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BEFORE THE PUBLIC SERVICE JUN1Y9 2000
COMMISSION OF THE STATE OF MISSOURI

Missouri Pupiie

" Service Commission
In the Matter of the Application of

Cypress Communications Operating Company, Inc.
for a Certificate of Service Authority to Provide Case NO.TA‘ '3-000—830
Interexchange and Local Exchange Telecommunications
Services in the State of Missouri and to

Classify Said Services as Competitive

R T g .

APPLICATION FOR AfCERTIFICATE OF SERVICE AUTHORITY
AND FOR COMPETITIVE CLASSIFICATION

Comes now Cypress Communications Operating Company, Inc. ("Cypress" or
"Applicant"), by its undersignéd counsel, and files this verified Application respectfully
requesting that the Missouri Public Service Commission ("Commission") issue an order
that:

(a) grants Applicant a Certificate of Service Authority to provide all forms of
resold and facilities-based interexchange and local exchange
telecommunications services in the State of Missouri pursuant to Chapter
392 of the Missourt Revised Statutes;

(b) grants competitiire status to Applicant and Applicant’s services; and

(c) waives certain Commission rules and statutory provisions pursuant to
Section 392.420 RSMo.

Pursuant to Section 392.455 RSMo. Supp. 1999, Applicant is simultaneously filing an
application for basic local telecommunications certification. In support of its request,

Applicant states:

200001173




I. THE APPLICANT
1. Applicant’s legal name is Cypress Communications Operating Company,
Inc. Applicant maintains its principal place of business at:

15 Piedmont Center, Suite 100
Atlanta, GA 30305

Tel.:  (404) 869-2500

Fax: (404) 869-2525

2. Cypress’ registered agent in Missouri is:

The Corporation Company
120 South Central Avenue
Clayton, MO 63105

3. Correspondence or communications pertaining to this Application should be

directed to Applicant’s attorneys of record:

Cathleen A. Martin
Newman, Comley & Ruth, P.C
601 Monroe Street, Suite 301
P. O. Box 537
Jefferson City, Missouri 65102-0537
Telephone:  (573) 634-2266
Facsimile: (573) 636-3306

and
Russell M. Blau
Alexander M. Stokas
Swidler Berlin Shereff Friedman, LLP
3000 K Street, NW, Suite 300
Washington, D.C. 20007-5116
Tel.:  (202) 424-7500
Fax: (202) 424-7645

with a copy to:
Robert W. McCirthy
Vice President, General Counsel, and Assistant Secretary
Cypress Communications Operating Company, Inc.
¢/o Cypress Communications, Inc.
15 Piedmont Center, Suite 100
Atlanta, GA 30305
Tel.:  (404) 869-2500
Fax: (404) 869-2525
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4. Questions concerning the ongoing operations of Cypress following

certification should be directed to:
Robert W. McCarthy
Vice President, General Counsel, and Assistant Secretary
Cypress Communications Operating Company, Inc.
¢/o Cypress Communications, Inc.
15 Piedmont Center, Suite 100
Atlanta, GA 30305
Tel.:  (404) 869-2500
Fax: (404) 869-2525
S. The following toll-free number is available for customer service inquiries:
(877) 590-5955.
I1. Requirements of 4 CSR 240-2.060(4)

1. Articles of Incorporation and Authorization to do Business in Missouri:
Cypress, a Delaware corporation, is a wholly-owned subsidiary of Cypress
Communications, Inc., a Delaware corporation. Cypress is qualified to do business in the
State of Missouri. Copies of Cypress' Certificate of Incorporation and Certificate of
Authority to Transact Business in the State of Missouri are attached hereto as Exhibit 1.

2. Description of Services: Cypress seeks authority to provide facilities-
based and resold interexchange-and local exchange telecommunications services
throughout the State of Missouri within all areas for which the Commission will grant
such authority. Cypress intends to provide its services in the service areas of
Southwestern Bell Telephone Company ("SWBT"), Sprint/United Telephone Company
("Sprint"), and GTE Midwest, Inc. ("GTE"). Applicant may supplement its proposed

service with other resold services provided by incumbent local exchange carriers,

competitive local carriers, and/or interexchange carriers.




3. Applicant seeks Iauthority to provide intrastate interexchange
telecommunications services toi {subscribers to and from all points in the State of Missouri
and, therefore, seeks statewide authorization. Cypress intends to offer interexchange
services including, but not limited to:

switched inbound calling;

switched outbound calling;

dedicated inbound calling;

dedicated outbound calling;

long distance directory assistance; and
calling card services.
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Cypress’ telecommunications services in the State of Missouri will be provided
through a combination of its own facilities and through the resale of the facilities of other
certificated carriers. As noted earlier, until such time as Cypress can deploy its own
facilities in the State of Missouri, all services will be provided on a resold basis.
However, Cypress requests authority to provide resold and facilities-bases interexchange
service throughout the State- of Missouri. Cypress’ telecommunications services will be
available on a full-time basis, 24 hours a day, seven days a week.

4. Although Cypress will not offer local exchange service initially, it requests
authority to provide facilities-based and resold local exchange telecommunications
services so that it will not have to amend its authority in the event it decides to offer such
services in the future. Concurrently with this Application, Cypress has filed an

application requesting authority to provide basic local exchange service in the State of

Missouri.
5. Cypress will not unjustly discriminate among its subscribers, as prohibited
by Section 392.200 RSMo.




6. Managerial, Technical, and Financial Qualifications: Cypress is both

technically and financially qualified to provide the proposed telecommunications
services. Specifically, Cypress has access to the financing and capital necessary to
conduct its telecommunications operations as specified in this Application. Cypress will
rely upon its existing personnel and technological and financial resources to provide the
proposed telecommunications services, in addition to the resources available to the
Applicant from its parent company. In support of Cypress' Application, attached hereto
as Exhibit 2 are: (1) the Applicant’s most recent financial statements; (2) a guaranty
issued on behalf of the Applicant by its parent company, Cypress Communications, Inc.
("Cypress, Inc."); as well as (3) the most recent SEC Forms 10-K and 10-Q filed by
Cypress, Inc. with the Securities and Exchange Commission. These latter two exhibits
are offered to demonstrate that Cypress, through its parent company Cypress, Inc.,
possesses sufficient capital to provide the proposed services in the State of Missourl.

7. Cypress has the managerial resources necessary to provide resold and
facilities-based interexchange and local exchange services throughout Missouri. Cypress’
officers are well qualified to execute its business plan, to provide its proposed
telecommunications services and to operate and maintain Cypress’ facilities over which
such services will be deployed. Brief descriptions of the telecommunications experience
of Cypress’ officers are attached hereto as Exhibit 3.

8. Tanft Requirement: Cypress will be providing its services pursuant to the

terms and conditions set out in its tariff. A proposed tariff, bearing a forty five (45) day
effective date, which contains the rules and regulations applicable to its customers and a
description of services offered is attached as Exhibit 4.
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9. Classification as a Competitive Company: Cypress also seeks

classification as a competitive company, with accompanying reduced regulation, pursuant
to Section 392.361.2 and 392.361.3 RSMo. Cypress further requests classification of
services described in its Tarff as competitive services, with accompanying reduced
regulation, pursuant to Section 392.361 RSMo.

10.  Waivers: Cypress, consistent with Section 386.570 RSMo, will comply
with all applicable Commission rules, except those which are specifically waived by the
Commission pursuant to a request filed by the Applicant, and is willing to meet all
relevant service standards including, but not limited to, quality of service, billing, and
tariff filing and maintenance. Cypress hereby requests that, at a minimum, the following
statutes and regulations be waived at this time consistent with the Commission’s previous

decisions regarding other telecommunications providers:

Statutes : Section 392.210.2  -- Uniform System of Accounts
Section 392.240(1) - Setting Just and Reasonable Rates
Section 392.270 - Valuation of Property (Ratemaking)
Section 392.280 - Depreciation Accounts
Section 392.290.1 - Issuance of Stocks and Bonds
Section 392.300.2  -- Acquisition of Stock
Section 392.310 -- Stock and Debt Issuance
Section 392.320 - Stock Dividend Payment
Section 392.330 — Issuance of Securities, Debts and Notes
Section 392.340 - Reorganization(s)
Commission Rules: 4 CSR 240-10.020 - Income on Depreciation Fund
Investments
4CSR 240-30.010(2XC) -- Posting of Exchange Rates at
Central Operating Offices
4 CSR 240-30.040 - Uniform System of Accounts
4 CSR 240-32.030(4)(C) - Exchange Area Maps
4 CSR 240-33.030 - Informing Customers
Lowest Priced Services
4 CSR 240-35 - Reporting of Bypass and

Cust. Spec. Arrangements
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*Applicant currently maintains its business records at its principle place of business at
15 Piedmont Center, Suite 100, Atlanta, GA 30305. If granted a waiver of the
requirement to keep its records in the State of Missouri, Applicant will make its records
available to the Commission upon request. To the extent that the Commission may
modify its current waiver policies, Cypress respectfully reserves the right to amend its
waiver requests accordingly.

III. PUBLIC INTEREST

L. Cypress submits that the public interest will be served by Commission
approval of this Application because Cypress’ proposed services will create and enhance
competition and expand customer service options consistent with the legislative goals set
forth in the Federal Telecommunications Act of 1996 and Chapter 392 RSMo. Prompt
approval of this Application also will expand the availability of innovative, high quality,
and reliable telecommunications services within the State of Missouri.

WHEREFORE, Cypress Communications Operating Company, Inc., requests that
the Missouri Public Service Commission grant it a Certificate of Service Authority to
provide all forms of resold and facilities-based interexchange and local exchange
telecommunications services, classify Cypress and its proposed services as competitive,

and grant Cypress a waiver of the statutes and regulations referenced above.



Respectfully submitted,

(trnr, & SPBTer

Cathleen A. Martin #45682
Newman, Comley & Ruth, P.C

601 Monroe Street, Suite 301

P. O. Box 537

Jefferson City, Missouri 65102-0537
Telephone:  (573) 634-2266
Facsimile: (573) 636-3306

Russell M. Blau

Swidler Berlin Shereff Friedman, LLP
3000 K Street, NW, Suite 300
Washington, D.C. 20007

Tel:  (202) 424-7500

Fax: (202) 424-7645

Counsel for
Cypress Communications Operating
Company, Inc.

Dated: M /_Z 2000




EXHIBITS
Exhibit 1 Certificate of Incorporation and
Certificate of Authority to Transact Business
Exhibit 2 ~ Financial Qualifications

- 1999 SEC Forms 10-K and 10-Q for Applicant's
corporate parent, Cypress Communications, Inc.

- Financial Statements of Cypress Communications
Operating Company, Inc. for the period ended April 30,
2000
(Filed Under Seal)

- Guaranty issued on behalf of Cypress Communications
QOperating Company, Inc.by Cypress Communications,

Inc.
Exhibit 3 } Managerial and Technical Qualifications
Exhibit 4 ~ Proposed Tariff

Affidavit

Certificate of Service




EXHIBIT 1

Certificate of Incorporation
and
Certificate of Authority to Transact Business




SENT BY: CYPRESS COMMUNICATIONS; 40440855945, JUN-9-00 5:18PM; PAGE 2
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- State of Delaware

Office of the Secretary of State

PAGE 1

I, EDWARD J. mu::n SECRETARY OF OSTATE OF 7THE STATE OF
DELAWARE, DO HEREBY mTI“ THE ATTACHED IS A TROE AMD CORRECT
COPY OF THE CERTIFICATE OF INCORPORATION OF "CIPRESS
COMMNTCATIONS OPRRATING COMPANY, TNG.", PILED IN THIS OFFICE ON
THE SIXTH DAY OF APRIL, A.D. 2000, AT 11:30 0'CLOCK A.M.

A FILAD COFY OF THIS CERTIFICATE BAS BEEN WORWARDED TO THE

NEW CASTLR COUNTY RECGRDER OF DEEDS.

ard . Freel, Secretary of Stoate

3207753 8100 AUTHENTICATION: 0367286

001175593 : DATE: 04~07-00
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CERTIFICATE OF INCORPORATION
OF

CYPRESS COMMUNICATIONS OPERATING COMPANY, INC.

1. The name of the cnrpbralion is Cypress Communications Operating Company,
Inc. i

2. The address of its registered office in the State of Delaware is Carporation Trust
Center, 1209 Orange Stregt, in ths City of Wilmington, County of New Castle. The name of
its veyistered agent at such sddress is The Corporation Truse Company.

3. The purpose of the corporarion Is o engage in any lawful act or activity for
which corporations may be organized under the General Catporation Law of Delaware.

4. The total number of s;ham of stock which the corporation shall have authority
ta issue is 1,000 shares of Common:Stack. The par value of each of share is $0).

5. The name and mailing address of the incorporator is as follows:

Michael S. Turner - Goandwin, Procter & Hoar LLP
' Bxchange Place

Baston, MA 02105

The powers of the incorporator shall terminate upon the filing of shis Cerlificate of
Incorporation. ;

6.  Tho name and mailinﬁ address of each person who is 1o serve as a director until
the first annual meeting of the stackholders or nnil a successor is elecred and qualificd, is as

follows: :
Namo : Malling Address
R. Stanley Allen ¢/o Cypress Communicarions, In¢.
- Fifieen Piedmont Center
Suite 710

Adama, GA 30305




SENT BY: CYPREss CDMMUNICATIGNS; - 7 7
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Mark A. Graves c/o Cypress Communications, .
. Flneen Piedmant Center
Suite V0
Ananta, GA 30305
Barry L. Bonlface cfo Cypress Communications, [nc.
I Fifteen Picdmont Center
Suie 710

Atlanta, GA 30305

7. In furtherance and pot in limitation of the powers conferred by siatule, he
Board of Directors is expressly amhanzed 1o adopt, amend or repeal the by-laws of the
corporation.

g Biectlons of dlers need not he by written batlot unless 1he by-laws of the
corporation shall so provide.

9. A ditecior of the corporation shall not be personally liable ro the corporation or

it stockhalders for monelary damages for breach of fiduelary duty as a ditector except for
liability (i) for any breach of the director's duty of Yoyalty to the corparation or its
stacikhalders, (i) for acte or omissiont nof in gaad faith ar which invoive intentional
miscanduct or a knowing vialarion of faw, (iii) under Section 174 of the Delaware General
Corporadon Law, ar (1v) far any fransacion (rom which the direcror derived any improper
personal hemefit. No amendment or repeal of thie Section shall adversely affact the rights and
protection afforded 1o a director of the eorporacion wnder this Section for acts or omissions
ocousring priar fo such amendment or ropeal.

10.  No action on a matier to be taken by stockholders without 4 meeting under
Section 228 of the Delaware Geneeal Corporation Law may be taken without tho writien
consent of the holders of all of the outsianding stock entitled 1o vote on the mater.

11.  The corporation reserves the right to amend, alter, change ar repasl sny
provision cantalned in this Certificaie of Incarporstion, in the manner now or hereafter
prescribed by stanure, and ail rlyhm conferred upon stockholders terein are granted sisbject to
this reservation.



| SENT BY: CYPRESS ‘COMMUNICATIONS ; 4044955045, JUN-9-00 5:19PM; PAGE 5/5

APR-11-00 10:34  From:GOODYIN,PR & HOAR LLP +6175708150 T-708 P.06/06 Job-913
APR=0G=00 10:20 From:&GOUUWIN, P & AR LY ICILLIT .
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THE UNDERSIGNED incorposator, for e purpose of forming a corporalion pusuant
1o the Guneral Corporation Law of the Srate of Delaware, does hereby make this certificate,
heroby declaring and certifying that it is his free act and deed and the facts herein stated are
tru, and accordingly he has hereunio st his hand this 6th day of Aprll, 2000.

Juchatl B. Jumpn

Michael S. Turner, Incorporatar

DOCS\B67242.1



5.0.8.#30

Rebecca McDowell Cook
Secretary of State

CORPORATION DIVISION - CERTIFICATE OF AUTHORITY

WHEREAS, -
CYPRESS COMMUNICATIONS OPERATING COMPANY, INC.

using in Missouri the name
CYPRESS COMMUNICATIONS CPERATING COMPRNY, INC.

has complied with the General and Business Corporation Law
which governs Foreign Corporations; by filing in the office
of the Secretary of State of Missouri authenticated evidence
of its incorporation and good standing under the Laws of the
State of DELAWARE.

EEE

NOW, THEREFORE, I, REBECCA McDOWELL COOK, Secretary of

State of the State of Missouri, do hereby certify that said
corporation is from this date duly authorized to tramsact
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
20th day of APRIL, 2000.

DN A S TR0 S U o
%}‘é‘#ﬁ ; , s




State of Missouri

Rebecca McDowell Cook, Secretary of State

d"-‘-;.\ . . \
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CP.O. Bo:i_ 77% _.](?fferson City, Mo. 65102F i L ED
orporation Divison AND CERTIF)CATE OF
AUTHORITY 185UED

A e R A e e s L L L L L e L aadd V\21' ﬁmzmn“ VYT

Application for Foreign Corporation

for a Certificate of Authority
g_écug / JSC‘W‘L {( C‘ é

(Submit in duplicate with filing fee of $155.00) ECRETARY OF STATE

(1) The corporation’s name is_Cypress Communications Operating Company, Inc.

and it is organized and existing under the laws of _Delaware

{2) The name it will use in Missouri is _Cypress C

(3) The date of its incorporation was __April 6, 2000 . {month/day/year},

and the period of its duration is _perpetual

(4) The address of its principal place of business (Address/City/State/Zip)

15 Piedmont Center, Suite 710, Atlanta, GA 30305

(5) The name and address of its registered agent and office in the State of
Missouri is (Name, Address, City/State/Zip)

C T CORPORATION SYSTEM, 120 South Central Avenue, Clayton, Missouri 63105

to be a comprehensive

{(6) The specific purpose(s} of its business in Missouri are:

local exchange carrier.

(7) The name of its officers and directors and their business addresses are as
follows: :

Officers (Name/Address/City/State/Zip)

President Please see Attachment A

Vice President

Secretary

MO032 - CT System Culine




Treasurer

Board of Directors {Name/Address/City/State/Zip)

Director Please see Attachment A

Director

Director

Director

{8) The effective date of this document is the date it is filed by the Secretary
of State of Missouri, unless you indicate a future date, as follows:

{Date may not be more than 90 days after the filing date in this office)

In affirmagion thereof, the facts stated above are true.
{
april /¥,2000

(Authorized signature of officer or chairman of the board) (Title) {Date)
Rebert W. McCarthy, Vice President, General Counsel and Assistant Secretary

Note: You must have a current certificate of good standing or certificate of existence with this

application. This may be obtained from the Secretary of State or other authority that issues corporate
charters.

MOC32 - CT System Online
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Attachment A

The names and usual business addresses of the current directors of Cypress
Communications Operating Company, Inc. are:

Name | Address

R. Stanley Allen c/o Cypress Communications, Inc.
Fifteen Piedmont Center, Suite 710
Aflanta, GA 30303

Mark A. Graves . clo Cypress Communications, Inc.
Fifteen Piedmont Center, Suite 710
Atlanta, GA 30305

Barry L. Boniface cfo Cypress Communications, Inc.
Fifteen Piedmont Center, Suite 710
Atlanta, GA 30305

The names and usual business addresses of the current officers of Cypress
Communications Operating Company, Inc. are:

Name Title Address

R. Stanley Allen CEOQ c/o Cypress Communications, Inc.
Fifteen Piedmont Center, Suite 710
Atlanta, GA 30305

Mark A. Graves President, COO c¢/o Cypress Communications, Inc.
and Secretary Fifteen Piedmont Center, Suite 710
Atlanta, GA 30305

Barry L. Boniface CFO, VP and c/o Cypress Communications, Inc.
Treasurer Fifteen Piedmont Center, Suite 710
Atlanta, GA 30305

Ward C. Bourdeaux, Jr. Executive VP c/o Cypress Communications, Inc.

Fifteen Piedmont Center, Suite 710
Atlanta, GA 30305

Robert W. McCarthy VP, General c/o Cypress Communications, Inc.
Counsel and Fifteen Piedmont Center, Suite 710
Asst. Secretary Atlanta, GA 30305

DOCS(C\868512.1




EXHIBIT 2

Financial Qualifications

1999 SEC Forms 10-K and 10-Q for Applicant's corporate parent,
Cypress Communications, Inc.

Financial Statements of Cypress Communications Operating Company, Inc.
for the period ended April 30, 2000
(Filed Under Seal)

Guaranty issued on behalf of Cypress Communications Operating Company, Inc.
by Cypress Communications, Inc.



@ cveress conmunications, g

BALANCE SHEETS
DECEMBER 31, 1998 AND 1999

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts of $79,520, and
$367,805 in 1998 and 1999, respectively
Note receivable
Prepaid expenses and other
Total current assets
PROPERTY AND EQUIPMENT, net
OTHER ASSETS:
Cost in excess of net assets acquired, net of accurnulated amertization of $7,071
and $15,556 in 1998 and 1999, respectively
Tenant contracts, net of accumulated amortization of $119,444 and $262,778 in
1998 and 1999, respectively
License agreements
Other
Total other assets
Total assets

LIABILITIES AND STOCKHGLDERS’® (DEFICIT) EQUITY

CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Current portion of capital lease obligations
Total current liabilities

LONG-TERM PORTION OF CAPITAL LEASE OBLIGATIONS
Total liabilities
CONVERTIBLE REDEEMARLE PREFERRED STOCK (Nate 5):
$.001 par value; 1,211,140 shares designated Series A in 1998 and 1999;
1,211,140, shares issued and outstanding in 1998 and 1999, entitled to
redemption value of 35 per share
$.001 par value; 1,912,813 and 1,919,188 shares designated Series B in 1998 and
1999, respectively; 1,333,200 and 1,339,575 shares issued and outstanding in
1998 and 1999, respectively, entitled to redemption value of $8 per share
$.001 par vatue; 579,613 shares designated Series B-1 in 1998 and 1999; 579,613
shares issued and outstanding in 1998 and 1999, entitled to redemption value
of 58 per share
$.001 par value; 0 and 4,210,526 shares designated Series C in 1998 and 1999,
respectively; 0 and 4,161,974 shares issued and outstanding in 1998 and 1999,
respectively, entitled to redemption value of $19 per share
Total preferred stock
COMMITMENTS AND CONTINGENCIES (Note 7) .

STOCKHOLDERS' (DEFICIT) EQUITY:
Common stock, $.001 par value; 20,594,088 and 58,620,758 shares authorized in
1998 and 1999, respectively; 2,636,906 and 2,759,806 shares issued and
outstanding in 1998 and 1999, respectively
Additional paid-in capital
Warrants outstanding
Deferred compensation
Accumulated deficit
Total stockholders' {(deficit) equity
Total liabilities and stockholders’ deficit

1998 1999
S11,057.696 $69.475.288
1,119,784 1,665,203
200.000 0
26.238 320.516
12.403.718 71.461.007
6.291.413 77.028.102
84.141 75,656
418,056 274.722

0 23.398,094

209,777 617,020
711.974 24.365.492
$19,407.105 $122.854.601
$381,032 $12,672,121
1,307,941 2,696,133
192,635 217468
1,881,608 15,585,722
522,583 283,469
2,404,191 15,869,191
6,036,670 6,040,856
10,650,328 10,705,636
4,630,265 4,632,137

0 78,899,121
21,317,263 100.277.750
2,637 2,760
3,536,863 109,339,640

0 23,398,094
(2,179,045) (27,124,250)
(5.,674,804) (98,908,584)
~(3,314,349) 6,707,660
$19,407.105 $122 854,601

The accompanying notes are an integral part of these balance sheets.
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STATEMENTS OF OPERATIONS

CYPRESS COMMUNICATIONS, INC.

For the years ended December 31, 1997, 1998, and 1999

1997 1998 1999
REVENUES $709,402 $2.417.816 $7.437.456
OPERATING EXPENSES:
Cost of services 603,114 1,539,846 4.966.851
Sales and marketing, including noncash compensation
expense of $0, $19,248, and $321,492 in 1997,
1998, and 1999, respectively 448916 1,489,355 4.007.094
General and administrative, including noncash
compensation expense of $0, $98,3435, and
$1,403,796 in 1997, 1998, and 1999, respectively 900,595 2,534,566 11,232.045
Depreciation and amortization 196,415 576,659 2.197.831
Total operating expenses 2,149,040 6,140,426 22.403.821
OPERATING LOSS (1,439,638) (3,722,610) (14,966,325)
INTEREST INCOME, net 113,922 232.279 810,045
LOSS BEFORE INCOME TAXES (1,325,716) (3,490,331) {(14,156,280)
INCOME TAX BENEFIT 0 0 0
NET LOSS (1,325,716) (3,490,331) (14,156,280)
BENEFICIAL CONVERSION FEATURE OF
PREFERRED STOCK (Note 5) 0 0 (79,077,500)
NET LOSS AVAILABLE TO COMMON
STOCKHOLDERS 5(1,325,716) $(3,490,331) $(93,233,780)
NET LOSS PER COMMON SHARE:
Basic and diluted $(0.41) $(1.32) $(35.22)
WEIGHTED AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING:
Basic and diluted 3,266,237 2.636,906 2,647,274

The accompanying notes are an integral part of these statements.
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CYPRESS COMMUNICATIONS, INC.

STATEMENTS OF MEMBERS' OR STOCKHOLDERS DEFICIT

FOR THE YEARS ENDED DECEMBER 31,1997, 1998, AND 1999

Members' Shares

or Common Siock Contributed or
Additional Delerred Warrants Accumulated
Shares Amount Paid-In Capital Compensation QOuistanding Deficit Total

BALANCE, December 31, 1996 400,431 $ 0 $ 1,887,513 $ 0 s 0 $ (858,757 £ 102R756 .
Issuance of membcr shares 41,667 )] 250,000 0 0 0 . 250,000
Repurchase of member shares (149,10%) 4] (894,651) ¢ 0 0 (R94,651)
Conversion te a C corporafion 2,143.917 2,637 2,637 0 [ 0 0
Net loss 0 0 0 0 0 {1,325,716) (1,325,716}

BALANCE, December 31, 1997 2,636,906 2,637 1,240,225 0 0 (2,184,473) (941,61 1)
Deferred compensation 1] 0 2,296,638 (2,296,638) 0 [ L]
Amortization of deferred compensation 0 0 i) 117,593 0 0 117,593
Net loss 0 0 0 0 0 (3.490,331) (3,490,331)

BALANCE, December 31, 1998 2,636,906 2,637 3,536,863 {2,179,045) 0 (5,674,804) (4,314,349}
Issuance of common stock 122,900 123 395,127 0 0 L] 395,250
Deferred compensation Q 9 26,330,150 (26,230,150) 0 0 0
Amortization of deferred compensation 0 0 0 1,384,945 0 0 1,384,945
Issuance of warrants 0 0 0 1] 23,398,094 0 23,398,004
Beneficial conversion feature of prefermed stock 0 0 79,077,500 0 0 (79.077,500) 0

(Note 5)

Net loss 0 ] 0 0 0 (14,156,280) (14,156.280) .

BALANCE, December 31, 1999 2,759,806 $ 2,760 $ 109,135,640 $(27,124,250) $ 23,398,094 $(98,908,584) $ 6,707,660 .

The accompanying notes are an integral part of Lhese siatements
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CYPRESS COMMUNICATIONS, INC.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 1997, 1998, AND 1999

1997 1998 1999
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss 5 (1,325,716} (3.490,331 § (14,156,280
Adjustments to reconciie net lass to net cash used in operating activities:
Depreciation and amortization 196,415 376.659 2.197.831
Amortization of deferred compensation Y 117,593 1,384,945
Other 1,920 5,737 14544
Noncash consulting expense 0 0 340,343
Changes in operating assets and lizbilities:
Accounts receivable, net {168,919) (916.616) {545.419)
Prepaid expenses and other current assets (32,146) 18,183 (294.278)
Other assets 0 (85.777) {196.286)
Accoums payable and accrued expenses 436,927 863,645 1353952
Net cash used in operating activities (891,519) (2.914.905) (9,900,647
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment {1,190,723) (2,887,243} (10.365,122
Purchase of assets of MTS Communications 4 (1,904,398 ¢
{Advance 10} repayment frorn MTS Communications 0 (200.000) 200,060
Other (4] 0 19.400
Net cash used in investing activities (1,190,723} {4.991.641) (10.145,722)
CASH FLOWS FROM FINANCING ACTIVITIES:
Procesds from issuance of Series A preferred stock, net of offering 5,975,560 55,000 1]
expenses
Proceeds from issuance of Series B and B-1 preferred stock, net of 0 15,279,046 51,000
offering expenses
Proceeds from issuance of Series C preferred stock, net of offering 0 0 78,894,943
expenses
Proceeds from sale of member shares 250,000 0 0
Froceeds from exercise of stock options 0 ¢ 54,907
Principal paymenis on capital lease obligations (25,328) (40.869) (214,281)
Borrowings under line of credit 0 500,000 0
Repayments of line of credit 0 (500,000) 0
Acquisition of member interest (894,651) 0 0
Payment of offering costs 0 0 (322.608)
Net cash provided by financing activities 5,305,581 15,293,177 78.463.961
INCREASE IN CASH AND CASH EQUIVALENTS 3,223,339 7,386,631 58.417,592
CASH AND CASH EQUIVALENTS, beginning of 447,726 3,671,065 11,057,696
year _
CASH AND CASH EQUIVALENTS, end of year $ 3,671,065 $11,057,696 § 69,475,288
SUPPLEMENTAL DISCLOSURES:
Cash paid for interest S 2,031 12.563 3 13,151
Assets acquired under capital leases $ 0 670.450 $ 0

The accompanying notes are an integral part of these statements.
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CYPRESS COMMUNICATIONS, INC.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 1997, 1998, and 1999

1. Organization And Nature Of Business

Cypress Communications, Inc. (the "Company") was incorporated July 15, 1997 under the laws of
Delaware. The Company was formed to effect the conversion of Cypress Communications. L.L.C. (the
“Predecessor Company™) to a C corporation. To effect this change in legal entity status, on July 13, 1997 the
Predecessor Company was acquired by the Company and ceased to exist as a legal entity. The accompanyving
financial staternents reflect this as a reorganization (the "Reorganization™).

The Predecessor Company was incorporated August 16, 1995 as a limited liability company under the
laws of Georgia. All references to the Company refer to both the Company and the Predecessor Company
unless otherwise noted.

The Company provides a full range of communications services to small- and medium-sized
businesses located in multi-tenant office buildings in major metropolitan markets in the United States. Since
the inception of our Predecessor Company in August 1995, our principal activities have included securing
license agreements with building owners and real estate managers that enable us to install our in-building
fiber-optic, digital, and broadband networks, marketing our services to tenants, and hiring qualified personnel
10 support our rapid growth.

The Company has experienced operating losses since its inception. The Company expects to continue
to focus on increasing its customer base and expanding its operations. Accordingly, the Company expects that
its operating expenses and capital expenditures will continue to increase significantly, which will have a
negative impact on short-term operating results and will require significant capital. Accordingly, the Company
may be required to raise additional funds through public or private financing or other arrangements, or it may
have to slow its rate of expansion. There can be no assurance that any required additional funding, if needed,
will be available on terms attractive to the Company or at all, which could have a matenial adverse effect on the
Company's business, financial condition, cash flows, and results of operations.

Other Risk Factors

The Company faces certain other risk factors including the following: growth and expansion may
strain the Company's resources, dependence on key personnel, dependence on third-party suppliers of
equipment and communications services, dependence on relationships with certain property owners or

operators, competition from other providers of communications services, and potential disruption of services
due to system failures.

2. Summary Of Significant Accounting Policies

Basis of Presentation.

The accompanying financial statements are presented on the accrual basis of accounting using
accounting principals generally accepted in the United States.
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The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
labilities and disclosure of contingent assets and liabilities at the dates of the financial statements and the
reported amounts of revenues and expenses during the reporting periods. Actual amounts could differ from
these estimates and such differences could be material.

Accounting Estimates

Revenue Recognition

The Company's revenues include recurring charges for local access, long-distance, equipnic ..: rental.
Internet, voicemail, inbound 800 charges, and other enhanced voice and data services as well as nonrecurring
revenues for installations and moves, adds, and changes charges, all of which are recognized as services are
provided. To date, nonrecurring revenues have not exceeded the related direct costs of installation in any
significant amounts. All expenses related to services provided are recognized as incurred.

The Securities and Exchange Commission has released Staff Accounting Bulletin ("SAB") No. 101,
"Revenue Recognition in Financial Statements.” The Company is reviewing its policies with respect 1o SAB
No. 101 and does not expect the impact of adoption to be material.

Cash and Cash Equivalents

The Company considers all highly liquid instruments with an original maturity of three months or less
to be cash equivalents.

Property and Equipment

Property and equipment are stated at cost, and depreciation is computed using the straight-line method
over the estimated useful lives of the assets (generally three to seven years). Leasehold improvements are
depreciated over the lesser of the average lease term (or the term of the related license agreement) or the assets'
useful lives. Depreciation expense was $112,431, $546,521, and $1,953,761 for the years ended Decemnber 31,
1997, 1998, and 1999, respectively. Maintenance and repairs are charged 1o expense as incurred. Gains or
losses on disposal of property and equipment are recognized in operations in the year of disposition. There
were no significant gains or losses in any periods presented.

Income Taxes

The Predecessor Company was a limited liability company for federal and state income tax purposes.
The Internal Revenue Code and applicable state statutes provide that income and expenses are not separately
taxable to the limited liability company but rather accrue directly to the members. Subsequent to the
Reorganization, income taxes have been provided for using the liability method in accordance with Statement
of Financial Accounting Standards ("SFAS™) Ne. 109, "Accounting for Income Taxes,” (Note 8).

Intangibles

The cost over the fair values of net assets acquired was recorded in connection with the Company's
purchase of substantially all of the assets of MTS Communications Company, Inc. ("MTS Communications")
(Note 9). These costs are being amortized using the straight-line method over ten years. Tenant contracts

were acquired in the MTS Communications acquisition and are being amortized using the straight-line method
over three years.




Impairment of Long-Lived Assets

The Company reviews its long-lived assets, including property and equipmem and intangibles, for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset should
be assessed. An impairment will be recognized when the undiscounted future net cash ﬂow; estimated 10 be
generated by the asset are insufficient to recover the current carrying value of the asset. Estimates of future
cash flows are based on many factors, including current operating results, expected market trends, and
competitive influences. Management believes that the long-lived assets in the accompanying financial
statements are appropriately valued,

Fair Value of Financial Instruments

The carrying amounts reported in the batance sheets approximate the fair vatues for cash and capital
lease obligations.

In accordance with SFAS No. 107, "Disclosures about Fair Values of Financial Instruments,” the
Company has estimated the fair value of the Series A preferred stock as approximately $5.8 million and $81.8
million at December 31, 1998 and 1999, respectively. The Company has estimated the fair value of the Series
B and Series B-1 preferred stock as $6.4 million and 52.8 million, respectively, at December 31, 1998 and
approximatety $90.4 million and $39.1 million, respectively, at December 31, 1999. The Series C preferred
stock has an estimated fair value of approximately $281 million at December 31, 1999. The fair value of the
preferred stock is based on the estimated fair value of the Company's common stock and the number of shares
of common stock upon conversion.

Segment Reporting

The Company reports one segment, communication services, and provides an integrated package of
communication products to small- and medium-sized businesses.

Accrued Expenses

Accrued expenses relate to the following at December 31:

1998 1999
Property and equipment additions $ 280,900 § 16,969
Compensation 257,838 1,116,873
Taxes 171,118 453,578
Network costs 221,912 422,366
Other 376,173 686,347
$ 1,307,941 $2,696,133

Net Loss Per Comman Share

Basic and diluted net loss per share is computed using the weighted average number of shares of
common stock outstanding during the year. Potential common stock equivalents are excluded from the
calculation of diluted net loss per share, as their effect is antidilutive. Convertible redeemable preferred stock
was outstanding at December 31, 1997, 1998, and 1999. These securities were not considered in the
computation of net loss per share as the conversion is dependent upon a qualifying public offering, as defined
in the preferred stock sale agreements (Note 10).

65



3. Property And Equipment

Property and equipment consist of the following at December 31:

1998 1999
System infrastructure $4,771,675 510,714,590
System equipment 1,583,018 4,136,654
Computer and office equipment 495,737 2.087.051
Leasehold improvements 220,655 989.075
Assets under construction 0 11.834.175
7,071,085 29,761,545

Less accurnulated depreciation and amortization {779.672) (2,733.445)

$6,291.413 $27.028.102
4, Capital Transactions
Stock Option Plans

In February 1996, the Predecessor Company adopted the 1996 Share Incentive Plan {(the "Predecessor
Plan"). The Predecessor Plan was intended to provide incentives to officers and key employees of the
Predecessor Company.

In July 1997, the 1997 Management Option Plan (the “1997 Option Plan") was adopted by the
Company. The 1997 Option Plan provides for the granting of either incentive stock options or nonqualified
stock options to purchase shares of the Company's common stock to officers, directors, and key employees
responsible for the direction and management of the Company. The options expire ten years after the date of
grant and vest 20% upon the first anniversary of the date of grant and 5% each subsequent quarter measured
from the first anniversary of the date of grant.

On December 21, 1999, the Company's board of directors adopted the 2000 Stock Option Plan (the
"2000 Plan"} which was approved subsequently by the stockholders on December 23, 1999. All officers,
directors, and key persons are eligible to participate in the plan, subject to the discretion of a committee
appointed by the board of directors. The board of directors reserved a combined 11.7 million shares for
issuance under the 1997 Option Plan and the 2000 Plan.
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Statement of Financial Accounting Standards No. 123

A summary of the activity related to the option plans is as follows:

Weighted Average Weighted Average
Shares Exercise Price
Balance at December 31, 1996 225,000 30.60
Forfeited (45,000) 0.56
Granted 1,536,345 0.67
Balance at December 31, 1997 1,716,345 0.66
Granted 1,087,875 1.00
Forfeited (76,500) 1.07
Balance at December 31, 1998 2,727,720 0.78
Granted 3,526,655 2.29
Forfeited (310,500) 1.15
Exercised (122,900) 0.94
Balance ai December 31, 1999 5,820,975 1.64

In December 1999, the Company granted 25,655 options to purchase common stock, with an exercise
price of $2.53 per share, to consultants for prior services. The options vested immediately and the consultants
exercised these options prior to December 31, 1999. The Company recorded an expense of approximately
$340,000 related to this grant.

The following table summarizes information about the stock options outstanding at December 31,

1999:
Number of
Options
Outstanding at Weighted Average Weighted
December Remaining Average Exercisable as of
Exercise Price . 31,1999 Contractual Life Exercise Price December 1999
$0.67 1,808,100 7.66 $0.67 876,132
$1.07 2,149,875 9.20 1.07 172,959
$2.53 1,773,000 9.90 2.53 0
$17.00 90,000 995 17.00 0
$0.67-$17.00 5,820,975 8.95 1.64 1,049,091

The Company applies Accounting Principles Board Opinion No. 25 and related interpretations in
accounting for its option plans. The Company recorded deferred compensation of approximately $2.3 million
in 1998 and $26.3 million in 1999 which represents the difference between the exercise price per option and
the fair value of the Company's common stock at the dates of grant. Deferred compensation is amortized over
the vesting period of the stock options which is generally five years.

Had compensation cost for the Company's stock-based compensation plans been determined
consistent with SFAS No. 123, the Company's net loss would have been the pro forma amounts indicated
below. The pro forma net loss is calculated using the Black-Scholes option pricing model, with the following
assumptions: risk-free interest rates from 5.82% to 6.19% for 1997, 5.28% for 1998, and 6.05% for 1999,
expected life of 6 years for 1997 and 1998, and 3 1/2 years for 1999, dividend yield of 0%, and expected
volatility of 0% for all periods prior to the Company's filing for an initia! public offering and 65% for
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December 4, 1999 through December 31, 1999. The weighted average fair value of options granted during the
years ended December 31, 1997, 1998, and 1999 was $.18, $3.22, and $40.80 per option, respectively.

Year Ended December 31
1997 1998 1999
Net loss, as reported $ (1,325,716) $ (3490331 §  (93233.780)
Net loss, pro forma (1,375,439) (3,538,833) {93.354.915)
Net loss per common share, as reported $(0.41) $(1.32) $(35.22)
Net Yoss per common share, pro forma {0.42) (1.34) (35.26)

Shareholder Rights Plan

In December 1999, the Company approved a stockholder rights plan. This pian entities the
stockholders to rights to acquire additional shares of the Company's common stock when a third party acquires
15% of the Company's common stock or commences or announces its intent to commence a tender offer for at
least 15% of the Company's common stock. This plan could delay, deter, or prevent a change of control.

Employee Stock Purchase Plan

In December 1999, the board of directors and stockholders approved an employee stock purchase
plan. Up to 900,000 shares of common stock may be issued under this plan.

Amendment to Certificate of Incorporation

In September 1998, the Company amended and restated its certificate of incorporation (the
"Certificate") to, among other things, increase the total number of authorized common stock and preferred
stock to 20,594,088 and 3,703,566, respectively. Additionally, the Certificate amended the terms of the

existing Series A preferred stock and increased the number of shares of preferred stock designated as Series A
to 1,211,140.

In October 1999, the Company increased the authorized number of shares of its common stock and
preferred stock to 49,023,324 and 7,687,704, respectively. In October 1999, the Company designated an
additional 6,375 shares as Series B preferred stock and designated 3,977,763 shares as Series C preferred
stock. In December 1999, the Company increased the authorized number of its common stock and preferred
stock to 58,620,758 and 7,920,467, respectively, and designated an additional 232,763 shares as Series C
preferred stock.

Stock Split

In May 1998, the Company’s board of directors and the majority stockholders approved a 2-for-1
stock split (the "Split") with respect to each outstanding share of common stock and Series A preferred stock.
The Split was effected in the form of a stock dividend that was paid in September 1998. All references to
common stock and Series A share amounts have been restated to reflect the Split on a retroactive basis. See
Note 10 regarding a stock split in February 2000.

Warrants

In November and December 1999, the Company entered into master license agreements and stock
warrant agreements with several property owners and operators. Under the terms of these agreements, the
Company issued warrants to purchase up to an aggregate of approximately 11 miliion shares of the Company's
comunon stock at an exercise price of $4.22 per share. These warrants are exercisable for periods of five to ten
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years. The exact number of shares of common stock underlying the warrants, which is based on the gross
leaseable area of the building set forth in the master license agreements, will be determined upon the
completion of a due diligence period and the finalization of the building schedules. which is expected 10 be
complete in April 2000. The measurement date for valuing the warrants will be the date(s) upon which the
property owners or operators effectively complete their performance requirements. Such amounts wili be
recorded as deferred license inducement expense, and will be amortized over the terms of the related license
agreements, which are expected to be ten years.

5. Convertible Redeemable Preferred Stock
Sales of Preferred Stock

On July 15, 1997, the Company issued 1,200,140 shares of its Series A preferred stock for §5 per
share. On September 30, 1998, the Company issued 1,333,200 and 579,613 shares of its Series B and Series
B-1 preferred stock, respectively, for $8 per share. In October 1999, in connection with the second amended
and restated stockholders' agreement, certain terms of the Series A, Series B, and Series B-1 preferred stock
were changed.

In February 1999, the Company issued 6,375 shares of its Series B preferred stock to two employees
of the Company for $8 per share for total proceeds of $51,000.

In Qctober 1999, the Company issued 2,819,868 shares of its Series C preferred stock to existing and
new third-party investors for $19 per share for total proceeds of approximately $53.6 million.

In November 1999 and December 1999, the Company issued 1,157,895 and 184,211 shares,

respectively, of its Series C preferred stock to certain property owners and operators for $19 per share for total
proceeds of $25.5 million.

Terms of Preferred Stock

The Series A, Series B and B-1, and Series C preferred stock (the "Preferred Stock") have a
redemption price of $5, 38, and $19 per share, respectively, together with accrued and unpaid dividends
thereon. Redemption is mandatory beginning October 8, 2005, at which time up to one-third of the
outstanding shares may be redeemed on October 8, 2005, October 8, 2006, and October 8, 2007. In the event
of any liquidation, dissolution, or winding up of the affairs of the Company, holders of Series C preferred
stock shall be paid the redemption price, plus all accrued dividends, before any payment to other stockholders.
Holders of Series B and Series B-1 preferred stock shall be paid the redemption price, plus all accrued
dividends, before any payment to other stockholders, exclusive of any payments to be made to the holders of
the Series C preferred stock. Holders of Series A preferred stock shall be paid the redemption price, plus ali
accrued dividends, before any payment to other stockholders, exclusive of any payments to be made to holders
of Series B and Series B-1 and Series C preferred stock. The Preferred Stock is convertible into common stock
at the discretion of the holder and automatically converts into common stock upon the completion of an initial
public offering of the Company's common stock with proceeds in excess of $50,000,000 and an adjusted per
share price of at least $8.44. These shares are entitled to 4.5 votes per share on all matters upon which
common stockholders are entitled to vote, except for the Series B-1 shares which do not have any voting
rights. Under these conversion terms, the Preferred Stock converts 4.5 for 1 into common stock. The holders
of the Preferred Stock are entitled to receive dividends, out of the unreserved and unrestricted surplus or net
profits of the Company, as declared by the board of directors. No such dividends have been declared as of

December 31, 1999 (Note 10) for discussion of the conversion of the outstanding preferred stock subsequent to
year-end.

The Company is accreting the issuance costs of the Preferred Stock, which is the difference between
the redemption price and the face value of the shares, over the period from the date of sale to the initial
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redemption date. Such amount was $1,920, $5,737, and $14,544 for the years ended December 31. 1997, _
1998, and 1999, respectively, and is included in interest income in the accompanying statements of operations.

Beneficial Conversion Charge

In accordance with EITF 98-5, the Company recorded a charge in the quarter ending December 31,
1999 of approximately $79.1 million to reflect the beneficial conversion feature related to the shares of its
Series C preferred stock.

6. Related-Party Transactions

A portion of the proceeds from the Predecessor Company's sale of member shares was received from
officers, directors, or other parties related to the Predecessor Company. A portion of the cost of the
Predecessor Company's purchase of member shares was paid to officers, directors, or other parties related to
the Predecessor Company.

A portion of the proceeds from the Company's sales of the Preferred Stock was received from officers.
directors, or other parties related to the Company. The sales were conducted concurrently with, and on the
same terms as, those entered into with unrelated parties.

7. Commitments And Contingencies

Leases

The Company is obligated under several operating and capita! lease agreements, primarily for office

space and equipment. Future annual minimum rental payments under these leases as of December 31, 1999
are as follows:

Operating Capital

2000 § 2,299,014 § 261,784
2001 2,300,184 181,345
2002 2,143,020 109,003
2003 1,684,661 25,545
2004 1,290,964 0
Thereafter 2,038,189 0

$ 11,756,032 577,677
Less amount representing interest and taxes 76,740
Present value of future minimum capital lease payments 500,937
Less curremt portion 217,468
Long-term portion § 283469

Rental expense was $54,904, $159,236, and $629,030 for the years ended December 31, 1997, 1998,
1999, respectively.

Commission Obligation
The Company has entered into license agreements with property owners and/or operators of several

office buildings whereby the Company has the right to provide communications services in these buildings.
Under the terms of the agreements, the Company is generally obligated to pay a commission based on the
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greater of a base fee or a percentage of revenue eamed in the related building or development. At December
31, 1999, the Company's aggregate minimum obligation under these agreements is approximately $130.000
per vear for the next seven years.

Purchase Obligation

At December 31, 1999, the Company has contracts with several communications providers with
purchase commitments totaling approximately $1.6 million of which approximately $1.1 million and $500,000
are payable in 2000 and 2001, respectively.

Line of Credit

The Company entered into an agreement with Silicon Valley Bank ("Silicon") on September 1, 1998
for a credit line totaling $500,000 bearing interest at Silicon's prime rate plus 1.25%. The total amount was
borrowed and subsequently repaid prior to December 31, 1998. The agreement expired on April 22, 1999,
Borrowings were secured by a security interest in certain of the Company’s assets.

Employee Benefit Plan

In 1997, the Company adopted a 401(k) defined contribution plan. Participants may elect to defer
15% of compensation up to a maximum amount determined annually pursuant to Internal Revenue Service
regulations. The Company may provide matching contributions under this plan, but has not done so in the
periods presented.

Legal Proceedings

The Company is subject to legal proceedings and claims that arise in the ordinary course of business.
There are no pending legal proceedings to which the Company is a party that management believes will have a
material adverse effect on the financial position, results of operations, or cash flows of the Company (Note 10).

8. Income Taxes

On July 15, 1997, the Company recorded a deferred tax liability in the amount of $73,487 which
represents the Predecessor Company's tax consequences of temporary differences in reporting items for
financial statement and income tax purposes at the time of the Reorganization (Note 1).

The income tax effects of ternporary differences between the carrying amounts of assets and liabilities

in the financial statements and their respective income tax bases, which give rise to deferred tax assets and
liabilities, as of December 31 are as follows:

1998 1999

Deferred income tax assets:

Net operating loss carryforwards $ 1,737,863 $ 7,198,975

Allowance for doubtful accounts 30,218 90,268

Other 14,358 29,119

Total deferred income tax assets 1,782,439 7,318,362

Deferred income tax liabilities:

Depreciation (191,419) (940,989)

Valuation allowance (1,591,020) (6,377.373)
Net deferred income taxes 3 0 5 0
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The Company has provided a valuation allowance against its net deferred tax assets, as management
has concluded that it is not likely that such assets will be realized in their entirety. The Company had
approximately $19 million of federal and state net operating loss carryforwards at December 31. 1999, The net
operating loss carryforwards begin to expire in the year 2017 if not previously utilized. Utilization of existing
net operating loss carryforwards may be limited in future years if significant ownership changes occur.

The components of the provision for income taxes for the years ended December 31, 1997. 1998, and
1999 are as follows:

1997 1998 1999
Current $ 0 $ 0 5 0
Deferred (310,766) {1,280.254) {4.786.353)
Increase in valuation allowance 310,766 1.280.254 4.786.353
Total income tax benefit $ t] $ 0 S ¢

The differences between the federal statutory income tax rate and the Company's effective rate for the
years ended December 31, 1997, 1998, and 1999 are as foliows:

1997 1998 1999
Federal statutory rate (34)Y% 3% (3%
State income taxes, net of federal benefit 4 (4) 4
Permanent differences 0 g 4
Increase in valuation allowance 38 38 34
Effective rate 0% 0% 0%
9. Acquisition

On December 8, 1998, the Company acquired substantially all of the assets of MTS Communications
(the "MTS Acquisition"), a provider of communications services in California, for total consideration of
$2,574,848 consisting of $1,904,398 in cash and the assumption of certain capital lease obligations with a fair
value of $670,450. The MTS Acquisition was accounted for as a purchase and the results of operations of
MTS Communications have been included since the date of acquisition in the accompanying statements of
operations. The purchase price was allocated as follows:

Property and equipment $2,060,000
Tenant contracts 430,000
Cost in excess of net assets acquired 84.848

$2,574.848

Prior 1o the MTS Acquisition, the Company advanced $200,000 to MTS Communications in the form
of a secured 8% promissory note to fund working capital requirements of MTS Communications. The note
was due March 8, 1999 and was repaid in fuil.

The following unaudited pro forma results of operations for the years ended December 31, 1997 and
1998 assumes that the MTS Acquisition occurred on January 1, 1997. The pro forma information is presented
for informational purposes only and may not be indicative of the actual results had the acquisition occurred on
the assumed date, nor is the information necessarily indicative of future results of operations.
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1997 199§
Revenues $2.325.428 $4.4835.236
Net loss (2,006,128) {3.874.623)
Net loss per common share $(0.76) $(1.47

Investment in SiteConnect, Inc.

1n November 1999, the Company signed 2 letter of intent (the "Agreement") to acquire 254,125 shares
of common stock, representing less than 20% common stock ownership. of SiteConnect. Inc. ("SiteConnect”),
a Seattle-based provider of communications services, for consideration of 281.250 shares of the Company's
common stock. The Agreement contains an option for the Company to purchase the remaining outstanding
common stock of SiteConnect for approximately $5 million. The option is exercisable at any time prior to the
first anniversary of the closing date of the initial investment. The option is payable int approximately 294,118
shares of the Company's common stock.

10. Events Subsequent To Year-End
Stock Split

In February 2000, a committee appointed by the Company's board of directors approved a 4.5-for-1
stock split with respect to its outstanding common stock. All shares of common stock and per share amounts
in the accompanying financial statements have been retroactively adjusted to reflect this split.

Initial Public Offering

On February 15, 2000, the Company compieted the sale to the public of 11,500,000 shares of its
common stock at a per share price of 317 for net proceeds of approximaiely $179 millien (the "IPO™). The
Company may have a contingent liability anising from a possibie violation of Section 5 of the Securities Act of
1933 in connection with the existence of a hyperlink on its Web site to an audio announcement regarding the
IPO. The Company does not believe that the existence of this hyperlink caused a violation of the Securities
Act, and if any such claim is asserted, the Company intends to contest the matter vigorously. Accordingly, the
Company does not believe that its exposure, if any, resulting from the existence of this hyperlink would be
material to its results of operations or financial conditton.

Conversion of Preferred Stock

Simultaneous with the closing of the Company's initial public offering and pursuant to the contractual
agreements with the preferred stockholders, all shares of the Company's Preferred Stock converted into
32,815,359 shares of common stock. Pro forma stockholders' equity at December 31, 1999, after giving effect
to this conversion, would be $83.6 million (unaudited). Had the conversion of the Preferred Stock occurred at
the dates of its sales, net loss per share would have been $(4.64) (unaudited) for the year ended December 31,
1999.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS AS TO SCHEDULES

We have audited, 1n accordance with auditing standards generally accepted in the United States, the
financial statements of CYPRESS COMMUNICATIONS, INC. included in this Form 10-K and have issued
our report thereon dated February 21, 2000. Our audits were made for the purpose of forming an opinion on
the basic financial statements taken as a whole. The schedule listed in the index is the responsibility of the
Company's management and is presented for purposes of complying with the Securities and Exchange
Commission's rules and are not part of the basic financial statements. This schedule has been subjected to the
auditing procedures applied in the audits of the basic financial statements and, in our opinion, fairly state in all
material respects the financial data required to be set forth therein in relation to the basic financial statements
taken as a whole.

ARTHUR ANDERSEN LLP
Atlanta, Georgia

February 21, 2000
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CYPRESS COMMUNICATIONS, INC.

SCHEDULES
Allowance for Doubtful Accounts:
Charged to (Writeoffs)/
Beg. Balance Expense Recoveries Ending Balance
For the Year Ended December
31, 1007 oeciereeeerenrarsanes by 0 $ 9,945 $ 0 g 9.943
For the Year Ended December
31, 1998.....eeccerreeenenraenansess 3 9,945 $ 09,575 b 0 $ 79,520
For the Year Ended December
31, 1999 i $ 79,520 $ 395,618 $ (107,333) $ 367.805
Deferred Tax Asset Valuation Allowance:
Charged to
Beg. Balance Expense Reversals Ending Balance
For the 5 1/2 ended December
31 1997 cvvreciireireeeeseeeaeens h) 0 $ 310,766 s 0 $ 310,766
For the Year Ended December
31, 1998t $ 310,766 $ 1,280,254 ) 0 $ 1,591,020
For the Year Ended December
31,1999, $ 1,591,202 £ 4,786,171 S 0 $ 6377373
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EXHIBIT 23.1

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby consent to the incorporation by reference of our repons
included in this Form 10-K, into the Company's previously filed Registration Statements on Form S-8, No.
333-30004 and No. 333-30504.

ARTHUR ANDERSEN LLP

Atlanta, Georgia
March 29, 2000
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SECURITIES aND EZCHANGE CCME{ISSION
WASHINGTON, DC 20349

FORH 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1834
For the gquarterly period ended March 31, 2000

Cormission file number (-29281

CYPRESS COMMUNICATIQNS, INC.
(Exact name of registrant as specified in its charter)

Delaware 58-2330270
{State or other jurisdiction (I.R.S. Employer
of incerporation or organization) Identification No.)

Fifteen Piedment Center, $Suite 710
Atlanta, GA 30305
{Address of principal executive offices, including zip code!}

{404) 869%-2500
{(Registrant’s telephone number, including area code)

(Former name, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter peried that the
registrant was required to file such reports), and (2} has been subject to such
filing reguirements for the past 90 days., Yes { X ] ©No | ]

APPLICABLE CONLY TO CORPORATE ISSUERS

Indigate the number of shares outstanding of each of the issuer’s classes aof
common stock, as of the latest practicable date:

Croress Communicatisns, Inc,

Copyright 2000 EDGAR Guline Inc, (ver 1.O12.003) ' Page 1
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QUARTERLY REPORT O FOZI 1G-Q
the Threz Months Ended Merch 23, 220%

TRELEZ OF CONTEHNTS

DIRT I - TINANCIEL IWFORMATIOHN

Icem 1. Financial Stacements.
Balance Sheets as of December 31, 1%9%% and darch 31, 2000
{Unaudited)
Statements of Operations (Unaudited) for the three months
ended March 31, 1999 and 2000
Statements of Cash Flows {Unaudited) for the three months
ended March 31, 1999 and 2000
Notes to Interim Firnancial Statements (Unaudited) March
31, 13895 and 2000

Item 2. Management's.Di5cussion and Analysis of Financial Condition
and Results of Operations.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

PART II - OTHER INFORMATION

Item 1. Legal Proceedings.

Item 2. Changes in Securities and Use of Proceeds.

Item 3. Defaults Upon Senior Securities,

Item 4. Submission of Matters tc a Vore of Security Holders.

Item 5. Other Information.

Item 6. Exhibits and Reports of Form B-K,

Signatures

PART I. FINANCIAL INFORMATION
Item 1. Financial Statements.
CYPRESS COMMUNICATIONS, INC.

SALANC

ry

SHEZTS

Page

13

13

14

Copyright 2000 EDGAR Ouling, fne. (ver 1LOI2.003)




CYPRESS COMMUNICATION ~ 10-Q — Quarterly Repori

. Date Filed: 5/15/2000

. respectis

QTHZR ASSETS:

Zest in exgess ©f nert assers acguived, nec of
7.

accurulated amcrzization of $15,25€ and §17.677 in 1833

and 2000. respectively FS.E3% T
Tenant ¢ontracts. At of accumwlared amortizsticn of 182,79
and $262,611 in 1929 apd 20020, respecgively 275,72 138,833

Feal escate access rights, rne:t of accurulaced amsrtizaticn ¢f
$0 and 52,3B2,211 in 15%9 and 2000, respeccively
Qther
Teyal other assets

Terzl asssts

LIABILITIES AND STOCRKBOLDERS' EQUITY

CURRENT LIABILITIES:

Accounts payable 5 12,872,121 5 2,643,098
Accrued expenses 2,696,133 4,810,232
Curreat portion of capigal lease gbligaticns 217,468 213,131
Tocal currenc liabiliries 15,588,722 7,666,451
LONMG-TERM PORTION OF CAPITAL LEASE OBLIGATIOQNS 283,465 230,958
Total liabilities ’ 15,863,191 7,887,403

CONVERTIBLE REDEEMABLE PREFERRED STOCK:
5.001 par value; Series h; 1,211,140 and 0 shares issued ard outstanding in

1999 and 2000, respectively 6,040,856 1]
$.0Q01 par value; Series B; 1,339,57% and ¢ shares issued and outstanding in
1699 and 2000, respectively 10,705,636 o
$.001 par value; Seriegs B-1; 579,613 and 0 shares issued and outstanding in
1999 and 2000, respectively 4,612,137 [H
$.001 par value; Series €; 4,161,97¢ and 0 shares issued and outstanding in
1999 and 2000, respectively 78,899,121 o
Total preferred stock 100,277,750 Q

STOCHKHOLDERS ¢ EQUITY:
Commen stock, $.001 par value; 58,520,759 and 150,000,000 shares authorized in 1599
and 2000, respectively; 2.759,806 and 47,312,839 shares issued and oucsvanding in

1999 and 2000, respecrively 2,760 47,315
Additional paid-in capital ’ 108,119,640 388,541,336
Warrants outstanding 23,393,094 186, 794,96%
bDeferred compensation 127,124,3507 124,833, 21
Accumulated defizit {98.908,584) (1o, 338,365}

Total scockholders® eguity

Total liahilities and stockholders’ equity

The accompanying notes are an integral part of .these balance sheets.

3

CYPRESS COMMUNICATICONS, INC.
STATEMENTS OF OPERATIONS
(UMAUDITED)

FOR THE THRIZ MONTHES INDED HMARCHE 31, 15%9 AND 2000

Copyright 2000 EDGAR Online. dnc. jver 1.01/2.003) Page 3




CYPRESS COMMUNICA T/Oz\#— 10-Q ~ Quarterly Report

OPZPATING EXPINISZS:

Cost o services

Sales and marke:ting, inciuding noncash compensation
expaense of §15,473 angd $272,888 in 1892¢ and 2007,
respectively

& administrative, including noncash

ral and
corpensation expense of $210,30% and 51,089,557 ino
13%T and 2000, respectively

ion ¢f rzal =staz= access rights
Depreciazion and other amortization

Total operating expenses
OPZRATING LOSS
INTEREST INCOME, net
LOSS BEFQORI INCOME TAXES
INCCME TAX BENEFIT
NET LOSS

NET LCSS PER COMMON SHARE:
Basic and diluted

WEIGHTED AVERAGE NUMBER OF COMMON SHARES CUTSTANDING:

Basic and diluted

The accompanying notes are an integral part

CYPRESS COMMUNICATIONS,

. Date Filed: 5/15/2000

{1,785,453)

98,353

(1,687,102)

$10.64)

INC.

STATEMENTS OF CASH FLOWS

{UNAUDITED)

FOR THE THREE MONTHS ENDED MARCH 31,

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

7,824,543
2,36z,211
1,031,512

{13,487,298)

2,057,318

{11,429,980)

5(0.41)

of these statements.

1599 AND 2000

5(1.,687,102)

Adjustments te reconcile net loss to net cash used in ogperating

activities:
Depreciation and other amsortization
Amortization of deferred compensation
Changes in eoperating assets and liabilities:
ts recesivakie, net
& sxrens£s and ciher currsnt assecs
asSats

soounts pavabnlis and zsorosd supensas

385,806 3,413,723
128,778 1,362,475
{144,937} {63,748)
(71,832 (406,753
i23,884) 1327,608)
154,230 1,085,486

${11,429,380)

Copyright 2000 EDGAR Ogline_{ne. (ver 1.012.003;

Page 4
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recsads from e
Tinzipal raym

w9 o

CaSH MDD CASH EQUIVLLEWNTS, beginning of vear

&no 3

i
3

axr

.

The accompanying notes are an integral part of these statements.

5

CYPRESS COMMUNICATICNS, INC.
IOTES TO INTERIM FINANCIAL STATEMENTS
(UNAUDITED)

MARCH 31, 199% AND 2000

1. Organization and Nature of Business

Cypress Communications, Inc. {"Cypress" or the "Company") provides a full
range of communicaticons services to small and medium-sized businesses in multi-
tenant office buildings. These buildings are located in major metropolitan
markets throughout the United States. These communications services include
high speed, dedicated Internet access and data services, local and long distance
voice services, feature rich digital telephone systems, digital satellite
business television, voicemail, e-mail, website hosting, security/monitoring
services and other advanced communications services. The Comparny delivers these
services over state-of-the-art fiber-optic, digital and broadband networks that
Cypress designs, constructs, owns and operates inside large and medium-sized
office buildings.

2. Summary of Significant Accounting Policies

Basis of Presentation

The accompanving unaudited financial statements have been prepared in
accordance with generally accepted accounting principles for interim financial
information and with the instructions to Form 10-Q and Article 10 of Regulation
5-%. Accordingly, they do not include all of the information and foctnotes
required by generally accepted accounting principles for complete financial
statements. In the opinion of management, all adjustments (consisting of normal
recurring accruals) necessary to present fairly the information zet forth
therein have keen included. The acconmpanying condensed conseclidated £inancial
statements should be read in conjunction with the financial statements and
footnotes included in the Annual Report on Form 10-K of Cypress for the vear
ended December 31, 1999. Operating results for the three-menth period ended
March 21, 2000 are not necessarily an indication of the results that may bs
expected for the year ended December 31, 2000.

In Tebruary 2000, a committee appointad by the Company’'s board of directers

Copyright 2000 EDGAR Online. Ing, (ver 1.0172.003} Page 5
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t Date Filed: 5/15/72000

st cutstanding common StECH.
3t ne accompanying financial
rez z this splic.

on February 15, 2000, the Company completed its initial public offering.
The Company sold an aggregate of 11,500,000 shares of commen stock {including
1,500,000 shares which were issued upon the exercise of the underwriters’
overallotment cption) at a per share price of $17.00, for an aggregate offering
price of approximately $195.5 million.

In connection with the initial public ocffering, the Company incurred
offering expenses of approximately $15.8 million ({including underwriting
discounts). Approximately $0.3 million of thessz expenses were incurred in the
fourth guarter of 1999 and the remaining $15.5 million of expenses were incurred
in the first quarter of 2000. After deducting these expenses, the Company
received approximately $179.7 million in net proceeds from the initial public
offering. The Company intends to use the proceeds from the offering for working
capital and general corporate

purposes, the construction of in-building netweorks and the purchase of
communications eguipment,

Conversion of Preferred Stock

Simultaneous with the closing of the Company’s initial public offering, all
cutstanding shares of the Company'’s preferred stack automatically ceonverted into
32,815,35%% shares of common stock.

4. Real Estate Access Rights

In November and December 1399, the Company entered into master license
agreements and stock warrant agreements with several property owners and
operators. Under the terms of these agreements, the Company issued warrants te
purchase up to an aggregate of approximately 11 million shares of the Company's
common stock at a price of 54.22 per share. These warrants are exercisable for
periods of five to ten yvears. The number of warrants was based on the gross
leaseable arez of the buildings subject to the master license agreements. The
final number of warrants was determined upon the completion of a due diligence
pericd and finalizatien of the building schedules in the master license
agreements. Upon the completion of the due diligence period and the
finalization of the building schedules, the Company recorded the fair value of
the warrants as an intangible asset, real estate access rights, which is being
amortized on a straight-line basis over the terms of the related license
agreements, which are generally ten years. Amortization of real estate access
rights was $2,382,211 for the three months ended March 31, 2000.

As of Decegmber 31, the Company had recorded approximately $23.4
million for the fair wvalu warrants sarned through December 31, 1%99. ©During
the three months anded lMarch 31, 2000, the Company receorded an additional $163.4
million for the fair value of warrants sarned during that peried.

Subseguent Events

[F2]

Copyright 2000 EDGAR Ouline, Ing, (ver 1.0172.003) Page 6
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yeare, The exact number of ghares 6f common gtock underlying the w

which is based on the gross leaseable arsz of the buildings set for

master license agreement, will be a=te*m_"ec upcn the completion of

giligence period and the finalization ¢f the hullding schedules, wh

expected tc be complete in Junz 2000. The measurenment date for val ‘
warrants will Be the date(s) upcn which the prossriy ewner and opes

into communications license agreements with the Company. The fair market va‘uc

of warrants earned will be recorded as an intangibls asset, real estate access
rights, and will be amortized over the terms of the related communications
license agreements, which are expected to be ten years.

SiteConnect Acguisiticn

Irn kpril 2000, the Companvy acaguired all of the outstanding commeon stock of
SiteCornect, Inc., a Seattle-based in-building communications service provider,
in exchange for approximately 581,450 shares of the Company’s common stock. The
number of shares of the Company’s common stock issued in connection with the
acquisition may be increased or decreased based on certain post-closing
adjustments.,

Item 2. Management'’'s Discussion and Analysis of Financial Condition and
Results cof Operaticns.

Qverview

We provide a full range of breocadband communications services to small and
medium-sized businesses leocated in multi-tenant office buildings in major
metropolitan markets in the United States. This comprehensive bundle of
services currently includes high-speed dedicated Internet access, local and long
distance voice services, digital telephecne systems, business television,
voicemail, e-mail, web hosting and cther advanced services. Since the inception
of our predecessor company in August 1395, cur principal activities have
included securing license agreements with building owners and real estate
managers that enable us to install our in-building fiber-optic, digital and
broadband networks, marketing cur communications services to tenants and hiring
qualified personnel to support ocur rapid growth. We hegan cperating in-building
networks in June 1996 and as of March 31, 2000, we were providing services in
approximately 200 buildings representing approximately 55 million rentable
square feet. To date, we have secured agreements giving us the right to operate
our networks in over 8480 buildings representing more than 230 million rentable
square feet.

Results of Cperations

Three Months Ended March 31, 2000 Compared to the Three Months Ended March 31,
199¢

Revenues. Revenues f£or the three months ended March 31, 2000 increased 60%
to $2.5 million from $1.6 million for the same period in the prior year. The
legvease in vevanuss velates Ly the addictieon of new customers and providing
addicional services to existing customers.

Cost of Services. Cost of services for the thres months ended llarch 31,
2000 increased 145% to $2.4 million from S1.0 million for the same period in the
prior year, Thez increass in cost of gervices was due primarily to an increase in
the number cf leased facilities connecting cur iicensed buildings to local, long
distance and Internet providers and the greater volume of voice and data
As of March 31, 2000, we had networks installed in approximately 200
VErsus aps cx-na;e-" 3¢ buildings inscalled ac March 31, 18359,

axpenszs for the thras
ch on Irem SO.6 millicn Zox
in ingcrsasa in expensss was
3 Terscnnel and their

Copyright 2000 EDGAR Onling, Ing, {ver 1.01/2.003) Page 7
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related compensation and expenses; 50.1 mil
increased revenue sharing payments mads te

of this increass was due to
=Ly ovners with whom we have

license agreemgnts; 50.3 million of this inc = was dug to increased promcticn
of our services via marketing and advertizing in cur licensed buildings
and 50.2 rease was dus inerease in amortizaticn of ncn-
2Tz = -angs cf stock eopticsns at
ates cf granc. e expect sales

ta grow as we hire additional perseonnal and
t our services to potential customers.

General ané Administrative Expenses. General and administrative expenses
for the three months ended March 31, 2000 increased 4%7% to $7.8 million from
$1.4 million for the same period in the pricr year. The increase in general and
administrative expenses was due to a $3.9 million increase in salaries, benefits
and recruiting and training expenses related to the hiring of additioneal
personnel., a $1.0 million increase in amortization of non-cash deferred
compensation related to the issuance of stock options at exercise prices lower
than fair value on their dates of grant, & 50.3 million increase in travel and
entertainment expenses primarily related to marketing to property owners and
cperators and expenses associated with personnel traveling to oversee and
conduct the installation of our networks in additional buildings, a $0.2 million
increase in accocunting, consulting, legal and billing outsourcing fees, and a
$1.0 million increase in cffice space rent and cther growth-driven operating
expenses. We expect general and administrative expenses to continue to grow as
we hire additional perscnnel and incur additional expenses to support the growth
of our operations.

.

hmortization of Real Estate Access Rights. The amortization of real estate
access rights represents the amortization of the value of warrants issued to
properlty owners or operators over the terms of the related license agreements,
which are generally ten years. Amortizaticn of these amounts began in the first
guarter of 2000. See note 4 to our interim financial statements,

Depreciation and Other Amortization, Depreciation and other amortization
for the three menths ended March 31, 2000 increased 167% to $1.0 million from
$0.4 million for the same period in the prior year. $0.5 million of this
increase was due to increased capital expenditures related teo deploying our in-
building networks and related equipment, and 50.1 million of this increase was
due to depreciavion of computers and cother bhack-office equipment.

Interest Income, net. Interest income, net for the three months ended
March 31, 2000 increased to $2.0 million from $0.1 million for the same period
in the priecr vear. The increase in interest income, net was due Lo interest
income on short-~term interest bearing investments as-a result of investing the
proceeds of our Series C preferred stock offering in the third guarter of 13599
and initial public stock offering of common stock in February 2000. Interest
expense was nominal in both perieds.

Ligquidity and Capital Resources

Tha results ©f cur eperations have generated a net cash cutflow due to the

rate at winich we have grown. Cash flow from operations totaled $(1.3 million)
and ${(6.0 millien) for the three months ended, lMarch 31, 1958, and 2000,
respectivaly. The expansicn of our operating and administrative personnel,
offica space costs, and other cperating expenses were the principal contributors
to ths insreases in the nat cash cutflew batween the pericds. As we continue to

2 cur cperatisng, these increases in gperizd-cover-period oparating cash

lows are =xgpacted to continue

Casn used in investing activicies was ${1.2 milliion) and ${19.9 million!
Zoxr the three months engad Marehr 31, 1299 and 2000, resvectivelyw. Cash used in
investing activicies has primarily been expended s censtrust our in-building
netwerks. As of March 31, 200L, we Lad made capital expendicures ol

Copvright 2000 EDGAR Onlive, Inc. (ver 1.012.003) . Page 8
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approximately $34.6 million since inzsepticon. e expect that capital
expenditures will increase substantially in iu urs periodsg as we consIruct our
networks and purchase more communications eguipmen e will continus to sesk
access to additiconal buildings. If we ars succ
additional buildings, we will have substantial
an indefinite period. Ve also expsct to have su
adjusted EBITDZ: and net losses.

snt
ssful in gaining ascess to

azds for addéiticnal capital for
wstantial and increasing negative

<
o
T

Cash provided by financing activities was §(0.01 million} and $180.7
millien and for the three months ended HMarch 31, 19%% and 2000, respectively.
Cash provided by financing activities during the three months ending March 31,
2000 was from the Company’s initial public offering in which we sold 11,500,000
shares of our common stock at $17 per share, netting proceeds of approximately
£180.6 million after deducting first quarter cffering expenses lapproximately
$0.3 miliion of offering expenses were incurred in the fourth quarter of 1999).
We intend to use the net proceeds from this offering for construction of in-
building networks and the purchase of communications eguipment and for
implementation and modification of information support systems. The remainder
of the net proceads will be available for working capital and general corporate
purposes. We may also use a portion of the net proceeds to acquire or invest in
complementary businesses, technologies, services or products. However, we
currently have no material commitments or agreements with respect to any of
these types of tranmsactions.

During the first quarter of 2000, we recorded an additional $163.4 million
for warrants that were earned during the three months ended March 31, 2000,
which are exercisable for an aggregate of approximately 9.5 million shares of
our common stock at an exercise price of $4.22 per share. These warrants were
igsued teo several property owners and operators in connection with their
execution of master license agreements in November and December 193%. See note
4 to our interim firnancial statements. These master license agreements gave us
the right to operate our netweorks in more than 600 buildings representing more
than 194 million rentable square feer.

In April 2000, the Company acquired all of the outstanding common stock of
SiteConnect, Inc., a Seattle-based in-building communications service provider,
in exchange for approximately 581,450 shares of the Company's common stock. The
number of shares of the Company’'s common stock issued in connection with the
acquisition may be increased or decreased based on certain pest-closing
adjustments.

We are currently operational in 17 markets, and plan to expand our presence
to approximately 27 markets by the end of 2000 and approximately 50 markets by
the end of 2001. We estimate that this expansion will require capital
expenditures of approximately $50.0 million in 2000 and approximately $90.0
million in 2001.

We estimate that the net proceeds from ocur initial public offering in
addition to cash on hand will be sufficient to fund operations and the projected
deployment of our network through mid-2001. We do. however, expect to continue
our growth, expansion and the further development ¢f cur network and services
beyond that point. Accordingly, we expect that we will eventually need to
arrange for additional sources of capital thrcugh the issuance of debt or equity
or bank borrowings. There are no commitmencs for any such additional financing,
and w2 cannot be sure that we will be able & n any such additional
financing at the timses reguired and cn a2ccep =g and ceonditions. In such

@vang, our growth could sl adversely affecred.

o @
3

T:e actual am

£ nTuy 1 reguirements may differ
result of many factors, some of which we

w
T

wn
-
.

'
0
B
|3

whion of license agr2emsants;
T or e&xceed constructicon schedules;

*
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m
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hages of eguipment;
)

ices
n necsssayy aperational

A
id int

-
!

the ccst of
demand for our services;

the successful deployment of new services that we may offer;

the timing and extent of future acguisiticons or investments, if any, and our
ability te integrate these acquisitions or investments;

regulatory changes; and

changes in rechnolegy and competitive developments beyond our contrel.

in each of ocur markets;

Recent Accounting Pronouncements

The Securities and Exchange Commission has released SAB No. 101, "Revenue
Recognition in Financial Statements." We are reviswing our pelicies with
respect to SAB No. 101 and do not anticipate the impact of adoption to be
material.

Risks Associated with Forward-Looking Statements Included in this Form 10-Q

This Report on Form 10-0 contains forward-loocking statemesnts, including,
without limitation, statements about our plans, objectives, expectations,
intentions, assumptions and prospects. You can identify forward-looking
statements by the use of werds such as "expect,* *anticipate,® "intend," "plan,’
"pelieve,* “seek,* “estimate,* “assume" ard similar expressions which predict or
indicate future events and trends which do not relate to histeorical matters.

You should not rely on forward-lcocoking statements because they involve
known and unknown risks, uncertainties and other factors, some of which are
beyond our contrel. These risks, uncertainties and other factors may cause our
actual results, performance or achievements to differ materially from the
anticipated -future results, performance or achievements expressed or implied by
the forward-logking statements. These risks, uncertainties and factars,
include, without limitaticn, our ability to obtain additional license agreements
with property awners and managers, the intense competition for cur service
cfferings, our dependence on growth in demand for our services, our ability to
manage the growth of cur operations and our akility to raise additional capital.
In additicn, the factors described under "Risk Factors That May Affect Future
Results" in our Annual Report on Form

10

10-K for the year ended December 31, 1999 may result in these differences. You
should carefully review all c¢f these factors, and you should be aware that there
may be other factors that could cause these differences. These forward-looking
statements represent our estimates and assumptions conly as of the date of this
report, and we do not undertake to update these forward-lcoking statements to
reflect future events or developments,

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Cur exposure te financial market risk, including changes in interest rates,
relates primarily to our investment portfolio. We typically do not attempt ko
reduce or hedge the market exposure on cur investment securities because our
investments are in fixed-rats, sheort-term securities. We do not have any

Ly wvalue of our iovestment portiolic or related
1y impacted by either & 100 basis poinc increase
uwa rainly Lo the fixed-rate, short-term nature of
, 2000, we nad no Sebt outstanding, ocher than

n

LSl

=

'

© 1. CTHER INFORMATION
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Legal Proceedings.

e are not currently invelved in any pendin
expecced to have a material adverss effecc on ou

Item 2.

We completed our inijtial public
public cifering was made pursuant to
originally filed with the Securities
1993, as amended
on February 9, 2000.

(Commissicn File No,

LARRte]

offering in February 2000.

L J

legzl procesdings that are
business.

Changes in Securities and Use of Procesds.

The initial

a Registration Statement on Form S-1,

and Exchange
333-%2011),

The initial public offering

Commissicn con December 3,
which was declared effective
commenced on February 10, 2000

and terminated shortly thereafter, after the sale
cf the registered gshares of common stock.

into the public market of alil

The shares of common stock scld in the initial public offering (including
1,500,000 shares which were issued upon the exercise of the underwriters’
overallotment option} were offered for sale by a syndicate of underwriters
represented by Bear, Stearns & Cg. Inc., Donaldson, Lufkin & Jenrette Securities
Corporation and J.L. Bradford & Co.

We registered an agoregate of 11,500,000 shares of common stock (including
1,500,000 shares which were issued upon the exercise of the underwriters’
overallotment option) for sale in the initial public offering at a per share
price of $17.00, for an aggregate offering price of approximately §195.5
million.

We incurred@ the following expenses in connection with the iritial public
offering:

Underwriting discounts and comnissions of approximately: 513,685,000

Other expenses of approximately: $ 2,108,000

Total expenses of approximately: $15,793,000
No payments were made to (i} any of our directors, officers, general

partners or associates,
stock,

[(ii) any persan(s) owning 10% or more of our cammon
or {iii) any of our affiliates.

Afrer deducting the expenses set forth above, we received approximately
$17%.7 millicn in net proceeds from the initial public offering. We have not
vet used any of the net proceeds from the initial public offering. The net
proceeds have been invested in cash, cash equivalents and short-term
investments. Consistent with the description of the use of proceeds set forth
in the prospectus contained in the Registration Statement, we intend to use the
proceeds from the offering for working capital and general corporate purposes,
the construction of in-building networks and the purchase of communications
equipment.

Izem 3 Defaults Upcn Senicr Securitiss

None
Trem 4. Suimissicn of Matnars to a Vore 9 Securit Holdsrs

Cn Tebhruary §, 2000, cur stockhclders, in connection with our initial
public gifering, apgrovad the filing of the Sscond Amended and Restated

Copyrighe 2000 ERGAR Qulinie, fie,

(ver £.OL7.003;
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LA

a special meetinc.

th

Cercificace of Iacorpcraticon by written ccmsent in lieu o
Crn the dace of such

consent there were 33,791,124 shares of common stock outstanding, and
stockholders holding 35,7%1,124 shares cf common stock exscuted sush consent,
representing 100.0% of the then outstanding shares of ceommon stock.

Item 5. Other Information.

None.
Icem 6. Exhibits and Reports on Form 8-K.

(a) Exhibits

27.1 Financial Data Schedule

{k} Reports on Form 8-K

There were no reports filed by the Company on Form 8-K during the quarter ended
March 31, 200%.

13

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

CYPRESS COMMUNICATIONS, INC.

Date: May 15, 2009 By /s/ Barry L. Boniface
Barry L. Boniface
Vice President, Chief Financial
QOfficer and Treasurer
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<INVENTORY>
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<CURRELT
<3005 >
<PREFERRED-MANDATORY >
<PREFERRED>

<COMIMON>
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<TOTAL-LIABILITY-AND-EQUITY>

<SALES>
<TOTAL-REVENUES>
<CGS8»>
<TOTAL-COSTS>
<QTHER-EXPENSES>
<LOSS-PROVISION=>
<INTEREST-EXPENSE>
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<INCOME -CONTINUING>
<DISCONTINUED>
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-01-2000
HAR-31~2000
224,344,600
¢

1,728,951
329,265

¢
226,800,828
35,938,603
31,685,551
448,109,242

7,688,451

DO o

47,315
440,164,518
448,109,242

0

2,530,680

0

2,354,231

13,663,747

25,391

0
{11,429,580)

0
{11,429,980)

0

0

Q
(11,429,980)
(0.41)
{0.41}
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FINANCIAL STATEMENTS OF
CYPRESS COMMUNICATIONS OPERATING COMPANY, INC.
FOR THE PERIOD ENDED APRIL 30, 2000

HIGHLY CONFIDENTIAL

FILED UNDER SEAL




GUARANTY

Cypress Comﬁunications, Inc. hereby guarantees the financial obligations of Cypress
Communications Operating Company, Inc. (“Cypress”) solely attendant to the first three (3)
years of Cypress’ operation as a competitive telecommunications carrter in the State of
Maryland. Cypress Communications, Inc. is the owner of all of the issued and outstanding
common stock of Cypress, and issues this Guaranty in support of Cypress’ Application to the

Maryland Public Service Commission as a reseller and facilities-based local exchange and

Fos
1

R. Stanley Allen
Chief Executive Officer
Cypress Communications, Inc.

interexchange carrier. /

; ‘
!




GUARANTY

I, Barry L. Boniface, am the Chief Financial Officer, Vice President and Treasurer of
Cypress Communications, Inc. and am authorized to make this Guaranty on its behalf. Cypress
Communications, Inc. 1s the parent company of Cypress Communications Operating Company,

Inc. ("Cypress"), the Applicant herein.

Cypress Communications, Inc. hereby guarantees the financial obligations of Cypress
attendant to Cypress’ operations as a telecommunications carrier in the State of Missouri.
Cypress Communications, Inc. issues this Guaranty in support of Cypress’ Application before
the Missouri Public Service Commission for a Certificate of Authority to provide Interexchange
and Local Exchange Telecommunications Services in the State of Missouri.

Cypress Communications, Inc.

State of Georgia )
) ss.
County of Fulton );

The above-named Barry L. Boniface appeared before me today and swore that he is the
Chief Financial Officer, Vice President and Treasurer of Cypress Communications, Inc. and is

duly authorized by it to execute the foregoing Guaranty on its behalf.

Subscribed and Sworn to me this $fh  day of T une , 2000.

Notary Public @m« Lg..\u»

My Commission expires  1Db- b1
Y \EH
\\\\“ "””/
\\\\\\; SNIPgg
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EXHIBIT 3

Managé.rial and Technical Qualifications



Biographies of Key Personnel of Cypress Communications Operating Co.. Inc.

W, Frank Blount
Director, Chairman and Chief Executive Officer

W. Frank Blount has served as our Chairman and Chief Executive Officer and a
director since June 2000. From January 1992 until March 1999, Mr. Blount served as
Chief Executive Officer of Telstra Communications Corporation, Australia’s principal
telecommunications company and the 11* largest telecommunications company in the
world. Prior to joining Telstra, he served in various executive positions for AT&T,
including Group President of the Communications Products Group and President of the
Network Operations Group. Mr. Blount also has held senior positions in engineering,
plant operations, marketing and network operations at Southern Bell Telephone
Company. Mr. Blount currently serves as a director of Hanson’s UK, Alcatel USA and
Alcatel France, Entergy Corporation, Adtran, Inc. and Caterpillar, Inc. Mr. Blount
received a Bachelor of Science degree from Georgia State University and a Master of
Science degree from the Massachusetts Institute of Technology.

R. Stanley Allen
Director, Vice Chairman

R. Stanley Allen is a co-founder of the Company and has served as our Chief
Executive Officer and a director since August 1995. From August 1995 until September
1998, he also served as our President. From March 1994 1o May 1996, Mr. Allen was
President and Chief Executive Officer of Applied Video Technologies, Inc., a wireless
cable and communications investment and development company, From 1991 to 1994,
Mr. Allen was President of American Quality Cable Corporation, a wireless cable
television operator. Mr. Allen has also held positions as Manager-Real Estate Consulting
for Coopers & Lybrand and Analyst for Wellington Real Estate, an affiliate of Boston-
based Wellington Management Company. Mr. Allen was a Director for Wireless Cable
of Atlanta before its acquisition by BellSouth in 1997 and was also a Director for the
Wireless Cable Association. Mr. Allen received a Bachelor of Arts degree in Economics
and a Master of Business Administration degree from the University of Virginia.

Mark A. Graves .
Director, President, Chief Operating Officer and Secretary

Mark R. Graves has served as our President since September 1998 and our Chief
Operating Officer and Secretary since September 1997. From September 1997 until
September 1998, he also served as our Chief Financial Officer. From March 1994 to
September 1997, Mr. Graves was Executive Director of Corporate Development for
BellSouth Corporation, where he was involved in mergers, acquisitions and other
strategic  {ransactions. Mr. Graves’ activities principally involved BellSouth
Corporation’s telephone services, Internet services unit and wireless data partnerships.
From May 1989 to February 1994, Mr. Graves was a Principal at Sterling Payot




Company, a private investment firm in San Francisco, where he provided advisory
services in strategy and finance predominantly to media and telecommunications
companies, including Pacific Telesis in its spin-off of PacTel Corp., which was renamed
AirTouch Communications. Prior to joining Sterling Payot Company, Mr. Graves held
positions at The First Boston Corporation and United Technologies Corporation. Mr.
Graves received a Bachelor of Arts degree in Economics and a Master of Business
Administration degree from Harvard University.

Barry L. Boniface :
Director, Chief Financial Officer, Vice President and Treasurer

Barry L. Boniface has served as our Chief Financtal Officer since October 1998.
From September 1994 to October 1998, Mr. Boniface was Executive Director of
Corporate Development for BellSouth Corporation, where he was responsible for
" domestic and international mergers, acquisitions, divestitures and other strategic
transactions. Mr. Boniface’s activities principally involved BellSouth’s domestic and
international wireless telephone services and competitive local telephone activities. Prior
to that, Mr. Boniface was a principal in Berkshire Partners, Inc., a merchant banking firm
based in Dallas, Texas. He has also held the positions of Chief Operating Officer for
Global Business Acceleration, Inc., an early stage software development company, and
Vice President in the Corporate Finance Department at Principal Financial Securities,
Inc., an investment banking firm. Mr. Boniface received a Bachelor of Business
Administration degree in Management Information Systems from Southern Methodist
University and a Master of Business Administration degree from the Goizueta School at
Emory University.

Ward C. Bourdeaux
Director, Executive Vice President

Ward C. Bourdeaux, Jr. is a co-founder of the Company and has served as our
Executive Vice President and a director since August 1995, From January 1993 to April
1995, Mr. Bourdeaux served as Director of Development for RealCom Office
Communications, where he was responsible for identifying new building and market
opportunities and entering into new license agreements on a national basis, and for the
renewal of existing agreements nationally. Prior to that, he spent over nine years in the
commercial real estate industry with Cushman & Wakefield and Carter & Associates.
Mr. Bourdeaux received a Bachelor of Arts degree in Communications from the
University of Alabama.

C. Timothy Allaway
Vice President of Customer Service

C. Timothy Allaway has served as our Vice President of Customer Service since
December 1999. From June 1996 to December 1999, Mr. Allaway as Director, Customer
Services for IBM, North America supporting the full line of hardware and software
offerings. From September 1994 to June 1996, Mr. Allaway was Director, Small



Business Sales and Partnerships for MCI. From 1986 to September 1994, Mr. Allaway
held various sales and services management positions for MC1. Prior to that, Mr.
Allaway spent five years with Xerox Corporation. Mr. Allaway received a Bachelor of
Science degree in Management from Jacksonville State University and a Master of
Business Administration degree from Auburn University.

Eugene H. Kreeft ‘
Vice President of Engineering

Eugene H. Kreeft has served as our Vice President of Engineering since February
1999. From 1991 until February 1999, Mr. Kreeft was an Executive Vice President of
Preferred Networks, Inc., an outsourcing services provider to the wireless industry which
he founded in 1991. From 1989 to 1991, Mr. Kreeft served as Director of Technical
Support, U.S. Operations, for Glenayre Technologies, a developer and provider of
personal telecommunications systems. Prior to that, Mr. Kreeft was employed by BBL
Industries, Inc., a paging equipment manufacturer, where he served as both Vice
President of Engineering and Manufacturing and Vice President of Applications/New
Product Development. Mr. Kreeft has also held management and engineering positions
with Motorola, RAM Broadcasting, AT&T, Western Union Microwave Systems,
Highland Telephone Company and Delaware Telephone Company.

Robert W, McCarthy
Vice President, General Counsel and Assistant Secretary

Robert W. McCarthy has served as our Vice President, General Counsel and
Assistant Secretary since December 1999, From August 1996 until December 1999, Mr.
McCarthy was a General Attorney at BellSouth Corporation, where he specialized in
domestic and international mergers and acquisitions and joint venture transactions. Prior
to that, he was a partner in the Atlanta offices of Hunton & Williams, where he
specialized in mergers and acquisitions, joint ventures and venture capital transactions.
Mr. McCarthy received a Bachelor of Arts degree in Political Science and a Juris Doctor
degree from the University of North Carolina at Chapel Hill.

James W. McClintock
Vice President of International

James H. McClintock has served as our Vice President of International since
December 1999. From March 1999 until December 1999, Mr. McClintock was Vice
President of Data Services for BellSouth International (BSI), where he led the
development of BSI’s Internet and data strategy and associated business development
activities, focusing principally on Latin America and Europe. Prior to that, Mr.
McClintock was Executive Director of Corporation Development for BellSouth
Corporation, where he worked primarily with BellSouth Entertainment and
BellSouth.net, managing a number of significant merger, acquisition and alliance
activities involving these two business units. Prior to joining BellSouth in 1993, Mr.
McClintock had fourteen years of experience managing, investing in and financing



entrepreneurial ventures of all types and scale, including positions in banking with
Citicorp and in venture capital with Equity Group Investments. Mr. McClintock received
a Bachelor of Arts degree in Economics from Washington and Lee University and a
Master of Business Administration degree in Finance from the University of North
Carolina. :

Raymond F. Potts
Vice President of Marketing and Sales

Raymond F. Potts has served as our Vice President of Marketing and Sales since
October 1999. From September 1997 to October 1999, Mr. Potts was Regional Vice
President for Sales, Operations and Marketing for the Midwest territory of Teligent, Inc.,
a wireless telecommunications company. From 1996 to September 1997, Mr. Potts
served as Vice President of Sales for the Midwest region of Cable & Wireless, Inc., a
wireless telecommunications company. Prior to that, Mr. Potts spent in excess of ten
years in various senior-level sales and service management positions for Midcom
Communications, Sprint, LCI and TFN Communications. Mr. Potts received a Bachelor
of Business Administration degree from St. Joseph’s College in Rensselaer, Indiana.

Claire S. Schenk
Vice President of Human Resources

Claire S. Schenk has served as our Vice President of Human Resources since
November 1999 and prior to that served as our Director of Human Resources from June
1999 to November 1999. From June 1996 until May 1999, Ms. Schenk was Vice
President from Human Resources for Trism, Inc., a national specialized transportation
company headquartered in Atlanta. From December 1989 until June 1996, Ms. Schenk
was Vice President, Senior Business Partner for two national mortgage companies. Ms.
Schenk also has ten years of human resources management experience with Sheraton
Corporation and Six Flags Corporation. Ms. Schenk received a Bachelor of Arts degree
in Psychology from Emory University.

Alistair Sloan
Vice President of Internet Services

Alistair Sloan has served as our Vice President of Internet Services since
September 1999. From January 1998 until September 1999, Mr. Sloan was our Manager
of Internet Services. Prior to joining Cypress, Mr. Sloan was Project Manager at Systems
Atlanta, where he consulted with clients on Internet and Wide Area Networking design
and security. Prior to that, Mr. Sloan was a manager of Internet Connect, a division of
Systems Atlanta specializing in dedicated business Internet connectivity. Mr. Sloan has
also held positions with Ingram Micro, Inc. and has been an independent consultant in the
field of local area networking. Mr. Sloan received a Bachelor of Arts degree in Political
Science from the University of Bridgeport.




EXHIBIT 4

Proposed Tariff



AFFIDAVIT
STATE OF GEORGIA )
)
)
COUNTY OF FULTON )

I declare under penalty of perjury that I, Barry L. Boniface, am Chief Financial Officer,
Vice President and Treasurer of Cypress Communications, Inc., the Applicant; that I am
authorized to make this verification on the Applicant’s behalf; that I have read the foregoing
Application and know the contents thereof; and that the same are true of my knowledge, except

as to the matters which are therein stated on information or belief, and as to those matters 1
believe them to be true.

L]

TITLE/ Chief £inancia i ce President
and Treasurer

Subscribed and sworn to before me this Rkl_- day of JTut , 2000.

e LS

Notary Public F

My Commission Expires: 1%- 160t
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Certificate of Service

I hereby certify that a copy of this document has been hand delivered or mailed by first
class mail, postage prepaid, to the Office of Public Counsel, on thisway of %_/n{_ .,

2000.

S ln (-

Sig?féture




