originating traffic an 11 800" 
offerings for traffic terminating at a customer's location. 

2.2 - Subscriber Service Offerings 

a. Carrier's Equal Access services are: 

Eli: Subscribers to this service, which is designed for 
residential customers, receive a basic MTS sr.rvice. 

EM. ES.EP CA). EP CS) Subscribers to these services 
select the underlying·facilities-based long distance carrier 
to carry their t~aff~-

EZ: Subscribers to this service authorize Carrier to 
select the long distance carrier that offers the greatest 
savings to the customers. 

~= Subscribers to this service receive an aoo-type 
service and are billed for terminating minutes of use, but 
are not required to obtain a deditated access facility. 

AO. A1: Subscribers to these services utilize the AT&T 
system for service. AO provides for monthly discounts and 
Al provides for a periodic discount every 9 months. 

S1. S2: Subscribers to these services utilize the 
Sprint system for service. Sl provides for a periodic 
discount every 12 months in addition to monthly discounts 
and S2 provides for a periodic discount every 6 months. 

DATE OF ISSUE DATE EFFECTIVE -----
ISSUED BY Chief Financial Officer San Francisco, CA 

Officer Title Address 



• • P.S.C Mo. No. 1 Original Sheet No. 15 
Cancelling P.S.C. No. Origuul Sheet No. 

Phoeni"t Network, Inc. For Missouri Intrastate lnterl..ATA Service 

Name of Jssiung Corporation • Community, Town or City 

Section 2 - DESCRIPTION OF SERVICES 

2.2 - Subscriber Service Offerings (Cont.) 

b. Carrier's Dedicated Access services are designated by the letter "D" in 
the name of the service. Carrier Dedicated Access services are: 

DA OM. DS: Subscribers to these services select the underl)ing long 
distance carrier to cany their traffic and are required to obtain a T-1 circuit or other 
dedicated access line ("DAL j from the local operating company. 

,ON: Subscribers to this service who have their traffic carried by a 
particular long distance carrier must obtain a T-1 circuit or DAL and must 
tenninate the traffic via a T-1 circuit or DAL to a customer that subscribes to the 
same service. 

M: Subscribers to this 800-type service have their traffic carried by a 
particular long distance company and must obtain a T-1 circuit or DAL. 

c. ·Travel card Service: Subscribers t~ this service 
initiate a call hy dialing an authorized "800 11 number, 
furnishing the subscriber's authorization code and then 
dialing the called location. 

d. Directory Assistance: This service is ~urnished 
by the facilities-based carrier and the charges are passed 
through by the carrier to the subscriber. 

2.3 - Mileage Between Rate Centers 

The mileage between rate centers is calculated based on 
V and H coordinates as obtained by references to AT&T Tariff 
FCC No. 10. 

DATE OF ISSUE DATE EFFECTIVE -------
ISSUED BY Chief Financial Office~ San Francisco, CA 
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Section 2 - DESC..~IPTION OF SERVICE~ 
Method of Calculation 

The airline mileages between two rate centers is 
calculated as follows: 

Mileage= ) - V~)2 + (H1 - H2)2 

10 

where Vi and H1 are the V and H coordinates of point l 
and V2 H2 are the coordinates of point 2. 

The mileage is rounded up to an integer value to 
determine the airline mileage. 

section 3 - Rates 

3.1 Egyal Access services Intrastate pates - Per Minute of 
Use 

RA EPA. AO, 
Al. S2 

Day 
Mileage Init'l 
0-23 .2300 
24-50 .<2!J:> 
S1-100 .4800 
101-190 .5400 
191-300 .5700 
301-END .6000 

EM,EPS.EZ 
Mileage Day 
0-25 .1989 
26-END .2689 

.s.J 
Mileage 
0-25 

26-END 

_ES· 
ALL 

.1989 

.2389 

.2449 

Day 
Add'l 
.1700 
.::00 
.3100 
3(,00 

.400) 

.4300 

Eve 
.1689 
.1889 

.1689 

.1889 

.2201 

Evening 
Iuit'l 
.1840 
.33(,() 

.3840 

.4320 

.4560 

.4800 

N/WE 
.1289 
.1889 

.1289 

.1889 

.2201 

Evening 
Add'l 
.1360 
.2000 
.2480 
.2880 
.3200 
.3440 

DATE OF ISSUE DATE EFFECTIVE 

Night 
Init'l 
.1495 
Zl30 
.3120 
.3510 
.3705 
.3900 

----- ------

Night 
Add'l 
.1105 
.lt:''." 
.2015 
.2340 
.2600 
ms 
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Section 3 - Rates 

Equal Access Services Intrastate Rates - Per Minute of Use 
(Cont.) 

.EX 
0-292 m1 .1843 .1483 
293-430 .2313 .1905 .1533 
431-925 .2352 .193S .1558 
9'?.6.1910 .2425 .1998 .1608 
1911-3000 .2465 .2030 .1633 
3001-END .2672 .2219 .1783 

Discount!a 

fil1 
First $150Mo. 0% 
$150 to $2,000/Mo. 12% 
Over $2,000/Mo. 20% 

.EZ. First $750/Mo. 0% 
$750 to $1,500/Mo. 5% 
over $1,500/Mo. 10% 

EPS I ES 
First $3,000/Mo. 0% 
over $3,000/Mo. . 5% 

~ 
First $50/Mo. 15% 
$50 - $350/Mo. 20% 
$350 - $1350/Mo. 25% 
Over $1350/Mo. 30% 

E}2A 1 AO 
40% on all minutes 

M 
Subscribers to this service who pay their monthly 

charges on a timely basis for eight consecutive months 
receive in their bill on the succeeding month a credit equal 
to the lesser of: the total interstate and intrastate usage 
charges incurred during the ninth month, or the average 
monthly total interstate an intrastate charges incu_-red 
during the seventh, eighth and ninth months, provided that 
the credit may not exceed a maximum of $2,000. 

DATE OF ISSUE DATE EFFECTIVE -----
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Section 3 - RATES 

3.1 - Equal Access Services Intrastate Rates (Cont'd) 

Discounts 

Subscribers to this service who pa~ their monthly 
charges on a timely basis for five consecutive months 
receive in their bill on the succeeding month a credit equal 
to the lesser of: the total interstate and intrastate usage 
charges incurred during the fifth month, or the average 
monthly total interstate and intr~state charges incurred 
during the third, forth and fift.~ months, provided that the 
cre~it may not exceed a maximum of $2,000. 

fil.. 
First $200/month 0% 
$200 to $2,000 8% 
over $2,000/month 18% 
Snbscriber& to this service who pay their monthly 
charges on a timely basis for eleven consecutive Donths 
receive in their bill on the succeeding ~onth a credit 
for the domestic usage billed, or the average domestic 
usage billed over the eighth, ninth and tenth months, 
provided that the credit cay not exceed a maximum of 
$2,000. 

Section 3 - RATES 

3.2 Dedicated Access Services Intrastate Rates - Per Minute 
of Use 

MILEAOB DAY EVENING N[WB 
0-55 o.wo 0.0790 0.0720 
56-292 0.1320 0.0930 0.0840 
293-430 0.1440 0.1010 0.0910 
431-925 0.1580 0.1100 0.1000 
926-1910 0.1700 0.1190 0.1080 

..llli 0-55 0.0610 0.0430 0.0370 
56-292 0.0800 0.0560 0.0480 
293-430 0.0920 0.tJ650 0.0550 
431-925 0.10(,() 0.0740 0.0640 
926-1910 O.llSO 0.0830 0.0710 

DATE OF ISSUE ___ _ DATE EFFECTIVE 
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Section 3 - RATES 

J.2 Dedicated Access services Intrastate Rates - Per Minut~ 
of Use 

mt 

Volume 

M 

DX 

0-55 0.0990 0.0735 0.0655 
56-292 0.1090 0.0890 0.0755 
293430 0.1290 0.0935 0.0790 
431-925 0.1390 0.1035 0.0855 
926-1910 0.1490 0.1090 0.0955 

0-55 0.0990 0.0735 0.0655 
56-292 0.1090 0.0890 0.0755 

293-430 0.1290 0.0935 0.0790 
431-925 0.1390 0.1035 0.0855 
926-1910 0.1490 0.1090 0.0955 

0-292 0.1532 0.1252 0.1043 
293-430 0.1615 0.1318 0.1100 
431-925 0.1658 0.1355 0.1128 
926-1910 0.1743 0.1427 0.1188 

Discounts 

First $10,000/Mo 5% 
$10,000 to $30,000 10% 
over $~u,OOO 10% 

First $4,999/Mo 
$5,000 to $25,000/Mo. 
over $25,000/Mo. 

$0 to $10,000/Mo. 
$10,000 to $30,000 
over $30,000 

0% 
5% 
10% 

15% 
25% 
30% 

3.3 Travel Card Service 
Flat rate of $0.22 per minute 

1. $0.55 surcharge per call 
2. One minute billing increments 

3.3 Directory Assistance 
1. $0.65 per call 

DATE OF ISSUE ___ _ DATE EFFECTIVE _____ _ 
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