
< e ? c - m e r  :,I. 2 ? 0 2  z=rn.ca=-.' d::h 2 4 4 .  X 3  :uzc:~< ;:.?es a t  ...ce 2 3 .  2 7 0 2 .  

acpzzx;mt=l; /  7 1 %  nf :he Ismnaz-L'i ? e r r  Z L Y C : ~ ~  l;:es i3r ::e :x=z p a c e r  3f 
2302 .der-. in Xylch~gac. The i-ecrzase 2.3 ~LzC~~.' za1-s :I: cne -.Lz-', quarz-r  of 
2 0 0 2  zompaisd - 3  2001 rsflaccs :he Campany's l e c - s i c n  c :  j l > w  ?rzwt. 12 b u n d l 4  
;a les  ,wh;ls :he ?cmpan-/- p z s u e d  1:s slacs :c : n ? r ~ i e  :.le C::L;:~IICLCS cf che-  

s r x a s s e s  . The ~ n c r e a s e  1-7 'sur.dled rvzrrues ie+en:~G:7 frs he ;ecDnd quaz ter  
>f 2 0 0 2  cs the  th i rd q u a z t e r  n f  2 9 0 2  is ac:z~>utaC yo 3r2wch :il kur.dlsd l i n e s  
and rsduct ions  in customer tun over.^ 13 cbe Y x r t  T a x e r  gi 2 0 0 2 ,  ages?c - s a l e s  
slswed i u e  co smp~emecta t i sn  i ssues  assoc ia i=d  . w i t h  the  Cempany 's  .lev prodact  - 
3fler:zgs LZ the  prav i  b y a r t z r .  3undled revecues are a:i?ec:ed :o lncrease  to 
ketween 5 4 3  and ji3 si sn i n  t ke  i o u r t h  quazzer of 2 0 0 2 .  3undlad revenues f o r  
-i -.&e i u l l  :/ear 2003 = q e c c e d  t o  Se- becdeen 2 7 0  and $230  m i l l i o n .  
Lmgez-ce-m growch in  revenues ,wi--- depend -pori concsnued operacia5 
e f f i c i e n c i e s ,  lower cuscomer txzove:  and the  Csmpanyf's agilit:/  t o  develop and 
s c a l e  var:ous marketing ?rcgrarns in ocher. s t a c s s .  2evenues ?er 5 u n d l d  l i n e  ar-1 
expected t o  d e c l i n e  in the  f u t u r e  as ,:;le 2mpany cont inues zc3 market lower 
pr iced  products  :o be nore c m p e c i t i - r e  -.with incumbent and ocher cornpecici.re 
Local exchaiige c a r r i e r s  and povLde g r s a t e r  ua lce  co its cuscomers. 

Appr-xxa:ol . /  ? 5 ' : ,  ;i:O ot ::=e =ur.d:?r! l-.-.es ic :e?:csmer 30, - r 2 t i L  T,.? and 
. .  

._ 
r -  ,,mpar.:f 3 suiidled ausi.?ess mccel and ~murz.rc 3':scmer p a  ;/ and coLlec t iocs  

. .  

Network and Line Costs. Network 3rd l i n e  c o s t s  decreased by 
mi l l ion  :or the  q u a r t e r  ecded September 3 0 ;  2 9 0 2  ::an 558.7 m 
. p a r t e r  ended September 3 0 ,  2 0 0 1 .  The decrease yln ie twcrk and l i n e  costs vas 
Sr imar i ly  due t o  a Lower n u m e r  of l o c a l  and long distar.ce customers, a 
reduct ion sn access  and usage chazges and a reduction iq primarf interexchange 
c a r r i e r  charges .  Xecwork and l i n e  c o s t s  fsr the  t h r e e  moncis ended September 3 0 ,  
2 0 0 2  benef i ted  f rom a credi :  of 5 0 . 4 - m i l l i s n  i n  coriaectkon with a N e w  York 
Public Service  Commission-mandated refund f r o m  Verizon N e w  Yo=!< of c e r t a i n  UNE-P 
switching c o s t s  t o i a l i n g  an aqgregat; 51.5 miiLion. Cf the  Verizon N e w  Yo.rk 
refund,  5 1 . 2  s i l l i o n  'was rece ived  in the  second and t h i z d  quarte:s of 2002. The 
remaizing balance of the  c r e d i t ,  ar. a d d i t i o n a l  $ 0 . 4  million, w i l l  be ?rovided t o  
the Comoany in  the form of b i l l  c r e d i t s  f z o m  Verizon over  the q u a r t a r  ended 
December 3 1 ,  2 0 0 2 .  Network and l i n e  c o s t s  a l s o  benef i ted  from Favorable 
r e s o l u t i c n  of d i s p u t e s  with vendors .  The CsmpaiiyOs policy is a o t  co record 
c r e d i t s  from such d isouees  until rece ived .  As a. percentage of s a l e s ,  network and 
l i n e  c o s t s  increased t o  4 7 . 8 %  f o r  the  q u a r t e r  ended Sspcomber 3 0 ,  2 0 0 2 ,  a s  
compared to 4 6 . 4 %  f o r  t h e  same p a r z e r  l a s t  year .  The FCC is c u r r e n t l y  
undertaking its t r i e n n i a l  review of l o c a l  phone compecicion, includi?g the . 

cont inued a v a i l a b i l i t y  of c e r z a i n  unbw-dlsd net%ork elaments.-and switching.  As 
the  Company's long d i s t a n c e  customer base d e c l i n e s ,  the  Comnany could be s u b j e c t  
t o  higher  network and l i n e  costs a s  percentage of salas  due t o  fixed c o s t s  of 
the  Comoany's long discance necwork and c e r t a i n  minimum c o n t r a c t  commitments. 
See i iL iquid i ty  and C a p i t a l  Xesources, Other Yat te rs  . 'I 

Grsss p r o f i t ,  def ined  a s  s a l e s  l e s s  necwork and l i n e  c o s t s ,  decreased by 
3a.3t for the  q u a r t e r  ended September 3 0 ,  2 0 0 2  t o  $41.3 million from 5 6 7 . 7  
million f o r  t h e  same q u a r t e r  l a s t  year ,  and gross margin, def ined a s  gross 
?:ofit a s  a ?ercentage of s a l e s ,  decreased t o  52.23 a s  compared i o  5 3 . 6 %  f o r  the 
p a r t z r  ended September 3 0 ,  2 0 0 1 .  Gross margin-for the  Long d i s t a n c e  sroduct  was 
SO.?,% f o r  the  t h i r d  quarcer  of  2 0 0 2  as cornoared io 5 9 . 1 %  f o r  :he same q u a r t e r  
l a s t  yaar  and gross margin f o r  the bundlad s roduct  was 4 5 . 6 %  for the  t h i r d  
q u a r t e r  of  2 0 0 2  as compared t o  4 6 . 7 %  f o r  the  same q u a r t e r  l a s t  year .  The growth 
of Loca l  bundled sem1c.e a s  a 2erceneage of t o t a l  revenue and ?roduct m i x  has 
cont r ibu ted  to the  decrease i n  o v e r a l l  g ross  margin. L x c l u d i q  the b e n e f i t  of 
the  Verizon N e w  York c r e d i t  and ocher  d i s p u t e  r e s o l u t i s n s ,  the  gross margin f o r  
the  bmdled  producc would have been i n  the low 4 0 %  range. Excluding 
amorri-acion of defer red  revenue r e l a t e d  :o a celrcommunications s e n i c e  
agreement, which expired i?. October 2 0 0 2  and var ious dispuce r e s o l u t i o n s ,  gross 
margin f o r  the  long discance product would havs bees in the low 5 9 %  range.  The 
FCC is c u r ~ e n c l y  consrder i2g modif icat ions t o  the Oniversal  Se-mice ?w.d ( " U S F " )  
program chat may go e f f a c t  a s  e a r l y  as  :he end sf 2 C O 2 .  Changes io t h e  
methodology used in the c a l c u l a t i o n  of the  c o l l e c t i o n  and sayment of USF charges 
may have an adverse impact on the  Company's gross margiz. 

General azd Adminis t ra t ive Expenses.. General and a d m x x s t r a t i v e  e-qenses  decreased by 4 1  3 3  t o  $ 1 2  0 mil l ion 
:or tne  quarc-er ended September 3 0 ,  2 0 0 2  f r o m  $ 2 0  S Tillion f o r  tne  F a r r e r  ended SeptamDer 3 0 ,  ZOO1 Tke 
o v e r a l l  decr2ase i-? genera l  and a d m i n i s t r a t i v e  expenses was due p r i m a r i l y  t3  s i g n i t s c a n t  dorkforce 
reduct ions aed o t h e r  cosc c u t t i n g  e f f o r t s  oy tne Campany a s  st pursued improvements in operacing 
e f f i c r e n c r ? ~  of the Company's bundled business  nodel :nc?-uded i n  gecera l  and a d m i n i s t r a t i v e  expenses for 
the  q u a r t e r  ended Sepcewer  3 0 ,  2 0 0 2  was a non-cash c r e d i t  of 5 1  7 m i l l l s n  r e l a t e d  i o  a favorable  l e g a l  
sect lement  of a dispuce t n a t  nad previously oeen r e f l e c t - d  as  a Liasility, p a r t i a l l y  o f f s e t  oy an increase  
i n  l e g a l  :%serves of'-SO 5 n i l l i o n  While tne  Company exgects co r e a l i z e  f u r t h e r  genera l  and a d m i n i s t r a t i v e  
expense e f f i c i e n c i e s  as tne  customer base grows r e a l i z a t i o n  of such e f f i c i e n c i e s  wr:l oe dependant on the  
a n i l i t y  of macagement co cor.trol persopael  c o s t i  13 areas  sucn as  c o l l e c t i o n s  and zustomer s e r v i c e  There 
can oe 30 assuzances inac the Csmpacy w i l l  be a o l ?  :o r e a l i z e  tnese e f f i c i e n c i e s  
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?Tovision for T2come- Taxes. .At zepccmber 3 0 ,  2902  and 2001, a tul: 
;.aL-ai;or, allowance -2as been grovided agalzst :he Csrnpary* s let operacing isss 
carrjfsr-dards and other deferred tax assets. S1r.c-e the arnour.cs and e x c e n t  o t  tie 

t u t u r e  eaA-ni.z5s are not det6_miA:able xi:h a suzz:oiest degree of 
to recoT-ize the deferred :ax assecs i.1 accordance- with che 

rs~izarnezts of. Stacernent of Financial Acccuiicxg Standads Y O .  109, "Accowting 
'I3r Ixome Taxes," the Company has recor5eci a f u L l  valuation a;lowwce on the 
nee aeizrred tax_assecs. ?or the quarysr ended Sptember 30, 2002, although the 
Compk'.'! has net income, no provision f x  izcome taxes has been reflected on :he 
scatanezc- of ooeracions due-to the full valuacion allowance. The Company has not 

- recoried any income tax -+.upense o r  benefit for the quart&= sr.ded September 2 0 ,  
2001 because the Compaiiy i-zcurred losses durxg -this period as ,dell as 
rnaktaized- a full valuation allowance at September 30-, 2001. The third quarter 
of 2902 represents the fourth cocsecuci-ve quarter of profitability for the 
Compacy. 21 the faurth quaster of 2002, as ?art of ~ts-2003 budqeting process, 
mar.agement will evaluat? the  vaiuation allowace and, if apprcpriatt after the 
evaluation, will reverse all o r  a portion of this valuation allowance, resulci-g 
iz a non-cash defzrred ixcme tax benu-it on the statement of operations. At 

- that time, the Company would record-the estimated nec realizable value of the 
deferred tax asset a n d ,  beginr.ing in 2003, vouldZrovide for -iacome taxes at a- 
rate equal ti the Company's- combined federal and state effective rates. However, 
to t5e e x t e n t  of availab-h n e t  operating loss carTyforrards, the Company wodd . 

be shielded from 3aying cash iicome taxes for several years. There can be no 
- assurazces that the Company-will realize the f u l l  beiefit of the zet operating 

Loss carr;/fordards on future taxable income generaced by the Company due to the 
. ,I "b ,..anye of ownershi?" provisions of che hte-nal -2evenue Code Section 382 (see 
"Liquidity and -Capital Zesources, other Matters"). 

- 

. -  

3traordiaarf Gain (Loss). The Company incurred an excraordiza-y qain in the quarter ended September 30, 
2001 of Sl6.9 rnillian, which represents the gain on restructuring of the AGL c~nti~lgent redempcions in 
accordar.co with SFXS ?Io. 15, "Accounting by Jebtors and Creditors :or Troubled Debt .Pestructurings," as 
discussad above in Note 3 of the Notes to the Consolidated Financial Statements. As a r e s u l t  of the 
retzrement of the Company's senior credit facility ?rior co mat'urity, the Company will incur a one-time, 
-on-cash axtraordiriary l o s s  of approximately $1.1 million in the fourth quarter of 2002 reflecting the 
acceleration of the amortization of certain deferred finance charges and fees. 

- 

NINZ MONTHS ZNDED SEPT-mER 3 0 .  2002 CCMP.W!3 TO NIXE HCNTIIS l W E D  SE?TWBER 3 0 7  
2001 

Sales. Saies decreased by 39.5'1; to 5236.3 million for the nine months ended September 3 0 ,  2002 from 8390.6 
million for the nine months ended Se?tember 30, 2 0 0 1 .  

The Cmpany's long distance sales decreased to 5116.3 million f o r  the line months ended September 30, 2002 
fzom S236.3 million for the sine months ended September 3 0 ,  2001. A significant percentage of the Csmpany's 
revesues were derived f r o m  long distance telecommunication se-nices provided to customers who were obtaized 
under tie XOL marketing agreement. The Company's decision to focus on the SundLad product and the 
disconti-uation of the AOL markdting relationship effective September 3 0 ,  2001, together wit3 cuscomer 
tu--over, contributed to the declize in long distance customers and reuenues. This decline i n  long distance 
custmers and revenues is exsected to contixe so long as the Company continues to focus its rnarketLag 
erzorzs on the bundled produce. Long distance revezues for the nire months en%ed September 30, 2002 and 
Sqternbez 30 ,  ZOO1 xcluded non-cash amorzization of deferred revenue of $ 5 . 6  million related to a 
telecommunications serrzce agreement eccered into 1.7 1997. Deterred revenue relating to this agreement has 
been amortized over a five-year period. The agreement and rzlaced amortization te-minated i n  Gctooe? 2002. 

- _  



s o u ~ d l e d  i a l s s  f s ~  '_>e ?;:e TCZZ:.S ?ECPC 3 0 ,  2 ? C 2  W F T ~  5113.4 2rl 2:mGaZ-d d : z z  
- '  3r. f s r  ::.e ?::e ncrlcks br.C?c je?c?xcer 3 : .  2 O C L  The decrease L.: ouzdled i -.?e x n e  

:.cr.c:-.s *?.de" je?c?moer 2 1 3 ,  231:: c.crnca=?d ; z  2 2 , ; :  z?fl?cri :ne :smpan:/'s ?ec:ii2R Z >  ~ 1 3 w  ;'r:wcn :r: jund12,j 
;ales dr.i-2 ;:e ;smpany suzsued L T ~  2 l i . l ~  : Z  :x:rzve :?.e %ff~zier .c :es  0 2  cke Company's 3ur.Clad bus:r:esS 
ncdel. 3rd imprsve custsmer ~~al:::/ 2 ~ 2  ~cll?~:~sns s rscesses ,  1: a C a : ~ : c r . ,  a i:qnl:i-cant ?orZion a f  t i e  
: ~ ~ d ; e c !  isles f o r  ,:.'.e 2122 nccc>s zncei, ;e?czmer j > ,  230: 'iers ;eceraced trsm bundled s e r i l z e  c u s i z m e r ~  
a c ~ ~ z 3 d  :.'.rough maz!ccti:g ?rzqrams :.lac lad :ees Licsn;:.:ued i.: 2 3 C l .  L a s e r - t e r n  growch ir l  revenues .d; i-- : ; 

i esenc  :qcn  cont iaued  cpera::zg 2ftic:ecc-s~~ :owe= znstzme: :lrzover end Company' 5 a i ~ i l i i ; /  t o  deTielop 
2r.d i c a l e  var ious narkeclng srsgrnms :II 2c2er iCaC2S. ?.evecues s e r  3 ~ ? d l ? d  l i n e  a r e  e;c=ecc?d t o  decll.:e ir: 
::le ?it-re as the  CJmpaily csx:Ames : Z  nar:cec ~ J W P ~  2r:ced ~ r s c u c t i  t o  >e mcre competiti.re-r:th iJcumer,:- 
2r.d 3 c i e r  compet i t ive l ~ c a l  e:cchn.;e ca:z:eri and ? r s v i l e  g r s a c e r  Tralae co consumers. 

Xetvork aGd Line C o S ' c i .  ?Jecwor!k a d  L x x  c o s t s  i ecr -ased  oy 3 8 . 1 %  to 5 1 1 5 . 7  
x - - :or .  for the  n ine  ncnehs ended Segcarnber 3 0 ,  2 0 0 2  frsm 3 1 3 6 . 3  a i l l i o n  for i h e  
?:.le sonchs ended September 3 0 ,  2 9 0 1 .  The decrease ir: ; a s t i  zlai sr:nar:-y due cs 
2 lower lumber of Local and long 3iiZaZCS zusiomers, a rsduczion in-access  and  
usage charges- and a reduct ion  :J ?rima>! :Ztar-;Echange carrier charges.  ZTeLuork 
ar.d l ine-  c o s t s  f o r  che n ine  moncas esded September 3 0 ,  2 0 0 2  b e n e f i t e d  from t i e  

- Verizon New York c r e d i c  o f  5 1 . 2  m i l l i o n .  Sec'uoik and l i z e  costs also b e n e f i t e d  
f r m  favorable  reso luc ion  of d;spuces u ~ t h  Vend0i-i. The Company's g o i i c y  is not 
:o rscorr? czedics  f r o m  such dispuces ur,t:l rece ived .  As a gercentage -of s a l e s ,  
netxorlc and l i r , e  c o s t s  increased  io 4 9 . 0 %  for :he nine moccis ended September 
3 0 ,  2 0 0 2 ,  a s  compared t o  47.9% F o r  the  same ? e r i o d  l a s t  y e a r .  The 'CC i s  
c u r r e n t l y  undertakizg 1:s t r i e n n i a l  review of  l o c a l  ?hone competi2ion i n c l u d i ~ g  

as the  Company's Long d iscance  c-siomer base d e c l i z e s , ~  :he Company could be 
subjeci tg h igher  necwork and l h e  c o s t s  as  a percsiitage of s a l a s  due to f i x e d  

- coscs 93 the  Company's locg  d i s t a n c e  nezwork and c e r t a i n  minimum cont racc  
commicnents. See  " L i q u i d i t y  and Capi ta l  ,iesaurces, Other Matters .  " 

Gross g r o f i t ,  def ined  as  s a l e s  less network and l i n e  c o s t s ,  decreased by-40.8% f o r  che nine months ended 
Sepltmoer 3 0 ,  2 0 0 2  t o  S 1 2 0 . 6  m i l l i o n  f r o m  5 2 0 3 . 7  m i l l i o n  for the  same z e r i o d  l a s t  year ,  and g r o s s  margin,  
defined a s  gross  p r o f i :  as a percentage of s a l e s ,  decreased co 51.01 as compared Co 9 2 . 1 %  for the  nine 
months ended September 3 0 ,  2001. Gross margin f o r  t h e  long d i s t a n c e  9roduct  was 59.1% for the  nine months . 

ended September 30, .2002 as ccmpared with 5 5 . 9 %  for che same ger iod  l a s t  year  and gross  s a r j i s  f o r  the  . 
bundled 9roduct was 43.1% for ;he sine aonths ended September 3 0 ,  2 0 0 2  as ccmpared to 4 6 . 5 %  for the  same 
?er iod l a s t  year .  The growth of l o c a l  bucdled s e r r i c e  as a 9ercentage of total revenue and product m i x  has 
contr ibucad to the  decrease  ia o v e r a l l  g ross  margin. 

. .  
. _  

.. 
. , .  

;he continued a v a i l a b i l i t y  of c e r t a i s  iu iundled  necwork elements and swicchin g .  

- 
- 

General and Adminis t ra t i - re  Cx-penses. General and a d m i n i s t r a t i v e  e w e n s e s  decreased by  37.51 t o  540.2 million. __ 
f o r  the  nine months ended September 3 0 .  2 0 0 2  f r o m  $64.2 mi l l ion  f o r  the  nine months- ended September 3 0 ,  
2 0 0 1 .  The o v e r a l l  decrease  i n  genera l  and adminis t ra t ive  e q e c s e s  was due p r i m a r i l y  i o  s i g n i f i c a n t  workforce 
reduct-ons and o t h e r  c o s t  c u t t i n g  a f f o r c s  by the Company as i c  ?u=sued improvements i n  operacing 
eiir;ie.?cies of t h e  Comuany's- bundled b u s k e s s  model. The Company had increased  gersonnel  Costs associat.ed 
w i i h  sunoort ing * -  the  Company's b u d l e d  s e r J i c e s  o f f e r i n g s ,  including customer s e r v i c e ,  p rovis ioning  and 
col lect i -ons personnel  d u r i r g  t h e  n ine  months ended September 3 0 ,  2 0 0 r  as compared with 2 0 0 2 .  Included ic 
genera l  and a d m i n i s t r a t i v e  e -qenses  for the  n i n e  months ended Sspcember 30,.2002 was a non-cash c r e d i t  of - 
51.7  mi l l ion  r e l a t e d  t o  a favorable  see:lemenc of a vendor dispute chat  had previous ly  been r e f l e c t e d  as a 
liabilizy, p a r t i a r l y  o f f s e t  by  an increase  in l e g a l  r e s e n e s  of S0.5 million. Nhile the  Company e q e c t s  t o  

such e f f i c i e n c i e s  will be depesdant on the  a b i l i t y  of management co c o n t r o l  personnel  c o s t s  in a r e a s  such as 
c o l l e c t i o n s  and customer s e F J i c e .  There can be  no assurances t h a t  the  Company rill be a b l e  t o  r e a l i z e  these  
ef5:ciencies. 

_ _  

-3 , - a l i z e  f u r t h e r  genera l  and a d m i n i s t r a t i v e  ex7ense e f f i c i e n c i e s  a s  the  cuscomer base grows, r e a l i z a t i o n  of 

Provision for Doubtful Accounts ProvLsion for dountful  accounts decreased by 8 8  7 %  t o  $9  0 m i l l i o n  for t s e  

of sales, decreased t o  3 8 %  as csmpared t o  10 3 %  f o r  the  nine montns ended S e 2 t e m e r  3 0 ,  2 0 0 1  The Company 
iad :aken s e v e r a l  s t e p s  dur ing  t h e  t h i r d  ar,d fsurch q u a r t e r s  of 2 0 0 1  ;a reduce nad dent  e-upense, improve the  
o v e r a l l  c r e d i t  qua l icy  of i:s customer case azd improve i t s  c o l l e c t i o n s  of p a s t  due amounts The oecef ics  of 
:ne Czmpany's a c t i o n s  t o  reduce oad desc ex?ense acd imprsve :ne o v e r a l l  c r e d i t  q u a l i t y  of its cusiomer D a s e  
a r e  r s f l e c t e d  i n  the  lower oad debt  ex?ense f o r  the  nine months 

- 3 7  ,.-.-e ncnins ended SeDtemoer 3 0 ,  2 0 0 2  frm 5'9 4 m i l l i o n  f o r  t i e  same ger rod  lasc year  and, as a 9ercentage 
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;ales and Yazicecing Z q e n s e s .  3ur ing  :>c lize mor.chs snded ;aptember 3 0 ,  2 0 0 2 ,  the Company izcxrred ji3.j 
n; - - im of salis - acd narkati-xq =x?enses as z m ? a r * ~  t z  ;sa.; s~llisn fsr t fe  iame s e r i o d  Last year ,  a 71.4% 
iecrease, acd,  as a ?erzencage  3f s a l e s ,  a t ecrease  is 3 . 3 %  as compared t a  :7 ,6%.5or  :he ?-.-.e moclhs szded 
jeptsrricer 3 0 ,  200:. The decrease  i n  2 0 0 2  is :rinar:L:/ aztrn-5gcable :o rhe reduct ion  i n  narlcetizig l e e 3  ?ai= 
- *  _ _  ACL due t o  the  :e -n isa t ion  of :he mar!cec:zs rs lac-or .sn i? ui:h AOL ef5ec t i7re  September 3 0 ,  2 ' 3 0 1 .  Sales and 
sarket-ng ?:c,enses decl-ined 5 r t h e r  as che Csmpany slowed growth as ic ?ursue.' 2:s ? lan  t o  improve ~- 
i f f ic ienc :es  sf the  Compary's bundled busizess a c d e l .  Current ly ,  s u m t a n t i a l l y  a l l  of  the s a l e s  acd ~ -. 

marketing e.qer.ses r e l a t e  t o  t h e  bundled ?roCuct. 

. .  

, .  

- 
- Deprcciat ion and nmorzizat ion.  Oepreciacior  and amorzization f o r  the  nine 

- sonths  ended September 3 0 ,  2 0 0 2  'was $ 1 3 . 5  nn-l l ion,  a decrease 3f $15.8 millror .  
csmparod co 5 2 9 . 3  million for t h e  nine monchs ended Se?ttmber 3 0 ,  2 0 0 1 ,  and,  a s  
a sercentage of  sales . ,  decreased t o  5 . 7 %  as csmpared t o  7 . 5 3  :or. che x n e  months 
ended September i 0 ,  2001. The Company's amort izat ion ex?ense decreased 
siqni5izanC.y f o r  the nine monchs ended Sepcerricer 3 0 ,  2 0 0 2  due to the  wrice-down 
in  the t h i r d  q u a r t e r  of  2 0 0 1  of goodwill assoc ia ted  wit:? the  a c q u i s i t i o n  of 
Access Cne. Addi t iona l ly ,  t h e  Company impLemented Statament of F inancia l  
Accounting Standards No. - 1 4 2 ,  " G o o d w ~ l l  aiid Cther  In tangib le  Assets ,  " which 
escablisked t h e  impaim-eelt approach r a t h e r  than amorzizacion f o r  goodwil l ,  

- 

, .  

-- ,-suiting in reduced amor t iza t ion  f o r  ehe ~ . - . e  months ended September 3 0 ,  2 0 0 2  
- (see- Note 1 6-f the  Notes t o  the  ConsoLidated Finar-cial S t a t e m e n t s ) .  

- _ _  - 
Impai-?nent and Rest ,uctur iag Charges. The Compbiy inczr red  impai-Tent and r e s t , u c t u r i n g  charges of $171.2 
million f o r - t h e  n ice  months ended September 3 0 .  2001. included i.1 t he  amount f o r  the  nine months ended 
Seatember 3 0 ,  2 0 0 1  was an inpai,nnent charge of 5153.7 million, srimarily r e l a t e d  t o  the write-down of 
goodwilL assoc ia ted  vich-:he a c q u i s i t i o n  of XCCISS Cne, as d iscussed  above. In  September 2 0 0 1 ,  
approved a jlan to c l o s e  one of i t s  c a l l  c e n t e r  o p e r a t i o n s .  The CoTany recorded a charge of $2 .5  million L: 
the  nine months ended September 3 0 ,  2 0 0 1  t o  r e f l e c c  the e l imina t ion  of approximately 225 p o s i t i o n s  and l e a s e  
e x i t  c o s t s  in com.ec:ion with t h e  c a l l  c e n t e r  c l o s u r e .  There were no impairmenc o r  reSt3JCtUrlng d k r g e s  in.. 
the  n i fe  monchs ended September 3 0 ,  2 0 0 2  ( s e e  Note 5 t o  the Notes of t h e  Consol idated P inacc ia l  S t a t e m e n t s ) .  

the Company - 

Znceresc Zccome I n t e r e s t  income vas S0.5 f o r  t a e  n i z e  montzs ended September 30:-2002 versus  $1 1 million 
f o r  in2 nine months ended September 3 0 ,  2 0 0 1  I x t e r e s t  Lnc3me for tne  n i c e  montns ended September 3 0 ,  2 0 0 2  
was lower due t o  decrease ia i n t e r e s t  r a t e s  during the  nine montns ended S s p t e m e r  3 0 ,  2 0 0 2  as compared t o  
2 0 0 1 ,  ? a r t r a l l y  o f f s e t  oy t h e  Company's h g h e r  average casn sa lances  i n  2 0 0 2  a s  compared to 2 0 0 1  

I n t e r e s t  Lxgense. I n t e r e s t  espense w a s  $ 6 . 3  miLlion f o r  che nine months 
aided Sc?tamber 3 0 ,  2002 as compared t o  $4.5 sillion f o r  the nine months ended 
Segcsmb-er 3 0 ,  --2001. The Jncrease i n  i n t e r e s t  e-qense is a t t r i b u t e d  to-h igher  
y ie ld ing  debt instruments  assoc iaced  with !he exchar-ge of t h e  Company's 4 1 / 2 %  
and 5 %  Notes € o r  8 %  and 1 2 %  Notes acd tlhe MCS c r e d i t  f a c i l i > f  rPs t -uc tur ing  (see 
Yotes 2 ,  3 and 5 of the  Notes t o  Consolidated Financial  Statements and 
"Liquid i ty  and Capi ta l  Resources") .  I n  addi:ion, i n t e r e s t  e-qense for t h e  nine 
nonths ended September 3 0 ,  2 0 0 2  inc ludes  the  wri te-off  of defer red  f inanc ing  
c o s t s  of $ 0 . 4  million in'conixection with the  bond r e s t r u c t u r i n g .  As descr ibed  
i n  Note 3 of the  Notes t o  Consol idated F-nancial Statoments, the  issuance of t h e  
8 %  conver t ib le  notes  due 2 0 1 1  was accounted f o r  as a t roubled debt  r e s t r u c t u r i n g  
acd,  as such, i n t e r e s t  expense a s s o c i a t e d  ! w i t h  these so tos  would not be -recorded 
in f u t u r e  per iods  i n  t h e  Company's s ta tements  of o p e r a t i o n s .  F o r  - the n ixe  
months ended September 3 0 ,  2 0 0 2 ,  $ 2 . 0  miliron-of i ? . c e r e s t  expense a s s o c i a t e d  
wieh the issuacce af t h e s e  - n o t e s  was T.OC :ef lected i n  net  inc-ome. 

Cther ,  Nee. Net o t h e r  e -qenses  were S 0 . 9  for the  nine months ended September 3 0 ,  2 0 0 2  as compared t o  S 2 . G  
si? -&-on 7 ; 

2 0 0 2  pr imar i ly  consists of c o s t s  i n  cornec t ion  v i t h  the  -Compaoy's res t ,uc tur ing  of its conver t ib le  
subor6inaced notes ( s e e  Note 2 of t h e  Notes t o  Consolidated F inancia l  S t a t e m e n t s ) .  The amount f o r  the nine 
mo~ths-ended Sepeember 30;2001 primarily c o n s i s t s  of  a $ 2 . 4  mi l l ion  unrea l ized  loss on the  increase  i n  f a i r  

f a r  the nine months ended September 3 0 ,  2601. The amount f o r  the nine months or.ded Scptembrr 3 0 ,  

2 0  



Z x t r a c r d i i a q  Gain The Ccmpacy incur red  an e x c z a o r d i z a q  ga in  -n the  x n e  months aided S e p t e d e r  3 0 ,  2001 
of S L ~  9 m i l l i o n ,  wnlch renresencs t i e  g a i i  on zesczucz~uzi ig  of che XOL cont ingent  redemptions i n  accordance 
r l t a  SPAS ?lo 1.5, l'?,ccow.tizg DY oeocors and Credii3zs f o r  Troubled Deot R e s t r u c t u r i n g s , "  as d iscussed  aDove 
in Note 2 of t h e  Xotas t o  the  Consolidated Financial  S t a i m e q f s  

Cumuiacive 2:ffecr of ar, .I\ccourtir.g Change. The Comuazy adopced Zmerging Issues  Task Force Abscracc No. 
0 0 - 1 9 ,  "AccoU-lting for Deriva t ive  F inancia l  Izsczumer.ti Indexed to, ar.d P o t e n t i a l l y  S e t t l e d  in, a Company's 
Own ~ t o c k , "  i n  che nice  mor.chs ended September 3 0 .  2001. The cumulacive e f f e c t  of the  adopt ion of :his 
charge in accounting p r i z c i s i e  resulted iz 3 non-cash charge i o  operacions of 5 3 6 . 3  m i l l i o n  i n  the  nine . 

-months ended Septsmber 30, 2001, represenc i ig  :he charge in fair value of concingenc redemofion f t a c u r e s  of 
warrancs and common s tock  he ld  by  AOL from issuance on Gacuar! 5 ,  1 9 9 9  Chlough A r e  30. 2001. 



Taik .America rcidings, Tic. : _____-___________-__-------- 
3 4  Convertrble  z c t e s  due 201,1(1) 
? 2 4  Senior  subordinaced 1 0 t e s  due 2007 
32 Convert ible  s e n i o r  subord iza ted  

5 %  Convertible subcrd ina ted  zoces due 
m c e s  due 2 0 0 7  ( 2 )  

2 0 0 4  

Talk America I c c .  and o t h e r  s u b s i d i a r i e s :  .......................................... 
S+nior  c r e d i t  f a c i l i t y  (33- 
Capi ta l  l e a s e  o b l i g a t i o n s  
Other long-ieAm o b l i g a t i o n s  

Total  Contractual  Cbl iga t ions  

5 5 4 , 4 8 7  5 1,384 
71, sa: -- 
4,103 -- 

6 7 0  -- 

s 2 , 9 4 1  
-- 
-- 

570  

5 3 , 1 3 2  
7 : .  6 8 ,  

4 , 1 0 3  

5 5 6 ,  380  
-- 

(1) The 2011 Caovert ible  Notes inc lude  5 3 4 . 3  aillion a f  a i r x i o a l  and 5 3 0 . 2  miILion~of  f u t u r e  accrded 
i n t e r e s t  ( s e e  Soc2 3 of the  Noces t o  Consolidated F izanc ia l  Statemencsi .  The 2 0 1 1  Convert ible  Notes ar? 
subject t o  mandatory redempcion. a t  t h e  opt ion  of the  holder ,  1.1 Sepcember 2006 and Sepcernber 2008 a t  pa= 
?ius accrued interest. 

( 2 )  The 3 %  Notes i ac lude  5 2 . 8  m i l l i o n  af p r i n c i p a l  and $1.3 million of f u t u r e  
accrued i n t e r e s t  (see Ncte 2 of t h e  N c t e s - t o  Consolidated Financial  S t a t e m e n t s ) .  

( 3 )  Zr. Cc:ober 4 ,  2 0 0 2 ,  t h e  p r i n c i p a i  o p e r a t i n g  s u b s i d i a r i e s  sf Compary r e t i r e d ,  p r i o r  t o  maturicy, aLl of 
che -debt ou ts tanding  under t52 MCG Credic F a c i l i t y  .qgreement. 

( 4 1  Zxcluded from these c o n t r a c t u a l  obligations a r s  opera t ing  lease o b l i g a t i o n s  
and  letw work se-vise o b l i g a t i o n s .  The Company l e a s e s  o f f i c e  space and ecpipment 
under opera t ing  Lease dgreements. Cer ta in  l e a s e s  conta ia  renewai opt ions  and 
sarchase opt ions ,  and g e n e r a l l y  provide t h a t  t he  Campany s h a l l  pay f o r  
insurance,  tbves and maintenance. As of December 3 1 ,  2 0 0 1 ,  ?he Comgany had 
f u t u r e  minimum anzual Lease o b l i g a t i o n s  ilrder noncar~ce l lab le  a g e r a t i n g  l e a s e s  
with terns in- excess of one year  as follows: 2 0 0 2  - 51.8 million, 2 0 0 3  - 5 1 . 7  
m i l l i o n ,  2 0 0 4  - $1.4 m i l l i o n ,  2 0 0 5  - 5 0 . 3  m i l l i o n ,  2 0 0 6  - - S O . 4  mil l ion  acd 2 0 0 7  
and t h e r e a f t e z  - $ 0 . 3  m i l l i o n .  The Company i s  a l so  ?a;cy -to vazious necwork 
s e r r i c a  agreements, vhich conta in  cerzain minisum usage commitments. The la rgesc  
coricract escabl i shes  gr ic i -g  ar.d provides  f o r  a x x a l  miiimum ? a g e n t s  for the 
years  ended December 3 1 ,  as fo i lows:  2 0 0 2  - $22.2 million, 2 0 0 3  - 522.3 m i l l i o n  
and 2004  - 5 2 7 . 9  m i l l i o n .  A separace cori t ract  with a - d i f f e r e n t  vendor 
e s t a b l i s h e s  pr ic i r .9  and ?rovides  f o r  annual mi.?imum ? a g e n t s  for c h 2  years  ended 
December 3 1 ,  as follows: 2 0 0 2  - 5 3 . 0  m i l l i o n ,  2 0 0 3  - S6.0 i i l L i o n  and 2 0 0 4  - 
5 3 . 0  m i l l i o c . -  .As  a consequence o f  these  aiaimum network s e r ~ i c e  obixgat ions .  
u d e s s  :he Company can re -pr ice  or r e s t n c t u r e  these o b l i g a t i o n s  or o b t a i z  
addi:ional minutes of usage f r o m  t h e  w h o l e s a l e  o i  ocher long d i s t a n c e  markets, 
of whicn ;here can be no assurances t h a t  the Compar-wii l  be able  t o  accomplish. 
the Compazy w i l l  ax2erier.ce an increase  ~n p e r  minute x t x o r i c  c o s t s .  

3 2  Company r e l i e s  on cash genera ted  f r o m  opera t ions  and cash and sash ?quiva len ts  on hand t o  fund its 
capi ta ;  and f i n a n c r z g  iequirementi. The Compacy had $41.1 mil l ion  of cash acd cash equiva len ts  as of  
September 3 0 ,  2 0 0 2 ,  and $ 2 2 . 1  m i l l i o n  a s  oi S e c o h e r  3 1 .  2 0 0 1 .  



! ~ c f r _  3357. :ryv12e< b y  sperazi?.q ~czL'J:::?s- ~ G S  535 2 T:~~:zz 5 - r  :?..e 2 ~ 2 2  nocc5.s ezdei, i e - , t e m e r  2 5 ,  2 0 0 2  
czmta=+< : z  zec :as> is& LI zpe=i::ns 3 c z : i : : : e i  s f  : ? . :  TIL:;::Z i s r  :he 2ize ncntns %=der'- ;?pc-mer  3 2 ,  

2perac:-g aczi./i:ies were :.-.e zec :.iccme sf S S : - S  n i l l : :  .-.e 2oi.-casn char;es of. $ 2 2 . :  n 
~ccsii;~.:q :f ? r c v i s i m .  i g r  :cuacf;rl I C C ~ U Z C ~  :f i ? . ?  ~i si. acd ie?rociaci.cn acd amcrrrzaci:n of 5 : z . j  _ -  ~nilli:~. These amounts 'Mer2 ~ ~ ; s e t  =I/ 3.1 ~ z c z e a s e  ir: i C = = 1 L L : i  recer.ranlz sf SS.; mil l -en  and a decrease LA; 

acczuiics ;a:/abls = f  513.3 n i l l i o i l .  ?sr t h e  n i z e  nor.c>s c c e d  ie- ,cemer 3 0 .  2'301,. t h e  l e t  cash use? 2.1 

g ~ e r a e ~ - : g  a c t i v i t i e s  'was main::/ j e n e r a t a d  Sy :-e r:ec lois cf 5235. i x l l i s n ,  an i i c r e a s e  rn a c c o ~ i l t s  
- -_- -  -=?=-.faole sf. j 6 a .  2 .millian, a decrease 1.1 a c c s ~ i c s  ca:ias-e axd accrl led s:c?er.ses of S 7 . 5  ailllon 3r.d a 
zcn-casii oxt=iordr;..a gai.7 a n  r n s ~ . r ' x t n r x q  z t  csctiz5er.c redempcizns of 515.. 3 m i l l i o n .  o f f s e c  by  zoc-cash 
c5arr;es of i313.3 n i  on. The xm-casa ::ens.?r:nar::;/ ?rov:sion for r i o w t f u l  acccuiies of 

, .  

a, de?rec ia t ion  and 3morE13di:OE :i 523 .2 -  T -"meet and r e s t r u c t . j r r z g  c h a q e s  sf - 

sn - and che cumulaci.re sffscc of ar: accsur:c;zg c x n g e  f a r  cent-Agene redemptions of j 3 6 . 8  
- - 

- - 
?lee cas3 s e d  ii x v e s t i n g  activ::i=s was S 4 . 3  millrm- ciurlng che >.i- noilchs ecded Sepce.miyer 3 0 ,  2002, 
which cs i l s i s ted  of capi:alized i o f - a a r s  de+elspmenc cos ts  :i 5 1 . 3  si on and c a ? i t a l  expendi tures  C3r the  
p r c h a s e  sf e-ipment of $3.0 m i l l i o n .  Yet-cash used izvestiig a c t i v i z i e s  'was $3.6 mill-en during c i e  
nine monchs ended September 3 0 ,  2 0 e l ,  u h i c i  ~rxnar r l : i -ccns is tad  of zapicalized sofcware development c o s t s  sf 
5 0 . 7  mrlliqn axd c a p i t a 1  e:qenditu=es fo-r :he 3uzchase of e p i p m e n t  of $ 2 . 3  mi l l ion . -  

Net cash used i i  Fnvasting a c t i v L t i e s  'was 51.3 nnll l isn ciuriig the ch rze  moeths ended S e i t e m e r  3 0 ,  2002, 
.whic'n c5nsisted 5f c a p r e a l i z e d  sotesrare 5evel:pmenc c s s t s  of 5 0 . 5  m i l l i o n  i c d  c a p i t a l  e q e n d i c u r e s  f o r  tie 
aurchase a f  aquismene of 50.9 millian. The Csmpacy anticipates i n c u r r i z g  f o r  t h e  f u l l  yea= 2002 c a p l t a l  
+xpeedituzes af  approximately S4 mill lor .  and capiza l ized  s o f t u a r z  development ccsts of appr3ximately S2.5  
aillion, The Company expects  t o  Lcc'Ji c a p i t a l  o:qendi t>rss  of becueen S a  m i l l i o n  and $ 1 0  milLion and 
capica l rzed  softwars developmenc costs of becween S2 x l l i o n  aild S3.million i n  2003, inc luding  approxinacely 
Sj:5 mill ior .  of networkizg equi?mect and sof tware .  The -XC is cug=ent ly  undertaking i t s  t r i e n n i a l  review of 
l o c a l  ,hone competi t ion inc luding  the  cocti.zued a v a i l d o i l i c y  of cezcs in  urrbundled network elements arid - 
swicchizg ( s e e  " L i q u i d i t y  arid C a p i t a l  Xesources, Other MatferS"1. - 

Nee cash used i n  f i n a n c i c g  a c z i v i t i a s  for t h e  nine m0r.c.i.s enzed September 3 0 ,  2002 w a s  $ 1 1 . 4  mil l ion  - 
compared t o  $4.9 m i l l i o n  for t h e  c i n e  mocths ended September 3 0 ,  2 3 0 1 .  T h e ~ n e t  cash  used in  f inancing 
acc ivr ; ias  f o r  the  nine months ocded Septemoer 30, 2002 zlas pr imar i ly  a c t r i b u t a b l e  t o  ?a-/ment of borrowings 
>under che Csmpany's Senior  Credi t  F a c i l i t y  of 5 3 . 3  million, payments relaced-to t h e  macuricy t5e  remaizi.. '9 - 
$ 3 . 3  m i l l i o n  p r r n c i p a l  balance of i t s  outs tacdi-g 4 1 / 2 2  Xotes, ?ayments urder  L ~ S  8 4  Convert ible  notes  due 
2011 a f  $1.9 million, pymeccs  i i  caraec t ion  vi:h cxchailge of the  Company's 4 1 / 2 %  Notes for 3 4  Notes of 
$ 0 . 5  million and ?aTyments LTder c a p i t a l  I.ease c o l i g a t i o n s  of $1.0 m i l l i o n .  The  cash  used in f icanc izg  
a c t i v i t i e s  :or t h e  nine moncis ecded September 30 , .  2 0 0 1  of S 4 . 9  mil l ior ,  vas p r i m a r i l y  a t t r i b u e e d  t o  payment 
of boirgwings urder  the  Compan:/'s c r z d i e  f a c i l i t y  of  Sl.3 mil l ion  and gayments i n  connect ion with the  

~ r e s t z a c t u r i > g  of the  XOL c o n t i i g e n c  redempcions of $ 3 . 5  million. en gctober  4 .  2002, the  s r i n c i p a l  opeza t ins  
s u b s r d i a r i e s  of Company r e t i z x ? ,  g r i o r  ea matur i ty ,  a l l  of the  debt  ou ts tanding  under the  MCG Credi t  
F a c i l i t y  Xcjreemenc of 513.a rni l l ron.  

.- - 

For she t h r e e  mocths ecded Sepccrber 3 0 ,  2002. $ 1 . 7  mi;;ron of i n t e r e s t  
e.qense was recorded as a d d i t i o n a l  s r i n c i 2 a l  on the  1 2 4  Noces a n 0 3 2  Convert ible  
Notes due 2 0 1 2  due t o  aaymenc 3: iicsresc i i  :kind r a t h e r  than cash .  

The Coqany g e c e r a l l y  does not have a s i g n i z i c a n t  concentrat-on of credic r i s k  wrth respec t  t o  net t rade  
accou=cs rece ivaole ,  due t o  tne  l a r g e  nuffier o t  end-users comprisrng i c e  Company's cuscomer base 

C 3 i V E P T ~ 3 L 2  SUSCRDINXTED NOTES ANE X C Y A I G E  OFFERS ( s e e  Note 2 of tne Notes to 
Consolidated Fi.-.ancial Statements)  

Zf fec t ive  .April  4 ,  2002, 
j u t s t a n d i n g  p r i n c i p a l  ba l  
knta s52.2 

the  Campacy  c o m p l e t e d  the  exchange of 557.9 million of the  $ 6 1 . 3  m i l l i o n  
azce of i t s  4 1/?2 Convert ible  Subordizated Notes t h a t  macure on September 1 5 ,  2002  



The Company's s r o v i s i z n  of telecommunication se-Trices is i u j e c t  co gove,?ment r e g u l a t i o n .  Changes i n  
e:ciitizg regulations could-have  a macerial  adverse e r recz  :n the  Compary. The Compacy's l o c a l  
telecommunication s e r J i c e s  a r s  provided a l m o s t  exc1:sivel:i ihzcugh the  u s e  of ILZC Urhur-dled Networlc 
Zlemeits ( " b j Z " j ,  and it is srimarily che a v a i l a b i l i z y  sf coscs-based LTNE r a t e s  thac enablas t h e  'Compazy t o  

so-cal lzd LWE T r i e r a i a l  3eview r u l m a k i n g  in ,which i c  izceids t o  review a i l  ONES azd de ta-n ine  whether IL2Cs 
should cont inue to be requi:ed t o  provide  them io competi-ors. Among o t h e r  :hi2gsL t h e  -?CC has i n d i s a t e d  
chat i t  v i l l  cons ider  whether X E C s  should cont inue eo be  required t3 provide the " l o c a l  switching" UNE, an 
e s s e i t i a l  component of che  ONE-B combi-ati0.n. .Xny cuz:a5lment by :he F C C - k  :he a v a i l a b i l i t y  of the l o c a l  
switching UNE would macerially impair the Company's a b i l i t y  t o  p r o v i d e - l o c a l  telecommunications S e r J i c e s ,  
and =auld e l i m i n a t r t h e  Company's c a p a b i l i t y  t o  provide l o c a l  telecomrrmnications s e r J i c e s  e n t i r e l y  unlzss 
the  Company is a b l e  t o  u t i I i z e  another  technology, which may not b e - a v a i l a b l s  or a v a i l a b l e  or. economically 
f e a s i b l e  terns, or the  Company purchases; bu i lds  and Fnplements its own l o c a l  switching networt ,  wnich would 
requi re  s i g n i f i c a n t  a d d i t i o n a l  c a p i t a l  ex3endi tures  by :he Csmpany. On May 2 4 ,  2 0 0 2 ,  the  United S t a t e s  Courz 
of .\?peals for :he D.C. C i r c u i t  r e l e a s e d  an opinion in  Vnitsd S t a c c s  Tslecom Associat ion v .  F e d e r a l .  
Communications Commission remar-ding '-3 the  X C  for f u r t h e r  cons idera t ion  the  Urhundled NeKwOrk Zlement 
%emand Order, which may provide t h e  PCC with j u s t i f i c a c - o n  t o r  s i g n i f i c a n t l y  reducicg t h e  unkundli;g 
obligations of t h e  ;LECs a s  ?art of t h e  iTNE Trierz-ial Zeview. 

_ r  

or ,  _ _ _  -0  -La  i - -  l o c a l  teleccmmL?ications s e w i c e s  compet i t ive ly .  Si: Decembez 1 2 ,  2 0 0 1 ,  the  TCC i n i t i a t e d  i t s  

The FCC requires t h e  Company and ocher  providers  of te lecomunicac ion  
s e r J i c e s  t o  concr ibute  to the  USF, .which helps  t o  s u b s i d i z e  the provis ion  of 
l o c a l  ieLecornmunicatFon s e r v i c e s  azd o t h e r  services io l~w-incsme consumers, 
i c k o l i ,  l i b r a r i e s ,  h e a l t h  c a r e  s r o v i d e r s ,  and r u r a l  and i z s u l a r  areas thac are 
c o s t l y  io s e r v e .  The FCC is currentl:i consider.l;g moa2:ications t o  the  US? 
program ;hac m a y  go i n t o  e f f e c t  as e a r l y  as  che end of 2002. Changes t o  t h e  
methodoloTy used in t h e  c a l c u l a t i o n  of the  colloc:ion and payment of  GSF charges 
may have an adverse impact on the  ComDany'i cross margin. 

A t  December 31, 2 0 0 1 ,  t3e  Company had n e t - o p e r a t i n g  l o s s  :NOL; carrfforwards f o r  f e d e r a l  income .tax pu-Toses 
of $ 2 5 2 . 8  nillign. Cue eo t h e  "change of ownership" ?zovis ions of the I n t e r n a l  Zevenue Code Sec t ion  3 8 2 ,  t he  
a v a i l a b i l i t y  of  che Compan!i's nec operating l o s s  and c r e d i c  carryforwards may be subjecc  t o  an annual 
1imi:acion against t axablq  income in f u t u r e  aeziods i f  a chancre-of ownershi? of more than 501 of the  value 
of the  Company's scock should occur  wichin a three-year  t e s c n g  s e r i o d .  Many of the  changes t h a t  a f f e c t  
these percentage chancje d e t e n i n a t i o n s ,  such a s  changes in t h e  Cmpany's  s tock  ownership. a r e  o u t s i d e  the 
Company's cor .crs l .  x more-than-SO% cumulative change is ownershis for p u n o s e s  of the Sec t ion  3 8 2  l i m i t a t i o n  
occurred on August 3 1 ,  1998  and October 2 5 , - 1 3 9 9 .  A s  a resulc oi such changes, c a r t a i n  of t h e  Company's 
carryforwards a r e  l i m i t e d .  A s  of December 3 1 ,  2001, 3.pproximately $0'4 . O  m i l l i o n  of NOL carryforwards were 
zoc a v a i l a b l e  t o  offsec f u t u r e  income. in addi t ior . ,  based srr i n f o m a t i o n  c u r r e c t l y  aVai lab le  t o  t he  C o m p a z y ,  
the  Company believes t h a t  the  chacge of ownershis ?erce-cage 'was approximacely qi% for t i e  c u r r e n t l y  
appl icable  three-year  t e s t i n g  p e r i o d .  I f ,  dur1r.g the  c u r r e i : ~  t h ree -yea r  testizg p e r i o d ,  the  Company 
s q e r i e n c e s  an additional more-chan-jO% ownership change 

. - .  
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The Company ii a ?art:/ t; a number of lsgal dc:;ons and praceedings a r i s i n g  f r m  the  Campany's j r o v i s i o n  and 
n a r . k c x g  of telecommunications s e r r r c e s ,  as .well as oer ta13  l e g a l  a c t i o n s  and r e g u l a t o r 1  invescigacrons and 

outcome of the  foregoing actions w i l l  r o t  r s s u l t  in l i a b i l i t y  t h a t  would have a m a t t r i a l  adverse e f f z c t  on 
:he Company's f i n a n c i a l  condi t ion  o r  r e s u l t s  of opera t ions .  Yowever, i t  is ? o s s i b l e  t h a t ,  because of 
:-xi3uatior.s i n  t h e  Company's cash posizion. zh2 timing of developments with r e s p e c t  t o  such matters  t h a t  
require cash payments by t h e  Company, while such payments a r e  zoc expected t o  be m a t e r i a l  t o  the  Company's 
:inancial- ; andi t ion ,  kould ' impai r  the  Campany's a b i l i t y  i n  f u t u r e  in te r im or amua: per iods  t o  c o n t i i u e  to  
implement i t s  business  j l a n ,  which c6d.d a f f e c t  i t s  r e s u l c s  of s p e r a t i o n s  i n  f u t u r e  i n c s i m  or annual -~ 
serzods . 

while che Company bel ieves  t h a t  i t  has  access ,  a l 5 e i t  l i s i i e d ,  :3 new c a p i t a l  i n  the  public o r  S r i v a t e  
narkecs t o  f . x d  it; ongoing cash r e q u i r e m e n t s , . t h e r e  can be 10 assurance a s  t o  the  t iming,  amounts, t e n s  o r  
condi t ions  of  any such iew capital o r  whether i; could be obcained on terms acceptab le  t o  t h e  C0mpar.y. 
~ c c o r l i n q l y ,  t h e  Company a n t i c i ? a t e s  t h a t  i t s  cash requuiremencs genera l ly  must be  m e t  frcm the  Companyis 
cash-on-haxd and from cash genera ted  from operacions. Based on i i i  c u r r e n t  s r o j e c t i o n s .  f o r  opera t ions  and 
having r e t i r e d  the  Company's Senior  Credi t  F a c i l i t y  j r i o r  tc n a t u r i t y  and r e s t r x : u r e d  most of i t s  
outs tanding c o n v e r t i b l e  notes  :hrough the  axchange o f f e r s ,  the Company b e l i e v e s  t h a t  its cash-on-hand and 
i t s  cash flow from operacions w i l l  be s u f f i c i e n t  t o  f.md i t s  c; l r rent ly  contemplated c a p i t a l  eqendi:ures;- 
i:s debt  s e r v i c e  oblisations, i x l u d h g  :he iccreased  i n t e r e s t  P q e n s e  of i t s  outs tandixg  indebtedness ,  and 
the e x ~ e c s e s  o f  conducting its opera t ions  f o r  a t  l e a s t  the 32xi  twelve months. Sowever, t h e r e  car. be zo 
assurazce t h a t  the  Company w r l l  b e  able to realize i t s  pro jec ted  cash flows from o p e r a t i o n s ,  which is 
subjec t  t o  the risks acd ,mcertai.-.ties d i scussed  above, o r  :hac the Company w i l l  not be requi red  t a  consider  
c a p i z a l  a :oendi tures  ii? excess  of  chose c u r r e n t l y  contemplaced, as  d iscussed  above. 

z," -..-b,---rnent i-,-r= proceedings arisi2g in t k e  ordinar! ccurse of busrzess .  The Company b e l i e v e s  t h a t  the  u l t imate  
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CRZTICU; ACCOUNTING P O L i C I Z S  

The Csmpany's discuss ion  and analysis of its f i n a n c i a l  condieion and r e s u l t s  of opera t ions  a r e  based upon 
the CoFaf iy ' s  consol idaced f i n a n c i a l  s t a t a m e s t s ,  which have been p r q a r e d  i n  a c c o r d a x e  with accounting 
,=rinci?;es g e n e r a l l y  accepred in  t h e  United S t a t e s .  The s reparac ion  of these  f i n a n c i a l  s ta temects  requi res  
the Company t o  make escimaces and judgmeFts tha t  a f f e c t  the reporred amounts of a s s e t s ,  l i a b i l i t i e s ,  
revenues and expenses, and r e l a t e d  d i s c l o s u r s  of cont ingent  a s s e t s  and l i a b i l i t i e s .  On an on-going b a s i s ,  
the  Csmpany evalua tes  ics Istimaces, inc ludicg  chose r e l a t e d  t3 bad d e b t ,  goodwill and i n t a n g i b l e  a s s e t s ,  
incame t a x e s ,  cont ingencies  and i i c i g a t i o n .  The Company bases ~ t s  eseimates  and judgments on h i s t o r i c a i  
ex2errence and on var ious  o t h e r  assumptions chat a=* believed i o  be reasonable  under the circumstances,  the 
rasulis of which forn  c.22 basis for naking judgments about :he c a r q r n g  values  of a s s e t s  and l iabi1i : ies  
t h a t  az2 riot r e a d i l y  apparent  f r o m p t h e r  sources .  .\ctual r e s u i t s  nay d i f f e r  from these  esc imatas .  

Xecsgnrtion of Xevenue The Csmpacy d e r i v e s  i t s  revenues fzom l o c a l  and 1or.g d i s t a n c e  jhone s e ~ r c e s ,  
?r:narrly l o c a l  se rvrces  ow-dled with long d z i t a s c e  s e - w ~ c e s  long discance s e m i c e s ,  i3oow.d t o l l - f r e e  
se,TLce and dedica tad  j r i v a t e  l i ce  s2iy1ces f o r  d a t a  t ransmission The Company recognizes  revenue from 
voice, d a t a  and o t h e r  telecommunications-related s e r J i c e s  in :he 
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Valuatior. of Long-Lived A s s e t <  ard Incacgible  Assets ,with a - D e f x i : e  5iZe. The Company contizuall!! r e v i e v s  
che r e c o v e r a b i l i t y  of the  c a r r y i n g  n l u e  of Iscg-l:./ed a s s e c s ,  i zc ludizg  i n t a n g i b l e s  wish a d e f i n i z e  l r f =  
f a r  imcai--menc xhenever evec ts  o r  c h a q e s  in c2rxms:ances i s d i c a t e  :hat t h e  carr/:ng amouiit of iuch sssecs 
may ?oc b e  recoverable .  Nhen s u c h  events  occur ,  eke Compary compares the  2arrfisg amount of the  a s s e t s  t o  
the  urdiscouncsd e q e c t e d  f u c u r s  cash f lows .  a : a ~ t o r ~  c3.e Company considers  important chat  could t r i g g e r  a 
impai+znenc review ixcLude the  lol1owir.g : 

-- S i g n i f i c a n t  unde-qerfomaiice relac;*re to h i s t o r i c a l  o r  2 r o j e c t e d  

- -  . S i g n i f i c a n t  changes ia t h e  manner of :he C=mpar=j's use of the  acqui red  
f u t u r e  opera t ing  :esu l t i  

a s s e t s  or the  s c r a t e g y  f o r  the  Cornpaiiy's o v e r a l l  busixess  
- S i g n i f i c a n t  nega t ive  industFf  or economic t rends  - S i T i f i c a n t  d e c l i n e  i n  the  Compar.y's s tock  ? r i c e  for a sus ta ined  

perrod and marker: c s p i t a l i z a t i o r  r e l a t i v e  t o  net  book value 

1-E c h r i  comparison i n d i c a t e s  t h e r e  is impai-nenc, :he amount of che impa i -ne r t  Loss to b e  recorded is 
c a l c u l a t e d  by the  sxcess  of t h e  net  a s s e c s '  c a r r y l a g  value over the- r  Ear r  value and is t w i c a l l y  c a l c u l a t e d  
using d iscomcad exqected f u t u r e  cash f lows.  Eanagement of the  Company b e l i e v e s  t h a t ,  f o r  the 3qiarcer ended 
Segcember 30, 2002 ,  no events  o r  changes i n  circumstances have occurred to t r i g g e r  an impairment review. 

Gocdwill. Goodwill represents  the  cos t  i;, excess of net  a s s e t s  of acquired 
companies. E f f e c t i v e  Zanuar;( 1. 2 0 0 2 ,  w i c h  the  adoption of SFXS-No.  142, 
goodwill (comprised of goodwill a c q u i r e d - i n  the Access One a c q u i s i t i o n  i n  August 
2 0 0 0 )  w i l l  not be amorcized, but racher  w i l l  be t e s t e d  for impairment an:ually, 
and will be  t e s t - d  far iqai&znenC between a r a u a l  t e s t s  i f  an went o c c u r s  or 
circumstances change t h a t  vould i s d i c a t a  the  carryiig amount may be  impaired. 

s t r a i g h t - l i - e  b a s i s  over q e r i a d s  r a r g i n g  from 5 years  to 15 years .  Impa imen t  
t e s t i z g  for goodwill is gerformed a t  a r e p o r t k g  u c i e  Level. A n  imgai-ment loss 
would g e n e r a l l y  b e  recognized wheer, the  car ry ing  amouT,c of t h e  repor t ing  u n i t ' s  
ne t  a s s e t s  exceeds the es t imated  f a i r  value of the  repor t ing  unit. P r i o r  to 
J a n u a q  1, 2 0 0 2 .  goodwill. was t a s t e d  for impai-Tent ix a marJer c o n s i s t e n t  with 
long-ii-red a s s e t s  and i?tar.giSle a s s e t s  with a definite l i t e .  ?Se Company 
completed :h t r a n s i t i o n a l  assessmect of goodwill under the requirements sf SFAS 
1 4 2  and decemined  t h a t  t b e -  f a i r  value of the  repor t ing  w.ic exceeds the  
car7 i r .g  amount, thus t h e  goodwill is cot  consider-d impaired. 

- - - o r  D-; i o  January ~ 1, 2 0 0 2 ,  goodwill ai-d i n t a r g i b l e s  were amorcized or. a 

Softwart  Development Costs Di rec t  developme:: ZoSti assoc ia ted  w i t 3  i n t e r n a l - u s e  computer sof tware a r e  
accour-tad f a r  under Statemenc-of Pos i t ion  9 9 - 1 ,  'Accsuncrng f o r  t x  Casts of Computer Software Geveloped or 
Cbcai.-.ed for I n t e r n a l  Use" and a r e  c a p i t a l i z e c  izclud-ng exi-err.al d i r e c t  cos ts  of m a t e r l a l  a n d - s e r r l c e s  axd 
p a y r o l l  c o s t s  for employees devocrxcj t i m e  to :xe s o f t w a x  pro12cts Coscs i r c u r r e d  dur ing  t h e  p r e l r m i n a q  
p r o l e c t  s t a g e ,  as well as f o r  naint2nance dad t r a i n i n g ,  are ex?ensed as incur red .  .;Zmortization is s rovided  
on a s t r a i g h t - l i n e  basis over tne  s h o r t e r  of 3 years  o r  the escunaced Gsefd lrfe of :ha sof tware  



CL -..e :smpai..y recsr is  a - i a l - a t i s n  illc;wazca :s rskucc 1 z i  l e f a r r e d  -.ax a s s e c s  
1.: an amcliic c4ac  -:i n o r e  LLctl:; :hac :CC 13 3e r e a l i z e d .  :he Csmpany h a s  
?rcv:zec :>r a . ialzacic;n a--swazce 3f acpr=xmat-l:/ 5 8 0  nilli~n z s r  1cs nee 
h f e r r e d  :ax aisees as sf Septemker 3 0 ,  i G Z .  ;r~saz:L:/ r2latad t~ z2e Compariy's 
YCL car r ; ; fa rwar~s .  The t k z d  lquarcer S S  2 S C ;  r+?reser:s :he four=.'. c3ns2cuc:ve 
Tar : t r  af ;rsf;cabilicy f a r  che Compazl / .  - z  LZe zcuzz.'. ,,uarcsr 2 3 0 2 ,  as  p a r t  of 
1 --a - -  . ? G O 3  5udqecir.g p r z c e s s ,  nariaqemeri '4 S.ral.;ace ::>e .raluac;on -i--owailce 
and, i 5  apprspr:a:e a f t e r  c i e  z v a l u a c i x ,  .*11l rsverse 3-z o r  a pcri:cn of t h i s  
. r a l u a c i ~ n  a l l swazce ,  re4ul:izg i i  a x i? -casc  defer red  xcome :ax bener ic .  Xi - 
:hat : i s e ,  cne Compacy , w o u l A  :%cord t h e  esiimaced zec r s a l i z a h l a  value of t h e  
r',eferred c x c  a s s e t  a i d ,  5eg:.=r,i.-.g iz 2 0 0 3 ,  dcul5 ?rov:de- f o r  :.?come Zaxes a t  a 
race equal  :o the  Company's combined f e d e r a l  arid i t a t 5  sffecr-r-re r a c e s .  Xowever, 
eo the  exzent of  a v a i l a b l e  ne1 gpera t rng  l o s s  carr!fsrwards. the  company would 
be shielded f r o m  paying cash i x o m e  taxes f z r  severa l  yeazs .  

. .  . .  ._ 
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Legal ?roceedings.  The Comr;ar.y is a ?art:/ ts a :umber of i e c a l  actions and 
proceedizgs az:sr;..g f r o m  :se ;;mpazy's prov:sion and marketing -of  
te1eccmmunicairons s e r v i c e s ,  as  w e l l  as  certair? l e g a l  a c t i o n s  acd regrulatory 
x v e s t i g a c i o n s  and enforcement s r s c e e d i i g s  a r i s ~ i g  i n  the  o r 5 i n a q  couzse of 
business .  Yanagement's curz inc  est imated range oi l i a b i l i t y  re laced  to some of 
the perding l i t i g a t i o n  is based an claims f o r  ,which naagement  can es t imate  t h e  
amount and range of l o s s .  The Company recorded the nicimum es t inacad  l i a b i l i t y  
r e l a t e d  tg those c la ims ,  ,where . t h e r e  is a range of loss. 3ecause of t h e  
u r x e r t a i z t i e s  r e l a t e d  to. both the  amount and--range of l o s s  on che  remaining 
pending l i t i g a t i o n ,  management is ~ r ~ a b l e  t o  sake a reasonable escinace of the  
Liability t h a t  could r e s u l t  f r o m  an unfavorable outcome. A s  a d d i t i o n a l  
inzomacion becomes ava iLaole ,  the Company ~ i l l  a s s e s s  the  r o t t c c i a l  l i a b i l - i t y  
r e l a t e d  to the  Csmpany's Fending l i t i g a t i o n . .  ar.d rev ise  i t s  escimaces. Such 
revisions i n  che Compacy'i escimacas of t?e  ~ocencial l i a b i l i t y  coul2 m a t e r i a l l y  
a f f e c t  1:s results of o p e r a t i o c s  and f i n a n c i a l  sosition.. 

. -  

..~ 

In  the  normal course of b u s i n e s s ,  the  f i n a n c i a l  p o s i t i o n  sf t h e  Company is s u b j e c t  t o  a v a r i e t y  of risks, 
such as the  c o i l e c t i b i l i t y  of  ics accounts receivablz-and the r e a l i z a b i l i t y  of the  CarFf i ig  values  of its 
l o n g - t e r m  a s s e t s .  The Company's L o n g - t i n  o b l i g a t i o n s  c o n s i s t  p r i n a r i l y  of i:s own notes and c r e d i t  
f a c i l i t y  The Company does noc g r e s e n i l y  e n t e r  into any t r a n s a c t i o n s  i x o l v i n g  d e r i v a t i v e  f i c a i i c i a l  
instruments .Eor  r i s k  management ar o t h e r  p r p o s e s  due :o t he  s t a b i l r t y  i n  i n t e r e s t  r a t e s  in recent  times ?ad 
because naraSement does z o t  considez the  p o t e r t i a l  impact of changes i n  i n t e r e s t  r a t e s  :o  be m a t e r i a l .  

The Ccrnpany's a v a i l a b l e  cash Salacces  a r e  invested sn a snort-tern b a s i s  ( g e n e r a l l y  overnight1 and, 
accord i ig ly ,  a r e  iot s u b j e c t  t o  s i g n i f i c a n t  r i s k s  assocra ted  with chafiges i n  i n t e r e s t  r a t e s .  Substant ia l l : /  
a l l  of the  Company's cash flows a r e  der ived from L:S o p e r a t i o n s  1wi:hifi the  United S taces  and t h e  Company is 
z o t  s c b j e c t  co market r i s k  assocra ted  w l t h  changes i n  fore ign  excharige r a c e s .  

ITEN 4 .  CCNTXOLS XND PROCSDURES 

Within t h e  30-day per iod  p r i o r  to  the f i l i n g  of t h i s  r e p o r t .  an eva lua t ion  w a s  c a r r i e d  o u t  under the  
s u p e r r i s i o n  and w i t h  the p a r t i c i p a t i o n  of t h e  Company ' s  management, inc luding  the  Chief Sxecucive O f f i c e r  

r r scedures .  3ased on t h a t  e v a l u a t i s n ,  the  CSO and 2 0  have concluded :hac the  Company's d i s c l o s u r e  c o n t r o l s  
and proceduzes are effective t o  ensure tha t  izls,-macicn r e q u i r e d  t o  Se d i s c l o s e d  b y t h e  Company i n  r e p o r t s  
:hat i: f i l e s  o r  submiis uzder t:he Securi . t ies  Zxchange .kt  of 1924 is recorded,  processed,  summarized and 
reported t w i : h i n  t he  t i m e  per iods  sy?eci-fitd i i  S.ec.;rrcies a d  Zxcnacge Cummission r u i e s  and forms.  S u b s e q e r c  
eo t h e  d a t e  of t h e i r  e v a l u a t i o n .  there  were  10 s i g n i f i c a n t  changes i n  che Company's i n t e r n a l  c o n t r o l s  o r  iz 
ocher facts i rs  t h a t  could s i g n i f i c a n t l y  a f f e c t  the d i s c l o s u r e  controls, inc luding  ary c o r r e c t i v e  a c t i o n s  w : f 2  
rega rd  t o  s i g n i f i c a n t  d e f i o r e n c i a s  and mater ia l  weak?esses. 

( I ,  C r g  - I, 1 and Chief F inancia l  O f f i c e r  { " C F O " ) ,  of the  sf5eccrveness  sf the  Company's d i sc losuze  c o n t r o l s  and 
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3 9 . 2  C a r c i f i c a t i o r .  of David S. Zahka Pursuact ea 1 3  7 . S . C .  Sectron 1 3 5 0 ,  as 
.Idopted Pursuant t o  SecCior. 3 0 6  of the  Sazbanes-Sxlsy .IC: of 2 0 0 2 .  

- 
3uri.zg :ne quarter ended September 3 0 ,  2 0 0 2 ,  t h e  C o m p a q  f i l e d  30 Current Seporzs on Form a - K ,  although the - 
Campany riled Current aeporzs  on ~ o r r n  8 - i (  on October 1: 3rd October 15, 2 0 0 2  is connect ion with the  
Campany's zevezse s tock  s p l i t  ned the  Campar.y's e a r l y  rsc-zemecc of ics Senior  C r e d l t  Faciii::r, 
res- ,eccively.  

- .  

2 3  



- =are Xovemcer 1 2 ,  2 0 0 2  3Y 
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a ] .  designed such d i s c l o s u r e  c a n c r o l s  acd ?roceduzss t o  ensure :ha: 
m a t e r i a l  i d s - n a t i o n  relatiig to the  r - y i s c r x c ,  . inc luding  i t s  
consol ida ted  s u b s i d i a r i e s ,  is made kicwn eo u s  by o t h e r s  wi th in  those  
.-. e n t r t i e s ,  g a r t i c u l a r l y  dur ing  ::le s e r i c d  iz which t h i s  q u a r t e r l y  
iepor: i s  bei2g prepared;  

5 )  avaluaced :Se e f f e c f i v e n e s s  of the  r s g i s t r a n c ' s  d i s c l o s u r e  c o n t r o l s  
azd grocedures as .of a d a t e  wi:hic 30 days s r i o r  :3 the  f i i i ; ?g  d a t e  of  
ti-is q u a z t e r l y  report - ( t h e  "Zvalaa t i sn  3a te" i  ; and 

c )  presented  in  t h i s  q u a r t e r l y  rsporc OUT conclusior,s about t h e  
e f f e c t i - i e n e s s  of the  d i s c l o s u r e  cor.crols and j r s c e d u r e s  based on our 
evaluacion as of t h e  ?va lua t ion  Cace; 

- 

5 .  The r e g i s t r a n t ' s  o t h e r  c e r t i f y i n g  o f f i c e r s  ar:d I have d isc losed .  based on c u r  most r e c e i t  eva lua t ion ,  t o  
the  re gist ran^'^ a u d i t o r s  aiid t h e  a u d i t  csmmi:ree of r e g i s t z a r i t ' s  board of d izeccors  io r  persons performing 
che squi.ralant fur.ction1 : 

a ]  a l l  s i g x i f i c a n t  d e f i c i e n c i e s  i n  :Se design o r  operat ior .  of i n t e r n a l  . 

c o n t r o l s  which could adversely a f i e c c  the r e g i s t r a n t ' s  a b i l i c y  :o 
record ,  p rocess ,  summazize afld regor; Ignacc ia l  - d a t a  and have 
i d e n t i f i a d  f a r  t h e  r q i s t r a n c ' s  auditors any macerial .weaknesses i n  
internal-- zontzo is  ; and 

b i  any f raud ,  whether o r  co t  n a c e r i a l ,  :hat i.2volves management o r  
other  emoloyees vho have a s i g n i f r c a n e  r o l e  i i  the  r e g i s t r a n t ' s  
i n t e r n a l  c o n t r o l s ;  and 

6 .  The r e g i s c r a n t ' s  o t h e r  c e r t i f y i n g  o f f i c e r s  and 1 have i z d i c a t e d  i n  t h i s  q u a r t t r l y  r e p o r t  whether o r  noc 
there  were s rgc- i f ican t  changes ir. i c t e r z a l  c o n t r o l s  o r  is o t h e r  facrors thac couid s i g n i f i c a n t l y  a f f e c t  
rr.ter;?al coccroli subsequent t o  the  d a t e  of s u r  mcse recanc evaiuacion,  inc ludicg  any c o r r e c t i v e  a c t i o n s  
wixz regard t o  s i g n i f i c a n e  d e f i c i e c c i s s  ar.d ma:erial u e a k e s s e s .  . .  

Xove.mner 12, 2 0 0 2  

/ s i  Gabriel 3 a t t i s t a  

Gabriel  3 a c t i i c a  
Chief Zxecutive O f f i c e r  - 

...................... 



. a) designed such dzsclasuza CoI1Zr31i and srocedures  t o  azsuze tnac 
matar ia l  informat-err. relatlig t3 :he regiscranc, i z c l u d i i g  its 
consol ida ted  i u b s i d i a z i e s ,  is nade :kowr, 5 3  u s  by o t h e r s  within thosa 
tccities, p a r t i c u l a r l y  dur izg  :he s e z i s d  i n  which this q u a r t e r l y  
repor t  is being ? r e p a n d :  

bi Bvaluated t h e  e f f g c t i v e n e s s  sf t he  r e g i i c r a n t ' s  d i s c l o s u r e  controls 
and srocedures  as of a dace ,witiii 90 days p r i o r  to t h e  f i i i , ig dace of 
chis q u a z t e r l y  r q o r t -  ( t h e  "Evaluaczon Date") ; and 

c )  presented  i n  t h i s  quartarly r e p o r =  our  conclusions about :?,e 
e f f e c t i v e n e s s  of the  d i s c l o s u r e  controli acd 3rocedures  based cr- c m  
evalua t ion  as of :he Zvaluat ion Date; 

~ _ _  

5 .  The r e g i i t r a n t ' s  c t h e r  c e r t i f y r i g  o f f i c e r s  and I have d i s c l o s e d ,  based on our  most r e c e n t  eva lua t ion ,  co 
the  rqiiirant's a u d i t o r s  and t h e  audit cornmircee of r e g i s t r a n t ' s  board of d i r e c t o r s  ( o r  persons p e r f o m i n g  
t h e  equi.ralenc funccioni : 

a )  a l l  s i g n i f i c a n t  d e f i c i e n c i e s  i n  the design o r  opera t ion  of i n t e r n a l  
c o n t r o l s  which could adverse ly  a:fecc che r e g i s t r a n t ' s  ability t o  
record,  p rocess ,  summarize acd repor t  f i z a n c i a l  d a t a  and have 
i d e n t i f i e d  f o r  the  r e g i s c r a n c ' s  a u d i t o r s  any matezial  reaki-esses i n  
internal c o n t r o l s ;  and 

bi any t r a u d ,  whether o r  'OK macerial ,  :hat-involves maragernent o r  
other employees .who have a i - i F - i f i c a r t  r o l e  i n  the  r e g i i t r a n t ' s  
i i t e r i a i  concro ls ;  and 

6 .  The r e g i s t r a n t ' s  ocher  c e r c i f y i n g  o f f i c e r s  arid I have i n d i c a t e d  iz this q u a r t e r l y  r e p o r t  vhether  o r  z o t  
there  'were s i g n i f i c a n t  chaFges in :ntem-al controls o r  in o t h e r  f a c t o r s  tsat could s i g n i f i c a n t l y  a f f e c t  
i n c a r z a l  concrols  subsequent t o  che d a t e  of our most recent  eva lua t ion ,  i z c l u d i i g  any c o i r e c t i v e  a c t i o n s  
with regard t o  significant.deficiencies and macerial weaknesses. 

November 1 2 ,  2 0 0 2  
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