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BEFORE THE MISSOURI PUBLIC SERVICE COMMISSION

In The Matter of the Consolidated Case )
Regarding Applications for Authority to ) Case No. TA-88-218
Establish Operator Services )

Q.

A.

Q.

A.

on £ HARG

Please state your name and business address.

Paul Freels, 108 South Akard, Dallas, Texas 75202.

How are you presently employed?
I am an Executive Vice President of International

Telecharge, Inc. which is also known as ITI.

How long have you been associated with ITI?

Since May, 1986.

Will you please state your educational background?
Yes. I received a Bachelor of Science in Mathematics,

Physics, and History from Troy University, Troy, Alabama.
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Q.

A.

Q.
A.

What is your professional background?

In March, 1987, I joined ITI as Executive Vice President
and General Manager, Telecharge Division of ITI. Prior to
March, 1987, I was a consultant to the Company for
approximately one year. From July 1981 to March 1985, I
was employed by U.S. Telephone Inc. and its successor
company as Vice President with responsibilities in
operations, engineering and industry relations. Currently,

I serve as Executive Vice President, Regulatory Matters.

What is the purpose of your testimony?

The purpose of my testimony is twofold. First is to
describe the nature of the operator service industrg as
perceived by ITI. Second, is to suggest reasonable

regulations for the operator service provider industry.

Please explain the nature of International Telecharge,
inc.'s business.

ITI is a nonfacilities based reseller of telecommunications
services that allow callers from hospitals, hotels, motels,
temporary housing units, business establishments, as well
as coin and non-coin operated customer owned pay telephones
to make long distance telerhone calls and to bill the calls
to a major credit card, phone number, or a local exchange

company's calling card. 1ITI's service combines long
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9. Q.

A.

10.Q.

distance operator-assisted calling with the convenience of

credit card billing.

Is ITI a publicly-held corporation? 1If so, when did it go
public?
Yes, ITI has been a publicly-held corporation since May,

1986.

Is ITI incorporated and in what state?

ITI incorporated in March 1985 in the state of Delaware.

In how many states is ITI currently authorized to provide
its services?

A number of state regulatory commissions have authorized
ITI to provide service within their jurisdictions. Along
with Missouri, ITI has been certificated in New York,
Texas, California, Illinecis, South Carolina, Florida, Ohio,
Maryland, Minnesota, Indiana, Washington, Oregon, Iowa, and
Georgia. The State of Wisconsin has granted ITI interim
authority to provide service in the state. The States of
Arizona, Louisiana, South Dakota, North Dakota, Oklahoma,
Tennessee, Colorado, Utah, Idaho, Montana, Pennsylvania,
New Jersey, and Virginia did not require resellers to
become certificated. ITI has applications pending in

Kentucky, Kansas, Alabama, Nevada, Wyoming, Massachusetts,
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A.

12.Q.

North Carolina, Nebraska, Mississippi, West Virginia,

Maine, Alaska, Arkansas, and New Mexico. I belisve that
ITI's success in receiving authority to provide intrastate
services 1is indicative of the acceptance of alternate

operator services.

When was ITI certificated to provide service in Missgouri?
ITI was certificated 'on October 15, 1987 in Case

#TA-88-12.

Please provide a current listing and description of ITI
officers and key management.

The officers and key management of ITI include the

following individuals:
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Name Position

G. Ray Miller Chairman of the Board

Edmund F. Tagg

Ernest J. Porcelli

James W. Smith

Chief Executive Officer

President, Chief Oparating
Officer and Director

President, DTS, Inc.

Executive Vice President
Sales and Marketing

Paul Freels Executive Vice President
Regulatory Matters

Ronald L. Plunkett b Executive Vice President
Finance and Administration

Eddie M. Pope General Counsel

M.K. "Kathy" Delahoussaye Executive Vice President

Jerry L. Gimnich

Alex

13 oQ-

[

F 1Y

K

Uperator Services

Executive Vice President
Engineering and Information
Systems

D.B. Daspit Senior Vice President
Mergers Corporate Strategy

Will you provide ITI's most current financial statement?

Yes, it is attached as Exhibit "A",

Considering your experience in business, is it your opinion
that ITI has the financial resources to provide
telecommunication services to consumers in the State.

Yes.

wm
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I. DESCRIPTION OF SERVICES

Please provide a brief description of ITI services.

16.Q.

Missouri.

Currently, ITI provides services primarily to hotels, motels,
hospitals, and private pay phone owners (subscribers) so that
their patrons, guests, employees, and other callers may place
operator assisted long distance calls. This service operates
in a manner similar to a reseller's 950-10XX or 1-800 service,
except that the caller reaches an operator instead of a switch
tone. When a user dials "0" to place a long distance call, the
phone, or the PBX cohnected to the phone, outpulses a 950-10XX
or 1-800 access number and authorization code which connects
him/her to the carrier serving ITI in that particular location.
The number of the called party number is then dialed by the
user and forwarded to ITI via resold facilities. An ITI
operator then answers the call, obtains and confirms billing
information, and releases the call for completion as shown on
Exhibit "B". (In essence ITI 1is 1in competition for the
preponderance of its business, with AT&T. When an end user
requires operator assistance they reach ITI rather than ATS&T.
All other functions or services remain the same as when AT&T

provides the cperatcr services)

This appears to be a complicated process. Please describe

each aspect of a collect call that is placed by a hotel user in
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This process is really not as complicated as it may appear and

in fact is performed very fast. The best way to describe

today's process is to use diagrams. I will walk through each

step using a diagram.

First, the user dials an access number, usually 8, +0+ the

called number. The call routes to the hotel's PBX. The PBYX

reads the 8+0 and recognizes that this is an operator assisted
long distance call. (Upon seizure of the 0+ message, the hotel
PBX or an auto—dialé; begins outpulsing the 950-~10XX number of
ITI's IC carrier in Missouri. This portion of the call is

shown below.

Hotel User

8+0+617-666-0000

950-10XX + Authorization Code

PBX Dialer IC

At this point, the IC switch validates the
authorization code and establishes a communications path

between its switch or point of presence in Missouri and

ITI's switch over the 7 IC's intercity network.
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IC ITI
Missouri Switch

Upon receipt of the call, the ITI switch routes the
call to an ITI operator console. The ITI switch and a
computer system associated with the operator console
collects and stores _the calling information for billing
(i.e., the called ané calling telephone numbers, call start
and stop times, etc.). The operator answers the call by
saying "ITI operator, this 1is (operator's name)," (The
response the operator uses aftér their name is dependent on
what information appears on his/her console screen.) The
caller states that he/she would 1like to place a collect
call. The operator requests the name of the calling party,
depresses a key on his/her console, and the call is
transmitted (or completed) to the called telephone over
resold facilities. Such resold facilities can be those of
the IC bringing the call to the ITI switch or any other

carrier, including AT&T.
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17.Q.

A.

18.Q.

ITI ITI
Switch o Operator
Computer
Systems

P
’

When the call is answered by the called party, the ITI
operator says, "This is the ITI operator, I have a collect
call from X. Will you accept the charges?" Upon acceptance
of the call, the ITI operator closes with "Thank you for

using ITI" and releases the call.

Please describe the dialing sequence for hotel guests.

The normal dialing plan for hotel guests is as follows:

Q = Hotel Operator

9 + Phone Number = Local Call

8 + 1 + Area Code + Phone Number = Toll Call Billed To Room
8 + 0 + Area Code + Dhone Number = Operatcr Assisted Call

9 + 950-10XX = IC Call

9 + 1=800 = IC Toll Call or Toll Free Number

Is the above dialing sequence the same for AT&T and other
operator services?

Yes, normally it is.
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19.Q.

20.Q.

How is a hotel guest notified when he/she places an

operator assisted call that his/her call will be handled and
billed by ITI?

ITI provides "tent cards" to hotels for placement next to
the gquest's telephones. This card displays the various
billing options available using ITI and explains that ITI
is an alternate operator service provider. Examples of ITI

"rent cards" are shown in Exhibit "C".

Are there other ways that ITI notifies a user that he/she is
using ITI for operator assisted calling?

Yes. ITI operators answer all calls by saying "ITI
operator." In addition, the ITI operator will say "Thank
you for wusing ITI" prior to releasing the call for

completion.

To which major credit cards may a consumer charge a phone
call?

The following credit cards may presently be used by the
consumer to charge a phone call:

1. Master Card

2. VISA

3. Diners Club Internaticnal

4. American Express

5. Carte Blanche

10
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6. Discover

7. enRoute

In addition, the customer has the option of billing
calls to the customer's residential or office phone number,
bill the call collect, or charge to approved telephone

industry calling cards.

Besides the advantage of credit card billing for its
patients or guests, why would a hospital or a hotel use ITI?
ITI's services provide cost savings as well as new sources
of revenue toc hotels and hospitals. By contracting with
ITI, a hospital eliminates the need for a staff of on-site
operators to handle outgoing calls; a hotel eliminates the
need for extra front desk personnel to handle guest credits.
ITI also provide bill~to-room information without the need
for sophisticated call accounting equipment or HOBIC 1lines
which represents cost savings to the hotel. In addition,
ITI allows the hotel or hospital if it so chooses, to add
its normal surcharge to each call processed by ITI in lieu
of it being billed and cecllected at check out. This
eliminates the need for auditing a bill at check out for
charges cn incompleted operator assisted calls. B2y reducing
staffing and equipment requirements and receiving fees for

operator assisted calls, the hotel/hospital is able to

11
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reduce overhead costs. Such savings can be passed on to
hotel/hospital guasts and patrons in the form of lower
service charges.

As noted previocusly, ITI also offers features which are
attractive to guests or patients in addition to providing
weraditional" operator assisted calling (i.e. collect,
third-party, and person-to-person), ITI allows a guest to
charge a call to one ‘of seven major credit cards. This is
especially desirable for the frequent traveler who generally
prefers that all business expenses appear on the (credit

card) invoice.

Multilingual operators are another very desirable
aspect of ITI's services. ITI assists users in many
foreign languages including French, Spanish, Italian,
German, Hungarian, Arabic, Polish, Yugoslavian, Bulgarian,
Korean, Laotian, Thai, Vietnamese, Farsi, Portugese,
czechoslovakian, Japanese and Russian. Hotels and hospitals
generally do not have the resources available to provide
foreign guests or patients with the benefit of operators who

speak in his/her native tongue.

Why do so many hcspitals use ITI?
In most hospitals before subscribing to ITI, all long

distance calls must be operator assisted by both the

12
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A,

25.Q.

hospital operator and an AT&T or LEC operator, and must be

either charged to a telephone industry calling card, billed
to a third party, or made collect because the hospital,
Medicare and private insurance companies refuse to pay for
telephone calls. Calls may not be charged to the patient's
room. In addition, no long distance calls can be made from
the patient's room when the switchboard closes during late
evening and night hours. ITI eliminates the need for a
hospital operator, allows 24 hour a day service and offers
callers the added benefit of charging telephone calls to a
major credit card, as well as all the methods offered by the

LEC and AT&T referred to above.

How would a call from a pay phone be routed?

ITI handles all calls in the same manner. In other words, a
long distance operator assisted call would reach. ITI's
operator center in the same manner as I described
previously. The only difference in the treatment of the
call is the manner in which the user dials the call, A
caller from a hotel room must dial 8+0 to place a call to a
location outside of the hotel while the pay phone user

simply dials a zero.

what is the normal dialing sequences for pay phones

connected to ITI's service?

13
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A.

27.Q.

While the owner is responsible for all call routing, in

most cases, the phones are programmed in the following
manner:
911 = Local Emergency Service

411 = Directory Assistance

]

NXX~-XXXX Local Call

950-10XX = IC Call

1-800-NXX-XXXX = Toll Free Number or IC Toll Call
10XXX = Interexchange Carrier
1 + NPA + NXX-XXXX = Toll call, Coin Paid or Direct

Credit Card Entry

0 + NPA + NXX-XXXX = ITI Operator Assisted call or
Direct Credit Card Entry

0- = ITI Operator

Is this dialing sequence the same for AT&T?

Yes, to the best of my knowledge it is.

How is a pay phone user informed that his/her operator
assisted call is being serviced by ITI?

ITI operators answer all calls by saying "ITI Operator."

In addition, the ITI operator will say "Thank you for using
ITI" prior to releasing the call for completion. In

addition, ITI furnishes pay phone owners with a "sticker" or -

14
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28.Q.

A.

information piece explains that ITI is the operator service

provider for the telephone. An example of the "sticker" is

included in Exhibit D.

Why would a pay phone owner utilize ITI's service?

ITI's service offers much the same benefits to the pay phone
owner and pay phone user as offered to a hotel and its
guests. .

The multiple billing cptions offered to the pay phone
user, makes the private pay phone more attractive to the
caller.

ITI pays commissions to the pay phone owner for the ITI

handled call. This additional revenue to the pay phone
owners lowers the cost of operation of the pay phone.

ITI provides customer services to pay phone owners.
ITI's system allows the pay phone user to call the ITI
operator and initiate inquiries concerning billing, refunds,
or the improper functioning of a pay phone on the ITI
network. This eliminates the necessity of a separate number
for caller problems which greatly reduces vandalism.

Finally, the ITI emergency network system provides an
efficient process by which a caller in need of emergency
services can contact the proper authority. Once the caller
dials "0" the ITI operator has the location address and the

telephone number of that pay phone and the emergency service

15
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A.

30.Q.

in that area with their respective telephone numbers,

displayed on the operator's screen. This information can be
helpful to the caller, away from home, at a pay phone and
the emergency service called. Also, pay phones that
subscribe to ITI pass "911" dialed calls directly to the

local exchange company.

How does a caller utilize ITI's emergency service?

In the event that a caller needs to place an emefgency phone
call, in addition to dialing "911" or the local seven digit
emergency number directly, the caller may dial "o-" (or 8 +
0 in a hotel or hospital) and place the call through an ITI
operator. All ITI operator stations have the capability of
locating the telephone numbers of these emergency services
by simply pressing a key on the operator console. ITI will
place the call (free of charge) for the caller and the ITI
operator will monitor the line until the caller's emergency

is reported to the proper authority.

What are ITI's procedures for handling emergency calls?
ITI has initiated a procedure to ensure that it is capable
of routing calls to all emergency numbers for every

property or telephone it services. Each subscriber submits

‘the telephone number cf the 24 hour emergency service that

is closest to the location of the telephone. Each

16
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JZ.Q.

telephone number also is verified by ITI's Customer Service
Department and entered into a central data base which is
accessible by all ITI operators. ITI requires these steps
to be completed before new telephones or properties are

added to the ITI network.

Do you believe that this system has been effective?

Yes. e

What services does ITI offer that the 1local exchange
companies do not cffer?

As I stated previously, ITI offers a number of features and
benefits to consumers and businesses. These include
Operator Station, Trouble Reporting, Emergency Services,
Enhanced Billing, Multilingual Operators, Hotel Bill ¢to
Room Arrangements, Repair and Maintenance, Dialing
Instructions, 24 Hour Patient Dialing and 1Inbound
International. In the near future, ITI will be offering

teleconferencing and message forwarding services.

Operator Station
AR —— e

ITI has enhanced the quality of operator assisted
services by developing state-of-the-art technology for
assisting individuals in placing long distance calls. The

most significant development is the operator screen itself.

17
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Telephone company operators are limited in their ability to

provide service to callers due to the limitations of their
consoles. In most cases, information available on the
console is limited so that a telephone company operator must
view a separate screen to obtain call information and to
respond to miscellanecus requests. It is likely that some
operators must locate information manually to handle end
user requests. ITI's operator screen provides multiple
sources of information in a matter of seconds.

ITI's operator screen is divided into several sections,
each section is color coded to facilitate the call process.
when a call comes to an opefator console, the operator
automatically receives the following information:

1. Calling Telephone Number
2. Called Telephone Number
3. call Type (0+ or 0-)

4. Time in the Distant City
5. Name of Subscriber

6. Location of Subscriber
7. Special Dialing Instructions
8. Type of Phone (Coin)

9. City of Origination

10. Time in Originating City
11. Termlnatlng City

12. Time in Terminating City
13. City for Billing

14. Time in Billing City

15. Network Messages

The operator has access to information by depressing a
key for a menu of options including:

1. Area Code Listing

2. Country Code Listing
3. Calendar

4. Emergency Services

5. Rate Quote Capability

18
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ITI's state-or-the-art technology is becoming the

standard for competitive cperator service providers across
the nation. Because ITI's system is so versatile, ITI has

been able te¢ introduce new and enhanced services to the

calling public.

uble R rtin

ITI furnishes iFs users and subscribers with immediate
trouble reporting services. Complaints of busy lines or
unsatisfactory gquality are responded to quickly and
efficiently. ITI will check its network to ensure that it
is not the source of a user complaint. In the case of a
network problem, it is immediately referred to the
operations group for rasolution. If the problem is
isolated to the subscriber location, ITI reports troubles
and/or complaints to ©pay phone owners, hotels, and
hospitals. This is an invaluable service to the private
telecharge phone owners since it is not offered by the local
telephone company. It prevents vandalism and assures users
that the pay phone owner is interested in serving the

public.

Emergencv Services

ITI operators offer swift and effective free emergency
respohse. Most telephone company operators have no way of
pinpointing the physical location of the caller without

19
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consulting other terminals or information resources. Using
ITI's proprietary software, ITI operators, with three quick
keystrokes, can instantly identify the exact location of any
ITI subscriber phone in the nation, provide the emergency
phone number information applicable to that phone, and
connect to the appropriate emergency service provider.
Additionally, our operators remain on the line and, ‘if
required, can advise the emergency service of the caller's
location or provide interpretive assistance for a caller who

does not speak English.

Enhanced Billing

In addition to providing "traditional" operator
assisted calling (i.e., collect, third-party, and person-to-
person), ITI allows a caller to charge a call to one of
seven major credit cards (MasterCard, VISA, American
Express, Diner's <Club International, Carte Blanche and
Discover). ITI has just signed a contract with enRoute, a
Canadian-based credit card company. This is especially
desirable for the frequent traveler who generally prefers

that all business expenses appear on one (credit card)

invoice. In addition, efficiencies associated with the

credit card billing process allow dit card

bil{gg,ga1ls_at-a-discount_ta_AI&I~£A§es.
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Multili ] o cors

Multilingual operators are another important aspect of

ITI's services. currently, ITI is able to assist users in
many foreign languages including French, Spanish, German,

Japanese, Italian, Hungarian, Polish, Yugoslavian, Dutch,
Bulgarian, Korean, Laotian, Thai, Vietnamese, Fafsi,
Portuguese, Czechoslovakian, and Russian. Hotels and
hospitals generally do not have the resources available to
provide foreign guests or patients with the benefit of
operators who speak in their native tongue. Because of our
multilingual proficiency, ITI was selected to provide
operator services for the world press at the recent Reagan-

Gorbachev summit meeting in Washington, D.C.

Hotel Bill to Room Arrangements

Hotel bill-to-room arrangements are simplified as a
result of ITI's services. Many times, hotels utilize
special equipment, lines, and dialing sequences which can
disrupt the quality of telephone service provided by the
hotel. ITI provides its service via switched access and 1-
800 facilities. This means that subscribers need not obtain
dedicated facilities for providing long distance service.

Calls are routed to ITI's operator service center for

‘handling and rating. Time and charges are automatically

transmitted back to the hospital/hotel upon completion of

21
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the call, thereby alleviating the need for a call accounting

system at the subscriber premises.

. ;

ITI's services also support private pay phone owners by
providing immediate responses to complaints regarding the
operation and/or maintenance of the telephone. When a
disgruntled user presses "O", the ITI operator is available
to provide assistancg to the caller. For example, a caller
may have lost coins when placing a local or long distance
call. 1ITI's operator will relay the pertinent information
to the pay phone owner so that the caller is reimbursed and
the phone repaired. This practice also reduces vandalism to

private pay phones as well as decreasing the number of

agency complaints.

Dialing Instructions

ITI's operators can also give assistance to callers who
need help in making calls from hotels. The operator console
shows the dialing instructions for hotels, so that the
caller can be told to dial "9" for a local call or 8 + 1 for
a direct dialed call, and so on. AT&T operators must refer
such inquiries to the hotel operator, which requires the
caller to hang up and redial. In addition, the operator is
able tc furnish area code listings, emergency calling
services and international calling codes.

22
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Most hospitals require all outbound long distance calls

to be processed by the hospital operator in order to assure
that calls are not inadvertently charged to hospital lines
and that patients have whatever dialing assistance they
require. ITI's services relieve the hospital operator of
this function and permit 24 hour outbound patient long
distance calling, which is not available when using the
current AT&T/LEC segyices, since no long distance calls can
be made when the hoépital switchboard is closed in the late

evenings for the night.

Inbound International Service

ITI serves American traveling abroad, as well as
stationed service persons, in foreign countries with a toll
free local access number they can use to reach an English
speaking ITI operator and complete their calls to the United
State at rates less expensive than when utilizing foreign

telephone systems.

Futurs Fnhancemant

In the near future, ITI will further enhance its
services by introducing teleconferencing and message

forwarding. Message forwarding enables a user to leave a
s o s Tl s st ORIOG T
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recorded voice message in the event that the called party is

unreachable. ITI's equipment will attempt to send the
message to the called party every 15 minutes for several
hours or until the called party answers and receive the

message. ITI's teleconferencing feature enables the caller

to be connected to multiple parties simultaneously. This
service is especially desirable for business travelers who
must conduct meetings while "on-the-road". These features,
like many of those currently offered by 1ITI, are not
available from most LEC's operator services or (with the
exception of more limited teleconferencing) AT&T.

ITI will continue to enhance its services by

introducing such features as enhanced Directory Assistance,

which will permit callers to reach Directory Assistance
numbers without redialing, and a number of jinformation

services of value to travelers. 1In addition, we will expand

markets served to encompass _cellular telephone users

(particularly those in taxis and limousines, who currently
have few convenient alternatives for making long distance
calls), buses, and mobile marine.

The features I have descriked provide users, and ITI
subscribers, with operator assisted services that are not
generally available using a 1local telephone company

operator. Due to the competitive nature of operator

24
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services, ITI is encouraged to enhance its service and

product line to accommodate the changing needs in the market
place.

The service arrangements and enhancements afforded by
the existence of competitive operator service providers
clearly offer businesses and consumers with a viable means
of placing operator assisted calls vis-a-vis the local
telephone company. - ITI will continue to enhance its
services by introducing such features as, concierge, mobile

marine, cellular, electronic yellow pages, and long distance

emergency assistance. These features and those currently

offered by ITI are not available from most LEC operator

.

i

services and most 1likely could not be offered to the|
{

Missouri public if ITI's Application and Tariff are not

+

approved.
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33.Q.

A.

34.Q.

CUSTOMER RELATIONS

How are end user billing inquiries handled?

As part of our arrangements for billing and collection
services, end users first contact the billing entity for an
inquiry or dispute, as the case may be, an ITI invoice.‘ In
the case of a dispute, the telephone company or major credit
card company who issued the bill will attempt to resolve the
dispute and credit "the end user as deemed appropriate.
Rating questions are referred directly to ITI's Billing
Inquiry Department for handling. In addition, the local
exchange companies will request that ITI investigate
invoices that exceed a pre-determined amount, usually

between $5.00 and $10.00.

What systems and procedures are used by ITI to investigate
end user inquiries?

ITI's data access system enables ITI to research a user's
billing in seconds. The information contained in ITI's
record and displayed on the screen during the inquiry
includes all rating, taxes, call type, length, origination,
termination points, etc. If a user requests information
about a call or refuses to pay the ITI invoice, ITI has the
ability to trace the call to verify its wvalidity. The
company records all operator transactions so that a billing

dispute can be tracked in the corporate records.
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35-Q-

36.Q.

A.

How does a user contact ITI's Billing Inquiry Department?

ITI provides a toll free 1-800 number for people to call
ITI regarding billing questions. This number appears on the

customers bill or can be provided by the billing entity.

In your opinion, have these procedures been effective?

These procedures have been implemented to minimize
Complaints. To daté, ITI has a low uncollectible rate with
the telephone companies doing their billing and one which is

in line with the telephone companies own uncollectible rate.

COMPETITION

Do you believe that operator services is a competitive
service? |

I believe operator services are becoming a competitive
service with the entry of operator service providers such as
ITI. Prior to the establishment of such operator service
providers, subscribers had no choice - they had to use the
local exchange company and AT&T operators. Since many
local exchange companies use AT&T operators, that meant that
there was only one source of operator services. That is the

classic definition of a monopoly. Now, ITI and other

b

subscribers have a choice, then there is competition. ;

provide operator service alternatives to subscribers. If ., {
' |
|
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38.Q.

Wwhy do you believe that ITI's services are competitive?

There are several reasons why_1 pelieve ITI's services are

competitive. They are as follows:

ITI provides operator services. Traditional toll
services continue to be available to users of ITI's
services. callers have the option of dialing their long
distance carrier by using a 950-10XX or 1-800 number, 1O0XXX,
or may dial direct.

our subscribers, as well as users, ensure that rates
for services are re;sonable. ITI subscribers want repeat
business and good word-of-mouth publicity. The revenues
received for telephone calls by hotels, for example, are too
incidental to threaten the prihary source of revenue, Wwhich
is the guest. If ITI does not provide good service, or

takes unfair advantage of callers, the subscriber will

switch to another service provider, or AT&T. Users may also

JOpPR—— g

refuse to pay for services if they feel that the service was

inferior or too expensive. Thus, if callers feel they have
mistreated, they can complain to ITI and the ITI subscriber.
These pressures ensure that Operator Service Providers

(0SPs) are competitive.
Finally, there is the _gver-g;_es_ep;wppggggJ‘,g}, of the

commission or the Legislature acting if callers-are—unfairly

abused. Just the potential of requlation is sufficient to

govern ITI's actions in a way that will be consistent with

the public interest.
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39.Q.

40.Q.

A.

In summary, whether ITI is serving a hospital, hotel,
or pay phone, sufficient competition exists to ensure that

ITI furnishes gquality service at a reasonable price.

Has ITI found it necessary to respond to competitive
pressures?

Yes.

How has ITI respondeq,to.competitive_pressures?

The most significant example of ITI's responsiveness to

competition is the development of its own operator console

with greater display and information capabilities to better

serve the user. By providing operators with a feature
enhanced, color coded, multi~dimensional system, the time it

takes to process a call is greatly reduced. ITI has also

improved its service quality by introducing direct entry of

credit cards, thus alleviating the need for live operators

PRSP

to intercept the call. ITI's technology is so advanced, a
version of it is currently being marketed to the telephone
industry by a division of Northern Telecom.

ITI has also hired rmultilingual cperators in response
to the needs of our client's users. Trouble Reporting,
Repair and Maintenance Services, and Bill-to-Room

arrangements have alsc been formulated +to improve <the

quality of servige to ITI subscribers and users.
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41.Q.

42-Q-

A.

ITI's ability to gquickly furnish miscellaneous

;pformation such as area codes, country codes, and the time
at the called location also benefits the user. For example,
a person gﬁ? not realize that he/she is attempting to place
a collect call to a city where it is 2 a.m.

Competitive forces have also encouraged ITI to enhance
its services. Teleconferencing and message forwarding
features are being developed as a result of the need

expressed by ITI subscribers and users.

Are there other ways in which ITI has responded to
conpetitive forces?

Yes. As ITI has grown, it has found it to be necessary to
examine its pricing structure. ITI has revised_ its rates,
to be equal to or less than the fees charged by the dominant

operator service provider, AT&T, and where applicable, the

local exchange carrier.

wWhat rates does ITI charge users in Missouri?
ITI charges the same_rates as_AT&T for interLATZ operator

assisted calls in Missouri, intralATA rates are_equivalent

to the charges assessed by Southwestern Bell for operator
assisted calls in Missouri. Calls billed to major credit
cards receive a 5% discount off the applicable AT&T/BOC
rates and operator surcharges. These rates and charges are
contained in ITI's tariff on file with the Commission.
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44.Q.

A.

45.Q.

A.

46.Q.

Would an end user be billed for any other charges through

ITI?

ITI will bill a hotel's surcharge in instances where the

hotel would normally levy and access fee for use of long
distance facilities. This charge is generally collected
from guests at the time of check out. ITI simply collects
this charge on behalf of the hotel for operator assisted

calls. No portion of this charge is retained by ITI.

How would you classify ITI's service?

ITI's services should be classified as_ non-dominant

e

interexchange services.

Why would ITI classify as an interexchange carrier?
ITI provides it services in the same manner as those

provided by resellers and other interexchange carriers.

In what way is ITI's service similar to a service offered

by other interexchange carriers?
The means by which an ITI user is connected to ITI's

operator service center is identical to the manner in which
he or she could/would reach an IC, i.e., by dialing a 950 or
1-800 telephone number and authorization code. Calls
terminate over the same type of facilities, as well, either
using resold WATS or WATS-type services, or via a private
line configuration. The only difference is that the caller
reaches an operator prior to the release of the call for

completion when using ITI.
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2 47.Q. What service standards should be found appropriate in the
3 regulation of operator service providers?

4 A. ITI proposes the following service standards and
5 regulations to govern all operator service providers.

6 l. Registration.

7 Operator service providers should register with the
8 Commission. (The registration statement should
9 include: I

10

11 ) A. The name and address of the provider.
12 B. A copy of the provider's certificate to do
13 business in Missouri.
14 cC. The name and telephone number of a contact person
15 the Commission can call with questions and/or
16 complaints.
17 D. A certification that the provider has billing and
18 collection agreements with all 1local telephone
19 companies serving more than one million access
20 lines.
21 ‘ E. An informational copy of the intrastate rates
22 applicable to Missouri.
23 F. A certification that the provider will comply with

24 the requirements stated below.
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Notice.

Operator service providers shall provide notice to the

caller of the entity providing operator service. This

notification requirement shall include:

Provision by the operator service provider of
identification materials to the owner of the
telephone instrument. " The materials shall
include, but not be limited to, tent cards,
stickers, énd other devices to be placed on or
near the telephone. The telephone owner shall
make reasonable efforts to affix and maintain such
identification devices. The identification device
shall identify the provider of operator services.

"Branding” by the operator service provider of
every call. Branding shall be accomplished by a
notification to the end user at least once during
the transaction of a call. ITI provides such
notification at the beginning and end of every
call, e.g., "ITI operator, this is Mary, how would
vou like to place this call?" and "Thank you for

using ITI." This branding also occurs at the
beginning and end of calls handled automatically.
Thus, instead of hearing a tone, the caller hears
a recording which advises him/her that he/she is

using ITI.
33
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fate information should be available on request of

the caller to the operator, and should also be
available through the information on file with the
Commission.

Local exchange companies providing billing and
collection services for operator service
providers should place an informational piece in
their bills at least twice a year, informing
customers of the existence of other competitive
operator s;rvice providers. The contents of the
message should be mutually agreedr upon by the
competitive service providers and the local
exchange company. The following language should

be considered by the parties:

You know that competition in the telephone
industry has brought you the opportunity to
choose long distance carriers for your home
or work. Those carriers offer different
rates and services. What you may not realize
is that when you use someone else's phone,
you will be using that person's carrier, not

your own.
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3.

There are now a number of carriers that

provide operator assistance. These
companies offer different services and may
have different rates than your carriers.
Competition in the operator services industry
will bring you innovations in service and

rates.

You may see a bill from one of these
compaﬁies in your bill from us. We provide
this service for all competitors on an equal
basis. While we are aiding competition
through this service, we are not otherwise
connected to these companies. The Missouri
Public Service Commission does not set the

rates of these companies.

If you have a question about your bill from
one of these companies, you should try to
call that company first. Of course, we at
your local company are also always willing to

help you if we can.

Emergency Services.
Every operator service provider, including a local

exchange company, that accepts "0-" calls (calls where
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the caller dials "O" and no other digit) from pay

telephones shall have the following capabilities:

A. Timely identification at the operator's console of
the geographic location from which the call is
being made.

B. Timely identification at the operator's console of
the verified telephone numbers of emergency
service p;oviders that serve the specific
telephone iocation, including, but not limited to,
police, fire, ambulance, bomb squad, and poison
control.

c. capability of dialing the appropriate emergency
service provider from the operator's console.

D. Ability of the operator to stay on the line with
the emergency call until the emergency service is
dispatched.

E. No charge shall be imposed on the caller from the
telephone or the operator service provider for
emergency calls.

Interconnection.

Every operator service provider, except local exchange

companies, shall have the technical capability to

transfer a caller to the local exchange company serving

the originating telephone. Operator service companies
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shall also have procedures for transferring callers on
request to other carriers, or instructing such callers
to follow the instructions provided by their carrier to
reach that carrier.

Intrastate Service and Rates.

Every operator service provider or its carrier shall
pay intrastate access charges for calls which originate
and terminate within Missouri. Operator service
providers shall provide their percent intrastate usage

(PIU) reports to the appropriate 1local exchange

carrier.

Every operator service pfovider shall pay intrastate
billing and collection charges on all calls which
originate and terminate in Missouri, and which are
billed in Missouri by Missouri telephone companies.
Local exchange companies shall not discriminate on the
basis of price or service in the provision of billing

and collection service to operator service companies.

Every local exchange company shall file, within thirty
days of the adoption of these rules, the following

information:

A. The amount of contribution or loss arising from

the provision of intralATA operator services,
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broken down by type of service (calling card,

third party, collect and person-to-person), by
time of day (day, night, evening/weekend) and by
mileage band for the most recent twelve month
period. The data shall be accompanied with a
description of the cost methodology utilized, the
assumptions included in the cost study, and
sufficient workpapers so that the sources of the
data are rgvealed.

The amouné of intrastate access paid by operater
service providers or their carriers for the most
recent twelve month period.

The amount of intrastate billing and collection

revenue paid by operator service providers for the

most recent twelve month period.

At the end of one year, the 1local exchange
companies shall file an identical report,
utilizing the same costing methodologies as
contained in the first report. The Commission
shall review the reports, after notice and
hearing, and shall adjust intralATA access charges
to provide the leost contribution (if any)
resulting from the operation of competitive

operator services.
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No carrier shall charge end users more than one

dollar ($1.00) more than the highest daytime rate
for a «call, including appropriate operator
assistance, currently approved by the ccmmission,
without Commission approval. No carrier may
obtain commission approval of such a higher rate
without filing with the Commission a detailed cost
justification for such rates, and following the
notice and hearing requirements for rate increases
currently ;mposed by the Commission for dominant
carriers.
Billing Inquiry Capability.
Every operator service provider shall maintain an
ability to answer billing inquiries from Missouri
residents. Every provider shall have a toll-free
number at which it may be reached, and shall staff such
number during Missouri business hours. The staff of
such provider shall have access to billing information
and have the ability to authorize credits and
adjustments. Local exchange companies shall provide
the tcll-free number on bills rendered on behalf of the

operator service provider, and upcn request of callers.

Billing inquiries received by the Commission shall be

forwarded to the contact person named in the operator
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service provider's registration statement. The

provider shall respond to the person making the
inquiry, with a copy to the Commission, within ten (10)
working days after receipt of the inquiry.

Reports.

Every operator service provider shall provide such
information and submit such reports as the Commission
shall request. Any information deemed to be
proprietary or a trade secret may be submitted under

seal, and shall be maintained by the cCommission on a

confidential basis.
Enforcement.

The Commission shall notify any operator service
provider of any apparent violation of these rules. The.
Commission shall also notify the Operator Service
Providers of America, 6611 Valjean Avenue, Suite 101,
Van Nuys, California 91406 (818-786-4626). If such
violation is not corrected within sixty (60) days, the

Ccommission shall issue a notice to show cause why the
operator service provider shall not be prohibited from
carrving intrastate calls. If, after notice and
hearing, the Commission determines that these rules
have been knowingly violated, and such violations have

not been corrected, the Commission shall prohibit the
operator service provider from carrying and handling

any intrastate calls.
40




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

48.Q.

A.

How is ITI's service in the public interest?

ITI has identified ten ways in which our services benefit
the public. Some of these reasons have already been alluded

to in my testimony; I would like to summarize them here.

1. ilo hically. on just a philosophical basis, I
believe that competition is better than monopoly. The
forces of competition make providers of services offer

better products at competitive prices.

2. Emergency Segyiéég. I have previously described ITI's
emergency service capability. ITI believes that it may be

possible for ITI's state of the art technology to save
lives that otherwise might not be saved.

3. Options. Callers have more options when using ITI than
when using the local exchange company or AT&T. Giving
customers'more choices, benefits the public as a whole.

4. Healthier Hotels, Hospitals and Pay Phones. The
public benefits as hotels, hospitals and pay phones obtain
new revenues from OSPs. It is conceivable that the revenues
that ITI provides could help hold down room rates or medical
costs. Customers have more choices if the revenues
provided help current businesses stay in business, or new
businesses enter the marketplace. This means more
financially healthy hotels, hospitals, and pay phones. More

pay phones may mean more locations at which the phoneless
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caller has an opportunity to make a call. This would foster

both competition and universal service at once.

5. Swift Handling of Complaints. The public benefits from
quick handling of complaints from pay phones. Callers are
not frustrated by an inability to obtain help from the
operator. Vandalism is avoided by having more satisfied
customers. This means that the phone will be more likely to
be working for the next caller.

6. Multilingual Operators. The public benefits when
callers who do not speak English are able to obtain
assistance from the operator.

7. New Jobs for Resjdents. The provision of new services
means that new jobs will be créated in the state. At first,
the jobs will include salesmen and installers. There will
also be a ripple effect, as hotels, hospitals and pay
phones hire more people from the new revenues they obtain.
8. New Tax Revenue for the State. ITI will be paying
taxes on the calls that originate and terminate here, and
businesses will also pay taxes on the new revenues they
will obtain from ITI.

9. A ver £ a) Exchange Companies. ITI will be
paying access and billing and collection charges to the
local exchange companies, who have not received such
revenues before. New revenues should mean better service or

lower rates.
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49.Q.

50.Q.

A.

10. New Uses for the Network, ITI will be creating uses

for the network that have not occurred before. As each

such use occurs, it should lower the cost of all uses to
everyone for non-traffic sensitive costs, as the same costs

are divided by more users.

Do you believe that ITI has the ability to provide a viable
operator assisted service in Missouri?

Yes. The value added services offered by ITI, combined with
its record for high’quality and its ability to effectively
handle end user inquiries, provide a viable product offering
to the hotels, hospitals, pay phone owners and telephone

users in Missouri.

Does this conclude your testimony?

Yes.
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Origicai Teiecommunicarion 3vsiem:

inc.. [T marxers 1ts own pav or
INTEITICE UNLTS. ACTWOrK 1CCCSS
:omputers 2na DIOPrICLAry C3i1ntess
onones.

furtnermote. tne Companv nx
[ONLraCtes 10F INE ALTEISAIY SL.iny

:na coileczion services o tne Br:

- . i een

e CToTIILTe St WOrKing

- “oorrne finest
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April. 1986

May, 1986
June, 1986

July, 1986

[TI processes its rirse sctiect lail.
[TI becomes 1 puolic company.

ITI processes its tirst caibine cira cail

Billing agreements are signea witn Suurswegrern el
The 1nutiai host dDifling cest-tape 1s sene « . sourpareern
Bell.

ITI records its rirst 1.000-cail day.

The ticst universicy agreement 1s signec

September, 1986

Billing agreemencs with Regional Bell Ggeraninu
Companies are compieted.

QOctober, 1986

Movember, 1986

Digical Telecommunication L
Systems. Inc. 1s formed as A

an [T] manuraccuning —
subsidiary.

PR L0411

The Mercury long distance
(0 +) service agreement 1S
signed.

December, 1986

ITI installs ics firse
Northern Telecom DMS
250 switch.

The coral number of

phones booked
reaches 25.445.

[TI's rirsc cecansaclantic test

call is processed. By
For the rourth quarter 8 Unswanira
91,000 operaror-assistea Yiest Cuama -
calls are recorded. Toarar Caeesue 388 7even:
January, 1987 ITT-Chernow (0 +) service
agreement is signed.
ITIs new Incernational Call Processine Cenrzer Decomes
operationai.
36 miilion private piacement 15 comrietec.
March. 1987 The Company's first-quarter revenue s $2.125.808.

April, 1987

June. 1987

ITTs first Scratus 2000 computer s instaiied 10 Dallas.

an 2
RN e B

New corporate headguarters 1s [0CItec it e Niston
Magnoiia Building. cowncown Dallus.

The total number of chones booked rwacnes J
The Companys secona-guarter revenues ;v $. 03 o007 f



3 munen pudud ulrenny o Jometenes,

The cuta Aaumeer of SRUNES DOUKed reacnes
w277
Aureement 15 sienee zutnonizing Amway o sei [T

[

TeleChoree ™ ~hones.

Tieen

Jutv, 1987 IT anz iTT sizn 2 nationwide NEIWOCK shafing agreement.
Septemper, 1987 The Companys third-quarcer revenues are 39,341,755,

The cceal numbper of pnones booked reacnes

07455,

[TI secures a 315 muilion iine of credic from Nortnern Telecor.
[TI becomes the first company o go on-line wich U.S.
Wests daza base validation system.

The IT! TeleCharge ™ phone manufacturing agreement is
signea wich Norenern Telecom.

Novemper, 1987 »

December, The Company's fourtn-quarter
1987 revenue 15 321.352.088.
The Company records its tirst
quarter of protitability.
The totai numper of phones booked
reaches 191,313,
For the rourtin quarter 6.529.000
operator-assisted calls are recorded.
The Companys first 10 robotic
operator stations 2o on-line,

January, Edmund F. Tagg :s named
1988 Presiaenc or [TI.
Puerto Rico Teiepnone
Company biiling agceement
1s signed.
{TI's 200th operator ~work
stacion goes on-iine.

February, 1988 325 muilion line of credic s acquired from Securicy
Paciric Business Credic. Inc.
The NECA billing agresment for independent telephone
companies. is finalized.
The s:xtn DMS 250 swicch is installed.

Marcn. 1988 The Companys first-quarter unauditea revenue is
$32.753.000.
530 muilion of financing for Charge-A-Cail comiess pay
pnones s obtaned rrom 3vstemns Markenine, [ac.
The Company s120s 1£s 7ifST Maritime agreement wich
Niagarzs Communications. Inc.
ITI listec on the Americzn Stock Excnance.
Celiuiar ous pnone agreement with Grevnounc.
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‘ne vear a% sverave ot o)) cangiaares
1 weex were orovessea cnrouen [TIS
Jdreer actiine. an iNNOVative
screening Drocegure tnat ore-auainties
10pLICaNEs On tne DASIS Of vOICe
quaney. tesqing skidi ana teieonone
mannerism Atter DErsonai interviews
ind hiring. eacn new iTl operator
comoletea an intensive traning
SFOREAM. inciuding computer
MErATICN. Simuiatea Catl oxercises.
JugIOVISUAL fCINTOrCCMENT ang
c.assroom eceures. Foilowing
.erttication. ail [T1 operators
.ONtINUE €C SartICipace 1n agvancea
TrInINg activities.

By combiaung hughly trained
quaiified operators with the ingustrvs
most technotogicaily progressive
computer werk seations. the
Companv acnieved 3 2977 reduction
in operator caii processing ume. This
13CEOF i3 LTIE5e3i £O DrCHILADINLY Lufr
~Latisecs inyscare tnat ean rzme §T1
reduces operatrcr cail-hanaiing ov an
iverage o1 i singie second per cali., we
JIn secuge SoErating Costs OV
$250.000 per vear.

ITI. last vear. set new stanaards
for the 1NGUSITY 1n €NNANCEC operator
services. Thes was evoitied by the
Comopanys resoonse o 2 growing
OMESTIC anT NCernarionai nesa tor
TuItiiinF Ul COLLaLor Cacadities
Currenciv. ATAT dues not eroviae
muithingudi sperators nationwige
ITI offers it .anguaves suning peax
FRAITIC Nuufs. and five quning non-
DEIK DCTIOCS. (N TCCORNICION Cf th1S
Dronclency. (T was JCestec as tne

Troviaer of CDeraror-assisiea ong

H3CANLE ACPVICE tUf TNE BOFIQ OfE3s
£ TNE Reawdn Gorodney summing
‘aeerng

T GBIees 30 i g afiad 12500
SHBONWM L oMPURr Dayg
meteencs cosponse v e ATATS
TUSTAC SYSECIN dues naf fens e (ogf
SPErators tNe LapaDLiiey o
PtApUINCINg tNe exact Jauresses of il
Jalls. [T1 operatars. witn two quilk
kev strokes. can instanriy identiry ene
exact locacion of anv IT! phone. in
the U.S.. and connece tne caller to
che specitic local emergency service
applicable to chac phone.

Most operacor services consiazred
stanaara oy ITI, ure nut routinery
uttered tarournout tne :ngustrv (T!
uperators can automaticaily cail up
dispiav screens wich area coge ana
country code informacion. for anv
domescic or international location.
Plus, they can handle ail coin refund
requeses and issue 1mmediace calf
credits.

The quanty of ITIs opecator
service is turrher assured tnrougn an
INTErNal MoNItOrINE ProLram rna:
piaces ranaum catls to on-duey
IPEFAtOrs INa rates (NCHe pertormancy
In a variecy of cacegories. This
program s ais0 used to Motivate ana
ippropriace:y reward 0perazors
througn recognitivn programs ana
pefrormance saiarv incencives,

During tne tourth quarcer ot 1986.
ITI operators nandled 91.000 calls.
In the fouren quarcer of 1987, they
handled ¢.529.000 cails. Bv vear-
end. our Dallas Center naa oecome
targer cnan anv sinete AT&T or Bell
coll center 1n tne navion. Qur
challenece. :n 1988, wiii be tn
Lontinue o increase ous cail
ProCessINg er:iCIENCV aNa to proviae
U CUSEOMETS WIEN tNE DESC UDCrator

Services avaitabie 1n tne worg.
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v meean reommenuine (T o ae
svaty mas CADNE THIIRLS As 3

amit mese weauors teoame iTES o

PRI Lol et SIS TOR A0

e a1kt ot S marsecing

mDroacn L0 OC 1nwutrated by ene {Ti
mpact Hn IAE Drit3t€ DIV phone
~arxe: A: tne emag of (BT there
sere appromimatery (00000 private
~.v pnones 1n tae Linitea States. ana
‘T{ had -4 QUG o1 enese pnones
inaer conLract and WN 113 network
Ve acnievea 3 marxet snare of 4)F
4 ust one vear ang now in 1988, we
e CONEINUING LUl DENELEICION Of TNiS
narxet

X'e took 4 simitar Jppruach n
~enetracing tne notes. motei. and
Aospital mmarkets. in smaiier
‘ommunities. we eniisced a rorce ot
c0p saies representarives, who were
Jireadv cailing on these snduscries.

[TT-Chernow provides (1 + 1 long
Jistance service to uver 000 hotels 1n
maior markets across tne councrv. We
nave an agreement wirn them o seil
gt = LNy GISTANCe sErvices o
netr existiNg aNd NEw noce!
~roperties

Addirionaiiv. A entereq 1nco an
LZreement wien cne Amway
Corporagion. maxing ¢ tne principai
marKeter or our NEw Coiniess
TeleCharge

During i987. major empnasis was

.
chone

2:ven o seratezic p1anming tor IT1s
snerv 1020 new rmarxets. Prior (o tne

eng or iT87. ae oewan tesung cne
snareg remant marxet. dv instailine
‘T1 pnones :n snared CONCOMINILMS.
cemDOrary executive NOUSINE 1na

ce susidines. We have

c.mesnare
L.50 DI3CEY CMCNANS VN MArnme
.Moanies. 0 D0t (NN RAELAAVS

nd tNe nion sEAs in SN weare

Nat®

VOPKIAE T CLUIE (oLl snoie
LiTIers L. fentat LuMmpanties dnd
TOUSING LUrviLes ALiufidity, e
CoeLr i sud d SicnniLant Aumoer nt
IELEXCNINLL LALier 1 aMmGHHeS

Sq1t LUPIENEIV fave fui hdy Fri DIOCESS
.peracor ssaisrea iony distane calls.
xeeot tnrougn AT&T ‘N fiave an
aureement to piace T ohones on
(Grevhouna ouses. in seiecred 1feas of
neavy Interuroan commuter (f:n‘lc.
Finallv. tnere 15 (remendous revenue
putentias trom tne 2,000,000 public
pav pnones. wnsch is expected 1o
oecome avatiable througn equal
~CCess.

SMACE §T S CRITICIIY IMPOFLINE 10
cof3IN CUSLOMErS tel AL TUININK
tnem, ITI cxpanaed s customer
service tunceion duning tne vear, trom
fout representatives (o a seatf of
tnurty. In add:tion o providing
customer services. fanging trom
a:lling 1nauiry ro technical intecrace.
Tl has expanded 1ts seevices 0
.nclude remore programmung of all
pnones newiv instailed bv our
vendors nationwide. The deparement
Mavea 3 ACV fDIC 1IN maineaning 4
nign teset of (USEOMEr S3LISIaCIon
JUCING 1250 vears sOarinyg Lrowen
perion.

i 198 e aiso devewuned olans
-3 provide | =+ iyow aisrance Jnd
ennancea teiecomMmunNIcation services
sucn as celeconterencing and message
:orwaraini. These ace reatures tnat
21if furzner ceveiop our dusiness
oosture as 3 tutat proviger ot
“ananceg feiecOmMmMuNICatiun
services. in (988, we ol
J!gf@!!l"tl\‘ mopiement these puns.
By providing more services and
ALIREr 1CCNTIVIAN New m:rket
,0DOFTUNICIES, we are confident chat
‘\e €Can cuntinue to Jucelerate (ne

\41e$ momencum createa in {987




SNGINEERING AND
INFORMATION SYSTEMS

Providing Toiai
Support Through
Innovative Peopie
And New
Tecinology

The mandate for Engincering and
{ntormatton Svstems (EIS) was ro
~rovige the tecnnicai support
necessarv (o nanaie the enormous
2rowtn 1n tne votume o calls. Qur
xey goat 1s to remain on the leading
rage of technoiogy tn providing
networking and call processing
capabsiities to nandle this
conunuousiv increasing cail voiume.

Since the Companys beginning.
the primarv responsibility for EIS was
0 ennance our aUTOMAation
capabiiities. DV Inferracing modern
business computers witn teiephone
swiecning svstems. Deveiopment of
proprictary sotrware nas enapied IT!
0 signIticantiy Increase ne
:nteiligence of our cail processing
svstemn. This agvancage proviaes (ne

20titv to vfrer cerTain apoicaons

Lma wEIVILUS et avanaDie T T

meenition

rrudliy il Of She cagi ferane o

reeare nis ocen createg ov T
JUCSEANGINE LTUUD uf f3lentey
Jesigners. [NSIEay of 1suDnny
ceaQICIUNEE INUUSETY SOITWRTC. L
Lesigners nave develones unigue
programs £nac. althougn prupnicrars
have Grawn wigrspreaa inrerese (o
the incustry

A srgnaticang 1987 mucscone w
sSuf nerwork expansion. At the
begsaning of the third quarter. »~
cémme:cd‘ an agreemens 10 shdre <ix
state-ot-ene-are Norenern Teiecom
DMS 25U swatcnzs any ecutomen’
een fTT-USTS. The current
swigches are lucatea 1n Atlanea.

Chicago. Dallas. Lus Anzetes.

Miami. and New York. We expect
more than (ripie swiccn capaciey o
1988. Thus pooiing of resources vastiv
increases our call handling capacuey
which was over 6 mailion cails in tne
tourth auarter.

During 1987, we aiso
\mpiementea on iine access to L S
Wesrs 0iiiing vatidacion svseern Lo
NACION™IGE ULHIIZALION Of tN1S svsrer
1s significantiv improvine tne
sccuracy and quaisey of {TIs calning
catd authorization anc Silling
process.

Lase vear, we made the dedsion *
add reootic operators to the 1T (i
processing system. Robotic operacore
ire terminais which operate, arcuna
tne CiccK. witnout any numan
involvement. EMpioving giitize:
voice, fOBOLIC ST3TIONS afe unerriny. .
Jcent ar nandhine (0 = lonE diar
_ais. Thev provige Quick assistan. -
in Cail DIOCESSINE ANA VETiIication

LaliNg €arg ana Creast ¢arc Cails

vessenniv. [ T1 s cne onuv come

OIEINE QDErator services wniLn

IR IRy N LT
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FINANCIAL
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rinancaily
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Througn 5353
.
Girowth ang
8 e . »86 0
Proritapiiy

In 1987. the Companv established
.ts invesement credibthity. througn 2
stocess of financial Matuang ana the
1cnievement Of sigNILicant Zrowen
goais. Througn moncns of rapiaiv
increasing revenues. we reacned
budgeted profitapiitey 1n September
and had 2 ‘ourtn quarter net incoms
in excess of $1 muihion. iTls growen
i3 caretuilv pianned. wien
profitabiiity peing atcained primaniv
through discipitned execution.

Of equai importance »3s (e
macurine ot tne Comeanys canseal
s2sources anag LHQUISIEV. \.:YYU‘I!"L'
rrom $6 9 miiion in assets ac tae enc
of 1986. o $44.5 muilion az the end
of 1987, IT! ciosed the vear wich 2
current raczo of 27 1.

One ot 1987% significant 1nanciat
events was tne compietion of 2 $6
muilion private piacement at the end
of januarv. Principas parricipants
\nciuded some of the most sespected
aames :n tne (nvestment COMMUAILY.
wno provided [T witn an impressive
vote of investor confidence. The
srivate ciacement was catically
\MpPOFtant (o Cur SIFALERIC ZIOWLN
ouans. ¢ cnaoied us o add advancec.
AlgR-Ca0aCity SHILCNES and
omputerss. anich engengea (nT

(_umoanvs aDiiity to DroLess more

Lails. fnereny noreAsINE MUnIn..
revenues

fmANCidl Muestone T

Anotne
1087 was tne iung DUDHC TN
whicn sois .00 A shares

common $foCx. vie:gIng ares

proceeas ot § 19.5%0.000 The v
was 2notRer vote of conhiaence 1T
c1fMe [IOMm INVESIOrs in (e Dudiit
$eCLOr. As ¥itn INE €arier Drivate
offering. tns ORe orovigea (he Cash
needed (O MEeSt thE DUSINESS DIAN
cssabhshm tor the criricat 1987
growen vear

Ma210¢ 5uDDICES 350 DIdLEC AT
LTIDOLTANL fe L0 aur LN sulets
storv. in SNovemoer urtnern

Teiecom. wnicn Mmanuraceures ool

high-capac:ty SRIECAES. £XITNICE o -

§15 muiiion iine of crEGIt. Svstems
Marketinz. inc.. thE COMEaNY 2 70T
suppiied ana fnnancea our operacs?
WOt Stations and associated
computer Nardware. arranged §:in
muilion 0 financing  This financing
1s avatiabie t¢ iTis cav pnone
Jistributers aznonwiae

{r Feoruaev of 1998, tnhe Loms

obtainea a $2% muion revoiving

of credit from Security Pacific
Bustness Credsc. inc. This monew
SECUEG DY i115 3CIoUNLs NECeivat.es
wiil be uses 0 finance tae ZCXn
the Companv.

Indicative of our continuec
growen. the Company Dac unduc.tes
tirse quarcer (998 revenues of
$32.783.000 ang et incame

3.°29.97S ¢r 5.9 zersaare
fully dijutec

As we proceed. aL{orCIng 1o St
through (9S8, the Company
rinanciatiy pOSICioned 10 xETT T4 T

W1Ln r2D1G €XTANSI0N ANC 10 TInT

13dvangage of viadie Qoooriu

tnev present TREMSCIVES

« ¢ Fnaent ang LA
sas.ng act 3 MBane
PREEY VILU. PPN
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STATEMENT OF OPERATIONS DATA
Revenue 1FOM (CIECOMMUAICZIION SEIVICE [ $14,021.9%0 [ I R hid $ o
et saie1 of teiee J 2,904,492 "01.46+ 57913
InteI income - A . . 194,833 9.086 d
Qtner income . . 102,483 2.8%1 <
16,923,318 L .469.92° 191
Lalts SN L1OENICE v
(oSts OF [EICCOMMUNICALION SATVICES ;'
1eaciustve OF CONIS DRIOW! 20.646.808 “90.89% o
Custs ot proaucts soid 2,208.21¢ 421.282 8.6
LENerEl ANU MIMINISEFAtivE 1A A0%. 10 . A A »16.64
Depfeciation ana smuetizatun Laaou” LSG.HN 19009
interess sxoense-net BILIE L 00,2 iA 824
” 18,326,984 17718 494,822
Net ow. . . $01.404.260) $1825.907)
er 10w DRt COMMON SABE - < - o e ses s $.1h %.21
A¢ o Duwmew 41
198* 1986 1993
BALANCE SHEET DATA
Working capital taesicin! R A - . $12.40%.0%0 $ (413.9™0  H3 19,109
Total MEMES . it . o . 44.497.27 6.97.29° 164.8%0
Long-rerm aeot 1INCIUAIRE CuFrEnt matunues? - 19,166.0t° 1.000.000 149.290
snarenoiders 7 Quity. fdeticit! . 1°.339.93¢ 1210, 8440 483,410
:'~|.—~ov----t~-----un-~u¢~—-' a1 JBE e B NPT FIREE 084 .41} BV TS
arns uee Pid te JROWTIN

- .
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Sanerat
[Tl was incorporaced in August. 1983, and was inactive
unni May 2. 1986, when. pursusnt to an Agreement of

Reorgan:zation. the Company exchanged 4.00C.000 shares

of 163 common stock for the ourstanding scock of 1T!-Texas.

IT1-Texas was a deveior stage company untsi
Decemoer n 1989%. As a resuit of this cransaccion. the
previous snarenolders of IT1-Texas pecame the holders of
approxsmateiv 77 of the outstanding shares of the
comoined enttv. The financiai information presentea in
thus section retiects tne rinanciai data of [TI-Texas ana tn2
v inciudes T

Comgany. R e to ene €

Texas ana tne wholiv-ownea sudsidiary. Dizical

Teiecommunication dvscems. ine. ("DTS™.

“esuits o1 Yoerauons
The Company was 1n the Jeveiuoment seags 4nin
Decemoer( 11, 1Y8S. and incurtea sIgNICatit STII-UD costs
cnrough Decemoer 21, 1980, ana. (o a lesser gaKtee. 100
1987. The Company experienced deamacic grosven during
1987 with 1987 revenues more tnan doubling exn quarter
ind being approximacety twenty-five ames i¥80 revenues.
.
Accordingly. the operating resuits for the periud from
March 19. 1083, (date of inception: througn Decemoer 18
198$. and for the vears ended Decemoer 31 1986 and
1987. ate not readsly comparaoie nor are tnev necessartiv

indicative ot ruture operating resuits.

The tolluwing tadie summarizes (ne fevenue Jnu gperating
‘uss dertved trom eacn segment of che Comodnvs pustness

tor the vears ended Decemoer 51. (V87 and 1946:

Yese Ended Decemoet 41

1987 1986
Amount __‘_ Amount ._"_
Revenue.
Telecommunication
Servsces $34.418.866 03! 3 T068.464 52D
Telecommunication
Products 2.904.482 A 11,464 __a:_l
Tocal $16.925.31% (D00 §1.469.92° 1000
P LAY B i
L HOETBING INLUME tluTh
Teiecommunication
rervees 3 219 cis B02.ATY.0001 T M
Teiecommunication
Progucts (1.607 4491 (11400 29,1600 ..L“’
Toal $01.401 2660 100 01 $(2.70% 22511100 O
a———— SIS eeemnes s
The Company was a devel stage coms in the

pettod from March 19. 1985. (inception) chrougn
Decembet. 1985, and did not report revenue and opersting
income tioss) bv segmenc. During sucn period. however. ali
of the Companys revenue was derived from tne
telecommunication products SCZMENT and it$ ODEratINg 1055
resulted primariiv from tne celecommunication services
segment.

Telecommunication services revenue fof the vears ending
Decemper 1. 1987 and 1986, inciuded approximatety
§9.421.000 and $87.000 respectiveiv. representing
\JrCRarges WHICh were SuDSEQUEntly Daig to SuDsCrioers ana

.nciuded 1n costs of teiecommuniICacion services.




-37 ".mcarea 7> ;296
The Companvs tocai revenue in {987 was $36,921,318 as
compared to toral revenue of $1.469.927 in 1986.
Telecommunicacion services revenue for 1987 was
$34.418,866 (93,2 of coral revenue: as comparea to
$768.464 (32.55% of total revenue! for 1986. The
telecommunicanion services segment nad operating protic of
$204.219 1n 1987 as compared to an operating loss of
$2.379.060 in i986. The dramatic groweh 1n revenue and

lity auning 1987 was due to

imt an p'rot‘
severai factors. The telccommunication services segment did
not beqin generating significane revenue uncll August
i986. In addition. the groweh of sucn segmenc was iimited
in che faccer pare of 1986 ang eariv pare of (987 due to
caoacity conscraines o? the Comoanvs iniciai TSPS svscem

A S€CONGQ ANG MOre KIVANced swirCNINR svstem was inscaiied

4Na Decame opEracionai sn iate january (Y87 Agditionay,

= julv 199”7 rhe Companv ana USTS enterea 1ntw #n
sZreement co snace six TSPS switches ana equipment

‘nrougnout tne nation wnich rurcher increasea che

(.umpanvs capacitv. These new switching systems
=naoled the Company (o significantiv increase tne humoer
it service orgers instaifed. resuiting 1n increasea monihiy
revenues. At Decemoer 31, [986. the Companv had an
‘nseatled base ot abour |1.000 roomyphones which had
zrown to 91,000 ac Decemper 31. 1987. However, the
Companvs revenuc tana operacing protit) from
-siecommunicacion services could be adversetv smoactea in
*ne ruture 1o cne extent to wnich the Company 15 required
10 reduce intrastace races o those charged bv AT&T or the
80C:.

Whiie 1987 revenue trcm celecommunication services
increased to aoour +3 times (986 level. the cosc of
reiecommunicacion services increased about 27 cimes 1986
ievel (costs of $20.646.808 in 1987 versus $750.858 in
1986). Cost of teiecommunication services represented 615
ot 1987 revenue as compared 10 99 of 1986 revenue.
The improvement during 1987 was due primartiv to che
:ncrease 1n revenue and. to a lesser excene. tne Companvs
4D11EY €0 FEQUCE CFINSMISSION COSTS and achieve economies

1 scale n regara €0 s operarors handling csme v
Revenue 1rom saies of teIECOMMUNICALION PrOGukts
reoresented 6.8 of 1987 total revenue and this percentage
15 not expected to increase in 1988, Cost of products sold
aas 38% of reiated revenue 1n 1987, as comparea to GO% 1n
i986. The increase 1n cost of products soid in 1987 was due
t0 proguction propiems wnich necessicaced a redesign of

unicacion p 2]

cereain proaucts. The rerecc g
nad an operaring loss of $1.607,485 in 1987 as compared
:0 an operacing ioss of $328.160 1a 1986. The operauing
.033 10 1987 in tne releccommunication produces sexment
*esulted frOM mMargins over costs of produces soid which
aere 1nsulficient to orfset tne incerest expense trom ehe
34.000.000 note incurrea 1n connection with acquisition of
nvencorv and generai ana aaminiserative coses. The
ompany 1s presently evatuating DTS operations ana

~HICINR Of 10S DLOAUCES tC determsne the excent (o wmich

TS can oe mage profitapie or Can reauce its OPEratIng i0ss.




Generat and admunustrative costs tor 1987 represenced 367
of tocal revenue as comparea to [80% for 1986. The hign
percentage for 1986 resuited primariiv from the start-up
costs incurred to develop, design. test. and market tne
Companvs telecommunication services. These costs. as a
percentage of revenue. decreasea €acn guarter ot 1987. and
furcher reauctions are expectea. inciuded 1n tnese coses ror
1987 arc approxsmacesv 5700.G00 in non-recurring Costs
usocu'(ed with stock and $tock oprions granted in
connection wich ¢he recention of tnree otticers. Addicionaliv.
4 part of the increase 1n adsoiute goiars of 1987 geaeral and
Jdminiscrative coscs mav oe aceriouted 0 tne Comoany's
rad JeDT eXDense que (O Geidvs in IMOUEMENIICION o Lorran
Canne agecemuenes. The Juiavs flave Deen (ofreceee and ine

¢ amPANy, (NETETORE. EXPECTS 1L s N EXOCAse Wil deorease

45 4 pereentice of revenues in 19KY

interest excense tncreased to $939.432 10 1987 as
comparea 0 §209.72% in {986. The increase 1n interest
expense in V87 15 Jue o the rinancing of equipment
primariy tne DMS-230 swatcnes and relaced computer
hardware)

Depreciatson 4ng smortization increased to $1.231.007 n
1G¥T 25 cumpated 0 $156.88% 1n 1986, This increase 15
Jue t0 eyuIoMent CUrCnases. DrIMArIY during che larter
hait of 1U8™. maae in connection wien the expansion of thce
Companvs nationwide switching system.

The Companv oeneves tnac inflation has not been a
significant tactor 1n s operations. and chat its operacions
are not sudtect (o significant seasonal fluctuation.

As 2 resuit of the ner operating loss carry torwards avatiadle
to the Companv, tne Tax Reform Acc ot 1986 did not
impact tne Companys operations or liquidicy 1n 1987, In
future vears. :ne requction of the corporate cax race mav
1aVOraDIv 1:36Ct 1nE LUMDANYS FesuIts Of nperacions.
.'\ddmun.m'.'. me LUMDINY wWas nut Javersety arrectea ov
the eltMin4tion ol tHe INVESTMENt [ax Credit, aRatn. Jdue (o

the NOL ousition

.iguiaity 3 Cssiwai lesources

The Companvs inCustey 1s & <aDital intensive indusery. T
date. tne Comoany nas used internally gencrated funds.
bofrowinys, :£25¢ JFFANREMENCS. 1UINT VENLUCE arrangements
4N Procesas (rora 5aies Ul equicy sceuricies (o E!Pﬂﬂd (141
natlonwIge sWitening svstem and rinance tes high race of
wrowen Dusine %7 the Company's liguidity and capital

FESOURCES JMBOVES SICTIICANTIV a5 (ndicated by tne

tollowing
As of Devemper ~t
TUR® roxe
CLarrent Assy $24.294.250 SN2
Titdr Assers [ L R R B0
RTRING Pt Uit IMTH R EER
(WYY R £ 1., IR TART, TRORY T Rt ol P 1)
PrRT TP Co8 L BRI P

SHAPEALRILIS £ fe SETY T AW i L el jae




In lanuary 1987, che Comoany said «.8(0.0(1) shares ot
LOMMON SIOCK 1t 3 DFIVaLE 33ic viciding KIOss proceeas ot
36.000.001). in juae 1987, the Company pubdiciv soid
1.993.000 shares or common stock vieiding gross proceeds
of $13.640.000

Long-term debe consists of two notes: one Incurred i
connection with the purchase of inveacory by DTS (a
subsidiarv). besring incerese at 1 1. 5% witn moncnly
pavments or $87.970. for principal and interest. chrougn
Apnil 1. 1990, wien 8 tinal payment due on Mav 1. 1990
This nute 135 securea by rne reidted inventorv ang a
tuarancee ov the Company

Secondlv. un Novemper 2. 1987, the Company entereq inty
4n agreement autnonizeng the Companv to draw up o
$19.300.000 1n creost 20 be used ro acauire nerwor
swirches from a suppticz. As ot Decemper ~1. {987 ¢he
Lumnany nad Jdrawn qown §iU.04Y. Y44 under tnis
sereement. The josn (s pavaoie in cuuai wuartersy

INSEAIMENTS, sNCIULINKE PRINCIDAS JNA INTCIESE. UVEr Nve

S peranoum  The fIN3NLING o TN NURE B

Cary At
SPOVIGEY DY 4 TINANLING SUDSILIAPY Of (¢ MJIAUIL TS O
TR ASWATLN LR INC DOe 1y seLuled O fhe reidied

gwpment  Those tuo nore suteemenss, (O coftanetiih
AIEN ENE TULCIVADIES NNANLING JXICCMENT Jis ustiy DEIUW
Auude Lotleetivery, o resteictiuns. JMONg VERCe LRInKs.
LUPEIN MELLCES, (NLURTING OF LUILaNIEeINy CertaIn
sdditionas indebtedness, paving 4nv gividends, icnding
monev of seiling 1Avencory of LQuIPMENt Yulsiac the
ardinary course of DUSINESS aNd CELE3IN 1INANCI3I Covenants
with which the Cumpanv must continue (0 comply with
The Company icases moust of 113 computer nargware Mmu
refatea equipment under capitai lease srrangements with
term3 rrum (wo to tive vears. These icases genersiiv mav o
FEAEWEY Of TAL PEILLU CULIPMENT Mav D¢ DUrLABSLY I the
CLOMPaNnvs OPRCIGN, usudliv It 121f MALKES vaiue The amount
ut equiprnent acquired tn (947 under Capital leases was
$9.333.048. wien total minimum vase pavments of
$5.932.0806 ar Decemoer 51, 1987,

On febeuary 8. 1988, the Company ootasned 3 325 muilion
revolving {ine of <redst secured princigailv by tne
Companys accounts recervaple. This line o credic 13 tof an
nstial three vear term and bears interese at prime plus
149 . Funds drawn under chis line wiil be usea primarily
to finance the continued rapid growen of tne Company. To
dare, che Company nas urawn yown spproximaceiy $-4.5
mliion .
Nef Canifal CXDTNUItUres Aurine Y%7 were JODrXImdrey
$19 miilion. consisnine primarniy of switcnine svstems and
womputer hardware cquipment. The switcning svstems are
tinanced by the manuytacrurer of the cquipment. wiiie the
computer nardware 15 ceneraily financeu throun capieai
lease arrangements. During (Y88, the Company wiil need
addicionai switcnes ang additiona: computer feiated
hardware. in anticipacion of this. the Company recently
signed 3 letter or intent. cvidencing tne :ntention of the
parties ¢o negotiate detinitive agreements increasing [ T1s
aresent 315 5 miilion credie line. witn a financine
subsidiary of the swiren suppuier. to $30 3 miilion.

The Company wiil continue to have cerrain uneoine
fiNANCINR FEGUIFCMENTS. DIIMANIY in (NE EXDANSION OF I(S
AWILCAINE SYSICM INU uPerator service raciisties. The
Cumpany anricipates tuitilfine tnese reauirements ov
\¢NQOf NININCINE. INTELAILY CENErATEd tUNUS 4N eXIsTINL

. redit racucnes.
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Preoma enoenses

TOTAL CLRRENT ASSETS
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Equipment
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CURRENT LIABIUTIES
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AcCruea exoenses .. . . e e . A e
Customer aeoosts .. . . ... e s
(L UITENE BOFTION UF (UNE-CETM OCOT AN CADITA! KA 0OHIRBTIONS ~— Nuted Daf

TOTAL CURRENT LIABILITIES
LUNG-TEARM DEBT — e D
LONG-TCARM PORTION OF CAPITAL LEASE OBLIGATIONS = e D
SHAREHOLDERS EQUITY — Nuwtes u. H. lana |
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Snsongsten Siztame
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Changer in 1 assees ana |

I€T iNCOCASE 1N CASN NG CTUIYRIENCS

(ash rlows 1fOm ooerating KHviCies

Net jon

Adustments 10 FeCONCHIC 1088 IFOM UDETI(I0NS (O RET CAM DOYICED

‘Usedd by opersting stivities

De wna

Grants o samnc ANd 1IOCK NOL ANTCCTIAR CABA . .

Other snarencicers equity itema not anecen,

INCIPAIE (N ACCOUNTS ITCEIVRDIC . .

increase ta undsiled revenue

incrrase (n Inventones

«PCTTBME I DDA A3IETS
iNCITAME 10 3CCOUNTE DAVEOE
iNCIURs® sn CIUSD CxDERAES . .

«INCITase) GECITRIE 1N OCNET B53ETE ANG OINET L1ADILCIES

NEt Casn wiea Dy OopETBUNE KLiviInies . e

Cass flows trom invesang activities:

Purchases of oroperty and equipment e

1 L1200 ol
ncamslized safvwmee .. ... ... ...

Proteeds trom disposals of PIOPETTY A0G CaUiprRent

Net cosn used 1n inwesting activieses ... .. ... .-

Cash flows 11OM 1iNANCING BCLIVILIES:

Net (payments) bomrowings of shoft-term ate
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Princioas on eue

Proceeas 11OmM s8¢ 0f COMMON ANA OEIEITES 1O
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089917 © o4 190 162,424
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onsonaatea Statements o7
inarenotoers Sguity
Jternauonar 1 eiecnarge. .oc.

Haiane ot March 18 199 (nones

suance of T4 479 shares of 31 UU Oar vaiue LommMon Mok
3 1T1.Texas 10 €XcNSNTE 107 (EAMD ETULDTRETH

issusnke of 21.2%0 thares wr B 1 OC 08r vaiue COMMON HOCR
A IT1-Tezas tof services renaeied

issuance of 4 379 shares ot §1 UU par varue (omMmon ot
st 1T1-Tenas 10r aeot .

Excnanae or 100.000 snares ot $1.00 par vaiue commMon KWoa
ot 1TT-Tenas tor 4.000.000 shares o § Ul par viuue
common soex of [Ti-Oclaware . ...

Net 1088 to7 1ne perioa Irom March 19 1989 throvay
Decemoer 41 198% . !

£ UNINOUTIONS 10 CADILDI TOf CONVETTION Of UFDT 300 MLIWEG

INLETEIC DavEDie

Baiance at ecemorr 1. 19KY
issuance of 1.000.000 shares of § U1 Dar vasue (OMMON s e
(0 ocknoiders of Metroooiran Rerources
issuance or 14,736 shares of §1.00 par vaiue common siacs
of IT1-Tesas tor services renaered . - .- -
Sale of 660 shares of $1.00 par vaiue common scock of I T1-Terss
Saie of 633.270 shares of § 01 par vBIue DATEITEd KOCK 3G
2,000.000 shares or $. 0! pas vRiue COMMON HOCK - -
Contripurea caoiest — Noee J .. .. .. PR
issuance of $66.667 shares o § 01 p-i VRIS DITIEITEG MOCK
and $00.000 shares ot $ O par vaiue common Kocs A
CHCRBNGE 101 AOLED PUVEOIE . ...l
issusace of wasrants (o purchase G00.000 shares ot § 01 par
value common stock at $1.2% persnare .. ... ..
{ssusnce of warvants 10 purcnase |.UU0.00U shares of § O3 oat
vaiue common stock 3¢ §1 29 oer share
L33uBNCE OF WAITBAIS (0 Durchase 7% 00U shares wf $ Ul ovr
vaiue COMMOnN 3cock a8 §1 YU ner snare
Nettosstor 1986 . ...l
Cancenatson ui 19410 shares o $1.00 par vasue iTI-Tesas woc sn

Baisnce st Decemoer 41 1986 . e
Saie af 4.800.000 snares of § Ul par vmiue
common wock o $1.29 per snare = Nowe | ..
Conwerron of 1.099.937 shares ov § 01 par vaiue
preserTed $(OCK 0 466.04G shares of § 01 par
vaiue common Kook — Note | e
Canceiiatron of 290.000 shares of $.01 oar vasue
common stock — Note | . e
[ divid: PP P R
dae ot 1.9%94.000 shares ot § U par vaiue COMMON Koce
4t $8 00 per snare. net of 1ssusnce costs — Note |
issuance of 8 900 shares ac 31 19 per snare uoon Exercise

2t KoLK 0prtons = Note H
issuance of $0).000 shares (0 cwo oeficess —— Note |
Grant of stock ootions —— Note H
Acourcnase of snares — Naee |

“vet Loss tor t9R”

Beisnce it Lecemper ot 047

. . e raaral (IAIE L Y

Y b
at ﬂ vt '-:
- — - S1 ATy
— - - 21.2%0
- [RA] - 12.098
_ 0.000 il -
— - H24,907 411,907
- 00,708 - 200.°64
- 299,408 S0 8y 41N
—- 44,900 — 44.%00
— — — 14.7%6
- 12.980 - 13.640
— 1,023,668 - 1.0%0.000
— 20%.196 - 209,396
- 940,333 - $30.000
- 37.900 - 17,500
_ n2,900 - 62,900
- 20,029 - 0.62%
- - 20072200 +2,707.2200
—~ — — 119.416)
— 134990 - %5 1,210,144
— 5.844.920 - 3.892.9206
- =3 - -—
- - (2,900
- 94,997 - 4P
- 14.920.99¢ - 14,340,104
- 10.940 - 10.62%
- 249,900 - 290.00u
-— 08 48 - W84

%1.2%0 - 81,2900
— 21 0. 2660 ¢ 4. 2000

SNL.I%0) $12.270. 2N e yAd W § 17 330 948
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Note A — Organization and History

Inrernacional Telecharge, Inc. (the “Company ') was
incorporatec in the Seace of Delaware on Augusc 2. 1989,
under che name Metropolican Resources. Inc. The Company

had no operations. and it was intended char che Company

wouid not have anv operzrions uncti 1t was combined with
AN CDEraLING CNLETDIISE.

On Mayv 2. 1986. the Company issued +.000.000 shares ot
113 common 3tock to tne shareholders or internacionat
Telechasge, inc.. a Texas corporation +~{T1-Texas 1, in
exchange for ail of che outstanding capieal stock of 1TI-

and Plan ot Reorganizacion

Texas p €0 an Ag

among che Company. ITI-Texas ana the sharehoiders of

[T1-Texas. This reorgamization has been accounced for as
1f it occurred on March 19, 1985, dace of inception.

and ITI-Texas was cne surviving enciey.

{T1-Texas was incorporatea on Marcn i3. 1989, as Unitea
Pavpnones, (nc. ana changed its name to internanonai
Telecharge. Inc. in Decemoer 1989. ana to Internationai
Telechatge of Texas. inc. in Novemoer {986. In [985.1TI-
Texas was a deveionment stave company While {T1-Texas
currenriv holds certain of the assecs and s responsipie for
ceecain of tne f1aotiscies or tne Company oua 4 consonidated
Basis. tAe VOErarIons of the Lumpany are sUDSLANCIaHiL

cungucted ov tac umeany ang not §T1-Texas

in Octoper {34 tne Lompany formed a wnolly-nwnea
suosidiarv, Dwciear Teiecommunicacion Jvstems. dne.

DTS™. wnicn manuractures fre1ecommunicatson priducts.

The 1985 financias scatements are snose of IT1-Tenas as o
Decemoer 3i. 1989, ana tor the perioa from March 19,

1985 (date ot 1nception: tnrougn Decemoer 51, (9893,

‘1ote 8 — Summary of Sizgmiricant Accountine Policies

Conseirdasion: The consoisdaced financiai scacements include
the accounts of the Company and s whoilv-owned
subsidiaries. All signiticanc intercompany transactions and
balances have been eitminated 1n consolidacson.

Cush: In Novemoer 1987, the Financial Accounting
Standards Boara issued FAS #95 on tne statement of cash
tlows. The Companv aaoored the scacemene in (987 and has
rescated all prior periods. The Companv considers all highly
liquid 1nvestments wizn macurities of ninety days or less to
be cash equivaients.

[nvemcortes: Inventories are stated at the fower of cost or
market. cost being derermined On a firse-in, first-out
(FIFO) bass.

Propersy and Equipmens: Property and equipment ace recorded
ac cosc. Depreciacion and amorcization are compurced using
the straighe-line method over tne escimared useful life of
*ne asset or the term of che lease. if shorter.

Revenue and Unériled Revenue: Telecommunication services
fevenue 15 recoenized when SubDSCrIDErs cuscomers use
teiecommunication services. included in ceiecommunication
services revenue are surcharges earned 1n che amount of
$5.926.799 ana $106.568 for che vears ended December
31, 1987 and 1980. respectiveiv. Of these surcharges,
$5.421.024 and $87.0%5 for the vears ended Decemnber 31,
1987 and 1980. respect:veiv. have been remicced co
Subscribers and are inciuded 1n coses of relecommunication
services. Sales of the reiecommunication products are
recognized upon snioment.

Unbulled revenue represents services rendered bur not vet
billed as of che balance sneer date.

Resaaren and Deseioomens Exvenaswre: The Company
capicaiizes certain soreware devejopment costs.
Capitaiizarion of software aevelopment costs begins upon
tre eseabhishment of cecnnoiogicai feassbiiicv. The
sstanlisnment of tecnnological feasiduisty and the ongoing

i5sessment Of reCOIVEraD:isty of capitaiszed sotrware




Jdevelooment costs requires CONsiaeradie udgment oV
MAaNageMEnt Wit respect to CErrain externai 1aceors.
including. but not limited. to tecnnoiogicai reasibirey.
anticipatea future gross revenues. escimaced economic iite
and changes 1n software and hardware recnnolog’l‘ﬂ‘
Amorcization of capitatized sortware Costs is prc;wded on 4
DrOAUCT-DV+PrOAUCE 03S1S UsINK tne strargne-line metnad
Jver tne reMAININE estimated eCONOMIC tife Of tae product
Generativ. an uriginai estimatea economic lite of rive vears
13 assigned to capitaiized sorrware deveiopment COSts.

All other research and deveiopment expenditures are
chazged to expense in tne period incurred.

Income Taxer: For income cax purposes. property and
equipment are depreciated. using appiicabie federal income
tax methods which resuit in diffesent gepreciation expense
chan thac recorded in che financiai statements. Deferred
income taxes wiil be recorded for cnese uming differsnces
when tne Company utsiizes 1ts nec operating (0ss carry
rorwaras.

Lais per Uommon 3nare: LOSS DET COMMON snare is compurec
bv dividing the ner i0ss. increased in 1986 bv tne
cumuiacive prererred dividends in arrears of $354.997 (8.03
per preterred shace), Dv the weigntea average numoer of
common shares outstanding.

Reclassiricanson: Cetrasn amounts in the priof vear financial
scacements have been reclassified o contorm o the current
vear presentacion.

«¢2 /. — [nventories

i{nventortes consise of the tollowing
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weds (AVENCOTY N EXCe1 O
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$4 400 <" §3923.0%
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The inventors in exc€ss Of CUENE requirements at

Decemoper » . .080, teiated 10 iAveNTOrv acauired 0
October iV86 tNute D) whicn, n tne opinion of

management. %ould NOL nave oeen useq within one vear.

nte v — Long-Term Deot ana Purchase of Assets

On October 1. .86, of the Companvs subsidanies. DTS.
,ssued a note ror $4.000.000 bearing interest at 11.5%.
The note was 1ssued for the purcnase of $3.824.000 1n
\nventorv ana $176.000 in eauipment. The note 15 pavadle
\n montniv pavrnents of $87.970 tor orincioal ang inceresr
cnrourh Apri i (990, witn 2 nnai pavment que an Mav 1.
1990. The note :s collateratized by the asse:s purchased and
1s guaranteed bv the Company. In addicion. the seller
tecerved warrancs to purcnase 40.000 shares of common
stock of DTS ac pac vaiue of $.0001. If chese warranes ace
exercised. the common stock issued would amount co two
percenc of cne ourscanding common stoci of DTS. The
warrancs are exescisable at anv cime berween Ocrober 1.
1988. and Septemoer 30, 1996, and mav be cancelled if the
note 1s prepaid on or before Septemoer

0. 1958

On Novemee: 1. (987, (ne Lompany enrerea into an
sereement aucnonzing the Comoany up to 319.300.000 in
Credit €O DE USEG £O ACAUITE NETWOrK SWILCNES. AS of
Decemoer 51. 1987, the Company had drawn down
$10.649.944 unaer chis agreement, The amounc arawn is
collateranized by tne switcnes and 1s pavadie in equal
quarceriv instaiiments. inciuding principai and incerese.

over five vears ac (2. 94% per anaum.

Dy 1 Dwwpw 31
1587 1986
Long.term aeoc $14.239.2069 $4.000.000
Less cuerene matuniues 2,184,970 410.678

$11.894.699 $2.989.322
E ]

Followine 1re macuricies Of IONE-tErM eI fOf tNE nexe five vears ac

Decemocr «!. 1947

i) . B ... 82.384.5°C
LT .. 2677989
) . +.321.36°
i) 2.43%.1018

w3 2.400.182




fote £ — 'vures Pavable
Notes payaoie consisted of the tollowing at Decemoer 51,
1986. and were repaid during 1987:

Note payaoie to discributor bearing (nterest

at 0% ....... et § 50,000
Note payabdie to a Savings & Loan associacion.

collateraiized bv computer and relared

equipment. interest at 14% per snnum . . . 400.000
Draws aganst revolving line of credic

with a dicectorsstocikholders company.

beanng tnterest ac prime

plus 1¥:%%. dueondemand ............ $00.000

$1.0%0.000
e

vote F — Lease Commitments

The Companv ieases mMosc Of 1Ls computer ana reiared
eauipment unaer capital leases. These leases are from two to
tive vears ana generailv mav oe renewed. or the related
equipment mav be purchased at the Companys option.
These ieases contaun no CONLINZENT rENCais.

Property and equipmenc includes the following amouncs for

{eases tnat were caputaiized duning 1987:

Equipment ... . .. ... PP e e $9.333.648
Lets MIQORACES 7OFf AMGITIIALION .. . . ...o0rnonos <928.7200
$4.804.928

E= =]

Amoctization of leased assets i3 inciuded n gepreciation ana
amortization expense.

The Companv ieases (fs oHices and warenouse faciiities. ana
ceftatn office equipment. under OPerating 1eases EXDILING in
~artous vears chrougn 1996

Future MinIMus, DIVMENEs UNAET CA0ILAI I€ASES ANC NON-

.incetlapie uperating 1eases Witn INiCias tErMs Of une vear of

~e cansisted of tne tollowsnk 3t Decemper < 87

T Jesmning
Leases (rusns
“un v
. $2 108 2ui 6l 8aA
wr A TR 219,494
"y Y 4y 6613
. YR 119,341
nt MENTL 176,937
Therenteer -~ 144 707
T3 munImMum ense
cavments . S 942,080 $4,.610.940
AMOUN(s MEDITIENLING INLEMTSC _;_w
Present vziue of NEC MINIMUM
case pavments unciuding
;urrent portion ot $1.313.327 $4.926.°48
E——

Lease expense amounted o $656.527. $101.4406. and
$19.946 1n 1987, 1986. and (989, respectivesv.

inrerest pavmenrs on all debt inciuding capirai leases
rotated $924.717, $104.506. ang $5.337 in U587, 1986.

ind 1989. respectiveiv.

Note G — Warrants

At December 51, 1987 and 1986, the Company had
Jutscanding warranes and cOMMILMeENts O 1Ssue warrants to
purchase 1.875.000 shares ot the Companys common stock
1t prices ranging from $1.25 to $1.50 per share. The
$120.625 value assigned to the 1.87%.000 warranc was
charged to expense during 1986.

During 1986, warrants o purcnase 300.000 shares of
.ommon stock were 1ssued to a director/scockholder and
aarrants ro purcnase 300.000 shares or common stock were
‘ssued fu 3 company, controiled v tne same girecror
stockholder. 1n connection witn dorrowtnis of $600.000
under a revoiving line of credic of §700.00V, extended bv 2
company concroiled bv the ditector stockhoider. These
warrants are exetcisable through Septemper 9. 1991,

The Company issued watrants to purcnase 1.000.000 shares
of common stock (of which one warranc for 900,000 shares
was 1ssued to an individual who became a direcros:
scockholder). 1n connection with the private saie of common
stock 1n Januarv 1987, in consideration of non-incerest
bearing cash advances made througn Decemoer 1. 1986.
<0 the Companv, 1n tne amount of $1.450.000. The
advances were repaid in January 1987 These warranes are
sxercisadle tneougn Decemper 31, 1991

As descrided 1n Noce |, on januarv 9. 1987, the Company
3130 1ssuea warrants to purcnase 27 9.000 shares or tne

Companvs common stock at $1.50 per snare. wnicn are

=xercisadie tnrougn Seotemoer V. {992




-otes i3> Lcnsonaates Financis: Jisiamen:s
nternationas i eiecnarge, .n8.
Conunuea!

Note H — stock Options

The Companv has two stock oprion plans. an incentive
stock oprior: pian. and 2 “nonquaiified” plan. No shares
were available for tuture grancs under either ot the pians s
ot Decemoer 31, 1987 or 1986,

L nder cne terMs Of ENE INLENCIVE STOCK NNCION DL, uptons
-y purcnase snares of the COMDZNY'S COMMON STK MAV Oc
cranreg 4t 3 orice not less than e market price v the
stock at the date ot grant. These oprions ace exercisadie 1n
innuai sncrements of 34 of the totai options granted
Lver nree vears ON tne anniversary date of che award. As ot
Decemoer +!. 1987 and 1986. 200.000 optiuns 3t an
exercise price of $1.00 per snare had been granted, and wers
outseanding, under chis pian.

Unreiated to tne above described scock option plan. unaer
+he teems ot che Companvs amended nonguaittied StOCK
spaion oan. 2,474,500 options and 1.996.000 options.
wirn exercise prices fanging rrom 31,29 to $5.00 per snare
were pranted and outscanding at Decemoer 1. 1987 ang
19K, espectiveiv The plan was amended ta pruvide tur
Ludieionat uptILAS to e granted dunng {987 These
LAEIONS J4F¢ CENETAIV exercIsaDie in annual sncrements uf
St tne (OR31 ORTIONS UFANEEW UVES CALEE VOIS UN N

SARIVEPSAEY SATCS U tne awdrys.

Cin Deeemter 5T IR T the Lumpdany s opoong 4
Seenasy oS0 O0EE Shares Of GHMImon stoos «f F & Ani et

Caare o an utieet o e Company Thow orfiong s R
f Vedf. DCZINNIRE R (NE OIILETS CMPIOYMent dity Thw

+ 131 COMPENSATIN EXOENSE (1 D¢ INLWffed &3 (R Lumodny
11 connECTIIN Wit Enis cransaceion a8 $1,90¢ T2 Ot chis

Lmount, $3ON 4R ‘w.ll recorded 1n (Y87 waen ene

f:MAIRACE TO 08 recoraed Bver tne (erm vt (ae otticers

¢MDIOVMeEnt Jureement.

IAIOPMUCION Feidting (0 SEUCK UDCIUNS 15 SUMMIFILCY 45
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tote § — . ommon and Preterred Stock

Durine 1987 the Company puphicly suid 1.%93.000
_ommon snares. inciuding an ungerwriter over ailocment o
199 (00 shares, 4t 38 00 per snare. in connection with the
~UDIIC SEOLK Saiv. tne Lompany repurcnasca 05 000 shares

_t 5129 per share. wnich was tne ofigindi sales orice ot

cmese snafes queing e lanuary (YNT private stk sdle

Liaussed Deiow




On fanyary 29, (U8~ tne Companv nad a private saie of
+.800.000 shares ot common stock ac 31,29 per snare. As 3
conaicion o chis private saie. il preterred scock was
converted 10 COUMMON SLOCK (38 discussea below) and
PTIONS ¥IANTET 0 JA OITICEr AIreCtur. AN InDENEr director
4 ene Company (o Durcnase +U0 00 shares of common
stk 4t 3200 per snare were cancetied

During V80, che Compaav 1ssued 406.607 shares ot
Seetes A and 035,270 snases of Series B Senior Cunvertible
Cumuiative Voung Preterrea Stock. During 1987. the
Companv convertea il of the prezesred shares outscanding
by 1ssuing 306.640 common shares tone share of common

StOCK [Or everv three snares of preterrea stock ).

Note } — Reiared Parev Tiansactions

{n agdicion o (ne reiated party transacuions discussed 10
Note . tne Companv issued 0 anowner ditector and 3
.uompaav controlicd dv cnat asreccor. 300,000 shares ot
Lommon stack 4nu 166G 00T shares of preterrea StoCK. 1n
«xcpange tor notes of ITI-Texas, (n cne aggregace principai
smounc ot $250.00U. The notes eviaenced $290.00U0 1n
.asn icans made o [T1-Texas on Apni 29, 1986.

On Aorsi 29. 1980. aa otficerdirector and anotner
stocknoider. eacn purcnasea |25.000 shares ot common
seock of the Company ror $10.000 ($20.000 1n cne
sggregacer. In connecsicn with che privace saic discussed tn
Note i. on januarv 29. 1987, warrants co purchase 275.000
shares or common stk at §1.50 per snare were granted in
consicerzzion ur the cancesiacion of tne 2%0.000 shares ur
CUMMon StOCK issued tsee Note G,

Durinz 9496, ene Chief Executive Otticer or che Company
donaces compute? soresare o tne Company. An
IAAEDeNUCnl 100185 UDIAINET 10f tNE DULLION Uf tRE
sofeware ssed ov rne Cumoany wave 3 vaue of $200.077 o

e SOITRArE  1is MOUNL IS SNLIUdEY (N 1AL TYNG

LOUNERISSIEG Canita amount of 5209 <

LUARE TN NG LSS sne Lomesny incurred $11% U0S

U 34070 smpeltineiy, i edl foes WIEN 3 1dw ) O

AN 3 DUFINES 1y 4 stouAROIUEE. NG fOFMES gifectuf i tne
Company Duning oon T she Lompany issugd S0 shares
CLOMMUN Stock fo Tw oftieees of the (ompany as
Agulement e emoiovment

dote A — i~ ome {unes

The Company nas net uperating juss ¢arry 1Orwards (Of (ax

surposes of 34.0.25.000 at Decemoer 3 1. 1987 chat expire

45 1oilows

Year Ameunt

T $  HOU.00U

pULH ) . 1.792.000

. 7

" NELT.
$4.62%. 000
1

jn Decemoer 14~ che Financiai Accoununy deandards
Buars ssueg FAS #96 Accouncne tor Income Taxes'. In
e counun Ol management. lmplemenunon ot thas
statement wiii noc nave a macentai etfect on tne Company.
Note L — Business scyments

During 1987 and 1986. che Company operated 1n two

indusery segmencs. Financiai daca by business segment

follows:
Telecommu.  Telecommu-
Yew Ended Lol Lo
1248 Sereoes Praducts _unmaluiased
Sues . $34.021.990 $2,904.492 §36.926.062

204,219 (1.607.48%) (1,404,260}

235,009 S 15200 4w 9T 2%

Uspersasng Protit (Luss)

Luenitiacie asers

DETIRCIFGON & AMOENIZAGHA

- tnensry H2.6™ e A ligeT
' ADIEaE exmEnAItUlrT N T O 9 G0 In AT B
Year Enaru
LIUURG
Sues “08.40% “L46Y 1 409,927
Vperaning Luss - . . 12,379,066 +329,1601 12,707,220

IerAItia0Ie assets 020089 ¢ 479,123 0.899.2(2

Orprecianion & amortizacion

cxoemes 147,914 369

{aprca expenaitures 1,279,931 FOL Tl

Note M — (onungencies

The Company 1s invoived in cercain litigacion incurred in
¢ne nocmai course of business. In the opinion of
management. anv secciementcs of this licigation wouid not

nave 3 mater:ai agverse etrece on che Companv.

Note m — Subsequent Event

On Fesruary . 19¥Y, the Company ootained 2 329 million
evOIVInK 1INe OF Creart securea principaily by the
+..MDanys dccuunts recesvadie. This line of credie 1s tor an

\tIal tHrTe YEAr terrm NG OCArs interest at prime plus T




20O C7 INCeoeNaent ~uaitors

Stockhoiders and Boatd of Direcrors
International Telecharge. Inc.
Dallas. Texas

We have examined the baiance sheets of international
Telecharge. inc. and subsidsaries s of Decemoer 51 1987
snd 1980, ana the reiatea statements of consondated
.ncome. snareholders equitv ana casn tlows tor eacn of e
vears tnen ended. Our examinations were made 10
ccardance with generaliv accepted auditing standards ana.
accordingly. included such tests of the accounting records
and such other auditing procegures as we considered
necessary tn the circumseances.

in our opinion. the financiai scatements reterred (O ADOVE
presenc tairlv the consoiidatea financiai position of
Inteenational Telecharge, inc. and subsidiaries at Decemoer
41, 1987 and 19806, and the consoiidated resuirs of their
vperations and their casn tlows for tne vears tnen ended. in
contormity with generailv accectea accounting principies

ippiied on a (oNsISEENE D2sis.

Sinatw 7{/&.««7

Dallas. Texas

Fepruary 3. (988

oz T Tiecengent PE i

stockhorders ane Boars ot Disecears
internationa Teleenaray. 3o

Datlas. Tixas

We have examuineu nc¢ satANLE Jreet nf infernativonai
Telecharie. inC. 14 JEVEICDMENE SE2LE COMOARY Y 33 Ut
Decemoer 5i. 1989, ing tne retateq starements ot
operations. SN3fENOIGErs CEriCIEnCy. 4na ¢aih tlows ror the
period trom Marcn i+ 1989 (1nceptIunt LRFOUKD Decemoer
11, 1989. Our examuination was maae in iccordance with
genenailv accepeed audiaing srangards and, accordingly.
inciuded such teses of the accounting recoras and such other
auditing procedures 18 we considered necessary tn the
urcumseances.

The Companv was in tne development stave aunne
1989, witn (s prmary acv ity of devetupsne Jnd acquiring
cquipment. sottware, personnel and a capieal structure to
provide credit-card billed long-distance telephone services.
The Company did not have any significant saies revenue
from that actsviey as of Decemper 31. 1989,

In our repore dated Aprit 29. 1986. our opinion on the
198% financial statements was qualified subiect to the
effects of such adiusements. «f anv. as mighc have been
required. had the outcome ot che Companv's abilicy co
develop working capitai ana meer creditors and lenders
Jemands for pavment dech known In tne period
supseguen to Ao 0. 1980, tne Lumpany nas deen aoie
{0 deVeloD WOrKINR C3DILAl ana O meet Lreaitors and
lenders demands for pavments. Accordingiv. our present
opinton on the 1999 financiai scacements. as presented
herein. 15 different trom tnat expressed 10 our Drevious
repore.

In our opinion. tne financiai stacements rererred to in the
fitst paragrapn above present fairiv tne rinancidi position of
Incesnational Telecharge. inc. as of Decemper 31. 1985,
ind the resuirs of 1ts operations and cash rlows for-the
period from March 9. 1983 uncepcion) tnrougn December
11, 1989, 1n conrormity witn generuiiv acceptea accounung

principics

PHILIP VOGEL & CO. PC
Ceetstied Public Aczountants

Dallas. vxas

Fepruary 19, 1957




lommon >1O0CK Intormation
Prior 10 1nc LUMDBANVS HSEINK 0N (N¢ NILUNDE Adna 1dtivh
1 secuntics Dealers Autormnaceag Quuratiun dvstem
NASDAQ 0 e Aprni (98T una tne Boston dtous
Cxchanee iff june 198710 cununction wien (he Lomoans .
~uBHE stk GHETINR, 10 June (UNT . chere /s mited
traging o (ne Common SK\KK a8 QULICA to e Lumpbans
The msudav nich 4nd low DIG guutations (or tne Lummoun
Stock enrougn the rirst auarter of 1987, 4s quutea to the
Companv. un 4 dailv basis. ov one of tne market maxers
Dailas Securities investment Corporarion. were 3275 anc
$1va. respectiveiv. tor the tnird quarter of 1986: 50 ang
33 v, respectivelv. tor the fouren quarter of 1986. ana 3.
ind $97:. respectivetv. tor tne rirse quarter of 1987 Because
.t the limited volume of tcransactions. tne marker
Luutatons tor the Cummon dock. OV SUCR Market maners
Lid AOT ACLESSIOIY FEPFESENE tNC ACTudl vdlue ot 1ne
(.ommon SaXK tur anv perlod guoted.
High and low tbid) stock prices subsequent o tne

Companvs puoiic otfering :n june 1987 were:

1Quarey Ersed Hgn -
June W v “-.
Seocemoer 0 14 -

Decemper 2 v

The above QuOLALiONs represent prices between deaiers
without agiusement for rerati markups. markdowns ot
comMissions. and May Not Necessartiv represent acrual
rransaccions.

Effecesve Marcn +. 1988, the Cumpanvs stock bewan
fr30inE ON che AMerican SIock Excnante under (ne svmooi
Tl Accorgsnciv. traqing vt tne Common Stuck on tne
NASDAQ Svstern was ceased. and the Company 13 in cae
process of deissang trom the Boston stock Exchane.

Ar Februacy 2v. 1988, there were 14.646.242 shares or

Common Scock outsanding. heid by 1.139 stocknolders.

Annusl Meeting
The 198 Annuai Meeting or Sharehoders wiil pe heid on

June tu. 1988 at {1.00a.m. ac 950 South Griffin Strest.

Room — v401. Dallas. Texas 75202,

Annuat Reoorv10-K
For addssionas copies of this Annuai Report or copies of tne
(ompanvs Reoort on Form iU-K for 1987 ro tne decurities

snd Excnange Commission. sena 2 fequest (n wnnng o

(,orporate decretary
internationas Tolecharee, in.
M SOUtn ARG

Dallas, Texas 9202

Sivicenas

The LOMOANY NS NOC DG AN COMMON HOCK dividenas

ince 115 inceprion. The Cumpany paia 334,997 n

reterreg stk dividends Jufing e tiest quarter of 1984

Zxecutive Uffices
international Telecnarce. (oo
0% Soutn Akara
Dailas. Texas 75202
S2143 T44-0240

Transter Agent
Firse Citv Bank or Dallas
Dallas. Texas

Attorneys
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Auditors
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EXHIBIT “cC"




BILL TO ROOM:
DIAL 8 + 1 + AREA CODE — NUMBER

CREDIT CARD BILLING:

S B

- —— = =

DIAL ¢ + 0 + AREA CODE + NUMBER

(THE ITI OPERATOR WILL ASSIST YOU)
ALL OTHER LONG DISTANCE CALLS:

DIAL @ + 0 + AREA CODE - A NUMBER |




LtONG DISTANCE

BILL TO YOUR MAJCPR CREDIT CARD:

e ROMp) T2 S

1401 (1atyl At
R

CR BILL: .
TO AFPSOVED TELCCT CALLING CARD, THIRD PARTY,
OR CALL COLLECT

TO MAKE YOUR OFERATCR AS3iSTED CALL DIAL:

8 + 0+ AREA CODE -+ NUMBER
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INTEANATIONAL TELECHARGE. iNC.




LONG DISTANCE
INSTRUCTIONS

BILL TO ROOM: [
DIALS + 1 + AREA CODE + NUMBER |

CREDIT CARD & ALL OTHER CALLS: |
DIALS + O + AREA CODE + NUMBER

FOR YOUR ADDED CONVENIENCE
CALLS MAY ALSO BE CHARGED TO

— —alisacanl W
l'f}-i ey | el Ig.nau! 2":..]

international telecharge
“Ameria’s Alternative Operator Service’
2198871




EXHIBIT
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$% DISCCUNT ON LONG DISTANCE CALLS

TO ANYWHERE WITHIN TrE STATE on ail

operator assisied (0+) cails billed to VISA,

MasterCard, American Express. Discover, -

Oiners Club, or Carte Blancne. All other long

cistance calls may be billed at righer rates.
Quaiity service by ITI.






