Lance J.M. Steinhart, P.C.

Attorney At Law
1720 Windward Concourse
Suite 250
Alpharetta, Georgia 30005
Also Admitted in New York Telephone: (770) 232-9200
and Maryland Facsimile: (770} 232-9208

Email: Isteinhart{@telecomcounsel.com

May 15, 2003
VIA FEDERAL EXPRESS

Mr. Dale Roberts
Chief ALJ and Executive Secretary I L E D 4

Missourt Public Service Commission

200 Madison Street, Suite 100 MAY 19
Jefferson City, MO 65102 92003
Re: Covista, Inc. - LOCAL EXCHANGE Serf\djgg %Jc;in%b!ic

Case # CA-2003 0479 'Ssion

Dear Mr. Roberts:

Enclosed please find for filing an original and two (2) copies of Covista, Inc.'s Form 10-K
for the year ended January 31, 2002 and Form 10-Q for the period ended October 31, 2002.

I have also an extra copy of this letter to be date-stamped and returned to me in the enclosed
pre-addressed, postage prepaid envelope.

If you have any questions or if I may provide you with additional information, please do not

hesitate to contact me.
Respectfully submitted, % M

Charlotte Lacey
Legal Assistant to Lance J.M. Steinhart
Attorney for Covista, Inc.

Enclosures
cc: Thomas P. Gunning
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

L | FORM 10-K
(Mark ona)”
X_ ' ANNUAL REPORT PURSUANT TO sscnoma OF 15 (d) OF THE SECURITES
EXCHANGE ACT OF 1934 . -
" - Forthe Fiacal year ended__-lemm_x
" OR

' TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934 [NO FEE REQUIRED) | |
Forﬂ:ettanslﬂonper!odfrom o . " L
Cammlsston File Number 0-2130 ’

- @VlﬂA cgmmumg.mous, INC.
' (Exact name of Company as spacified In its charter)

New Jérsey . | o 22-1656895',
. (State or other jurisdiction of . : . (L.AR.S. Employer
* Incorporationor organization) . o ) . Identification No.)

4803 Highway 58 North, Chattinooga, TN 37416
(Address of principai executive offices){Zip Code)

. Company’s talephona number. including area code: (423) 648-9700 :

Secuntles reglsterad purauant to Secﬂon 12 (b) of the Act:
- None

Securiﬁes registerad pursuant toSection 12 (g) of the Act:
: ' Common Stack, $.05 par value per sham ..

MWMMMrWWmMWmWWﬂmmmmmm
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the praceding 12 months.” *

(ar for such monerpedodmatCovlatamreqlﬁmdmmm:spona).md(Z)haabeen mﬂa]eetmammg- .

mqulramemaformapwsodaya. . .

.+ Yes X No__ )
mmwmﬁmummdmmmmpummmmmamgmnS—Kumemmm
hareln, and will not be contained, to the best of Company’s knowladge, In definitive praxy ar information statements
heorpomtsdbymferancehPanlllofmlaFom10Koranyamermﬂ1tmmla!=om1o-l( o [
Aprilso,ms‘lmﬁﬂ

NmnbarcfahamsofCommonStodmmmmﬂngonApmamm12.633.949

- Documents Incorporated By Reference:
None .
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! Caitain matters discussed i this Annual Report an Form 10-K are-Torward-looking statements”
] quallly for the safa harbor from Uabifity provided by the Private Securities Liigation Refonti Act of 1595, Thm
a mmmmmbamummmmdmmmmmmmg
. . Covista “belleves”, “anticipates”, “axpects”, or words of similar Import. Simiarly, statements which describe Covista’s
, ~fulure plans, chiectives or goals are aiso forward-ooking statements. MhmmMmmub
. : cartzin risks and uncertainties which are dascribed In close praximity. to such statements and which could causa acisal
* results 1o differ materially from thoee anticipated as of the date of this Report. Sharehoiders, potential investors and -
'R N other readars are urged to cansider these factors in evajuating the forward-ocking statements and are cautioned not to
. place undua reliance on such forward-ooking statements, mbmmmmwmm“w-
o - mdeﬁmemmmmnmmuuMmmmmmwummmpwwywmmmmm
4 statements tn reflact subsequent events or circumatances. . s .
th ' fTEM 1., - Business
U Covista'was incarporated In 1869 aa Faradyne Elactronica Carp. iIn November 1991, Coviata changed &ts
rame from Faradyne Electronics Cormp. fo Total-Tel USA Communications, inc. in September, 2000, Covista
adopted ils present name, Covista Communications, 1 . i

Covista Is a long distancs telecommunications, intemnet and data sarvices provider. Covista operates two
distinct business segments: retafl and wholesala. The retall segment pravides long distance, data and ntemet
services to amall and medium sized businessas, piincipally In the Northeast region of the United States. The
whalasale sagment sells long distance telecemmunication services to other carriers for resale. Covista utllizes s
own switching equipment and leased fiber optic tranamission cable. Covista's products and services Include a
broad range of voics, data and Intamet sciutions, Including long distance and tolHree sarvices, cailing cards, data,”
Intamet access, virtual private network, directory assistance and teleconferencing services. The wholesale division

' ptovides’ domestic and Intemational lermination services to carrlers worldwide at competitive .rates, Covista-
currently owns and operates three switches, one In New Yaork City , one In Newark, New Jersey, and cne In
Philadalphia Pennsyivania and announced plans to expand to additional switch sites in Minnezpoils, Dailas and
Chattanocoga, In July 2001, Covista announced that it had acquired long-term accesa to nationwide network
faciliies comprising 2,822,400,000 channel miles of telecommunications capacity measured by Jength of voice-
grade circuits, In addition, Cavista cumently offers Intemet services using two routers that it owns and operates

_ located In Mew York City and Northem New Jersaey. Covista processes approximately 85 percent of all s call

: _ . volume thraugh its awn faciiittes. Covista alsa cparates a network operations center in Northem New Jarsay to

. ) -, monitor and control fts New Jerssy network and to coordinate its various services. In October, 2001, Covista

) . " announced the opening of a new call cantar facility in Chattancoga, Tennessee, and that it Is planning to relocate

1. fts corporate headquarters to Chattsnooga from Littte Falls, New Jarsey, Coviata previcusly was known as Totak

T Tet USA Communications, Inc. - .

* In the retail markst, Covista has segmented potential customers and taflored its service offerings, sales,

*  marketing approach and natwork development to provide servica In a cost-effective manner. Covista belioves-its
g o - customer service to be one of its principal competitive advantages. Covista applles a dedicated team epproach to
& . solleiting and servicing iy cllents, with subatentiel Inveivement of sales, customer'servica and technical personriel
3 - In all aspects of customer relations. Covista Intends to continus to focus lis efforts on small to medium-sized
businesses with-.sales of $1 millen to $60 milion and monthly communications: bills that range from $500 to
ki : $30,000. Covista’s focus on cuatcmer service has. also senabled it to aftract larger customers. During the fourth |
By ) mrmummmmmmmmmmwwmmampmmMg

S . For Fiscal 2002, Covista had gross revenués of approximately $95 millon, dertved approximately 6%
from wholesale and 50% from retail services. Far Fiscal 2001, Covista's gross revenues were appreximately $134
: million, Covista's retail salas activities have been concantrated'n Northern New Jersey and New York cnggeh:ra,
Covista belleves, approxmataly half of ail United States muitinational corperations have headquarters. on
Industry sources, this area Is belleved to reprasant 40% of the total United States telecommunications market. For
e " the neartem, at least, Covista Intends to' continue its efforts on further penetrating commaercial users of its services
it - In the Norheast, from the Washington, D.C. merket through Beston, Massachuseits, and to augment ifie services
il- . offered ta its customers. : . ) ' :

| Cavista’s principal executive offices are located at 4803 Highway 58 North, Chattanaoga, TN, 57418, and
.. is talephons number Is {423) 848-9700, } N
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History and Industry Development ' - * .. - .
Prior t 1984, ATAT dominated both the focal exchange and jong distince markstpiaces

.operaﬂngaﬁmamapmdhmmwemﬁmsmdmcmmbmﬂmbl}nmgm.

Population. Althotigh long distance compstition began to emerga In the late 1970s, the critical event triggering the '

_growth of long distance competition was the breakup of AT&T and the separition of Rs local and lon distance

businesses as mandated by the Medified Final Judgment (the MFJ) relaling o the breakup of ATAT. T '
competition In the long distance market, the MFJ prohibited ATAT's divested local exchange buainasmer

Ragional Bell Operating Companies {"RBOCe?), from acling as single-eource providers of telecommunications

Alﬂ:oughmeMFJeaﬂbﬂshedﬁgpmwndﬁommrmmpmmmmémﬂmmrmmmmln
1984, the markst for local axchange services has, untl recently, virtually been closed to competition and has
largeiy besn dominated by reguiated monopolles. Efforts to open: ihe local exchange markst begen i the late-

- 19803 on & stato-by-siato basis.

The Telecommunicafions Act of 1996, (the *1998 Act), Is considiered 1o be the mast comprehsnsive

* reform of the natign’s talecommunications laws, affect the development of competition far local talecommunications -

sarvicss. The 1996 Act provides for the removal of legal barriers to entry into the local telecommunications
services markst, the interconnectfort of the Incumbent Local Exchange.Carrler (the “ILECY) network with:
competitors’ netwarks and the relaxation of the- regulation of certain telecommunications sarvices provided by Local

.'Exchange Carrlers ("LECs") and cthers. Procedures and requirements were established to be followed by the

RBOCs, including the requirement that REOCa offer local services for resale as a precondition to their ertering ithe
long distance and telecommunications equipment mamdacmrlng markets. " o .

- . The continuing deregulation of the telecommunizations industry and technological change has mesuited in
an Increasingly infermation-intensive business environment. Regulatory, tachnological, marketing and competitive
trends have substantially expanded Covista's opporiunities in the converging voice and data communications
services markets, For example, technoiogical advances, Including rapid growth of the Intamet, the Increased use
of packet swilching technalogy for velce communications, and the growth of multimedia applications, ame expected
fo result in substantlal growth in the high-apeed data services market. -

This new markst opportunity should permit Comi:eﬁﬂve Local E:é:hange Carriara ('CLEGs"J with operating
and marketing expertise to offer a full range of telecommunications services, including local and long distanca
caliing, toll-frea calllng, custom caling features, data services, and Internet access and services,

* Telecommunications companies with an established base of long distance customers may have an opportunity io

sall additional services to such custamers. ‘

Covista has obssrved that RBOC3 and the Tier | carriars (carrers with annual revenues in excess of $5
billicn), primarily concentrats their sales and marksting efforts on residential and large business customérs. Thus,
Covista believes there la a significant market oppartunity with respect to small and medium-sized businesses to
which customer service may be a significant pant of thelr buying decision. Covista has also entered the residantial
leng distance business which Covista had not previously concentrated Its marketing sfforts.

*

,

’
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Network _

Covista’s sirateqy has' been 1o develop a geographic concentration of revenue-producing customiers
through the sale of telecommunications services In areas where it has installed swﬂdﬁngplﬁm
Current Network P

Switches. Currently, Covista cperates an advanced talecommunications network that Includes three

. Alcatel switches, located in New York City, Newark, New Jersey and Philadslphia, Pennsylvania. Thé Philadeiphia

L]

-switch was acquired-from a merger with Capsule Communicationa (ses Subsequent Events). Covista has Installed

Alcatel DEX 600 switches in Newark . and- Philadeiphia and-a Megahub DEXSCOE awiich in New York, which

"provides :intersichange switching capabiities and Is cumently belng used as Covista's imemational g

awitching platform. Covista ia installing threa Alcatel DEX 800 swilches, one in Minneapols, one in Dallas and one
In Chattancega which are scheduled to be cperational In FY 2003, - ‘ . .

In July'2001, Covista announced that & had acquired long-term access to neiionwide netwark faciities
;ompﬂsh-ng 2,822,300,000 channel miles of telecommunications capacly measured by langth of volce-grads

During Fiscal 2002, Covista billed: epproximately 1.08 billlon minutes, with approximately 85% of s

* minutes over-its own switches. Covista belleves that Increasing the traffic carrled on its own netwark would improve

cperating margind, ' 3 .

Intemational, Covista Is interconnected with a .number -of United States and forelgn whelesale
Intemational carriers through its New Yark switch. The. purposa of connecting to a variety of carriers is to provide
state-of-the-art, lowest-cost routing and hetwork rellability, These interconnected intamational carriars are also a
source of wholesala Intemational-traffic and revenus, . . :

Intemet. Currently, Covista owns and operates an IP {Internet Pretocal) Network that includes two Clsco
7500 routers, located in New York City. Covista also owns and operates-an Ascend TNT remote access server
(RAS) locatad In New York. The RAS provides dialup Intemet access services. Through associations with
providers- of whaolesale Digital Subscriber Linea ("DSL."), Covista oifars DSL Intemet service in the Philadelphia,
New York, New Jarsey and Connecticut markets. Covista also cffers internet services over dedicated DS0, DS1
and DS3 digital transmission circuits. o ) ,

Other Features. Covista la Intarconnectsd by SS7 out-of-band digital signaling throughout s network.
The SS7 signaing aystem reduces connect ma delaya, thereby efthancing cverall natwork efficiencies.
Additionally, the SS7 technclogy s designed to permit the anticipated expansion of Covista’s Advanced Intsiligent
Network ("AIN"} capabilities throughout its network. Covista’s advanced switching platform would enable it to ) -
deploy features and functions quickly throughout its entire natworlk, (1) expand switch capacity In a cost-effective

manner, and (i} lower maintenance costs through reduced training and spare parts raquirements. -

Securfty and Flellabillty. Govista has a Network Operating Center (NOC) In Northam Neiw Jersey, which

' monitors and controls Cavista’s network and coordinates fis various services from a central location, increasing the .
. sacurity, rellability and efficlancy of Covista'a operations. Cantralized electronic menitering and control of Covista’s

netwark allows: Covista to avold duplication of this function in each awitch site. The NOC also-helpa reduca -
Covisia’s per-ctistomer monitoring and customer service:costs.: In addiion; Covista’s network emplioys an .

“authorized access” architectura. . Unilke many. telecommunicafions companies, which allow univarsal agcess to
thelr network, Covista utilizes an automatic number identification security screening architecturs which enstres
enly the Automatic Number identification {ANia) of those users who have suhscribed ta Covista's services and
have satisflad Cowvista’s credit and provisloning criterla have access to the network. Covisia belleves that this
architectura provides Covista the abilty to better control bad debt and fraud in a mannar which Is Invisible and
nonintrusive to the customsr. This architecture also allows Covista-to better.manage network capacity, as
unauﬁ\ortzadandunplamndusamcammmﬁmmtwqﬂq Covista plans 1o relocate tha NOC to the Corporate

" Headquarters in Chattancoga TN in Fiscal Year 2003,

RINCIF 0 s
Product and Service Offerings _
" Covista offers retall telecommunications services primaslly to small and medium-sized businesses and

‘Tvesidantial long distance usaers. Covista's retail service offerings currently include long distance ard toll-free

. services (both with and without an AIN), multiple access options, cailing card, data, Intamet access, DSL, e-mail,

facsimila. dirmctory assistanes and talsconfarencing services. Covista’s whalasala sarvess Inrluda damastic and




[ T

Y " Ratall Servicas, Covista provides talecommunications services to over 10,000 commercial

primarlly small and medium-sized businesses located in the Northeaatsm region af the Uniled Statea, Coraer o™,
retal servicea through its independant marketing reprezentatives. Retall commercial wnmlmhaﬂonasan;:::

- accountad for appreximately 50% of Covista’s Fiscal 2002 revenuss, and producad revenues of approximats,

$47,423,000 In Fiacal 2002 and $53,487,000 In Fiacal 2001, Fetall revenues felf In flacal 2002 tug fo oh i
downward pricing pressure and reductions in volume, which Covista attributes to ever increasing m;pmm
the Industry.  In.addition, the attack on the World Trade Canter on September 11, 2001 had a direct

Impact on the retall’sales of Covista dus o damage to the switch locéted In New Yark Cy. MlﬂaComg

: hellavaslhatl_tmayremmtofhprevlousvolmnslevel?l',aaﬂ‘mwcddwldademandfordommunleaﬂonaaéméas

increases, it alao belleves that the intanse compstition for those minutes from other telecommunications providers
will continue to forca down prices. This continusd downward sffect on prica may advarsely affect operations.

.Covista's retail services include the following:

* Long Distance: Covista offers a ™l range of switched and dedicatad domestic and International long
distance. sarvices, Including “1+* cuthound service In all 50 statas along with giobal temnination to over
‘200 countries. Long distance sarvices include Intra-LATA (Local Access Terminating Area), Infar-t ATA,
and worldwide Intemational services. Long distanca features include both verified and non-verifled -
:;lo;‘gunung codes, station-fo-station calling, third-panty calling, directory assistance and operator-assisted

 Tolkfres Services: Covista offers a fult range of switched and dedicated domasic toll-free services,
- Including toll-free origination In all 50 states, intemational toll-free origination from over 30 countries, and
" toll-free directory assistance. AIN enhanced tolkfree sarvices Inciude the following feafures: Command
Reuting, Dialed Number Identification Service Area Code/Exchange Routing, Real Time Automatic
Number Identification Delivery, Day-cf-Year Routing, Day-of-Week Routing, Time-ot-Day Routing,
Parcentage Allocation Routing, PIN protectad 800 services, Integrated voice respense services and store
locator services. : -

» Accoss Optlona: Covista offars s fong distance and tol-freé customars muitipls access opﬁona,
Including dedicated access at DSJ, DS1, and D33 speed(s) and switched accass. .

e Calling Card and Services: Covista offers nationwide switched accass, customized caling card
services. Customners have the optlon of calling cards, which are personalized, branded or generic.

e. Intamet Covista curfently offers high-quallty, dedicatad DSL and dial-up Intemet access, a-m:lail, P
addressing and Domain Name Services. . : .

* Data Services: Covista offers advanced data tranamission services, including private line and, Frame
Relay services. Daia services have multiple acceas cptions, Including dedicated accesa at DSO, DS1,
and DS3.spead(s) and switched - -

, @ 'Customer Management Control Features: All of Covista's customers have.the option of customized

. management reporiing festures, inciuding Interstatefintrastate area code summaries, intemational

destination matrix, daily usage summaries, state summaries, timé of day summaries, duration distribution
matrbe, exception reporting of long duration calls, and Incomplete and blacked call reperting.

Whelssala, Services. Covista offers the following wholesals services: demestic and intemational termination, switch
ports, colocation faciities and transport satvicas o a broad spectrum of domestic and intomational carrers. Coviata
cffars international wholesale terminetion’ and transport senices primerlly 1o domestic -and intemational
telecommunicatiéns-carriars. Onca Covista inferconnects with a carier customer, the carrler may wlilize Covistacn
an as-needed haals, depending upon the pricing offered by Covista and Rs competitora as well as capacity.
Covista has been tested and approved as an authorized carrer for, and included In the routing tables of ail of its
long distance and international camier customers. Covista's wholesale results were sevarely affacted by the -
September 11 terrorist attack. The Company suffered the temporary losa of its New Yark City switch, which is
situated In the immediate vicinity of the World Trade Canter. As a result, Covista incurred a significant reduction in -
wholesale ravenues. The Impact of the revenue loss, combined with additionsl expenses, was in excess of
approximately $5,000,000. Covista has filed an insurance clalm for losses and expenses associated with the

...avents of September 11, and rscaived an Initial $1,000,000 In the FY 2002, Tha total claim and final settiement...

cannot be determined at this ime. Wholeszlo revenues were approxdimately $47,889,000 and $79,743,000 during
Elemal 9NN and Elanal 2001 resnastivals. A a narcantana of lotal revenus. tha Wholaasla rcvarmine am synart
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CUSTOMER BASE

Telecommunications Services Marlmt

 Overvisw of the United States Market. The Unlted States markst for telecommunications ssivices
dlvldedhtofnurpaslcaewioamctqrs:lcngdlstanm.lnwamhm intemet access and International. can be

. Long Distance Servicss. A.long distanca telephone call can be envisioned: as cmahtn-n.g of three

.gegments. Starting with the originating customer, the call tmvels aleng a local exchange netwark to a lorg distance

canier's-paint - of ‘presenca ("POF"), Al the POP, the call is combined with other calls and sent aleng a long

. "diatance network to a POP on the long distance camler’s network near where the call will tarminate. The call is

then sant from this POP along a local network to the teninating customer. Long distance carers provide only the .

; vonnecton between tha two local networks; and, unless the leng dlstanea'camerla_ a local service provider, payl

access charges to LECas for originating and terminating calls.

LocalExdranyeSaMm 'Alocalnaﬂlaoﬁahaldoesmtmqtﬂreﬂ\osamotalmgmmﬂ.
In general, the local exchange carrer connects and-user customers within a locally defined area known as a Loca] -
Access and Transport Area or LATA® and aiso provides the local access (Ingress and sgress) of most long

N distance caila,- .

: " Intemst Servica. Intemet services are generdlly provided In at least two distinct segments. A local |
network connection is required from the intemet Service Provider (ISP”) customer to the ISP’s local faciliies. For

large,. communication-intensive users ‘and for content providérs, the connections are typically unswitched,
dedicated connections provided by LECs; Intalligent Call Processing (ICP™), or cther providers, ether as

. Independent service providers or, In some cases, by a carrler that Is both a Compstitive Local Exchange Carrler
~ {CLEC ) and an Intemet Service Provider { 1SP), For residentlal and small and medium-sized business users,

these connections are generally Public Switched Telephone Network ("PSTN") connections cbtained on a dialup
accass basis as a local exchange telophone call.  Once a local connection Is made 1o the ISP's local facilities,
information can be transmitted and obtained aver a packet-swilched IP data network, which may consist of °
segments provided by many Intercennected networks operated by a number of !SPs, The collection of
Interconnected networks makes up the Intemet. A key feature of Infemet architecture and packet switching Is that
a single dedicated channel between communication points Is never estabiished which distinguishes Intemet-based
services lrom the PSTN. . '
Intarnational Servica. A typical intamational long distance call originatas on a local exchange network or
private line and is carred to the Intemational gateway switch of a long distance carrier. Thae call ia then transported
along a fiber optic cable or a satellite connection to an intematicnal gateway switch in the terminating country and,
finally, to ancther. local axchange network or private line where the call'ls terminated. Generally, only a small
number of carriers are licensed by a foreign country for Intemational long distance and, in many countries, anly the
Postal Telephone & Telegraph administration ("PTT™) ia licensed or authorized to provide intematicnal long
distance service. Any carder which desirea io transport awitched calls to or from a particular country, In addition 1o -
obtaining a llicense or other penmission (if required), must enter Into cperating agreements or ather arrangements
with the PTT or ancther intemational carrier in that country or lease capacity from a carrier which already has such

| amangements..
 Market Opporfunities .

i

As @ result of the 1996 Act and other Federal, state, 'and’ Intemational Initiatives, ‘numerous
telecommunications markets have been cpened to competition. In addition, the Increasing globallzation of the -
world economy, along with- increased rellance upen data tranamission and Intemet access, has expanded
traditional telecommunications markets. Covista has targsted Its services principally to small and medium-sized
businesses hased upon its bellef that such customers are not aggressively targetad.by Tler | providers and are

"underserved with respect to customer servica and support.  Also, Covista, through a recently Introduced product .

offering, is targeting residential long distance users with conipetitive rates for domsstic and intemational long

distance usage.
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. njtkely-umvlde.ILECa wim an increased dagree of flexibility with regard to pricing of thq;Ir sarvices as conpma are

cusiomers' needs. While Covista belleves that it currently has certain

COMPETITION
Overview

Covista cparates In a highly competitive industry and estimates that &t Ras na greatar share of
the market in which it operates. Mwﬂﬂﬂmmemnwmmbblmmhma&mg
regulatory changes, Including the continued implementation of the jssakgmdhuﬁmr'hctmhmesﬁa‘
rasources, and number of market participents. lnaanhofﬂsnmkata,CnvlsnMﬂlacammpaqumh,g,,
bettsr capitalized Tier | and Tier Il providers and ILECs and CLECs. Whila new business cpportunities may be
made available to Covista through the 1996 Act and cther federal and state reguiato y

atitien -

" ¥ ' Competition for Covista's products and services s based upan price, quallty, the abilty to buncle services,

name recognition, network reilability, ssfvice features, biling services, percaived quality and responsivenass to

; relating to “quailty,
customer service and responasiveness .o .customer needs; there Is no assurance that Covista wl'ild:' abla to

2 malntain thess advantages or cbtain addianel advantages. A continuing frend toward businesa combinatins ey

alllancea In the talecommunications Industry may creato significant new compaetifors to Coviata. Many of Covista's

** exdsting and: potential compatitars have financial, technical, and ather resaurces significantly greeter than thass of. -

-'‘Covista, In addition, In December, 1997, the FCC Issued rules lo implement the provisions of the World Trade
Crganization Agreement on Baslc Telecommunications, which was drafted to liberallze restrictions on foreign
ownarship of - domeatic tslecommunicationa companles and to. allow fareign telecommunications companies to -

- enter domestic markets. The new FCC rules went into affect in February, 1998 and ‘are expected to ‘make it

subastantially easler for many non-United States telecommunicationa companies to enter the United: Statas market,
thus further increasing the number of competitors. The new rules will also give non-United States individuals and -
corporations graater ability to Invest In United States telecommunications compantes, thus Increasing the financiaj .
and technical resources potentially available to existing and potential competitors as wall as Covista. . :

'Long Distance Market

. The lang distance telecommunications industry Is highly competitive and affected by the Introcuuction of
new services by, and the market activities of, major industry participants. - Covista competes against various.

“national and reglonal long distance carers, Including beth faciiles-based: providers and swichless ressilers
offering essantially the same setvices as Covista. [n addition, significant competiifon Is expected Io be provided by
ILECs Including RBOCs. Recertly, Verizon, the RBQGC far Cavista’s regian, has heen autharized to pravide long
distanca services in certaln states, Covista's success will depend upon its abillty to provide high-quality services at
pricas competitive with, or lower than, those charged by ita competitors. In addition, a high levei of customer
attritton or "chum® haa charactenzed the long distanca Induatry. Such attrhion s attributable to a variety of factors,
including Initlatives of compstitors as they engags in adveriising campaigna, marketing programs, and provide cash

payments or other Incentives. End users are oftan not cbligated to purchase any minimum usage amount and can
;l;'goonﬂngye service without penalty at any time. Covista’s revénue has been, and la expecied to continue to be, -

octad by chum. : . . '

. Yier | providers and other carriers have Implsmeittd new prica plans aimed at residenttal customers with
significantly simpilfied rate structurea, which may have the impact of lowering overall long distance prices, There
can also be no assurance that long distance carders will not make similar offerings avellabie o the small to

" medium-sized businesses, which Covista primarily serves. While Covista belleves that smsil and medium-sized

- busineas customars ara not aggressively targatad hy large long distanca providers, such as the Tler | providers,
there can be no assurance that Covista’s customers and potential customers will not be targeted by thess or other
providers in the future. Additional pricing pressurs may come from IP_transport, which Is a developing usa of
packet-gwitched technology which can transmft voice communications, at a cost which may be- helow that of
traditional clreuit-switched long distance servica, Whila IP trandporf ia not yet available In all araas, its use requires .
the dialing of additional digits.. While the service has generally produced sound quailty Inferior to traditional fong
distancs sarvice, it could eventually be perceived as a substitute for traditional long distancs servica. This, in tum,
could put further pricing pressure on long distance rates. Any reduction in long distance prices may have a
material adverse effect on Covista's business, financial condition and results of cperations. .

' Same of Covista’a principal competitors ara also major suppllers of services to Covista. Covista both lnks

- Its switching equipment with transmigsion facillties and services purchased or leased from these suppllers, and also
resells sarvices obtained from these suppllers. ‘There can be no assurance that these suppilers will continue to
offer sawvices to Covista at campetitive rates or on attrictive terms, if at all, and any failure to do 20 could have a

-

. material adverse effecton CoMista. . . . ... .l . - .




" Seasanal Nature of Business _ *
Company's tusiness s not seasdnal.
Patants, Trademarks, Licarses; etc.

!
! o
) - .
' _ . Cavista's servicss are subject to.regulation by federal, state and local governmantal os. Tha
o . exercises Jurisdiction over all facllifes and services cof telecommunications common carﬂamam extent MFGC
T ) . facilities are used to provide, originate or tarminate Intarstate or Intamational communications. State regulatory i
) agenciss retain jurisdiction over caners’ faclliies and sarvicas to the extent they are used to originate or terminats
4 .t intrastate communications. Municipalties, and other local government agencies may require camiens io obtain
+ - " licenses or franchises regulating usa of publlc dghts-al-way necessary to Inatall and cperata thalr netwarks, The
.- - Phetworks are also subject to numerous local regulations such as building codes, franchises, and rights of way
N B - ¢ licensing.requiraments. Many of the Tregulations Issued by these regulatory bodles may be subject to judicial
3 . " Teviaw, the results of which Covista is mblelnpredlct:’ ‘ : - ) .
|  Federal Regulations - The 1996 Act . . - .

: Statutory Requirements. The 1998 Act requires all LECs (including LECa and CLECS, {f) not to prohibit
or unduly restrict resaie of their services; (lly'to provide local number portabillty; (iif) to piovide dialing parity and’
nondiseriminatory access to telephone numbers, cperator services, directory assistance, and directory latings; (iv) -
to afford access to poles,.ducts, condults, and rights-of-way; and .{v) to establish reciprocal compensation

_ arrangements for the transport and termination of local telecommunications traffic. It also requirea ILECs to
negatiate local interconnection agreements in goad faith and to provide intercannection (a) for the tranamission and'
routing of telephone sxchange senvice and exchange access, (b) at any technically feasible point within the ILEC's
networik, (c) which Is at least equal In quality to that pravided by the ILEC o fiself, its aifillates, or any other party 1o
which the ILEC provides Intsrconinection, and {d) at rates and tsrms and conditions which are just, reasonable and
nondiscriminatory. ILECa also ara required under the 1996 Act to pravide nondiscriminatary access to network’

- elements on an unbundled basis at ary technically feasible point, o offer thelr lacal telaphone servicas for resalo at

‘wholesale rates, and to faciitate colocation of equipment necessary for compstitors to interconnect with or access
Unbundied Network Elements (UNES"). _ '

4 The 1996 Act also eliminates the exdsting AT&T antitrust consent decree, which barmed the provision of

o . long distanca services and manufacturing by the RBOCs. 'In addition, the 1998 Act requires RBQOCs to comply with
. h . certain safeguards and offer interconnection which satiafles a prescribed 14-point compaetitive chacklist befare.
S “ RBOCs are permitted to provide In-reglon Inter-LATA services. These safeguards are designed to ansure that.the
RBOCs compaetitors have access to local axchange and exchange access services on nondlscriminatory terma and

m=3 : that the subseribers of regulated non-competitive RBOG aanvicas do not subasidize thelr provision of compatitive
W . ~ servicea. ‘The safeguards also are Intandad to promcte competifion by preventing ARBCCa from using their markst
o . -power In loca) axchange services in order to cbtain an ant-competitive advantage in the provision of cther services.
ok o RBOCs have the ability to provide out-of-region long-distance setvices and, if they obtain authorization and under
W] prescribed clrcumstances, may provide additional In-reglon long-distancs services. In December 1999, the FCC
Wi . . granted Bell Atlantic's (now Verizon) application to offer in-region long distanca services In New York, marking the -
e I “firat tima sinca the hreakup of AT&T that an'RBOC has been able to provida (s custamaes with bath local and long
. ) . The 1998 Act also granted important regulatory relléf to Industry segments which compete with CLECa.
2 + * . "ILECs were givan substantial new pricing flexibility. RBOCs aiso were granted new rights o provide cerain cable -
os " TV aervicas, Inter Exchange Camiers ("XCs*) were permitted to construct thelr own local facillies and/or resell
] ) loca] services. Stats laws may no lenger requira CATVs to obtain a franchise before offaring telecommunicatiors-
. services nor permit CATVe' franchise fees to be based an their telecommunications revenue.” [n addition, under the

. 1996 Communicationa Act, al utiity holding companies are permitted to diversify nto telecommunications services
5 “through separate aubsiclaries, B ' ' — . :

FCC Rules Impleménting the Local Competition Provisions of the 1996 Act, In August 1996, the FCC
released a First Report and Order, a Second Report and Order and a Memoarandurm Opinlon and Order (combined,
s .. Yhe"Interconnection Orcdars™) which. estabiished a framswnric of minimum, nationel rules enabiing state Public.Utilty ...
Commissions (*PUCs3").and Publlc Service Commissions ("PSC&), and the FCC to begin implementing many of — .-
tha lncal eamnatiinn orovisions of the. 19868 Act. * In it Intarconnection Orders. tha FOO praseribad certain
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make avallable to competitors up0|; request and a methodalogy for states to use In estabiishing |
Intarcannection and the purchase of UNEs. The FCG aisa adopted & methodology for States 1o use when -, -
the 1986 Act “avolded cost standard” for setting wholesale pricss with respect to retall servicss. - o 2PPIVing

The U.8. Supreme Court affirmed the authorﬂy'd the FCC to esiabllsh'nﬂaa gaverning interconnecticn. ¢

- helleves that additional disputes regarding interconnection Issues and other related FCC actle likely., fn
- particular, the Supreme Court remanded to the FCC Isaues regarding what UNEs the FCC wtllnt:qat;:a lLEca::
- make available to competitors. In November 1969, the FCC reieased a decision modiying the lst of UNEs which

all ILECs must offer to other carers.. The  Eighth Circult declsiona and their roversal by the Supreme Court
continug to cause uncartainty about the rules govaming the pricing, terms and conditions ‘of Intarcannection
agreements. The Supreme Court's rullng-and further procesdinga on remand (either at the Eighth Clreult of the
FCC) may affact the scope of the PUCE'.and PSC’ authority to conduct arbitration proceedings or to Implement or -
“enforce Interconnection agreements. The ruling could aiso result in new or addiional rules being promulgated by
the FCC. Glven the ongoing uncertainty surmounding the effect of the Eighth Clreuit decisiona and the decision af
the Suprema Court reversing them, Cavista may not be able to obtain. or anforce Interconnection tenms accepiahie
to'it or that are consistent with its business plans. . .

:0!!181' Federal Regulations _ :
,n.-gem,'.aj_ the FCC has a polcy of enmutaging‘ﬂ'la- entry of new competitors In the ta!ecommtmlc;aﬂons

_tindustry: and - preventing anti-competitive practices. -Therefors, the FCC has established different levels of
reguiation for dominant carrlers and non-dominant carfers. For purposes of domestic commen carmler

telecommunicationa ulation, large ILECs are cumenily considered dominant carrers, while CLECs )
eonsidaradnon-donﬁnr:gt camers. - ' _ ' e C . are

» Tariffs. As a non-dominant carrier, Covista may Install and operate fachitles for the transmission of
domestic intarstate communications without prier FCC authorzation. Services of non-dominant .
carriers have been subject to relatively limitad regulation by the FCC, primarlly conalsting of the filing
of tariffs and periodic reports. However, non-dominant carders like Covista must offar Interstate

-services on a nondiscriminatory baals, at just and reasonable rates, and remain subject to FCC - -
comnplaint procedures. With the excaption of Informational tariffs for oparator-assisted services and
tarit!s for interexchange casual calling servicas, the FCC has ruled that [IXCs must cancel their tariifts
for domestic Interstats Interexchange services. Tariffs continue to be required tor Intemational
Services. Pursuant to these FCC requiraments, Covista has filed and maintains tasiffs for its
Interstate services with the FCC. All of the interstate access and retail "basis” sarvices (as defined by
the FCC) provided by Covista are described thersin. “Enhanced” services (as defined by the FCC)
need nct be tariffed. Coviata bellevas that s proposed enhanced voice and Intemst services are

. "anhanced” services which need not ba tariflad. However, the FCC la reexamining the "snhanced® -
definition as R relates to IP transport and Covista cannot predict whether the FCC will change the
classification of such services. . ) )

s . International Services. Non-dominant camlers such as Covista are required to obtain FCC

authorization pursuant to Section 214 of the Communications Act and file tariffs before providing

. International communication services. Cowvista has. obtained authority frem the FCC to engaga In

business as a resale and feciiies-based intemational - carmler to provide woice and data
communications services between United States and ail foreign peints. .

» ILEC Price Cap Reguiation Reform. In 1991, the FCC replaced traditional rate of retum reguiation
for large ILEECs with price cap regulation. Undsr price caps, ILECS can raise prices for certain
servicea by only a amall percantage each year. In addition, there are conatraimis on the pricing of

' ILEC senices which ara competifive with thasa of CLECa. n Septamber 195, the FCC proposed a
threa-stage plan which would substantially reduce ILEC prica cap regulation as local markets.become
" Increasingly competitive and, uitimatsly, would resuit in granting ILECa nondominant status, Adoption
of the FCC's proposal 16 reducs significantly s reguiation of 'LEC priting would significanty enhante

- the ability of ILECs to compete against Covista and could have a materal adverse effect on Covista,

The FCC released an order in December 1998 that adopted cartain of these proposals, including the
glimination of the lower service band Index Dmits on price reductions. within the access service
category. The FCC's Decamber 1996 order also easad the requirsments necessary for the
Introduction of new services by ILECs. In May 1957, the FCC took further action updating and -
reforming its price cap pian for the ILECs. Among other things, the changes require price cap ILECs
to reducs their price cap indices by 6.5 percent annually, less an adjustment for inflation. The FCC
also allminated rules that raquire ILECs eaming more than cartain spacified rates of retumn to "share”
.. _portions of the excess with thelr acgess customers during the next year in the form of lower access

rates, In August, 1999, the FCC again took action designed to grant grester Nlexibility to. prica c3p . e

" LECs a3 competition develops. . These reforms should facilitate the. removal of servicss from prics
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dlaling parity, of certaln interatate interexchange servicas from price cap regulation. Thess actions .

could have a significant impact on the Interstats accass pricea charged by the ILECs
Cavista axpects ta compata. P . oY WIih_which

Amcmes. Oveimapastsweml'yaam.meFCChaagmniadlLECaslgnﬂbmﬂﬂemmtym

thair pricing of interstate apacial and switched accaas sarvices, Under this pricing scheme, LECs

may establish pricing zones based on accesa iraffic density and charge different prices for each zone,

- Covista anticipates that this pricing flexiblilty should reault In ILEC lowering their pricea in high traffic
density areas, the probabie area of competiion with Covista. Covista aiso anticipates that the FCOC

will grant ILECs Incressing pricing flexibiiity a8 the number of interconnections and competitors
Increases, In May, 1997, the FCC took action fo raform the cument interstate access charge system.
The FCC adopted an order which makes various reforms to existing rate structurea for Interstate
access designed to.move access charges, over ime, o mora econcmically efficient rata laveis and
structures, The FCC recently granted LECs additfonat pricing flexibility. As such, the camiers may

offer veiums discounts which may benefRt larger long distance carriers.

.. The FCC has also implemented changes In Interstate access rules that result in'mwcmms of {he
" accesa charge aystem and changes In access charge rate lavels. As of January 1998, access

charges Incurrad by Caovista are being passed on to end users; In May 1999, the U.S. Court of
Appeals (D.C. Circult) sent the access rate formula back to the FCC for further explanation regarding
how cartain factors were calculated. Thdse and related actions- may change access rates. If the
formuia Is upheld, and access rates are reduced,. the resuit will be a lower cost of providing Jong
distanca service, especially to business customars. - The impact of these new changes will nct be
known until they are fully implamented cver the next several years. In a related procaeding, the FCC
has adopted changes to the methodology by which access has been used In part to subsidize

" . universal ielephone servica and other public policy goals. Telecornmunications providers ke Covista

pay fees calculated as a percentage of revanue {o support these goala, The full implications of these

_ changes remains uncertain and subject 1o change. :

-PICC. As part of Access Reform mandated In the Telecommunications Act of 1996, beginning In

1898, local phone companies were permitiad to assess the Pre-subscribed Interexchange Carrer
Charge, also known as "PICC." Tha "PICC® Is a monthiy per line cost charged by the local talephone
company to every long distance carrer for each custemer phone line that is pre-subscribed 1o that
carrler. PICC charges are hilled o the end users. . N

Unlversal Service HReform. In May, 1887, the FCC released an order which reforms the currant.
gystem of Intarstate universal service support and implements the universal service provisicns of the
1998 Act. The FCC established a sat of policles and rules designed to ensure that lowincoms
consumars and consumers who live in rural, Insular and high-cost areas racelve a defined ast of local
telecommunications services .at affordable rates. This was o be accomplished In pait. through

expansion of direct consumer subsidy programs and In part by ensuring that rural, small and high- .

cost LECs continue to recsive universal servica aubsidy suppert. The FCC also created new
programs to subsidize connection of tslecommunications networks to aligible schools, librades and

rural health care providers. Theas programs wers to be funded by assesament of eligible ravenue of .

nearly-all providars of interstate telecommunications carriers, Including Covista,

Caovista, Tka other telecommunicaions camers providing Interstate telacommunicationa services, ls
requirad to contribute a portion of its end-user telecommunications revenus to fund universal service
programs, Thesas contributions became due beginning in 1998 for all providers of interstate
telecommunications sarvices. Such contributions ware to ba assessed based on Intrastats, interstate
and Intemnational end user telecommunications révenue: Contribution factors vary quarterly and
canrars, inctuding Coviata, are billed each month. In addition, many state regulatory agencles have

instituted proceedings fo fevise staté universal fund contribution requirements which will vary from .

state 1o state, Recently, the U.S. Court of Appeals for the Fifth Glrcuit rejected the FCC's effort to
base contributions in part on Intrastate revenues. The FCC's universal service program may be
altered as a result of appeals, agency reconsideration of is actions, or future Congressional
legistatfon. e o

Pursuant to the Universal SQrvlcé Order, all carrers are requirad 1o submit a Universal Servics Fund
worksheet. ‘Covista has filad 8 Universal Service Fund workshest. The amounts remitted to the
Universal Service Fund are billed to Covista's customers. Covista Is ellgible to qualify as a recipient

" of universal-sanvica support - & elects to provida-faciiies-based sewvice to areas designatsd for-

universal service support and if iRt compiles with federal and state regulatory raquirements 1o be an

¢ aliathte badaacanmn i faalans sarrdar
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-relations with-its empioyess-in be salisfuciory. -

In October, 1999 the FCC adopted & new high-cost universal service support mechaniam -
rural carers, The new mechanism is based on the forward-looking m of providing auf:rhom

servicos as determined by the Commissicir's cost modal. The forward-looking support mechanism ..

provides support to nen-rural camlers in those states that have a statewlds average. o
cast per lIne greater than ttie national benchmark, which Is set at 135 percant of the national

forward-locking' cost per Ine. The FCC's decisiona regarding .universal servics cnlu"h";;:Q: .

significant Impact on futurs operations of Covista.

*  Colocation. In March, 1589, the FCC released fa Colocation Ordar which requires ILEC to pemni

CLECs to colocate any eqlipmant used for interconnection or accass to unbundled network elements .

aven If that equipment includes switching or eriianced service functians. Amang other thingas, the
Colocation Order aiso prohibits ILECs from placing any limits on the use of switching or enhanced
features for collocated equipment, and requires ILECS to maks cageiess colocation avallable and
permit CLECs to canatruct their own cress-connect facilities. : ' :

" In March, 2000, the U.S. Court of Appeals for the District of Coliimbia Clrcul varated limted portions
of the Collocation Ordsr, holding ceitain definitions contalned In FCC rules were impennissibly broad,
The Court remanded tha Colldcation Order, In par, for further FCC consideration of these lssues..

s - Line. Sharing. In November, 1999, the FCC adopted a new order requiring ILECs to provide line .
sharing, which will allow CLECa to offer data servicaa gvar the same line the consumer uses for voica
services, without the CLECs being required to offer the voica services, State commissions have been
authorized to estabilsh the prices to the CLECa for such services. The decision has bean appealed.

State Requiation ' -

- Some states In which Covista operates are considering legisiation which could Impeda efforts by
new entrants In the local services market to compate effsctively with ILECs, However, Covista does not have any

. Intantion 1o pursue the local servicea market.

Compllance with Environmental Provisions . T
Company balleves-that it complies in all material respects with current pertinent federal, state, and local
provisions relating to the protection of the environment and does not belleve that continued compiiance would .

. vequlre any matesial capital expenditure.

Subsequent Events

'A joint proxy statementiprospectus dated January 9, 2002 and malled to stockhoidars on or bout January
11, 2002 detailed a merger agreement between Covista and Capsule Communications, Ine, which had heen

.8pproved by the Covista and Capsule boards of dirsctors. Capsule ls a telecommunications caniar providing local

and long-distanca telsphone communicationa servicea primarily to smail and mediun-size business customers as
well as residentlal customera utillzing s own equipment. Capsule provides inbound long-distance services and

local resale services as well as other telecommunications services including calling cards, ceflular, paging, Intemet

sarvice, dedicated actess, data sarvices, and carfer tarmination services. Capsula uses iis own awilch located in
Philadelphia to originate, transport and terminate calls for customers generally located In the Mid-Atiantic region

" and i California. Far calls ariginating ar temminating qutsida it awn netwerk, Capaule resells services provided by

other long-~distance companies, Capsuis is'the successor corporation o' US Wats, Ine. During the scheduled

annual meeting of .stockholders on Fsbruary 8, 2002, the merger was approvad by the requisite vote of

stockhoiders of Covista and Capsule. The merger waa consummated on-February 8,2002.

On Fabruary 12, 2002, Covisia announced a reducion In force of 26% of s New YorkNew Jersey .

woridorcs related to a reduction In revenue dua to the decline In the wholesale arket and the World Trade Center

. aitack of September 11, 2001 and the move of operations to Tennesses. *

As of the Aprl 15, 2002, Govista and s subsidlaries employed 243 full-ime and part-iime employees In

ita léng distancs telecommunication husiness, of whom 20 wera engaged In sales activities, 82 in customer servics '

and support, 52 In technical and fiald services, 22 In data processing, and 67 In general and administrative
activitles. Covista also utilizes the services of approximately 950 Independent sales agents. Caovista consldap its

Aowan b -

. -




. L e

L e

Y O

- -

*
il
]
:"1

1

e -

s :
S,

bt W
i

TR

x
o
b

On November 15, 1993, and Decembir 28, 1963, Cavisia entsred Into leases for an aggregate of
approximately 3,500 aquare feet of space at 744 Broad Straet, Newark, New Jersey, for Its switching equipment.
Tha!easeranfromdanuarﬂ,1994tlmughDecamher31.1998.wﬂhanopﬁontgranewﬂmleasemroughmm .
31, 2002, which has been exercised. The annual rental of $63,200 also requires the tenant to pay a

: api
.. shara of any increase in the “Consumsr Price index”, U. 8. Clly Average aver the base year. Covg;p;;um

1
¥

L

. .. squara feet of addiional office space at its exsting’

have plans to renew the lease and the switching companents are to be relocated to another site.

On February 22, 1994, Covista entered into a lsase, subssquently modifled on April 15, 1994, for
appraximately 17,700 square fest of space at 180 Clove Road, Little Falls, New Jersey to be used as sales
exocutive and administrative offices. The lease provided for a rent hoilday untl July, 1995, after.which the annuai
rental would be approximatsty $380,000. The lease is for five years and ten mantha and has besn amended by a -
second lease modification agreement dated Fsbruary 9, 1995 whereby Covista leased approximately 8,700
additional square feet of space at the same location at an additional annual rental of $121,707 for the first four
years-and $138,154 for the next year and two months. The modifled agreement also extended the term of the
-existing lease for an additional two years ip August 14, 2002 at a then annual rental of $583,000. The lease

. raquires the payment of the tanant's properticnata sharg of operating axpenses and real estata tax increases gver

the base year. Thers are two five year renewal options. There ara'no-pians to exarcise renewal options.

On January 30, 19897, Covista entared Into mEhird modification of fts lease for approximately 16,840
ity at 150 Clove Road,. Little Falls, New Jersey. The
annual rental on the additfonal space was $357,760 per annunt from July 1, 1997 through February 14, 1998, Is -
$368,300 per annum from February 15, 1998 through August 14, 2000, and will be $384,820 per annum from
August 15, 2000 through August 14, 2002, In addition, Covista Is obligatad for its proportionata share of increases
In real estats taxes and operating expenseés over the basa year. There ars two five year renewal cpticns, requiring
nine manthe’ prior notice. Thers ara no plana to exarcisa the renewal cptions. Cavista plans to mave the existing
offica staff to a smaller location In the general area of Litile Falls, NJ and cerlain opserational units of Cavista to
Chaltaneoga, Tennesses. : . : :

On November 1, 1998, Covista entered Into a lease for approximatsly 8,300 square fect of space at 40
Rector Street, New York City, New York, for usa as a second switching facility. Tha term of the leasa Is for fifteen
yerrs and ten months from the date of commencement, which was March 1, 1997, Rental payments are $163,918
per annum for the first five years after commencement, $166,480 per annum for the next five years, and $183,128
per annum for the remaining five years and ten months. - The lease requires the payment of the tenant's

propartional share of increased operating expenses and raal gstate taxas gver the basa year.

On November 8, 1998, a subaldiary of Coviata entered Into 8 lease for approximately 2,300 square feet of
affice space In New York City, New York at an annual rental of approxdmatsly $77,781. The lease commenced
February 1, 1997 and Is for sixty three (63) montha. The lease requires the payment of the tenant'a proporticnate

- ghare of increased operating expenses and real estate taxes over the base year. -

On Febtuary 8, 1998, Covista entered Into a lease for approximately 5,000 square feet of spdce at 28 W.
Flagler Strest, Miami, Florida. The term of the lease Is 15 years, commencing February 1, 1998. The annual rental
is approdmately $116,180, with an annual adjustment based cn tha Revised Uthan Wage Eamers and Clerical
Workars Index, capped at a maximum of 3% increase over the prier year's rental payment. In adgdition, Covista is
flable for ts proporicnate, share of increases in real estate texes and operating expenses over the base year,
Cavista sublet this spaca cn January 1, 2000 for the balance of its term, to another tenant at an annual rata of
approximately $118,160, subject to adjusiments. The tenant has dafaulted on the sublease and Covista s
currently considering ulillzing the spacs. . .

On September 1, 1998, Covista entered inio a five yedr lease, commencing September 1, 1958 for 3,008
square feet of space at 500 Cypress Creek Road, Fort Lauderdale, Plorida. Rental payments ware $48,128 per

© annum from September 1, 1988 to August 31, 1899, $50,554 fram Septembar 1, 1999 to August 31,2006, $53,061

from Septambar 1, 2000 to August 81, 2001, $55,708 from September 1, 2001 to August 31, 2002 and $58,506
from September 1, 2002 to August 31, 2003. The lease requires the payment of the tenant's proporonata shére of
incréesed operaling expenses and real estate taxes aver the bese year. In January, 2000 Covista entered Info a
madificaticn of the lease whereby the space was reducad o 1,200 square feet. Rental payments have baen modified o
be $30,300 trom February 15, 2000 to February 14, 2001, $33,033 from Fabruary 15, 2001 to February 14, 2002,
$34,587 from February 15, 2002 to February 14, 2003 and $32,538 from February 15, 2003 to February 14, 2004.
Gaviata has sublet this space ta anaother tenart. : : )
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October 1, 1999 10 August 31 moo.andarew.mﬁmSep!amheﬂ.zoooﬁwgmm,zomand ‘
from Saptember 1, 2001 mAJgustanzouz. The lease requires the payment of the tenant’a pmporﬂmmem

madoperaﬂng expenses and real estata taxes over the baso year. Covista has sublet this spacs to-angther

" " On November 17,1989, Covista entered ino a three yesr leass, commencing November 17, 1989 for 2,188 square.

feet of apaca at One Landmark Square, Stamford, Cannecticut. Rental were $50,278 per annum from

payments
~ November 17,1989 to November 18,2000, are $51,371 from November 17,2000 to November 18; 2001, and'
$51,658 from November 17, 2000 to November 16, 2002, There is an option o renaw for thrae years, upor, nine
- monthe’ -pricr written notice. The lease requires the payment of the tenanfs preportionate share of
" cperating expenses and real estate taxes over the base year. Covista has sublet this space to ancther tenant,

On October 11, 1989, Covista entered Info a three year laase, commencing October 11,1999 leasing 1,926 squmq

- fast of space at 1810 Chapel Avenus West, Cheny Hill, New Jersay. Rental payments are $38,520 per annum

from October 11,1959 to October 31,2002, There Is an-opticn to renew for three years, upen nine months’ prior

written notice, The leasa requires the payment of tha tenant's proportionate shara of increased operating expenses '
o andraalaslatatmasovsrmebasayaar..Covlstahassztbletmhsp;eabanothertqnant-

. Cov!sta has entered into a lease agreement for approxmatsly 28.000‘sq|l1m feet of office space In
Chattancoga, Tennessee, with Henty G. Luken !l Chairman of the Board and a principal shareholder of Covista. The

‘ term of the lease Is for fiva years beginning September 1, 2001. The lease providss for annual rent of $38,400 from

Septammber 1, 2001 1o August 30, 2002; $115,200 from September 1, 2002 to August 30, 2003; $144,000 from

Septembar1.2003toAungs!30,2004.wmmalammyeammheﬁ.ﬂ.ﬂmammﬂyad]mtedfarmaCansumer'.

Price Index. Covista belleves that such premises are leased on terms not less favorable than an arm's length

ITEM3, Panding Legal Procsedings

Thers are no pending legal praceedings that coult;i be expectad to have a2 materal adverse sffect on
MEM4. mission of Matters to a Vots of Secu ’

A]olﬁt proxy statement/prospectus dated January 9, 2002 and matfled o stockholders on or ahout January

11, 2002 detaled a merger agresment between Covista.and Capsule Communications, Inc. which had been
approved by the Covista and Capsule boarda of dizectors, During the scheduled annual maesting of stockholdars
on February 8, 2002, the merger was approved by tha requisite vote of stocckholdars of Covista and Capsule. The
merger was consummated on February 8,2002.  Cther matters prasentad o stockhclders included slection of

eight directora of Covista , adoption of the 2001 Equity Incentive Plan, and to ratify the salection of Delofite & .
" Touche LLP as Independant auditors of Covista for the fiscal year ending Jam_.lary 31, 2002.
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ITEM 5.
Comman Stock
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: thﬁa'amﬁoxhadmpﬁalmd:mﬁhsoldydsonoo,ooomdcmmw cldors of -

. Cowata'scommnMmeﬂhﬂb@waﬂdﬂd&n&.ﬂw.umbededamdhmmwgmhyug
Board of Directors In its discretion from funds legally available-therefor. Each holder of Cemmon Stock Is entitled to
~onervata'for.each-share held. There is no right to cumulative voting. Upon liquidation, dissohution, or winding up of
Covista, the hclders of Common Stock are entitled to recaive a pro rata share of all assets available for distribution to
stocichalders. TheCommondethaampm-ampﬂvaoromersubsmlpﬂondgm and there are no conversion or
mdempﬂonrtghtawﬂhrespectmmm

‘
)
‘

;o for-1 stock split of all cutstanding shares as of June 30, 1998, As of tha date of thia report, there wera 12,636,949~
. 'sharaaofmmmnStocklssuedandomﬂng.heldby 840 persona.aampurtedhycavlsiastmnshragam

-Prlca'-nanga of the Common Stoek

© Govista"s Commean Stock.Is traded In the d¥er-the-counter market on the NASDAQ National Market

- System under the Symbol CVST. The following table sets forth, for the quarterly fiscal periods Indicatad, the high
mdlawdoslngsa!aspﬂceaforcmmsCmnmonShcklnsmhmarkat.aa reportedhyma Natlanal Assaclation
of Securities Dealers, Inc. )

February 1,2001 thuApii30 ~ § 6188 - § 1547
_ MayfmmJulyﬁ . 725 325
August _1_mm‘0cmna'r 31 . 10.25 4.50
E Novembor{thruJanuary 31,2002 1025~ 52
SCAL 2001 HiGH LOW:
February 1,2000thru Apri 0 © 1500 - . 9.1875
i; May TFIhn.lJuIyS'l - 12.375 800
¥ August 1 theu Octcbarat " 950 - . 3625
:? November 1 Ihrquuarys'I 2001 - 4ers | 082
Covista hes ot paid ar deciared ary cash dividsnds duing the past two flscal years and doea nét
\ anticipate paying any In the I'orasaeable future,

Effective on July 15, 1988, Covzsmmmuwasnhamofcamonsmckmmmecuonmaz-
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RESULTS OF OPERATIONS: 2002

{a) AR pusmmmmmmebeenmmdmmuaamzmnmmmmmggmmm

anmmmandsmmpardlmmm)
Ymmmmm

R S - —T

Notssles - ©$ 5313 §.133230 3 129760 3. 137283 $ 125208
Net (Loss) eamings - < g (11970) $ (8,629 - s (414) $ (3418) $ 1,084
Weighted average -

outstanding (a) _ |

Basic L. v . 10204 7324 . 7,089 © . 8818 . 8213

Dituted . .. 10204 7324 7,069 ‘8,818 8,342
{Losa) eaminga per commen and

cammon aqu!valentaharas . _
‘Basic (Loss) eamings pershare $  (1.17) (1.18) . $ (1.33) 8 05 $ o013
Diluted (Loss) eamings pershare$  (1.17) (1.18) $-(1.39) $ (050) $ o6
Cash dividends per ' X B '

common sham - None None Nene None . * Nena
Addlﬂonato property | v . . o

& equipment $ 6548668 § 3227 $ 3019 $ 4721 $ 3,268
Depreciation and ’ |

amortization $ 45689 S 3,578-. $ 2085 $ 278 $ 2028
FINANGIAL POSITION: . , o
Working Capital $ (132N $ (.734) $ 1222 $ 1261 '$ . 7938°
Property and equipment-net - § 12490 $ 13021 § 133173 14473 '3 12408
' Total assets $ 91267 § 39007 § 45184§ 45892 $ 40245
Long-tamm debt $ 4400y $ 3 $ 8O7S 1568 § 208
Sharehciders’ Equity $ 1860 $ BTIT $ 140078 18442 § 18588

outatandlng (@. . © 10,849 7969 7544 7,608 8,579

®) %mmmmdammwmmahmmmumwmmmmmm 3
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The following discussion Is presented to asaist In assessing the changes In financial condition
performancs of Covista for the fiscal years ended January31,2000(gisca|20{m)andJanuary31foaoo1(F&3
2001) and January 31, 2002 (Fiscal 2002). mmmmmnmmmmmjmmm
financial statements and relatad notes and other detailed information regarding Covista Included alsewhers In this
reportandshouldnotbecomﬁuadtommlymnagemenrsbaﬂefmmemmns.cansaaorh‘endspresentsdwm

+ Necessarlly continue in the future. Cartain Information contained below and elsewhers In this ann
. including Information with respect to Covista's plana and atratg_gy for its business, are orivard-locking ,é';'mm

 Recent Accounting Pronouncements

" Statement of Financial Accounting Standards {SFAS) No. 133, Accounting for Derivative Instruments and
Hedging "Activities, Is effective for all fiscal years beginning after June 15, 2000, SFAS 133, as amended,
estabiishes accounting and reporting standards for derivative instruments, including certain derivativa Instrumerts -
embedded in cther contracts and for hedging activities, Under SFAS 133, certain contracts that were not formedy ~
cansidered derivatives may now meet the definition of a derivative. Covista adopted SFAS 133 affective February

*1,2001. The adoptlon of SFAS 133 did not have a significant impact on the financial pasition, results of cperaticn,

or cash flows of Covista.

h.runaznm.memmmmmmmgmvmdswawmmm
No. 141 ("SFAS 141"), *Business Cambinations." SFAS 141 requires the purchase method of accounting for husiness
combinations initiated after June 30, 2001 and eliminates the pooling-oi-intarests method, Coviata dees net belleve that
the adoption of SFAS 141 will have a significant impact on s financial statements, beyond the cessation of goodwill

: amonizaﬂononfulurebuslrissacomb!naﬂom.Aso!Jammym,zmzwmhmnoGoodwmlaeutdedonﬂaboole.
" In June 2001, the FASB issusd Staterent of Financlal Accounting Standards No. 142 ("SFAS 142"), *Goodwill and

Other Intangible Assets®, which is effective February 1, 2002, SFAS 142 requires, among other things, the
discontinuance of goodwill amortization. In addition, the standard includes provisions for the reclassification of certalny
existing recognized infangibles as goodwill, reassessment of the useful Ives of existing recognized ntanghbles, -
reclassificationt of cartain intangibles out of pravicusly reported goodwill and the identification of reporing units for
pumposes of assessing potential future Impalments of goodwil. SFAS 142 also requires Covista to complate a

* transitional goodwill impainment test six montha from the date of adoption. Covista s currently assessing but has not.yet

detemmined the impact of SFAS 142 on its financial posiien and results of aperations.

In August 2001, the FASB lssied Statoment of Financial Accounting Standards No. 143 ("SFAS 143"), “Accounting for
‘Asset Reftirement Obligations®, whigh is sffective for all flscal years beginning February 1, 2003. SFAS 143 requires
recording the falr value of a lability for an asset retirement obllgation In the pariod in which R Is incursd, and a
comresponding. increase In the carrying value of the related long-lved asset. Cver tims, the llability ia accrated to ts -
present vajue each period, and the capitalized cost I3 depreciated over the .useful ife of the related assat. Upon
setiement of the lakility, R is efther setied for s recarded amourt or a gain or loss upon setfement la recorded.
Covista Is currently assessing but has not yet determined the impact of SFAS 143 on Ita financial position and results of

- In October'2001, the FAS Issued Statement of Financial Accourting Standards No. 144 (SFAS 144", * Accounting
- for the Impairment or Disposal of Long Lived Asssts”, which Is effective February 1, 2002. SFAS 144 replaces the

Statement of Financial Accounting Standards No. 121, for the Impalment of Long Lived Assets and for

" Long-Uved Assats to be Disposed Of'. SFAS 144 requires that assets be measured at the lower of the

canying amount or falr value, less cost to sall, whether inciuded I continting oparations or In discontinued operations.
Covista I curently assessing but has not yet determined the impact of SFAS 144 on Its financial position and resuits of

mmm

£ QPERATIO
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" Revenues

”

Net sales of telecommunications services for the fiscal year ended Jantiary 31, 2002 were approximatsly

- $95,313,000, a decreass of approximately $37,917,000 or 28.5% from the approxdmately $133,230,000 of net
. eales In Flscal 2001, Thecs roventes ware compiised of reiall salus of appraximately $47,424,060 and wholesale

sales of approximately $47,889,000. Covista billed_approximately 1,075,758,000 minutes in Fiscal, 2002 as

----- A L At megn mma % a__ __ Aa snd
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Net retdl sales for Fiacal 2002 were approximaioly $47,424,000, a decrsase of approxmate
$8,063,000, or 11.3% from the -approximately $53,487,000 billed In Fiscal 2001. Retall billed ?ilgutas ly

approximately 618,548,000, an Increass of approximately 18,185,000 minutes or 3%, over the ratajl mim mmz -

approximately 600,381,000 billed in Fiscal 2001. The average price per minute decreased appraximate
the industry continued to experience decreased price per minute of usaga, Covista doe o Y 17.5% as
In pricing will abate in the near futurs. . s

Net whdeaale {carer) sales for Fiscal 2002 ‘wera approximately 547.889.000, a decre
approximatsly $31,854,000 or 39.9% from e approximately 379,743,000 billed in Fiscal 2001, Bﬂimc:
minutss amounted to approximately 457,211,000, a decreass of appraximatsly 197,844,000 minutes or 30.2% from
the billed wholesale minttes of approximately 855,065,000 biiled in Fiscal 2001. The sales mix continued to mave

. **toward higher priced Intemational traffic from the lower priced domestic traffic. Intemational canor traffic decreased

162,049,000 minutes or approximately 29.1% to approximately 396,819,000  minutes. Domestiz minutes.
decreased approximatsly 35,794,000 or approximately 38.8% to approximately 61,592,000 minutes. The average

::ihuolasa!a ‘price per minuts falt 18% due to continuing competition In the Industry, a trend, which Covista bellsves,

will continue, » .

© CostolSalea

mmﬁ«WdMMMa,WonmmmemmmOMQ

Tou CBniérf('NOC' ) expenses, network depreciation, transport expenses, and local and long-distance expenses. Cost
of sales for Fiscal 2002 was approximately $78,478,000, a dacrease of approximately $39,583,000 or 34.1% from

the approximately $118,059,000 of cast of sales In Fiscal 2001, included In cost of sales are direct line cosis,
: ge.charges and the direct costs of Covisia’s switches and NOC. The decrease In cost of sales was primarily
due 1o the decrease in lower margin wholesale velume of approxdimalely $24,401,000; a decreass in technician

salary, wages. and fringe benefits of appraximatsly $48,000; decreased consuling expense of approxmately '

$174,000 an Improvement In ratss cbtained from vendars of approxdmately $15,298,000 ; other net savings In the
NQC and awitches of approximately $123,000; an Increase In depreciation expensa resuilting from upgrades to the
switches of approximately $130,000; an Increase In equipment rental resuiting from a switch salefeaseback

agreement In the amount of approximately $325,000; and the sffect of the acceas charge settiement recorded In -

Fiscal 2001. _ '

Selilng, General and Administrative:.

Saillng. general and administrative (8:. QA& A) expeﬁsas are comprised of sellng and markating costs, and

general and administrative costs. S, G & A expenses for Fiscal 2002 Increased to approximately $30,987,000, an
increass of approximately $4,083,000 or 152% from the approximate $26,903,000 In Fiscal 2001. This increase

was primarily due to increases In salary, wages and benefits due 1o the new residential service and call center -

being established In Tennessee of approximately $412,000; a $570,000 ssvarance accrual established for New
York/New Jersey ataff reductiona taking place In fiscal 2003; an increase in marketing cost related: to new
residantial service of approximatety $177,000; and increase in general office expense of approvimately $272,000;
an increase in' bad debt expense of $2,758,000 due to the write off of a pertion of certain carrler receivables; an

_increase In depreciation and amortization due to amortization of customer Ests (from customer lsts acquired from
Biink Data Corporaticn) of approximately $731,000; and an increasa In travel and entertainment of approximately
$98,000. Thesa increases woro offset by reductions In commiasions due to decrcased sales volume of
approxdmately $497,000; decroases [n selling expense of approximately $80,000; and a decraasa in professicnal
{ees and consuliing of $252,000, . .o

Stock Compensation Expenu : : ) .

h smmmpemanmmummmamm_appmmwsmm.amu
appraximately $258,000, or §5.5%, from the approximately $267,000 charged In Fiscal 2001. The decrease !s due
to a majority of atock grants being fully vested. : . .

Total other Income, net for Fiagal 2002 increased approximately $88,000. The components of other
income and expense ara Intersst expense, Interast Income and other items. interest Income decreased

approvimately $8,000; Interest expense increased approxdmately $137,000; and gains on sales of securilles
.- I'm:raasBci ﬂp.pr E :i &32'000. - v - .:. - .- . ..... .- . o )

4 not foresee that this trend




~ NetLoss

The net loss for Fiscal 2002 of appro:dmataly 311.970.@ rapmeﬁh an Increass in net
approximately $3,340,000 over the net loes of approximately $8,629,000 reported In Fiscal 2001, bmdﬁam‘g
expianations of changes above. . _

I

* * PESULTS OF QPERATIONS
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Net sales of talecommunications services and systems for the fiscal year ended January 31, 2001 were  *
approximately $133,230,000, a.decrease of approximatsly $6,530,000 or 4.7% from- the approximately °
-~ $139,780,000 of net sales In Flacal 2000. These revenues were comprised of rtall sales of approximately  * -
"-$53,487,000 and wholesale sales of approximately $79,743,000. Covista billed .approximatsly 1,255,437,000
. .minutes In- Fiscal 2001 as compared-to appraximately 1,242,942,000 minutes In Fiscal 2000, an Increase of
* 12,485,600 minutes or 1.0%. 3 . - o

Net rotail sales for Fiscal 2001 were approximately $53,487,000, a decrease of appraximately -
- $15,526,000, or 22.5% from the approximately $69,023,000 billed in Fiscal 2000, ‘Retail billad minutes were
approximately 600,381,000, a decrease of approximatsly 80,333,000 minutes or 11.8%, from the retail minutes of
: : appraximately 680,714,000 billed in Fiscal 2000. The average prica per minuie has decréased approximately
i 13.8% as the Industry continues to experience decreased prica per minute.of usage. Covista does not foresee that -
I this trend in pricing will abate In the near future. - ' . " R

o
a
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Net wholesale (carrer) sales for Fiscal 2001 were approdmatsly $79,743,000, an Increasa of
approximately $9,006,000 or 12.7% over the approximately-$70,737,000 billed In Fiscal 2000. Biled whelesals
minutes amounted to approximately 656,055,000, an Increass of approximately 92,828,000 minutes or 18.5% over
tha billed whotesale minutes of appraximately 562,227,000 billed In Fiscal 2000. The safes mix continued to move
. toward higher pricad International traffic from the lower pricad domestic traffic. International carrier traffic Increased

177,978,000 minutes or appraxdmataly 46.9% to approxdmeately 557,669,000 minutes. Domestic minutes decréased
. appreximately 86,149,000 or approximately 46.6% o approximatsly §7,387,000 minutes. The average wholesala
price per minute feil 4.1% due to continuing competition in the Industry, a trend, which Covista beileves, will

continue,
1 , Cost of Sales _ .
m . . . Cost of sales consists of awasa fees, fine Installafion expenses, switch enq:anses, NOC expenses,’

k> SN networlk depreciation, transport expenses, and local and long-distance expenses. Cost of sales for Flscal 2001 was

k S . &ppraximately $116,059,000, an Increase of approdmately $3,265,000 or 2.9% over the appoxmately

' . $112,794,000 of cost of sales In Fiscal 2000. Included in cost of sales are direct Ine costs, usage charges end the
dlirect costs of Covista's switches and NOC. The increase in cost of sales was primarily dus to the Increass In lower

" .margin wholesale volume of approximately $10,319,000; incroases in salary, wages and fringe benefils of’
approxmately $881,000; Increasad consulting expanse of appraximately $178,000, and an Increasa in depreciation
expense resulting from upgrades Yo tha swilches of approdmately $239,000. This was cffset by the reduced
volume of retail traific amounting to approximately $5,297,000; an Improvement In cost rates chtained from vendors
of approximately $2,924,000 and other net savings In the NOC and switches of approximately $131,000.

‘ .- . : N 0
_ " In the second quaster of the fiscal yeer ended January 31, 2001, Covista received 4 cash payment of -
$1,264,483 from cartain Bell Companies In ssitfement of a class action suR, to which Covista 'was a party, filed In 1992
relating to alleged overcharges by those companies. The settiement concluded the class action with the Bell

Cormpanies. Cavista's portion of the settiemert was not dstermined until the second quanar cf the fiscal year. The cash
mmmmMmammmm”ammﬂdeGwmaammquansrendedduiyah

Selling, General and Administrative: ——

.- Seiling, general and administrailve (S, G&A) expenses are comprised of selling and marksting costs, and’ -
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procassing services resuiting from bringing the billing system In house of approximately $165,000; a decreass In
salaries, fringe benefits and taxes of approximately $311,000; a reduction of meals and entertainment expense of
approximately $63,000; a reduction of legal fess of appraximately $185,000; a reduction of sellng expense of
approximately $191,000, and other net savings of ‘approximately $256,000. These decreases warn offsqt by
additions to the bad debt provision, due to tha failure of certain wholesala accourts, of approximately $1,272,000:
Increased spending for general offica of approxmately $302,000; an increase-in recruiting and training. for new
sales empioyees of approximately $180,000; and an increase In depreciation expense en new ISP equipment of
approximatsly $332,000. : ' ' ' :

Restructuring Expense e e .

. . In Fiscal 2000, approximately $319,000 of a prior accrual for restructuring expenses was reversed e
: mmmmm&mwmoﬁmmmmmm;amammmﬁ

’ ' for fringe benefits and an spproximatsly $202,000 reduction In the accrual on the Fort Lauderdala laase, due 1o -
revisiona In tha lease. There wera no charges to restruciuring expense in Fiscal 2001; howsver, Covista settled, for .-
approxdmately $12,000, the balance on the leasa in Fart Lauderdale, Florida, which wes charged ageinst sccrued
restructuring costs. - . - C _ T

' ‘Stock Compensation Expenss

Stock compensation eménsea_hr Flacal 2001 Increased to appraximately $287,000, en Increass of
. epproximately $63,000, or 30.9%, from the approximately $204,000 charged in Fiscal 2000. The increase Is due to
having fewer cancellations of certain restricted stock grants to emplayees in the current year over the prior year.

Other Compensation

. On September 21, 1999, Covista antered inta an agreement with Waren Feldman, the then Chalmhan of the
Board of Directors and a shareholder of Covista. As part of this agreement, a lump sum payment in the then amount of
$500,000 was made to Mr. Feldman in setiement of his employment agreement. Covista paid $650,000 and Mr. Wait
Andarsaon, a major sharehatder, pald $250,000. Mr. Feldman’s Employment Agraemant was 1 have been in effect until

~ December 31, 2001, Covista expensed $900,000 In Fiscal 2000 with $250,000 being accounted for as a capital

Simultanecusly, Revision {LC and Mr. Walt Anderscn ("Revislor/Anderson™ and Covista entered into Put

Cption agreements withh Warmren Feldman, Sol Feldman (the Feidmans™ and Leon Genet, ("Genet’) a director of

Covista, These Put Option agreements allowed the Feldmans and Genet tha right to sell their sherea of Cauista to

Revision/Andarson at a price of $16.00 per share and obiigatad Revislon/Anderson to purchase the shares during an

exercise period beginning en Decamber 11, 1999 and ending on February 10,2000, Revislon/Anderson purchased the

shares undar the put opticn egreements pricr to the expitation, with the axception of 100,778 shares still held by the

Feldmans, Covista had na obligation to purchase any shares from the Feldmans or Genet. The closing market price of

Covista's shares on September 21, 1999, the data of the agreements, was $12.25, and the total number of shares

covered by the agraements was 1,208,137, Using a hinorial vatuation rodal with an interest rate of 5% and a volatility

rate of 50%, the fair valus of the Put Option agreements was determined to ba $4.03 per shara or $4,870,554. Covista
accéunted for this nof-cash transaction aa a charge to expense and a credit to paid-in capital during Fiscal 2600. -

-

Other Incoma and Expense -

Total 6ther Income and expense for Fiscal 2001 Increased aﬁpm:dmately $135,000. The components of
other Income and expense ars Intarest axpense, Interast income and othar items. Interest Income increased
approximatsly $52,000; Interest expensa decreased approximately -$42,000; and . approximatsly $41,000 In

jh _ . Insurance claims were recsived. . :
! ., . Net Losa

L3

The net loss for Fiscal 2001 of approximately $8,629,000 represents a decrease In net losa of-
approximately $785,000 from the net loss of approxmately $9,414,000 reported In Fiacal 2000, hased on the
explanation of changes above. : .
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' . Cash Flow Statement

.
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approximately $912,000; and an Increase In accrued fabiliies of approximatsly $1,600,000. Also affecting worldng

capital were an Increase In notea receivehis of approximately $500,000 from Capsule Communications Inc.; a reduction
mmmmammmmammmmmmdmm
&13,000;mdadecmasahmntpomonoﬂonglnmdebtot,m‘l.OOB.ThewrrammﬂoafO.Sto1,decreﬂsadfrnm
the 0.8 to 1 ratio at the end of Fiscal 2001. . A '

. OnFehmary21.2002.covhiaammmdmathehmalym.mméomﬂdehadappwm
private sale of additional Common Stock of up to $12,600,000. The investment will include a cash Infusion of

- $4,800,000; coritribution .of $3,300,000 of fixed asssts for debt or Common Stock and the conversion of all existing

long-term debt for debt or Commen Stock to Common Stock at tha rate of $5.00 per share, which was the clusing price
for the Common Stock on this date authorized by the Board. The commitment for funding for the investment and the
canversion of the indebtedness Is anticipated o come primarily from the-curment Chaimmen of Covista's Board or his
designes’s and is subject to sharehoider's approval at the next Annual Meeting, or a special meeting of Shareholders to
be convened for such pumposa. As of May 14, 2002, $2,600,000 of cash was received from the Chairman of Covista’s
Board in exchange for deist. -Finally, the company Is planning to obtain a line of credit from a banic. if such line of credit

Is not cbtained, the Chairman of the Board has commiited to loaning $2 million to the Company through at ledst the -
 second quarter of fiscal 2004, ' ‘ . T

J

The cash flow statement of Covista for Flscal 2002 indicated a decrease In cash and cash equivalents of *
approximately $1,313,000. Non-cash adjustments (depreclation, amortization, reserva for bad dsbt, non-cash
compensation expanse, and gain on Investments,) of approximately $9,697,000 and net changes in assets and
Rabiliies of approximately $1,690,000 added back to the net loss of approximately $11,970,000 resuited In net

-cash used by operations of approximataly $3,963,000. Cash used In investing activities amounted to approximataly

$7,477,000, of which approximatsly $5,465,000 were used for the purchase of capital additions and appraximately
$58,000 was used for the purchase of addiional circuits to bulld out the network, the proceeds from  sale
Investments of approximately $116,000, a note frorn Capsule Communications, a related party, of $500,000 and
payment for prepaid network capacity of $4,000,000. These additions were partially ofiset by proceeds from and

the sale of fixed assets of approxdmately $2,338,000. The cash used in financing activities of approximately

$10,128,000 consisted primarily of the repayment of bank berrowings of appreximately $616,000, offset by cash
recaivad from the exercise of stock options of approxdmately $43,600, proceeds from the Issuance of Common
Stock of $8,300,000, a note payable to a related party of $4,400,000, o : T
Accounts Receivable ' '

Tha Company has entered Into offset arangements with cettain cl.lstol.ners, who are also vendors,
allowing for the abllity to offset payable balances against the Company's receivable balances. )

The retail segment of Covista experlencs an éppro:dmata accounts receivable tumover of 53 days;. while
the wholesale segment has an accounts recaivable tumover of 84 days. . t

. CCoU OLIC

HRevenua Recognition - ] . ,

The Company's revenues, net of sales discounts, are recognized In the period In which the service is
provided, based en the number of minutes of telecommunications traffic canled, and a rate per minute. Access and
omeraendcefee_sdlargedmmnms.typlcaﬂymonmmamraqunlzedmmspedndmwhlchsewbahpmvldad.
Defarred Line Instailation Costs |

Defatred line Installation costa are costs Incurred by the Cavista for new facilities and costs Incurred for
connections from within the Covisia’s network to the network of other telecomimunication suppliers {such aa

Verizon, MFS, GTE and cther camrers). Amortization of these lIne instailation costs is provided using the straight-

s methed over the contract life of theines ranging from thres o five years: -~~~ - woee e -1 o
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, Valus of the asset, the difference will be charged t the results of operations in the period that ihe Impaimment opcgare
Mmmmmwammdmmmmmmbhmhmdmm.mdu
fang-lived assets, thera does not appeer to be an impaliment aa of January 31, 2002. o

CAPITAL EXPENDITURES

" Capital expendiures for Fiscal 2002 totaled approximately $5,465,000, and were financed from funds

provided from-Covista's working capital, sale and lease back of two switches, and a private sale of equity and a

‘oan. The capital expenditures were used for the addition of the IP network of approximately $168,000; upgrades

. 1o Covista’s switches.and swilch sites of approximately $4,439,000; software and hardware upgrades to Covista's

computer network, of approximately $304,000; and fumiture, Mdures and equipment for new sales offices of
approximately $511,000, and other fumiture and fixtures of $43,000, : :

, * Capital expendhures for Fiscal 2003 are estimated at appm:&mataly $5,000,000 and are axpactad to be
financed from funds provided from cperations, and a cash Infusion of $4,800,000 from a related party of Govista. °

Inflation -

"

Sinca Inflation: has slowed In recent years, Covista does not helleva that Its business has been materially
affected by the relatively modest rate of price Increases in the economy. However, pressures in the Industry to
- Teduce prices, which have Impacted Covista in the past, are expected to continue. Also the telecommunications
Industry has recently experienced the feilura of several businesses, some of which are Covista’s wholesala
customer and suppilers. These failurés not only have affected Covista's FY 2002 results, but may Impact future
resuits. Covista continues to seek improvements in operaticns and sfficency through capital expenditures.
Expenditures to improve the signaling systeni, information systema and the local area network are expected to
result In operating costs savings, which could partially offset any future cost Increases. _ . :

ENVIRONMENTAL MATTERS |

Covista la ot a party to any legal proceedings or the subject of any claim regarding’ environmental
mattera generaily incidental to ita businesa. in.the opinion of Management, compliancae with. the present
enviranmental protection laws should not have a material adverse effect upon the financlal condtion of Cavista

"EM?A. Juantitative ang Cluaita

Market risk reprasents the risk of changes In value of a financial Instrument, derivative or non-derivative,
caused by fluctuatiors in Intarest rates, forelgn exchange rates and equity prices. Coviata's cash and invastments
~axcsed long-term debt; ‘therefore, the exposurs to interest rate risk relates primarily to the merketable securilles
held by Covista. Caovista only Invests in instruments with high credit quallly where a secondary market exists.
Coviata does not hofd any derivatives related to s Interest rate exposure, Covista also maintains long-term debt at
fixed rates. Dus to the nature and amounts of Covista’s note payable, an immediate 10% change In Interest rates
would not have a material effect in Covista's resulis of eperations over the next fiscal year. Covista's exqposura to
" adverse changes in foraign exchange rates ls also Immaterial to tie cansolidated statements as a whole.
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The directors and officera of Covista are as follows:

. Henry G.Luken ! p a0 Clminnanofmeaoa:d A Y
A. John Lasch, Jr. - 38 - Direcior, President, cmefsmuve Officar ‘
Kavin Alward Y Ghiat Operating Officer and Director
Jay J. Miler &8  Diector '

. Nicholas Merrick a8 Direstor
Wait Anderson . 48 Director

" Laon Genet 70 Dlret.:t-r:r

 DonaldJones S 6 Director ‘

Thomas P, Guﬁning ' 84 Treasurer, Secretary and Chief Financial Officer

Covista's directors all serve for ane year terms and untit iheir succeasors are algctad and quaiﬂ‘y Officers serve at
the pleasura of the Board of Diractors, - ]

- Henry G. Lukan, it waa olected aDlmcturofcovlataln Febn.laty 1999 and Chalrman of the Board In
February, 2001, Currently, he Is President of Mont Lake Properties, inc., a real estate deveiopment firm;a director
of Equity Broadcasting Cuorp., a TV natwork; a director of ACNTV, a home shopping company sslling through TV; -
Managing Agent of Henry [V LLC, an alrcralt sales company. A co-founder of Telco Commurications Group lnc..
he served as Chief Exacutiva Officer and. Treasurer from July, 1693-to April, 1986, and Chaimrman from July, 1993
to October, 1997.  Mr. Luken has also sarved as Chaiman of Tel-Labs, !nc., a telecommunications billing firm - -
('l'al-Labs') gince 1991, and as Chalman of Telco Dmlopmeru Group, Inc,, a computer aystams fim owned by
Mr. Lukan,s!nce 1987 boﬁofwhlehentmaahafotmded.

WaﬂAndemonwaaelectadaDlracbrofCavlatahFehmary 1999, andaaChalnnancfﬂ:edeln

. Novermber , 1998, Ha stepped down as Ctisinman in Februaty, 2001, He has been Manager of Fevision LLC from

June 1998 tn tha present; President and Chairman of Entree Intemational Lid. (Findncial Cansulting: Services) from
July, 1997 ta the present; Chalman of Capsule Communications, Inc, as of April 2001, Chalman of Teleport UK
Lid. (Satellite Communications) from May, 1998 to the present; Chaimnarrof Eapirit Telaeom Group ple. (Telecom
Services) from Qctober, 1992 to Novembar, 1998 and Presidant and Chairman, Mid Atlantic Telecem (Telacom
Sarvices), from May, 1984 to Decambaer, 1993, Mr. Anderson’la also a director cf American Technolegy. Labs
(Network Equipment) and Aquadua Holdings Lid. (Water Tranaport Systems),

Leoneenethaasemdaaamractnrsmammher.mse. For more than the past five years, hehaabeena
pariner n Genet Realty, a commercial and industrial real estate brokerage firm. He serves as a member of the National
Commerca and Industry Beard for ihe State of lsrzel Bonds Crganization and Is a sharehclder, director and officer of
LPJCommunloaﬂons.Inc.,whlchhaseamedcommisslonahomCovbtaonmaaamebaslsasumarhdependemsﬂes :
representatives. See “Cartain Relationships and HelahadTmnsacﬂona’.

= v B 'nhnl.emh Jn waaappohtedﬂmu.antar.dC‘“Em-u\.'ecfﬂcermd&Bmdordcmmmymw—--

" 18,2000. He had bsen Senior Vice President of Sales at BTI Telecomm, Inc., from December, 1985 1o May, 2000;
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‘hat, Mr. Laach was Vice PmldemdAgm&whasalB‘nTebcomﬂLMDecamher.wﬂsmm 1996, F!egionaj

Sales Manager of Mobilecomm (aBeﬂSoMCompany)WhamhaataﬁedmaalesandmamaHggmm]
Menager posin May, 1885 to December, 1925 Sales

JayJ Mllar.Esq hmsemdasamaemrsﬁm‘lm Halmbeenapmgmmgy
yaamtnNwYo:k.HetschdmndmaBomddAmTthPacﬂcudnaNewZealmdmdmmmgeag
also a director of Technology Insuranca Campany, Inz., & providar of varlous insurance products o tha technology
industry, and certali. of iis affllates. Mr. Mnlerhaspetfonnedhgdmaonhehaﬂofcm See “Carain
Relaﬂon&l;:aandﬁelatadﬁansmﬂom.

ThomaaP Gunnlngwaaappohted\ncaPresldant,SecrataryITmasumrofcovlatahMaywss.Hewas -

appointad Chief Financial Officer in September, 1984 and served In that capacily until May 0f 1999, He was again
appointed Chief Financial Officer in May of 2000, He was appcinted Secretary of Covista In January of 1995, He
has served as Controller of Covista sinca Septamber, 1992. He [s a Certifiad Public Accountsnt ficansad by the
States of New York and New Jersey. From 1989 untll joining Covista, Mr, Gunning was the Senior Audit Manager
at Rosenberg Selsman & Company, aearﬂﬁedpubllcmounhgﬂrm. From 1978 to 1989, he was Chief Financial
Officer of Flyfalre, Incorporated, a travel wholesala operator. Prior to such time, Mr. Gunnlng held various positions

o hhompubncandpdvatemmﬂngﬂm

_ " Donald Jones recently rstived frem his position as Senlor Vica President for Chapter Servicas of the -
American Rad Cross, for which he workad sinca 1991. Prior to Joining the Rad Cress, Mr. Jones was Deputy =~
- Aassistant Secretary of Defense for Military Manpower and Persannel Palicy. Mr, Jonea served in tha Unitad States
Ammy for over 35 years and retlrad !n 1991 ‘with the palmanent rank of Lieutenant General. :

. Ntcholaa Merdck eurranﬂy servas as President of Mt Vamon Inveshnenta, u.c an lnvestment company,
which he haa served as President since January 2002. Mr. Merrick served as Sanlor Vica President and Chief
Financial Officar of Telergy, Inc., a high-speed fiber optic communications network company, from May, 2000 to
July, 2001, Telergy filed for reorganization under the bankruptcy laws in Octaber 2001 and Is currently in the

process of liquidation: Prior to joining Telergy, Mr, Menick was Chlef Executive Officer of Up2 Tachnalogles, Ine. -

and Executive Vice President of Excel Communications, each of which is a subsidiary of Teleglobe, Inc. (glcbal
communications, e-business servicas), from 1598 until 2000, From 1996 to 1997, he was Vice President and Chiet
Financlal Ofﬂcer of Telco Communications Qroup, Inc., and from 1985 to 1896, he was Vica Fresident of Carporate
Financa at the Flob!nson-Hmnphray Company. Inc. and Managing Director of R-H Capita] Partnars. :

Kavin A Alward was appolntad Chlaf Opemting Ofﬂeeruf Covista on March 29, 2001 and was elscted a
director of Covista on July 17, 2001. He had praviously served TotalTel USA as Prealdem and Chief Qperating
Officer from 1994 to 1598, when he left the company 1o become Prasident of North Amerlca for Destia’
Communications, Ine. (formerly known as Econophone, Inc.) and its successor bymerger, Viatel, Ing. In April 2000,
he co-founded Blink Data Corp., a elecommunications and data services provider hsadquanerad in northemn New

. Jersay wharahawasPrastdentandGhlafExacuﬂveOﬁcerunﬂl his return to Covista,

Boanld_l!lmctou e

cmusBoardokaecmﬂmnuymthofeiginpemm,malwhomaremmhamof
managementandsb:ofwhmnaranon—managmmmla. Dudngmeﬂmlyearendad.lanualym 2002.tha
Boaﬂhe!dtmmeeﬂngs.eachdwhhhwasaﬂendadbyso%dmedlmmmensem

WswdDMmmmmmamnmmmmeraammmg
Committee or a commiltee performing a similar function. The Audit Committee cumently consists of three non-
management directors, Masars, Nicholas Memrick, Denald Jenes and Leon Genet. The Commitiee raviews, analyzea:
and may maka. recornmendations to the Board of Diraciors with respect fo Covista's financial staternents and contrals,
The Commiltee has met and intends io meet from ime to time with Covista's independent public accountants to monitoe
their activitles. The Compensation Commiltee consists of Messrs. Henry Luken and Jay ). Miller and a charged with
. ra\nawlngandmmmmndlngﬁtacompemaﬂmmdbaneﬁhpayablebmvhta'ssen!ormm Mr. Leach Is an
ex-officle member of both the Compensation andAudtCommﬂtass.
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ITEM 11,

The

Executive Comnensation -

hmgwhmmmmmmmmmmmmmmw , 2002
2001..and 2000 to s Chie? Exacutive Officer and o each exacutive cfficer of Covista or mnpaﬂomﬁr?;amnﬂ-'

funcions whose aggregate remuneration exceedsd $100,000, chnhgcmtasﬂswyear ddmmy31,2oo1 (the

c)
@
)

©) .

'TbamoMshomMComhsmﬁibuﬁmmd&hs@l(K)DefmedCumpcmmmd

agreement

'I'hamnumahcwnmclnd&&j0.000inbomsdmtnMr LanhﬁomosmmOmMOIOIbutmtpmd
until FY 2002.

RcurcmmSavmgsleofSS.?.‘SO. '

" “Named Executives™.
Summary(:omp'enuﬂnn Table

. Namand  ° Fiacal Year' - S A Other Coxpensaifon .

. Principal . Euded Amppsl Compensation * Azmmal " Awards ANOther
Joln Leach 2002 - 3300000 $400000¢) $- O . -3 52504
President and " 2001 . - S210000 § O $ o ' $15,346 (5)
Officer (2) . -
ThémasP. | -200 $133000 - S15060 S O su
Gunning - 2001 $47360 $§ ¢ 3 O i sn%g
VicePresident, 2000 $140,000 3 0 3 0 - $1,179 8

_ and Secretary -

KsvivAlvad 202 - $ZSST7 SIAT S O S s 3serm)

Officer . - ' ' ' '

(1) SesOption Grant Tabls below.

@ " M Leach jined Covista o May 18, 2000. S par () for a discussion of My. Leach’s employment

mmoumxhownreprsmmmvisnsmntﬁbmmnsml{x)nefm&mpmmmd

Retirement Savings Planof$346md$l£,000 in retmbursement for certain relocation expenses.

mmmmommmmsmmmmmmmnmcmmm
Retirement Savings Plan of $4,505; Commmpmyummmofm.?ao;andcmstaammaju

. med:calbemﬁto,fm

Ihmmmmm&mamnﬁhﬁmw&wlmbmwm

: wmmaumwmwmmdacmsmwwmmm

®

®

MSOOforumhfeinsmmeprmms.

'mmm“mmmm;mmmmmmnmcwmd

Retirement Savings Plan of $4,200, $2,179 fnﬂhemadfaCompmy 8 vehidefornnn-bmmmpmposm and

Mmforwmhfcmnmptmm

Themomﬂsbownrepmm&Cmﬂsmmibuﬁmnnd&:BMI(K)De&deompmaﬁonmd
RcﬁrcmmnSamgsPlanofsa.SﬁT
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In Ogtober, 1986, adoptad fts 1998 Stock Option Plan and In February, 2000,adopted s 1999

Incentive' Plan, and in Febnuary, 2002 adopted fts 2001 Equily Incentive Plan (the “Optlon Plans™. The Opﬂon}

Plans provids that cartain optians granted theraunder are Intanded to qualify as “Incentive stock options® within the

. meaning of Section 422A of the United States Intemal Revenue Cede, while non-quafified optiona may also be

granted under the Option Plana. incantiva stock options may be granted only to employees of Covista, while non-
quallfiad cptions may be granted to non-executive directors, consultants and others as well as employees, -

. TheOpﬂcnPhnamaybemﬁmmbymcmmémummmmmaequMdDlmm:s.
- Cavista has reserved 600,000 shares of Comman Steck under the 1996 Opton Plan and 760,000 shares of
Common Stock under its 1999 Equity Incentive Plan, and $00,000 under its 2001 Equiy Incentive Plan for.

Issuance to employees, officers, directors and consultants of Covista.

No option may be transferred by an opticnee other than by will or the laws of descant and distribution, and
during the [fetime of an optiones, an option may be exercised only by him. In the event of termination of
amploymant other than hy death ar disability, tha optionee will have one month (subject %o axtension nat 1o excead
an additional two months) after such termination during which he may exercise his option. Upeon termination of
empioyment of an cpticnes by reason of death or permansnt total disability, his option remaina exercisabls for one

*  yearthersafterto the extent it was exarcisabie on the das of such termination. No similar imitation applles to non-
+»quailfled optiona. - i y . . :

Options under the Option Plans'must be granted within 10 years from the effective.data of the respactive
Option Plan. Incentive stock options granted under the Option Plana cannct be exercised later than 10 years from
the dats of grant. Options granted under the Cpticn Plans parmit payment of the exarcise price In cash or by
delivery o Caovista of sharas of Camman Stack already cwned by the eptionee having a fair market value equal to

tha exarcise price of the options being exercised, or by a combination of such methods of payment. Therefore, an . -
optionee may be able to tendar shares of Common Stock to purchase additional shares of Common Steck and may .

thearetically exercise all of his stock options with no additional Investment other than his original shares.

. Any option which expires unexercised or that terminatea upon an employee's ceasing to be employed by

Covista become available again for issuance under the Option Plans. .

For further Information related to stock option plans, referto tem 3 in tha Nates to the Canselidated
.Financial Statements. .
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Potentfal

Value At Assumed
. Batesof Stock
Nomber of Secnrittes sot-roulonﬂmmh : ' mgﬂmm
I Underlying Optians/ . Granted to Enrployeesin Exercise  RExpiration
AJchmlesch . . 288000¢1) - - - - 185% - $200  Feb 1,2006 5124132 '
. . rrEavimAlwad - . 240,000 : 16.1% .o+ 5200 Mar302006 $107.753 ﬁgﬁ}ﬁ_
'Thomas P, Gunning -~ . 25,000 - 13% 52006 Peb [,2006 SI0TIS  $2:320s8

"(1) Stockopuongranmdundcﬁzcw%swck()pﬂqnmm thmgxns:xeqnalwm—ammliustanm:nn,
. eommenmngsixmonthafmmthedateofymt. . ' A ,

Thfonowmgmblcmfmhmfmmaﬂmmmnguchmofamckopuondmmg Covims
'ﬁscalyenrmded]anuaryn 2002 y each of the Named Executives, andthenmnlmandvalneofmmsed
ophonsgranledbyCov:stnheldbyeach ofthoNamedExecnnmonIanum'yBI 2002

" Aggregated Option Exercises In Last Fiscal Year -

And Fiscal Year-End Option Values
Number of Secnritfes Value of Unexerdised
. Undexlying Utiexercised In-the
. . Shares Acquired opummnmvmm o umu?;giw
Name _ ﬂm mmm Exexciable/Onexercisable Exercisable/ Unexeveiyable

Thomas P, Guaning -16,500 §111,283 18.590/13.500 © . $110,159/8110,159

. . ) ' .

. Formaﬂscalyearsndeddanuatym zaoz.aanhdlmcwrwhowaanotanemployeecfwm\wa
entitled 1o receiva a director’s fee ot $15,000 per year, and to be reimbursad for out-ol-pocket expenses Incurred In
connection with anandance at meeﬂngs. Hwevar. Meaara. Anderson and Luken walved the right ta recelve such

. AaCovlslaaGMafEmuulvaOiﬂw Mr, ummammmwmmmcm

- effecilve as of May 18, 2000, pursuant to which Mr. Leach was paid base salary atihe rate of $300,000 per annum

during fiscal 2001. Pursuant to this agreement, Me. Leach was giso entitled to recalve a signing benus n the
amount of $25,000 to cover relocation and other expenses, but to date Mr. Leach.has been pald only $15,000 of
thia amount. Mr. Leach Is also entitled to recelve an annual bonus Inn an ameunt not to exceed 100 percent of hia
then offective base salary, based upon Mr, Leach's attainment of annual revenus and aamings targets as well as
management goals set by thie Board of Directors, Mr, Leach was guaranteed a minimum bonus payment of.
3150000 during the first year of this agreement.

In connection with his appaintment as Chief Executive Officer of Covista, Mr. Leach was granted an opt!on
under Covista's 1996 Stock Option Plan to purchase 288,000 sharas of Covista Common Stock. The oplion

-+ grasded to-Wir. Leachmssdxeddadwwﬁwapaﬁodcfﬂmamhshaqudmnudmﬁmn i3, the -~
~ first of which commenced on November 18, 2000, The exarcise price for thaopﬂmwassu.zsandwaabasadon
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calculated based on the average closing price of the Covista Comemon Stock for the 40 trading days pricr to May
18, 2001. In lleu of adjusting the exercise price of Mr. Leach's options in the manner provided In hia empioyment .
agreement, on February 1, 2001 Covista granted to Mr. Leach an option to purchase 288,000 shares of Covista
Common Stock, vesting over a perod of thrae years, In six equal semi-annual instailments, the first of which
commenced on August 1, 2001. The exarciae prics for the option is $2.00 per share and Is based an the fair market
value of the Covista Common Stock on the date of grant. The opticn axpires after a term of tan years,

In the event of a *change of control” of Covista, as defined In his employment agreemant, Mr. Leach's

: * stock eption, and similar benefits,  any, shall be deemad 1 vest In fuil an the eftective dats of such changs of-

*

’ .

control, Fursuant to the agreement, a "change of control® shall be deamed to aceur If: (T) any "person® or *group”
(as such terms are used In Sections 3, 3(a), 9 and 13(d) of the Sacurities Exchange Act of 1934, a3 amanded (the

“*Act")) ather than Walt Anderscn, Revision LLC or any of thelr respective affilates becames a bensficial owner (as

such tam Is used in the rules promuigated under the Act), directly or indlrectly, of securities of Covista reprasenting
50 percent or more of the combined voting pewer of Covista's then outstanding securittes; {ii) a ¢hange In "controi®
of Cavista {as such term |s defined in Rule 12b-2) shall have occurrad; (iif) the majority of the Beard of Directors, as
such entire Board of Directors waa composed as of May 18, 2000, na longer serve aa directors of Cavista, excapt
that thera shall not be counted toward such majorfly who no longer serve as directora Mr. Leach or any director
who ceasad to serve éither prior to the date of the changs in control, for any reason, or at any, other time dus 1o
voluntary resignation (ciher than In connection with an event described in {iv) or (v) below), dasth, disability or -
termination for cause; (lv) the steckholders of Covista approve a plan of complete liquidaticn of Covista or an-

agreement-for the sale or dispesition by Covista of all or substantially all of Covista's assats; or {v) the stockholders

of Cavista approve a merger or consoildation of Covista any ather campany, other than a merger or ~ )

., consadlidation which would resuit in the combined voting p of Covista's voting securities outs

Immediately prior therato continuing to represent (sither by remalning outstanding or by being corverted inte voting

- securities of the surviving antity) more than 50 percent of the combined voting pewer of the voting securities of

Covista or such surviving entity cutstanding immediately after stich menger or consclldation; provided, however,

~ that no change In centrol shail be deemed to have cccurred in any plan of liquidation, sale of assets, margeror

conaoildation provided in (v) and (v) above is not consummated, In addition, any transaction Invalving a leveraged
buyout or ather acquisition of Covista which would otharwisae constitute a changs in contrel, in which Mr. Leach

participates In the surviving or successor entity (ather than salely as an employea or consultart) will not constitute '

a change in control,

As Covista's Chief Qperating Officer, Mr. Alward has a two-year employmaent agreamert effective as of
March 29, 2001, pursuant to which Mr, Alward Is paid an annual base salary of $250,000. Pursuant to this - }
agreement, Mr, Alward racaived a signing bonus in the amount of $24,000. My, Alward Is also entitied to receive
an annual honus in an amount not to exceed 100 percant of his then effective base salary, based upon Covista's
aftainment of annual revenue and eamings targets as well na management goals set by the Board of Directars, Mr.
Alward's agreement provides that he shall receive the same percentage bonus as Mr, Leach. Mr. Alward la

guaranteed a minimum bonus payment of $125,000 for each year of this agresmant.

) In connectlon with his appeintmant as Chief Operating Cfficer of Covista, Mr. Alward waa granted an
opticn under Covista's 2001 Equity Incentive Plan to purchase 250,000 shares of Covista Cormmen Stock. The
option granted to Mr, Alward vesis avar a perled of flve years, in ten equal semi-annual installments, the first of
which commenced on September 29, 2001, The exercise price for the opticn Is $2.00. '

In the event of a “change of controi® of Covista, as defined In his amployment agreement, Mr, Alward's
slock option, and similar benefits, it any, shail be deemed to vest In full on the effective date of such changs of

. control. Mr. Alward's employment agreemaent defines "change of ¢ontrol® in the same manner as Mr_. Leach's

employment agreemert, as describad abave. . -
Compensation Committee Interlocks and Insider Participation X

Jay J. Mitter, a director of Covista, provided varlous legal services for Covista during fiscal 2002, In fiscal
2002, Covista paid $144,574 to Mr. Miller for services renderod and accrued during fiscal 2002. As of February 22,
2002, Covista had Inveices payable'tn Mr. Miller totaling $179,318. Coviata befieves that Mr. Miller's fees wers
reasonable for the services performed and were no less favorable to Covista than could have been obtained from

an unrelated third party.




.-ThefollowingmpondmmmepoﬂdespmammWhMWHmansaﬂmwaspaldbmcuﬂwm. : ;

* of Covista for performance durpgmeﬂwalyearendedJanuaryatzooa

Compensation Philosophy and Approach. Generally, Covista seeks to attract, rata!n and motivate its exau‘ ttive
officars through a combination of base salary, ncentlive awards based upon Individual performanca and stock
option awards under The Covista Communications, Inc. 2001 Equity Incentive Flan and otherwisa. The Board of

Directors belleves that a substantial portion of the aggregate annual compensation of each executive officer should

be Influenced by the performance of Covista and the individual contribution of the executive cfficer.

' . Base Salarlas, The Board of Directors bellaves that tha base-salarfes of Covista's exacutive cficers for
fiacal 2001 were generally below those for ather comparable positions within the telecommunications sarvics. .
Industry and similar Induatries. However, Covista placea significant emphasis on incantive awards and stock option
grants as a means of motivating and rewarding its managament. The Board of Directors belleves that this stratagy
provides opttmal Incentives for management to create long-term stockholder value, ° L _

Incentive Compensation Payments. In addition to base pay, some ot Cavista's senior exacttives ;
{including Rs Chiet Exacutive Officer) are eligible to recaive benuses and stock option awards. Bonusses and stock
opticns may be awarded, basad upon the individual performance of each executive officar at the sole discretion of
the Board of Directors. During the Fiscal Year 2002 John Loach recalved a cash bonus of $400,000 of which -
$250,000 was payable to Mr, Leach for the parfod May 1, 2000 to April 30, 2001 but not paid unt! FY 2002; Kavin
Alward recsived a bonus of $104,167; and Thomas Gunning recsived a bonus of $15,000. Stock option grants _
made to the Named Executive Officers during fiscal 2002 are described In "Optlon/SAR.Grants In Last Fiscal Year ™"

Compensation of the Chlet Executiva Officer. The compansation policles applicable to Coviata’s Chief
Exacutive Officer are similar to those applicable to Covista's other executive officars. Mr. Leach has a three-year
employment agreemant with Covista effective as of May 18, 2000, pursuant to which Mr. Leach was paid basa

-salary at the rate of $300,000 per annum during fiscal 2001. Pursuant to this agraement, Mr. Leach was also. .

. entitfed to receive a signing bonus in the amount of $25,000 ta caver relocation and other expenses, but to date Mr.
Leach has been paid only 515,000 of this amount. Mr. Leach la also entitled to receivae an annuai bonus in an
amount not to exceed 100 percent of his then effectiva hase salary, based upon Mr. Leach’s attainment of annual
revenue and eaming targets, as well as management goals set by the Board of Directars. Mr. Leach was '
guaranteed a minimum bonus payment of $150,000 during the first year of this agreement.
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MEM12.

Security Ownership of Certain Beneﬂc!al oivners. The fullowing table sets forth the baneﬂc!al .
ownership of Covista's Common Stock as of April 30, 2002 by each persen or group known by Covista
to be the beneficial owner of five percent or more of the outstanding sharss of Covista Common Stock.
Unless otherwise indicated, each such person (alone or with family: memﬁers) has sole voting and

_ dispositive pawerwith respect to the shares listed opposﬁe such person's name.

Mameand Address © - . . Almmuandm:nof of

Of Boneficlal Qwner . ot = Beneficial Ownership(1) e«m(z)
Kevin A, Abard - .. . o  1,285.779(9) 9.9%
182 Powell Road - . '
Allendale, NJO7401 .
Walt Andersen : - 2,023, 125(4) ) e
* 2000 L Street, NW., $202 : .
.Waanmgmn, DC 20036
. d ‘. .
* Warren Feldman . . . 1,119,578(8) . 8.9%
‘48A Samworth Road . '
Ciifton, NJ 07012

_ Foundation forthe intemational o L
 Non-Govemmental Devalopment of Spacs . 923,844(8) s 7.3%

1023 31" Street NW
Suite 300

\O_Vaahington. DC 20007

Henry @. Luken, it 4,531,133(7 35.9%
400 Fairway Lane - ' .

- Soddy Dalsy, TN 37379

0 Emaptaaomanmssenohnmmafwmmﬁmistamé all shares are beneficially owned and sole. -

investment and voting power is held by the persons named abave, to the best of Covista's knowledge.

Shares of Covista Common Stock subject to options that are currently exercisable or exerclisabla within 60

days of December 11, 2001 ara deemed 1o be outstanding and to ba beneﬂc!al!y owned by the person
helding such options for the purpese of computing the

percentage ownership of such persen, but are not treated as. outstandlng for the purposa of eompuﬂng the

percantage ownership of any other person.
) Based on 10,819,405 shares

outstanding.
- (3) Mudaasmm:dcmmwmblehwwmdapmanﬂymh

options. Also Includes 186,518 shares of Covista Common Stock owned by trusts of which Mr, Alward's
minor children are beneficiarias, as to-which Mr. Alward disciaims beneicial ownership. Based on the
Schedule 13D Jointly filed by Mr. Alward and cortain related entities on Novembar 18, 2001.

{4) Includes 1,297,798 aharea of Caovista Common Stock owned of racord by Revision LLC, a wholly owned
subsidiary of Gold & Appel Transfer, S.A., as to all of which shares Mr. Anderson exercises sole voting
and dispasitiva power, Ot the 1,297,798 shares awnad af record by Revision LLC, 1,179,732 are pledged
to Donald A. Buma to sacure a loan. Also includes 725,329 shargs ownad by the Foundation for the
international Non-Govemmental Development of. Spacs, of which Mr. Andédrson Is the President and a
director, and as to which Mr. Andersen disclalms benefigial ownership. Based on the Schedule 13D/A -

- Jointty filed by Wak Anderson, Goid & Appel and Revision an Novembier 19, 2001. Noiica has been
recsived from Mr. Bums legal representative that Mr. Andarsonlslndafaultofmeloanagreamentand
that Mr. Bums Is to exercisa hia rights as'a secured party with respect to the pledged sharea,

- {6) - Includes 300,000 shares of Covista Common Stock owned by The Wanen H., Feldman Family LL.C,, as

to which shares Mr, Feldman disciaims beneficial cwnership. Based on the Scheduls 13D/A filad by Mr.
Feldman on August 22, 2001, .

(€ Of the 923,844 shares of Covista Common Stock owned by the Foundatlon for the Intemational Non-
Governmental Development of Space, 703,529 shares are pladged to Donald A, Bums to secure a loan.
. Notice has been received from Mr. Bums legal represantative that Mr. Anderson is in default of the lcan

. agreement and that Mr, Burna 1e to exercise hia ights as a sc'-"ed party with-respect ta tha pladgad- -~ -

gharea.
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Security Ownarship of Management. The followhg table sets forth as of Apri-30, 2002, Information eonceming
the beneficial ownership of Covista Commen Stock by each director, each nominee for election as a director, and
each Named Exacutive, andforaﬂd!rectnra.cﬂra&rnomlneeaand axecutive officars aa a graup:

Name and Address . R Amotint and Naturs of

(1)

()
2

@

{5
(6)

@
@

. of
OfBeneflcial Owmer -~ . Beneficial Gwnership(1) Class(2)
. 'Keva.Alward . . -1,285,779(3) . .. 10.0%

. Walt Anderson ¢ 12,946,959 (4) 23.3%
Laon QGenet . 41,120 . .
Thomaa P. Gunning . v 62,300(5) .
Denald Jgnes , ) _ . . ' 5,000 ) . -
A.John Leach, Jr. . - 4 : 438,000(8) T 85%
Henry G. Luken, it = , 4,531,133(7) .. 3B9%
Nicholas Marrick . : T 100 : D
Jay J. Miller- ' 354008) -

All directors, dimctornonﬂneesandmalﬁvaofﬁcemasagmup )
(9 persons) ) o - 9,328,601(3)-(7) L 74.0%
* Leass than one percent. .

Except as otherwise set forth In the footnotes to this table, ail shares are beneficially owned and sole
investment and voting power Is held by the persona named above, to the best of Covista's knowledge.
Sharas of Covista Comman Stock subjest to aptions that are currently exercisabla or éxarcisable within 69
days of Decamber 11, 2001 are deemed !o be outstanding and to be beneficlally owned Ly the person
holding such options for the purposa of compuiting the

percentage ownership of such person, but are not treated as outstanding for the pulposa of compuhg the
parcentage ownarship of any other person.

Based on 10,819,405 shares outstanding

Includes 25,000 shares of Covista Common Stock lssuable to Mr, Aiward under presantly exsrclsable,
optiona. Also includes 186,518 shares of Covista Cornmon Stock owned by trusts of which Mr. Alward's
minor children are beneficiarles, as to which Mr. Alward disclaims bensficlal ownership. Based on tha
Schadule 13D ]olntly fllad by Mr, Alward end certain related entities on November 18, 2001.

: Includes1.2977963hamof0wlsta0mnmon chkomedofrecordbyﬂavla!onLLQ,awhonyoWned
subsidiary of Gold & Appel Tranafer, 8.A., as to all of which shares Mr. Anderson exarcises sola voting . -

and dispositive power. Of the 1,297,796 shares owned of record by Revision LLC, 1,179,732 shares ara
pladgad to Danald A. Bumns to sscure a loan. Co\wahaaracalvadnoﬂeefmmMr‘Bumaﬂmmlmh
in dafault and & Is Mr. Bums’ Intention to take ownership of the pledged sharea. Also Includes 725,329
shares owned by the Foundation for tha Intemational Non-Govemmental Daveiopment of Space, of which
Mr. Anderson is tha President and a director, and as to which Mr. Anderson disclalms beneficlal
ownership. Basad on tha Schedule 13D/A jeintly ﬂledbyWaltAndemn. Gold&Appel Revision on

. November 19, 2001.

Includes 37,000 shares of Covista Comymon Stock lssuable to Mr. Gunning under cunently axeicisable

. optiona. Does not Include 25,400 shares owned by Mr. Gunhings’ spouse,

Includes 192,000 sharea of Covista Common Stock Issuabla to M. Leach under currently axercisable

.optiens.

Based on the Schedule 13D/A filed by Mr. Luken on Aprl 13, 2001,
includes 35,000 amresot Cavista Common smddssuahla to Mr. Mmerundermrranﬁy exan:!sable

.options,

'..a.,,..
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 In August, 2000, Walt Anderson and two eniifies controlled by him, Gold & Appe! Tranisfer, S.A. and Revision

LLC, along with FINDS, entared info a Stock Pledge Agreement wih Donaid A. Bums, which was subsequantly
e

amended in October 2000 (as amended, the “Pladge Agreement’). Pursuant to the Pledge Agreément, Ravision 11 ¢ -
haspledgeu.ﬂs.mmacmmnsmd:.mHNDShaapbdgadm&seglgwmdc«anb
secure a $13,000,000 loan made by Mr. Bums to Mr. Andersen, Goid & Agpel Transfer, S.A. and Ravision LLC. Such
loan Is currently in default, end consequsntly Mr. Bums has voting power with respect to the pledged shares, Wera
Mr. Bums to forecicse upon the 1,883,261 shares of Conimon Stock pledged pursuant to the Pladge Agreemsnt, which
represont appraximately 16% of the cutsianding Common Stock, R could result in a change of control of Covista, Gold -

. &Appel has paid back-approxmately $4,200,000 of principal on this loan frem Mr. Bums, The current valus of the {oan

with accrued Interest Is approximately $9,250,000. Covista has received a notification from Mr. Burns confirming that it
is Mr. Bumna' intention to take ownership of the pledged shares. ' . .

On February 1, 2001, the- Board of Directors of Covista authorized a transaction (the “Stock !ssuance
Transacion”) involving the lssuance and sele of a total of 3,500,000 shares of Common Stock to the following three

" persens (the “Purchasers”) In the gmounta Indicatad: Kavin Alward, 1,000,000 shares; A, John Leach, 500,000 shares; - -

and Hanry G. Luken, [il, 2,000,000 shares. Pursuant to the rules of the NASD, consummation of the Stock Issuance
Transaction was subject to the approval of Covista's ahareholders because Masars. Leach and Luken currently were

* directors’ and offfcars .of Covista, and, In addition, it was expected that Mr. Alward would become an officer of

Covista. The transaction was approved _at a special ghareholders meeting on March 29, 2001. The stock was

© ssusdinApri, 2001, .

Ammgehmnmldcmm-méybedwﬁedmhmmﬁadaaarawnofmaforagolngtranaacﬁom,aﬁwm
Anderson now centrols 23.3% of the cutstanding Common Stock, and Henry G. Luken {H now controls 35.9% of the
outstanding Common Stock . ) - R

ITEM 13. artaln Relationships and Rel ong

JayJ.mer.aDlmdordedata,lmgpmddedmdous'legalseMcasfoeristadmhgFlacaléﬂ&.lnﬁsml .
2002, Cavista paid $144,574 to Mr., Miler for services rendered and accrued for In Fiscal 2002, As of Jenuary 31,
2002, Covista owed Mr. Miller $179,318. Covista beiisves that Mr, Miller's feea were reasonable for the services
performed and were no less favorabla to Covista than could have been chtained from an unrelated third party, In
February, 2002, Covista granted to Mr. Miller 35,000 non-statutory shares pionable at $2.0C per share,

Leon Genet, a Director of Covista, has provided agent senvices for Covista through his wholly-owned
Company, LPJ, Inc...During Fiscal 2002, LPJ, Inc. was pald commissions of $93,086. The commissions paid to LPJ,
lr_lc.wawoompubd onmesarnebag}aasmhdapendam%ammbycovhta. _ .

Walt Anderson, a Director of Covista, serves on the Board of- Directors’ of Capsule Communications, as -
described In [TEM 10::Henry G. Luken Ii, the Chairman of the Board of- Covista la a major stockhiclder of Capsule
Communications: Covista both purchases and sells sarvices from Capsule Communications, Inc. Sales to Capsuls in
[Fiscal 2002 were epproximately $815,000. Purchases from Capsule were approximately $660,000. All transactions
were based on competitive tenms cbtained on an ann'a length besis. Covista has subsequently merged with Capsule
Communications {see ltem 1.-Business-Subsequent Events). ' . T : :

Covista has entered Into a lesse agreement for 28,000 square feet of office space in Chaitencoga,
Tennessee, with Henry Q. Luken Ill who is Cavista’s Chalnnan of the Board and Its principal sharehalder, The tarm of

- the lease is for five years beginning September 1, 2001, The leass provides for annual rent of $86,400 from September

1, 2001 to August 30,.2002; $115,200 frem September 1, 2002 to August 30, 2003; $144,000 from September 1, 2003
to August 30 2004, with the last two years to be $144,000 ennually adjusted for the Consumer Price Index. Covista
belleves that such premises are leased on terms aimilar to an arm’s length transaction.

CaBe, mime s s simwtye A wAS .. e e b amas . ewem
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On July 2, 2001 ,mmammmw&mlmmmdmmwpw
sharshoider, in the amount of $4,000,000. ThaloanmanmsonFebrm:y1.2ooatogau1grwm1amu,mla,ad,mrwat
a rate of 7% par annum. The proceeds of the loan were used to purdmoam-yaareomnﬁhnsntfwappmdmamyz_a
billen DS-Q charnel miles of telecommunications network capacily from an unaffiliated party. The unaffiliated party has
recently fled for Chapter 11 recrganization; however at the time of thia filing Is continuing % perform under the
agreement. Mr. Luken also advanced the company $400,000, the procseds of which were used for construction of
new faciiies. :

On February 1, 2001, the Beard of Directors of the Company, subject to perfunciory shareholder's approval which
was obtainad on March 29, 2001, authorized the sale of a total of 3,500,000 shares of Comman Stock to the
following three persona (the “Purchasers”) in the amounts Indicated: Kevin Alward, 1,000,000 shares; A. John
Leach, 500,000 shares; and Henry Q. Luken, Ill, 2,000,000 shares. The purchase price for the Common Stock to
be issued to Messars. Alward, Leach and Luken Is $2.00 per share, based on the fair markst value of shares at
February 2, 2001. The stock sale was consummated in April 2001 with the Issuanes of 3,150,000 shares of
Common Stock. The Board of Directors authorized a decrease of 350,000 shares to be purchased by Mr. Leach,

On February 1, 2001, the Board of Directors of the Company authorized the acquisition of Biink Data Corporation;
a telecommunicationa company, of which Kevin Alward was a principal shareholder, officer and director, for

- 300,000 shares of the Company’s Common Stock valued at the fair markst value at March 29, 2001, for total
" consideration of ssoo,pqo. The transaction was completed on March 29, 2001. o -

On July 24, 2001, the Company issued a nots recelvable to Capéula Cammunications, inc. of whk:h a director and’
the chalman of the Company are principal sharsholders. The ncte was for a total principal of $200,000 with

. Interest payable of 8 %% to be pald no later than July 24, 2002. On-August 9, 2001, the Company issued a note -

receivable to Capsule Communicatians, Inc. The note-waa for a total principal of $300,000 with Interest payable of
8 %% to be paid no later than August 9, 2002. . ) : .

On August 31, 2001, Covista entsred Into a transaction with Applled Financial Corp. an unaffilated firm
involving the sale and leaseback of a telecommunications switch. Covista realized proceeds of approximately
$1,250,000 from the sale portion of the transaction, and agreed 10 lease back the switch for a three-year pericd at a
cost of approximatsly $420,000 per annumi. Henry G. Luken, [il provided an uncondiional guaranty of Covista's
payment obligations to Applied Financial under the lease. Caovista did not compensate Mr. Luken for providing
such guaranty, - ‘ . o

(THE REST OF THIS PAGE INTENTIONALLY LEFT BLANK)
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Pursuant to the requirements of Section 13 or 15.(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this Report {0 be signed on its behalf by the undarsigned, tl_lereunt; duly authorized, on the flﬂeqnm
day of May, 2002 - o A
- COVISTA COMMUNICATIONS, INC. -
gy . |

; uken !
Henry G. Luken il
Chalrman of the Board

L

b

Pursuant to mermqulrem.ents of the Securitles Exchange Act of 1934, this Report has been signed below by the
-+ following persons on behalf of the Reglstrant and inthe cgpaciies and on the dates indlcated.

- Sianature L . Tile o .. Date

. Sl He et .. Chairman of the Board . May15,2002
Henry G. Luken I . - : , T T - .
a ‘Dlrector . May 15, 2002

Walt Anderson - . . ) _
© [SlKevinAwad Director, . May 15, 2002
Kavin Alward . Chisf Qparaﬁng Officer . .
. 0 Director ‘ ' May 15, 2002

Leon'Genat.- .

[S/ Donald Joges ' _ Director - " May15,2002
Donaid Jores ST ) . N : : . '
'_@L&.JQM ’ . Director, Presidentand - - ] * May 15, 2002
A John Leach . A ' Chief Executive Officer . )

{5/ Nicholas. Merrick Director oot - May15,2002
: ) Directer . May1s,2002

Jay J. Miller ' ‘

[S! Thomas P, Gunning _ Vice President, Treasurer and - " May 15, 2002
Thornas P. Gunning Sacretary, Chief Financlal Officer

. : and Princlpal Accounting Officer
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ITEM 14.

INDEX

@ (1) :Financlal - Statements, The following consolidated financial statements of c«:vlsta
Communications, Inc:.. and subsldlaﬂasamlndudedat the end of this Report -

- . oy_olldatsg Finanelal m_mants: F . Paga . o L.
lndepandent auditors’ report N T " F4 ' _
. . . 1 3
Consolldated balance shests - Janua:y 31, 2002 .o c -
, . 2nd 2001 . . F2 : :
Gansc[ldated statements of loss and - )
comprehensive loss -years - .
- ended January 31, 2002, 2001 and 2000 F3
_Consolidated statamanta of sharaholders‘ ity- .
- years ended January 31,2002, 2001, 2000 = F-4
Consolldated statements of cash flows - years
ended January 31, 2002, 2001, 2000 5

* Notes to coiisofidated financial statements R

(a) (2) Supplementary Data Fumished Pursuant
to the Raquirements of FORM 10-K:

Schedule - yoars ended January 41, 2002, 2001 and 2000 _

- . Valuation and Quallfying Accounts (Consofidated) F-24

Pl

Schedu!ea other than those uatad above are omltted because ihey ara not raqulrad not appllcable or the :
information has besn otherwise supplted. . _
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INDEPENDENT AUDITORS' REPORT:

Board of Diractsrs and Sharshelders
Covista Communications, Inc. -

150 Clove Road

_Litle Falls, New Jorsey 07424 ) _ ) o
We have audited the accempanying consolidated balance sheets of Covista Communications, Inc, and- subsidlarles
~ " (the "Company” as of January 31, 2002 and 2001, and the related conscildated statements of foss and comprebensive

lcss, sharshcidars’ aquity, and cash flowa for each of the.three years in the period ended January 31, 2002, Our audts © *

mmmumammmammmwmmmemm«mmma)m These consclldated

financlal staterneits and financial statement scheduls are the responsibility of the Company’s management. Cur

mapomibiﬁtyiatnoxpmsamophhnmmmmnmndﬂadmmmmnnmddmﬂemme
basadonomaum . .

Wemwmmmmmmmmmmmmumsmamm
- Thosa standards require thet we plent and parform the audit to obtain reascnable assurance ahout whether the'
.consolldated financial. statements are free of material misstaternent, An aud} Iincludes examining, on a test basis,
- gvidence supporting the amounts and disclosures In the consolidated financial statements. An audR also Includes .
aasaﬁlngmeamounmmp:hdplesusadﬂﬂdgﬂﬁwﬁeaﬂ:natﬂanndabymamgammgswenummw
overaﬂcomolidatedﬂnandalsratamentprasemaﬂom Wabeﬂmﬂmtourmdﬂapmﬂdaarsmmblehadaforour
opinion. '

" In our-cpinion, smhoonsoﬂdabdﬂnandalsmnemapraaamtaldy mallma:erlalrespecla,ﬂmmmdalposﬁonof
Covista Communications, Inc. and subsidlaries -as of January 31, 2002 and 2001, and the restits of their cperations
and their cash flows for each of the three years In the pericd ended January 31, 2002!nconionnltywlhamomﬁng
. principles generally accepted In the United States of America. Also, In cur opinicn, such financlal statemert schedule,

whenoonsideredlnmlaﬂmmmabadcmnsoudatadmmmnemamkanaaawhda,pmemshmymw
matedal respects me!rﬂonnaﬂunsatfurmt:ereh )

MDELOI'I'TE&TOUG-IE!J.P
Naw York, New York

~ Aprl 26, 2002

(May 14, Mnbmmm
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COVISTA COMMUNICATIONS, INC., AND SUBSIDIARIES

- CONSOLIDATED BALANCE SHEETS
JANUARY 31, 2002 AND 2001

.'ASSETS

CURRENT ASSETS:
Cash and cash B .
Investments available for sale c=

Trade‘accounts receivable (net of alluv.rance for ‘doubtfyl

accounts of ($4,987,130 and $4,075,223 In 2002 and 2001,
respectively

) .
Notes receivable ’
Wmmmmm

Total current assets-
mmm equlummt. net

" Deferred Enelnstallaﬂoncnsts(netofmmulmd amorﬂzaﬂnn -

of $843,049 and $745,353 in 2002 and 2001, respectively)
Cther:assets' (net of accumulated: amorﬂzaﬂon of § 846,452 and $33 761
In 2002 and 2001 respectlvely

CURRENT LIABILITIES
Accounts payable -
Qther current and aa:med Iiabilﬂ:ls
Salarles and wagdes payable -
Current, portiun of long-term debt

Total current Habilties
Other long-term Tabilities
l:nng-tzm debt

C c::wn:ﬁm’ﬁmmmmn)

SHAREHOLDERS' EQUITY:-

- . Common Stock, par value $.05 per shara, authorized 50,000,000

- shares, issued 12,385,757 shares In 2002and9,505,824sham1n2001
Additional paid-in capal
Accumulated deﬂdt

-

Uneamedesopm ‘
“Treasury stodk-at cost — 1,536,419 shares In 2002 and 2001 mper.tlvely

‘Accumulated oheoomprehensive

Total dlareholdel's’equlty

201

$ 1,379,038 2,691,880 -
439:773‘ $ 2'6527:333
10,252,8'37 20,526,178 -
500,000 R
. 1205463
13,945,428 24,980,537
- 12,489,626 13,020,579
. 174785 215,67-2_
$ 19,465,274 § 27,960,046
. 4,434,795 2,834,557
991,012 1,304,818
- _s1s0s3
- 615,288 475,201
. 15650,098 30,016,454
T U3,014279 0 0 19,206,226
A (52500 .
{ 1,445,440) {1,445440) .
. 241,307
L5688 5777209
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" COSTS AND EXPENSES:

COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOL'!DA"I‘ED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS

YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

NET SALES

Costof sales '
Accass charge settlement (Notnls)

Selling, generalandadimnlsuaﬂve(eadudlng *

stock-compensation)

- Restructuring charge
Omacnmpemaﬂonmoten)

Stack compensation
" Total costs'and expenses
OPERATING LOSS _
OTHER INCOME (EXPE\!SE)

Interest iIncome
Cther income

- Interest expense

 Total cther Income {expense), net
LOSS BEFORE INCOME TAXES
INCOME TAX PROVISION

NET L0SS

OTHER COMPREHENSIVE INCOME, NET OF TAX
Unreailzed holding gain

CIJMFRE'IENSNE LOSS
BASIC LDSS PE! COMMON SHARE
DILUTED LOSS FER COMMON S‘HARE

_ See notes to consclidated financlal statements

" 2001

2002 .
76,475,802 116,089,002 -
- (1,264,483)
30,986,877 26,302,962
. - L . . -
7474690 141,964,046
159,996 167583
274,466 41,994
—(0s272)
. _(11969.988)  _(9.629.304)
SR )-<
'y (177 e (as
5 (1

§ am.

2000

112,794 378

27,990,145
'(318,879)
5,770,554

146,440,213

115,119
1,105
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" COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY
- YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

-

. . Retained : Accumulated
. Additional Earnings ‘ . Upeamed Other
Common .  Pald-ln ~ (Accumulated = Treasury = - ESOP  Comprehensive

IANUARY 31, 1989 . $  AsETH§ 22,809,518 $ 6,757,987 § (1,456 781) $ (12,225,000) $ 100721 $  16442,184
widing gain o - - - - = 61,055 - 61,055
mployee stock options . 18,727 . 1,780,422 e - - v 1,799,149
ibution (NOTE 12) | : ‘ D - 250,000 - - - ' - - 250,000
it (NOTE 12) : : C- 4870554 - - - Coe Coe 4,870,554
' stock grants o - o L. (1,769) : : U (1,769) -

. : =~ - _ - _ﬁml . = - - : “‘““""‘ﬁm
JANUARY 31, 2000 . 474466 . 29,710,494 (2,656,215} _ (1,458,550)  (12,225,000) 161,776 - 14,006,971
holding gain ) . . e 79531 79,531
ampioyee stock optlons / grants 825 135,187 . - .- v . - 136,012
Fshares forotherassets . S v ¥ /5 -. . 13380 ‘ - - 184,153
Fstok grants e . - - (270) - bl (270)
JANUARY 31, 2001 ... 475201 30016454  (11,285519) (1,445.440) (122250000 - 241,307 - 5,777,093
\ion Stock ' 157,500 6,142,500 - ' - : - - 6,300,000
empioyeeslnd:opﬁnnslglanh 1,497 41844 - - - - - 43441
shares for other assets - 15,000 885,000 - - T - . 900,000
2 of ESOP ' (30,000) . ( 12,195,000) - ..o+ 13,225,000 . ©- ' -
| Stock Grants ' ' - 739200 S S e . S 759,200
A oni sale of investments N - ' ' . (241,307) (241,307)-

- - - - u] 959, 588) . 3 - - = {11,959 sﬂm

JANUARY 31,2002 . A 619288 525550008 & (23255.107) 8 (14454401 & -4 = S 1568839
 consolidated financlal etatements

I
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

2002

2001

2009

CASH FLOWS FROM opawmemwnm - .

Netloss _ _ % (11,969,588)  $.(9,629.304) $ (9,414,202)

- Adjustments to reconcile net loss to net . ) S
cash (used In) provided by operating activities: . : - .
Depredation and amortization : 3 4,568,631 3577995 . 2,985,359
Provision for doubtful accounts 5,382,384 2,346,761 ' 1,074,916
Non-cash siock compensation e:q:m ' B . 12,011 266,565 5,324,569
Deferred income taves . [ - 2,703,618

. Resbucturing {credit) charge, net, of cash pald c : ) - (318,879)

+ Loss on dispesal of property.and equipment . - © 88,650 16,236
(Gain) loss on sale of investments - . {265,733) - 5317 .
Change in assets and Habilitlesz.- ‘ .

(Increase) decreasa In assets: R R
~ Trade accounts recelvable. - 4,890,857 789,518 (6,004,893)
Prepald expenses and othercmrent assets . 251,683 . 1,339,568 (305,546)
Other assets - o " . (164,300) © . (293,584) 52,536
Increase (decrease) In flabillties: - - ‘
Accounts payabie - (8,494,772) 3,157,678 4,102,224
Other current and acerued llabiities " 12,033,621 " (5587312) (110,787)
Cther long-term Habilitles - . - e (208.322) —{26:744) ____(43968)
Net cash (used In) provided by operating activities ¢ —f{3.963,428) . _2.064.148 ____ 61,183
CASH FLOWS FROM IINBI‘ING ACTNII’IES'

NetMse!sacqulredhpurd)ase urB!InkDataCcmoraﬂm S0,402 - -

Proceeds from sales and maturitles of - _ .
Investments available for sale (net) 115,529 86,788 -

- Purchases-of property and equipment’ . ) (5,465,329) (3,227,593) (3,018,710)

Proceeds from sale of property and equ!pment and Ieasebadc transacﬂons 2,338,038 - 1,975 17,218

Notes recetvable from related party . (500,000) | - -

Payments for deferred line Instaflation costs (55,809) (47,621) . (55,232) |

Payments for prepald network capaclty . - (4,000,000) o -

Col!ectinn on notes reoeivabie from employees - : I 45,40

Netash med in hveﬂngmcﬂvms — (7477169) __(3.186450) . —(3.012,.24)
 CASH FLOWS FROM FINANCING ACTIVITIES: L

Proceeds from the Issuance of Common Stock +6,300,400 : -

Proceeds from Stock Options exercised - 43441 8,437 1,799,149

Note payable to related party 4,400,000 . - - -

Repayment on bank barrowings (615,695} (Se8.724) ___ (526,421)

Net cash provided by (used in). financing activitles 10127.746 ___ (560.287) ___1.272.728
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COVISTA CONMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

(Continued)
NET DECREASE m'casdmn : . . o | ) L
CASH EQUIVALENTS ol T $(1,312,851) © $(1,682,500)  $(1,677,413)

cﬁsuhnnmsimm, - - _ :
BEGINNING OF YEAR S . ———2601889 474473 . 6051892
CASH AND CASH EQUIVALENTS, L ' = : .
"ENDOFYEAR - . ) £ 1379038 & 2601880 . 474479
SUFPLEMENTAL DISLOSURES OF . g -

CASH FLOW INFORMATION: ‘ _

Cash paid (recelved) during the year for: : : _ o

Incometmes o S A5G0 MLE43227) & 3400
Nm: S

Issuance of treasury stock for customer llsts . ‘

MUdEdanH’leraSSEtS T - ' . L—.T w‘@ L—_ -

acquisition for cther assets and cash S 000000 & & -
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" COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED JANUARY. 31, 2002, 2001 AND 2000

_ Customer sk,

1. NATURE OF OPERATIONS
. Covista Communicauom, Inc. (“Covista”), and its wholly-owned. subsidlaries (cnllect!\rely ‘the

“Company”) operates as a switch based resale common carrier providing twenty-four hour, seven seven day a -
week, domesticand interndtional long distance telecommunications service to customers throughout the -
United States. The Company’s prindpal customers are primarily businesses and cther common carriers.
On September 15, 2000, the Company changed fts name ffom Total-Tel USA Communications, Inc. to
Covlsta Communlcatlons, Inc.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

* Principles ofmmalfahﬂon - The consolldated ﬂnandal statements !ndude the accomts of Covlsta . ‘

Communications; Inc. and its subsidlarles, all of which are whelly-owned. Al Intercompany transacuons
and balanc&s have heen eliminated in me consolldated ﬂnandal statements,

RevenueRewgriHon-TheCompany’s revenues, net of sales discounts, a:ereoognmdlnmeperbdh
which the service Is provided, basedonhenmnbacfmlnu&ofte!emmunkaﬁonsh‘afﬂccamed anda
rate per minute. Access and:-cother service fees d1arged to customers, typfcally monthly, are recognlzed In

mepenodlnwhld'lservlcelsprw!ded. o

Property and Eqm'pment Property and equlpment are stated at cost: Depredaﬂon and amortization -
Is being provided by use of the stralght-line method over the estimated useful lives of the related
assets. Leasehold iImprovements are amortized over the sharter of the term of the lease or the useful -
lives of the asset. . .

The estimated useful lives of the principal dasss of assets are as follows:

 Classification L ' . Years
Machinery and equipment - B _ : 5-10
Office furniture, fixtures and equipment S T ~ 710
Vehicles ‘ 3-5
Leasehold Improvements _ K A . 2-10
Computer equipment and software , : ' . |

Mredummtallatfon Costs - The Companydefers dxargesfrom cther common carriers which
cover the cost of Installing telephone transmission facilities (Ines). Amortization of these costs Is
provided us!ngthesh-alght-llnemethodovermecont'actllfeofmeﬂnes ranging from thiree to five
years .

Customer Lists - Customes fists, Induded In cther assets, represents the falr'valué of the customer
basé acquired and Is being amorﬂzed using an accelerated  method-ever a perlod of 3 years. The
carrying value of the customer lst is-reviewed on a quarterly basis for the exstence of facts or

. drcumstancess, both internaily and extemally, that may suggest Impairment; During fiscal year 2001, the

Company acquired a customer list through the Issuance of 14,234 shares of treasury stock valued at the-
falr market. value of the Company’s Common Stock on the date of the transaction, During fiscal year
2002, the Company acquired a customer fist through an acquisition by issulng 300,000 shares of Rts
Common Stock at the falr market, value of the Company’s Common Stock on the date of the transaction.

The excess of the purchase price over the net assets of company acqulred were allocated 100% to the
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- COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Use of Estimates - The preparation of consolidated finandial statements In conformity with generaly
accepted accounting principles requires management to make estimates and assumptions that affect
the reported amounts of assets and flabilities, the disclosure of contingent assets and labilities at the
date of the consolidated financlal statements and the reported amounts of revenues and expenses
durlngtl'lereporladperlod Actual results could differ from those estimates, . _

Concentrations of Credit Risk - The Company sells Its telecommunications services and products .
primarily to small to medium size businesses and wholesale customers, The Company performs ongoing..
credit evaluations of both Its retail and wholesale customers. The Company generally does not require -

" collateral,. however when drcumstances warrant, deposits are’ required. Recent conditions In the *
" . telecommunications Industry have given rise to an Increase In potential doubtful accounts. Allswances

i

are maintained for such potential credit losses. The Company has entered into offset arrangements
with certaln of its customers, who are also vendors, allowing for the ability to offset recﬂ\Iables agalnst

’ the COmpanv‘s payables balance. ) J

Loss per .sr:am Basic loss per share Is represented by net loss available n. common shareholders
divided by the weighted-average number of common shares outstanding during the period. Diluted loss
per share reflects the potential dilution that. could occur if securities or stock Joptions were exercised or
conva'ted into Common Stock during the period, If dilutive {see Naote 15),

Authorhad Common .Stud' On February 23, 2000, the Company’s shareholders approved an
increase in the number of authorlz__ed shares of Common Stock from 20,000,000 to 50,000,000 shares.

Cash and Cash Equivalents - The Company considers all highly llquid investments purchased withi an
original maturity of three months or less to be cash equivalents. Cash and cash equivalents consist of
cash on hand, demand deposits and money market accounts.

Fair Yalue of Flnandal Mﬂm&n& For cash and cash equivalents, the carrying value Is a
reasonable estimate of its fair value. The estimated fair value of publlicly traded financlal Instruments Is
‘determined by the Company using quoted market prices, dealer quotes and prices obtained from .
Independent third partles. For finandal Instruments not publicly traded, fair values are estimated based
on values obtained from Independent third parties or quoted market prices of comparable Instruments,
The fair value of the debt was determined based on Interest rates that are cumrently avallable to the
Company for issuance of debt with similar terms and remaining maturitles for debt Issues that are not
traded on quoted market prices.  However, judgment s required to Interpret market data to develop the
estimates of fair value, Accordingly, the estimates are not nmarﬂy indicative of the amotints that
could be realized In a current market exchange.

The carrying values and falr values of financial lnslmments are as follows:
' - 2002 T . 2001
Camying . . Fair o
. Value Value Value Value .
Assets: o
Cash and cash equivalents - 4 1,379,038 $ 1,379,038 $2,691,889 § 2,691,889
Investments available forsale  § 439,773 § 439,773 § 537007 § 537,007

Labiitles: | o
Debt ‘ $ 4,781,405 $ 4,781,405 $ 997,100 $. 997,100 .




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
"FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

: / Assets - The Company accounts for the Impairment of'lonb—i!vedassesandforlong-lﬁ;ed

assefs to be disposed of by evaluating the carrying value of its long-lived assets in relation to the
operating performance and future undiscounted cash flows of the underlying businesses annuaily and
when Indications of Impairment are present. Long-fived assets to be disposed of, If any, are evaluated
In refation to the net realizable value. If impairment is Indicated, the amount of the impalment Is
typically calculated using discounted expected future cash flows. The discount rate applied to these cash’
flows Is based on the Company’s weighted average. cost of capital. If the carrying value of the asset
exceeds the fair value of the asset, the difference will be charged to the results of operations In the

- period that the impairment occurred. B ‘
" .. Recent Aciounting Proncunceménts ~ Statement: of Financial Accounting Stendards (SFAS) No.

133, Accounting -for Derivative Instuments and Hedging Activides, is effective for all flscal -years
beginning after June 15, 2000. SFAS 133, as @mended, establishes accounting and reporting standards
for derivative instruments, including certain derivative Instruments embedded In other contracts and for
hedging activities. Under SFAS 133, certain contracts that were not formerly considered derivatives m

) h ay -
- now meet the definition of a derivative, Thie Company adopted FAS 133 effective February 1, 2001. The

adoption of SFAS 133 did not have a significant impact on the financial position, resufts of operation, or
cash flows of the Company. . ' .

In June 2001, the Finandcial Accounting Standards Board ("FASB") issued Statement of Financial. ~ _
Accounting Standards No. 141 ("SFAS 141%), "Business Combinations.” SFAS 141 requires the purchase
method of accounting for business combinations Initiated after June 30, 2001 and ellminatas the
pooling-of-interests method. Covista does not belleve that the adoption of SFAS 141 will have a
significant Impact on Its finandal statements, beyond the cessation of gocdwill amortization on future
business combinations. As of January 31, 2002 Covista has no Goodwill recorded on its books.

~ In June 2001, the FASB lssued Statement of Financal Accounting Standards No. 142 ("SFAS 142%),

"Goodwill and Other Intangible Assets”, which Is effective February 1, 2002, SFAS 142 requires, among -
cther things, the discontinuance of gocdwill amortization. In addition, the standard indudes provislons for
the redassification of certain existing recodnized Intangibles as goodwill, reassessment of the useful iives of
existing recognized Intanglbles, redassifiation of certaln Intangibles out of previously reported goodwill and
the identification of reporting units for purposes of assessing potential future impalments of goodwill. SFAS
142 also requires Covista to complete a transitional goodwill impairment test six months from the date of
adoption. Covista Is currently assessing but has not yet detarmined the Impact of SFAS 142 en its finandal
‘pasition and results of operations. _

In August 2001, the FASB lssued Statement of Finandal Accounting Standards No. 143 ('SFAS 143"),

"Accounting for Asset Retirement Obligations®, which Is effective for all fiscal years beginning February 1, -

"2003: SFAS 143 requires recording the falr value of a llahility for an asset retirement obligation in the period

in which it Is Incurred, and a corresponding Increase In the camrying velue of the refated long-lived asset.
Qver time, the flability is accreted to {ts present value each period, and the capitalized cost Is depreciated
over the useful life of the related asset. Upon settlemient of the liability, it is efther settied for its recorded
amount of a gain or loss upon settlement Is recorded, Covista Is anrently assessing but has not yet
determined the impact of SFAS 143 on Its financial position and resuits of operations. :
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_COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

- In addition to direct costs, each segment Is allocated a proportion of the Company’s operating

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

In Octaber 2001, the FASB issued Statement of Finandial Accounting Standards No. 144 ("SFAS 144%), »
Accounting for the Impairment or Disposal of Long Lived Assets”, which Is effective February 1, 2002,

" SFAS 144 replaces the Statement of Financiel Accounting Standards No. 121, Accounting for the

Impalrment of Long Lived Assets and for Long-Lived Assats to be Disposed Of", SFAS 144 requires that

. Jong-lived - assets be measured at the lower of the carrying amount or fair value, less cost to sal,

- whether indluded in continuing operatiens or In discontinued operations. Covista Is currently assessing

. but has not yet determined the impact of SFAS 144 on Rts financial position and resuits of operations.
3.-SEGMENT REPORTING | )

BN “The Company seils telecommunication services to two distinct segments: a retall segment, consisting .

%

L

primarily of small to medium size businesses within the Northeastern United States, and a wholesale |

- - segment, with sales to other telecommunications carriers. '

expenses, Incduding utifization of its switch and facilities, The allocation of ‘expenses Is based upon the
minutes of use flowing through the Company’s switching network. There are no.Intersegment sales,
Assets are held at the consolidated level and are not allocable to the operating segments. Management:
evaluates performance on operating rasults of the two business segments, .

Summarized financial Information conceming the Company’s repertable segrnents' Is shown In the

following table. ‘

Retail ‘Wholesale Total
2002 _
Net sales $ 47423502 $ 47,889,194 $ 95,312,696
Gross margin: _$ 18021471 § 815423 $ 18,836,894
Operating loss $ (7,013,376) $ (5,148,618) $(12,161,994)
2001 - ‘ .
Net sales 4 53487012 § 79,743,425 $133,230,437
Gross margin : $ 13,082,019 § 5353899 $ 18,435,918
Operating loss : $ (6541,566) $(2,192,043) $(8,733,609)
2000 . . | : L
Net sales $ 69,023,194 $ 70,737,303  $139,760,497
Gross-margin . . - § 20,712,262 § 6,253,857 $26966,119
Operating loss - '$ (3,905664) $ 2,996,502 §( 909,162)

-

Operating (loss) lncomeaftei‘otl'lercompelmﬁon '$ (5,760,900) "$ 81,184 4 (6679,716)
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: COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

4 INVESTMENT SECURITIES

Investments avaltzble for sale consist of:

2002 2001 . .

, Gross Unrealized - Market Gross Unrealized  ~ Market
Bond ' $ 25000 $ I -« $ 25000 -§ 25000 3§ - % - $ 25000
Mutal Runds 414,773 - - 44773 . 200000 © - .§ - ‘200000 -
Common Stack - = - = 7070 241307 § - 32007 ¢

soem A 4

The deferred tax on the net unreallzed gains at January 31, 2002 and 2001 were $0 and $0, respectively:
~resulting in net amounts of $0 and 3241,307 In Accumulated Other Corpprehenslve Income,

The bond will mature In 2005.

5. PROPERTY AND EQUIPMENT

. Property and equipment consi;fs of:

Machinery and equipment
Office furniture, fitures and equipment
Leasshold Improvements
Vehides ' '
Computer equipment.and software
* Machinery and equipment In progress

' Less accumulated depreciation and amortization

.

P

2002 -

$ 17,064,974
2,672,237

© 1,497,811
181,256
7,325,243
— 2,102,895

30,844,416
—18334.790

412,580,626

- 2001
$ 16,429,970
2,755,736

1,375,200

. 181,256
6,881,624
———93,339
27,717,125
14,606,546

- . Depredation and amortization expense re!amd o piﬁpérty 'and,éqglpment fof__l_:he yéas ended .

January 31, 2002, 2001 and 2000, was $3,658,244, $3,{33,004, and $2,862,151, respectively.

v
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001-AND 2000

e T i
e i

6. INCOMETAXES .
The provision (benefft) for Income taxes Includes the following: .
. , 0% 20

v

" Current-. . $ - % . -
' Deferred - - - 1,893,850

‘State income taxes o : S :
Cument - . . : _ - )
Deferred . o _ = ' = —-.809,768
s - & . $2703618

‘Deferred Income taxes reflect the net tax effects of temporary differences between the camrying
amounts of assets and labilitles for financial reperting purpeses and the amounts used for income tax -
purposes. Valuation allowances are provided agalnst assets that are not llkely {o be reallzed.

The Income tax effects of slgniﬂcant tams camprfsfng the Company’s net deferred tax asset (flabiiity)
are as follows: .

2002 2001 .
Deferred tax assets: o T : K
Allowance for doubtful accounts  § 1,991,860 $ - - $1516570 § -
Accrued compensation expense ‘ - 268,130 - © 597,480
Unamortized lease Incentive : - - - . 89380 -
Accnied expenses 332,560 - 77,180
- Net operating loss camryforward: - . 10,877,719 . =’ 6566190 -

Alternative minimum tax credit - - £ 593,840 . ." 593,940
Other ... —-l4350 . = = -

 Total gross deferred taxasséts 2,396,970 13,739,789 1503750 - - .7,846,990
less: Valuation allowance  (2398.970) . (3.530479) _(L593750) _(5:812.790)
Total net deferred tax asset — 2209610 . - 2034200
Deferred tax labilitles:

Property and equlpment - -~ - (2,209,610) - (1,937,820)
Other . . = : - e 2. —(96.380)

Total deferred tax llabilities s 22096100 - _(2034200)

Net deferred tax asset (fiability) & A Y T - &




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

_ 'Aremndnaﬁonﬁnmmeu.s mwmmdmmmmmmhrlnmwmonme '

consolldated statements of (loss) -rnlngs Isas follows:

) - . 2002 . 2003 2000
* :Computed expense at statutory rates $ (4,069,660). $(2,933,963)  $(2,281,599)
‘(Reductions) Increase In taxes resulting fmtn ' - :
. Tax exempt Interest income ' (550) * - (3140) 7 (37320)
. State taxes (bmeﬂt), net of federal income - ' :

tax benefit . (708,853) (513,164) .. (191,230)

Put agreement _ : - oo 1,219,549
Valuation allowance : 4,522,609 3,703,655 3,702,881
Other o _ o _QELEAS:}J —(253.392) ___ - 257,337
i — - - = $.2703.618

At January 31, 2002, for- Federal Income tax purposes, the Corﬁpany had net oi:eraﬁng loss
carryforwards of approximately $24.4 million which will begin to expire in stages in the year 2020, and

altemative minimum tax gedit ca -n'yfonnards of approximately $594,000, The altemnative minimum &x - .

credit does not expire.,
LEASE COMMITMENTS

The Company rents varlous facilities under lease agreements classified as operating leases. -Several of

the underlying agreements contain certain Incentives ellminating payments at the inception of the lease.

‘Lease Incentives are amortized on a straight-line basis over the entire lease term. Under terms of these
- leases, the Company Is required to pay its proporﬂonate share of Increases In real estate taxes,
. operaﬁng expenses and cther related costs. )

The Company leases warehome space In Belleville, New Jersey from a partnershlp in which two of the
partners were directors and major shareholders of the Company. Both partners are no longer directors.
During the fiscal years ended January 31, 2002, 2001 and 2000, the Company paid-rent of $21,530,

. 949, 479 and $62,848, respectively to the partnership. The Iease expired on November 30, 1998, and -

_has been renewed subject to teymination upon 120-days prior written notice by either party. The Iease
was amended on August 31, 1999 to provide an annual rate of $47,980. The lease terminated durlng

- . -the'fiscal-year ending January 31, 2002.
Covista hasentered Intoaleaseagreementfcrzaooo squarefeetofofﬂcespacelnChattanooga, '

Tennessee, with Hemry G. Luken ID who is Covista’s Chalrman of the Board and Rs prindpal
shareholder. Theterrnofmeleaseisforﬂveyearsbeginn!ngSeptemberl,mOl Theleasepmvldes

.. for annual rent of $86,400 from September 1, 2001 to August 30, 2002; $115,200 from' September 1,

2002 to August 30, 2003; $144,000 from September 1, 2003 to August 30 2004, with the last two years
1o be $144,000 annua[ly adjusted for the Consumer Prica Index. Covlsta be!leves that such premises
* are leased on terms similar to an arm’s length-transaction.

-
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In July 2001, Covista eritered Ifto an appraximately $1,245,000 sale and leaseback transaction whereby
. Covista sold and leased back new and exiting telecommunications switching equipment purchased
earller In the current fiscal year. “The equipment was scld for the original purchase price. The term I
. three years and Covista has an option to repurchase the equipment at fair market value at lease
termination. The related lease Is being accounted for as an operating lease. . o

- "

.In November 2001, Covista negotiated .ancther sale and leaseback tansaction for a second -
telecommunications switch for approximately $1,092,700. The lease contract Is similar to the first:
transaction, with a term of three years with an option to repurchase the equipment at fair market value
at lease termination. The second lease Is also accounted for as an operating leasa.
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. Future minimum annual rentals on these leases as of January 31, 2002 are as follows: .
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o " . Yearending January 31, -
P : 2003 ~ - $ 1,919,281
2004 : _ 1,213,050 °
2005 1,090,740
2006 426,640
2007 - ) 366,640

. 2008 and thereafter 1,504,391
46,520,742
Rental expense for the years ended January 31, 2002, 2001 and 2000 was approximately $2,355,000,
- $1,500,000, and $1,377,000, respectively., ' '

8. EMPLOYEE BENEFIT PLANS -

———— »

- . The Company has estabilshed a savings Incentive plan for substantially all employees of the Company
b . which Is qualified under section 401(k) of. the Internal Revenue Code. The savings plan provides for
2 . .contributions to an Independent trustee by both the Company and &s partidpating employees. Under
g ) the plan, employees may contribute up to 15% of thelr pretax base pay. The Company matches. 50%
. of the first 6% of participant contributions, Participants vest immediately In thelr own contributions and
W ' . .over a pericd of stx years for the Company’s contributions, - Company contributions' were approximately

$162,000, $95,0(_30, and $125,000, for the years ended January 31, 2002, 2001 and 2000, respectively.
9. STOCK OPTION PLANS | |

o

. Vi

: _ The Company has four stock option plans authorizing the granting of elther Incen&ve_smdc Options or
i Nonqualified Stock Options. The-1987 Stack Option Plan (the *1987 Plan®) provided for the Issuance of
N an aggregate of not more than 1,329,800 shares of the Company’s Common Stock. - The 1996 Stock

& .Option Pfan (the “1996 Plan”) provides for the.lssuance of an aggregate of not more than 600,000
SV *shares of the Company’s Common Stock. The 1999 Equity Incentive Plan (the *1999 Plan”) provides for
. - the Issuance of an aggregate of not more than 750,000 shares of the Company’s Common Stock. The
2001 Equity Incentive Plan (the *2001 Plan”) provides for the Issuance of an aggregate of not more than
900,000 shares of the Company’s Commen Stock. -+ - - C e

et 2 M Fale




. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Stock Options granted pursuant to the Plans must have an exerdise prica equal to at least 50% of the -
falr market value of the Comparty’s Common Stock at the time the option is granted. Incentive Stock
Opticns may be granted only to employees. Nonqualified Stock Options may be granted to employees ’
-85 well ag directors, independent contractors and agents, as determined by the Board of Directors. Al
options available to be granted under the 1987 Plan were granted prior to September 1, 1997, All -
. Options avaflable to be granted under the 1996 Plan, totallng 49,350 at January 31, 2002, must be .
*, granted by October 10, 2006. All options available to be granted under the 1999 Plan, totaling 242,667 -
at January 31, 2002, must be granted by February 23, 2009, All options avallable to be granted under
the 2001 Plan, totaling 47,400 at January 31, 2002, must be granted by February 8, 2012, ' -

.

At January 31, 2002, shares under the 2001 Plan had not been registered by the Company. The options
currently outstanding have ‘terms that expire between five and ten years from the date of grant and
--vestoveraperlodofonemfpuryealéfromﬂledahe‘ofﬂtegrant. - - _

On February 23, 2000, the Board of Directors passed a resolution ‘allowing the Company to reprice all
outstanding options granted under the 1996 Plan and the 1999 Plan. Al outstanding options,
appreximately 243,000 net of cancellations, which were originally granted at prices ranging from $14.63
. t0°'$21.50 per share were repriced to $14.25 per share. Accordingly, the option prices per share and
weighted average exercise price In the following 1996 Plan and 1959 Plan tebles have been restated to
- reflect the $14.25 exerdise price. All other terms and conditions, including vesting periods remain
unchanged. The repriced options are subject to varlable plan accounting and as a resuit there was no
income statement effect of these options in the yedr ended January 31, 2002 and January 31, 2001 due
to the decrease In the Company’s stock price below the new exercise. price.

On February 1, 2001, 35 employees were given the opportunity to cancel 248,200 options to purchase
. Common Shares. All 35 agreed to cancel the options. On August 2, 2001 248,200 options to purchase
. Common Shares were Issued at the then closing market price of $5.65 per share. .

Information regarding options under the 1987 Plan is as follows:
. _ v

January 31, 1999 balance " 4051-4481 . 310,000 310,000 $ 1.77
January 31, 2000 belance .$051-$1.00 ' 890000 99000 . $ 075
 January'31, 2001 balance $051-$1.00 82500 82,50  -§ 080
. Exercised $§ . .00 (16,500) (16,500  $ 100
Cancelled . $051-$100 - (66.000) (66,0000  $ . 0.80
January 31, 2002 balance - Z = - 5

e v ms e
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FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000 *

Information regarding options under the 1996 Fian Is as follows:

January 31, 1959 balance .

Granted

R Became Exerdsablé
. Cancelled

Cancelled

Granted
Became EXerdsable.

" Cancalled
Exercised

January 31, 2002 balance

-January 31, 2000 balance -
" Became Exercisable .

. January 31, 2001 balance 3

Information régardlng optons under the 1999 Plan Is as follows:

January 31, 1990 balance

- Laranted
: BemmeExerdsable .

Canoelled

January 31, 2000 balatice

. - Granted
_ 'Became Exercisable

Cancelled

. _January 31, 2001 ha!ance

Granted .
Became Exercisable
Cancelled . =~

... -Option Price Average
Per Share Mn_lns m mm.mg
' $7.25-31425° 342,100 175000 .° $. 1099
T $1425 261,500 T - $ 1425
$14.25 , - g7683 - § 1425 .
$7.25 $14.25 (165,.500) (165,500) $ 790 "
$10,00 - $14.25 ' 344,000 97,183 $ 14.06
"$1455 - 18,184 $§ 14325
— 31425 __ (250.600) ___ (64.000) _&__. 1425
$10.00- $1425 © 84,400 51,367 $. 1350
$2.00 523,000 - $ 200
$2.00 - . 101,000 $ 2.00
$ 2.00- $14.25 (259,400) (51,367) $ 574
$2.00 000 (5.000) $ - 200
Per Shara - .Qutstanding Exercisable = Exercise Prics
' s - . . - - ~ - s -
$ 1425 - 684,500 - - - $ 1425
$ 1425 - 48,000 " - $ 1425
($1425 __(163500) - - & 1428
$ 1425 - 521,000 - 48,000 - $. 1425
$ 1425 365,100 - - $ 15
_ $ 1425 |, @~ 92375 - § 1425 .
' $ 1425 __(372,600) ___ (48.000) ~$ . 1425
$ 14.25 513,500 92,375 § 1425
$ 2.00-47.00  -558400 L. $ 376
$ 2.00-$3.50 . 8,433 $ . 202
$3.00-$1425 (5730000 (89,175 . $_ 1298
$ 2.00-$350 _ ( 8433) __( 8 433) S . 203 -



COVISTA COMMUNICA'I’IONS, INC." AND SUBSIDIAHIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Information regarding options under the 2001 Plan s as follows:

- Pershare  Qutstanding Exerdsable Exercise
January31,2001balanoe $ T - - - $ -
Granted - . $ 200-36.71 855,500 - $ 4.02 |
Became Exercisable $ 2004565 - 213859 0§ - 42 .
Cancelled s 565 (29000 ____ - & 565

- .- January 31, 2002 balance - £.200-807)0 __ 8326800 2138900 § 40

The following table summarizes information about options outstandlng asof January 31, 2002 under the
1987 1996, 1999 and 2001 Plans: :

_ Options Outstandlng A Options Exercisable

~ " . Average . Welghted . - Weighted
Number of Remaining . Average Numberof - Average
Rangeof ~  Shares Contractual’  Exercise Shares Exercise
exercise prices  gutstanding Lifa Pricy gutstanding Price
$2.00 - $7.00 1672867 523 §35 . 9899  $356
$7.01 - $14.25 13,200 307 $14.25 : _ ‘3,200 $ 14.25.

The Company has adopted the dlsdosure—only provislon of SFAS No. 123, “Accounting for Stock-Based
Compensation,” Had compensation cost for the Company’s plans been detennined based on the fair
value at the grant date for awards In the fiscal years ended January 31, 2002, 2001 and 2000,
-consistent with the. provisions of SFAS No. 123, the Company’s net loss and basic and diluted loss per
share would have been $10,837,464, $1.06 and $1.06 for 2002; $8,886,465, $1.23 and $1.23 for 2001;
$10,068,538, $1.43 and $1. 43 for 2000. . .

The fair value of the. option granis Is estimated based on the date of grant using the Black-Scholes
option-pricing model with the following welghted-average assumptions used for-grants In fiscal 2002,

‘ .2C01, and 2000: dlvidend yleld of 0,009 for the three years; expected volatifity of 165.18%, 62.23%

10,

and 46.11%, respectively; risk-free Interest rate of 647‘%, 7.85% and 6.02% rspecﬂvely and
entpectedﬂv&sofatoSVearsforeadmfmemreeyears .

S'I‘OCKGRANTS .
.Thec:ornpany, attl';edlsaeﬂonofmeaoard ofDirechors, hasawardedfromtlmetoﬁmem-

management personnel shares of its Common Stock at par value. These shares vest over a peried of
three to five years. The Company awarded 0 shares, 0 shares, and 1,000 shares of its Common Stock:

" and recorded compensation expense of $ 12,011, $266 565, and $204,015 for the years ended January -

31, 2002, 2001 and 2000, respectively,

. Shares cancelied by the Company due to termination or resignation of the redpienis for the years ended.... ...
-January 31, 2002, 2001 and 2000 totzled 0, 4 ,000 and 35,383 respeciively, whlch amounts have been




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

11, LONG-TERM DEBT

OnJulvz,zom',Covlstamcﬂveda.banﬁcmﬂawslmlmﬂhcamndﬂwaoardandpmdm
shareholder, In the amount of $4,000,000. The loan matures on February 1, 2003 together with accumulated
Interest at a rate of 8% per annum. The proceeds of the loan were used to purchase a 10-year commitment for
approximately 2.8 bilflon DS-0 channe! miles of telecommunications network capacity from an unaffillated party.
This prepaid network capachty Is Included In prepaid expenses (current portion of $400,000) and other assets -
(long term portion of $3,600,000, net of current year amartization of $233,000): The cost will be amortized to
operations. based upon the greater. of capaclty use or straight line over the term of the agreement. The
unaffillated party has recently filed for Chapter 11 reorganization; however at the time of this filing (s continuing
to perform under the agreement. = Mr. Luken also advanced the Company, $400,000, the proceeds of which
were used for construction of new faciities, The agreement calls for Interest to be acyued at a rate of 8% per
annum, The total balanca of the fiability Is $4,400,000 plus accrued Interest at January 31, 2002, (see Note 21kb)

As of Jamuary 31, 2002, Covista owes a remalning balance of $381,405 loan payable to a New Jersey bank, all of

- which Is dassified as current, The interest rate on the term loan is 7.71% and Is payable the scheduled monthiy

installments of $55,923. The term loan requires the Company %o meet certaln covenants, The tem loan is
collateralized by certaln of the Company’s machinery and equipment. At January 31, 2002, the Company was
not in coinpliance with these covenants. * - . |

12. OTHER COMPENSATION : . .
On September 21, 1959, the Company entered into an agreement with Warren Feldman, Chalrman of the
Board of Directors and a shareholder of the Company. As part of this agreernent, a lump sum In the
-amount of $500,000 was paid to Mr. Feldman In settiement of his employment agreement. The Company
pald $650,000 and Mr. Walt Anderson, a majer sharehclder, paid $250,000. Mr. Feldman's Employment
Agreement would have been In effect untif December 31, 2001. The Company expensed the $500,000
+ with the $250,000 belng accounted for as a capital contribution. IR

Simuitaneously, Revision LLC and Mr. Walt Anderson (*Revision/Andersan”) and the Company entered Into
put option agreements with Warren Feldman, Sol Feldman (the Feldmans”) and Leon Genet, ("Genet”) a
director of the Company. These Put Option agreements allowed the Feldmans and Genet the right to sell
_their shares of the Company to Revision/Anderson at a.price of $16.00 per share and cbilgate
Revision/Anderson to purchase the shares during an exercise pericd beginning on December 11, 1959 and
ending on Febfuary 10, 2000, Revision/Anderson purchased the shares under the put aption agreements
prior to the deadline, with the exception of 100,778 shares still held by the Feldman’s, The Company had
no cbligation to purchase -any shares from the Feldmans of Genet. The closing market price of the
Company’s shares on September 21, 1999, the date of the agreements, wgs $12.25, and the total number
of shares covered by the agreements was 1,208,137, Using a binomial valuation model with an Interest
lateofS%anda\golaumv:ateofEO%,mefalrvalueofmePutOptIonagreemmiswas-determlnedtobe
approximately $4.03 per share or $4,870,554. In accordance with the Securitfes and Exchange Cominission
Staff Accounting Bulletin No. 83, the Company accounted for this non-cash transaction as a charge to
expense and a credit to paid-In capital during the quarter ended October 31, 1999,
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. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cantinued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

13,

RESTRUCI'URIN.

'.DMngmefomquartﬂ'ofmmSQ,meCampanymrdedamm d‘largeofapDMnately

$2,368,000 related to’ the adoption by the Company of a formal plan for restructuring ks focus of °

. Operations. The restucturing was adopted-in an effort to concentrate the Company’s efforts on the

Northeastern United States market, Elements of the Company’s restructuring plan included eliminating the

sales officas In Florida, Atianta, Georgia,WashlngtonDC.andumUnitedengdomaswdasmeMIarrd'

-

* For the. ﬂs:al year eénded January 31, 2000, amounts aggregating appraximately $1,797,000 appued

against the accrual consisted of apprmdmately $1,280,000 for the write down of the Mlami ‘switch,
appraximately $99,000 for the line Installation costs, approxdmately $51,000 for payments made on- the

* Fort Lauderdale lease, approximately $327,000 for severance payments and approximately $40,000 for

payments made to shut down the UK. operation. AddRionally, an aggregate of appreximately $319,000
whichisreﬂectedasaaedltﬂwoughhrs&ud:rhgdmrgeﬂnelnﬂneﬂsmﬂﬂﬂﬂmﬁdmdﬁnandal
statements consisted of approxdmately $57,000 reduction In the severence accrual, appraximately $20,000
for the reduction of the fringe benefit accrual . and $202,000 reduction in. the acorual on the Fort
Lauderdale lease, due to revisions In the lease, The salvageable components of the switch were relocated

: tnﬂze&mpany’sNanYo&thswitdﬂnmemirdquaerfﬁscalzow After restructuring charges

incurred, the balance in the reserve at January 31, 2000, of approximately $12,000 consisted. of the
satiemem: of the lease In Fort Laude'dale, Florida. .

on the lease In Fort Lauderdale, Florida, which was charged against the r&ahucumng reserve,

" In'the fiscal year ended January 31, ZOOLﬂmCompanysetﬁed forappmdmﬁly.*,u,ﬂuo,u\ebalance

14. COMMITMENTS AND CONTINGENCIES

The Company Is lrrvolved In various legal and admlnlstratlve actions arising in the normal course of -
business, While the resolution of any such ‘actions may have an Impack an the finandal resuits for the -
period In which it'Is rescived, management belleves that the uitimate dispesition of these matters will

' nnthaveamateﬂaladversed?&:tuponitsconsoudated r&sulbofoperaﬁnns,cash flows or finandial

pasition;
LOSS PER SHARE

Basic loss per share was computed by dividing net loss by the welghted average number of shares of
Commeon Stock outstanding during each year, Diluted loss'per share was computed an the assumption
that all stock options converted or exercised during each year or outstanding at the end of each year
were converted at the beginning of each year or at the date of Issuance or grant, i dilutive.




——— e q-._.._--'-——_‘i-:-_...

it SRR
e

e P

COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
' NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
" FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

aoondllatlon of the loss and common shares Included In the oomputatlon of baslc loss per common share and dlluhed loss per common share for the

ended January 31, 2002, 2001 and 2000 ls as follows:

-

v
»

' _g002':

. ‘ . — 2001 T T
o Loss Shares Per Share . Loss “Shares - | Per Share Loss - Per Share
N S I R S P SO L
are: womsm | wamew| s | @van | ames|  sam| easam | geess| sy
-: |5 :
fdiluive .
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andlng stock options to purchase shares of Common Stock were not indluded In the computation of diluted loss per share for the fiscal years ended
ry 31, 2002, 2001 and zouoibemuse to do so would have been antldllutlve. ‘ _

r
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

16. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Mountqlnﬂiouéand;mptpersharéqata.

Apri 30, 1599

) * July 31, 1999 | October31, 1999 | January 31, 2000
Net sales - $33,530 $ 36,617 - $36,968 $32,625
Operating Income (loss) 519 590 (5,954) (1834) | .
Net eamings (loss) 2% 33 G.539) @50 | - .
' Baslc eamings (less) per common share . " 0.04 0.05 {(0.77) (0.563) | .
| Diuted eamings (ass) per common share 0.03 0.05 . (0.77) (0.63)
April 30,2000 | July31,2000 | October31,2000 | Jammry 31, 2001
Net sales $31,792 | $34,108 - $33,903 $ 17
Operating Income (lass) (1,6086) (1,405} (2417) (3,306)
Net eamings (loss) (1514) (1,366) - {2,403) " (3,346)
Basic eamings (loss) per common share (0.21) (0.19) 033 |. (045).
Dlluted eamnings (loss) par common share (0.22) {0.19) (0.33) | (0.45)
‘ April 30,2001 | July31,2001 | October 31,2001 | January 31, 2002
Net sales | §29,444 . $3,8R $ 20,467 $16510
Operating income (loss)- (4,863} 42 (1,790) (5:551)
Net earnings (loss) - (4,592) . 86 (1,859) . (5,605)
Baslc earnings (loss) per commen share (0.56) 01 (0.17) (0.52)
Diluted earnings (loss) per common shara (0.56) 01 {0.17) {052)

17. EMPLOYEE STOCK OWNERSHIP PLAN- . .
-On September 1, 1993 the Company established the Cavista Communications, Inc. Emphyee Stock

Ownership Plan (the “ESOP Plan”). Concurrently with the estabilishment of the nonleveraged ESOP Plan,

“the Company contributed 600,000 shares of its Common Stock to the ESQP Plan. The Camman shars
- were recorded at fair value at the date contributed to the ESOP, totaling approximately $12.2 millien, -

with an offset to Unearmed ESOP- Shares in the Statement of Shareholders’ Equity. The ESOP Plan was
to be administered-through a trust by a trustee dﬁlgnahed by the Board of Directors :

. MFebnmwlsss,meCmnpanfsBoamokaednmaudwmedmemmaﬂmdmeESOPPhn The IRS -

gave s approval to terminate the ESOP, and the Company officially terminated this plan during 2002, and

me'entlreGOOOOOShamochmmon Stock were
Stock,

reb.:mec[mautmﬂzedbutunssuedsharesofmmmon




A omo
Sty e -

PR A
strke i

thc oy

3
cE
i
n
H
"

1,
e e

¥

1

- —————

W « gt
[ ——
FEENLTR i -

At

F—

o ]
. Sy

R
- -'l ’

COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cantinued)
_FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

18. ACCESS CHARGE SEI'H.EMENT

19.

Inmemndquarherofﬂsmlzonl ﬂie@mpanyremivedawshpaymmcrn 264,483 fiom certain
Bell Cnmpan!shsetdanentofachsacummmwhldimemnpanywasaparty filed In 1992
relating to alleged overcharges by those companiés. Thesettlementcundudedﬂxedasacﬂonwithme'
Belt Companies. TheCompany'sporﬁonofmesemanentmsmtdeteminedmﬁlmesecond

~ended July 31, 2000, Thecashpaymattwasremrdedasasepamtennemanasareducmnofcosts and

expenses In thequarter ended July 31, 2000,

3

_RELATEDPARTYTRANSACTIONS = . S

" A director of the Company serves on the erd of Dlrecters of Capsule Camunlcaﬁons, e

(“Capsule”) (see Note 21). Also the Chalrman of the Company is the majority shareholder of Capsule,
The Company.- purchases and sells services, to €apsule. Sales to Capsule In the years ended January
31, 2002, 2061. and 2000 were approxiately’ $615,000, $532,000 and $681,000, respectively.
Purchases from Capsule In the years ended January 31, 2002,. 2001 and 2000 were approximately

. $660,000, $544,000 and $291,000 respectively. All transactions were based on q:mpeﬁuve terms

obtained in arm’s length transactions.

On February 1, 2001, the Board of Directors of the Company representing a majority ownership of
the Company, subject to perfunctory shareholder’s approval which  was cbtained on March 29,

. 2001, authorized the sale of a total of 3,500,000 shares of Common Stock to the following three

persons (the “Purchasers™) In the amounts Indicated: Kevin Alward, 1,000,000 shares; A, John Leach,
500,000 shares; and Henry G. Luken, IIT, 2,000,000 shares, The purchase ptice for the Common
Stock to be Issued to Messrs. Alward Leach and Luken Is $2.00 per share, based on the fair market
value of shares at February 1, 2001. The stock sale was consummated In April 2001 with the

‘Issuance of 3,150,000 shares of common stock. The Board of Directors authorized a decrease oF
~ 350,000 shares to be purchased by Mr. Leach.

On February 1, 2001, the Board of Dlred:ors of the Company authorized the acquisition of BElink Data
Corporation, a telecommunications company, of which Kevin Alward was a principal shareholder,
‘officer and director, for 300,000 shares of the Company’s Common Stock valued at the fair market
value at March 29, 2001 for total consideration of $900,000. The transacﬂon was complemd on
March 29 2001, . .

~ On Julv 24, 2001 and August 9, 2001, the Company Issued nots reoeivable ) Capsule for a total

principal of $200,000 and $300,000, rspectlvely with Interest payable at 8 %% to be paid no latar

. than one year from each note Issuance,

JayJ.MmeraDke@rdesh,haspmvHedvaﬂotﬁlegalsavhasberlsladMngHscalmozm
Fiscal 2002, Covista pald $144,574 to Mr., Miller for services rendered and accrued for In Fiscal 2002,
As of January 31, 2002, Covista owed Mr. Miler $179,316. Covista believes that Mr. Miller’s fees were
reasonableformeservmpeﬁonnedandwerenolasﬁwmbletoCovistamanoouldhavebeen

: ohtalnedﬂomanunralatndmlrdparty

" Leon’ Genet, a Director of Covista, hasprwldedagentsmﬁcsfortovistathroughhlswhoﬂy-owned
- Registrant, LP3, Inc. During Flscal 2002, LPJ, Inc. was pald commissions of $93,066. The commissions

paid to LP), mc.weremmpumdonmesamebaslsasomerlndependentagentsre!amdbyCovisla




. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

zo‘c

EMPLOYEE RECEIVABLES

Included In prepaid expenses and o!fher current assets Is a note receivable tntallng $262,500

evidendng a loan to a former employee of the Company. The ndte bears Interest at 11.5% per
annum, and Is:payable In monthly Installments with the last payment due on January 1, 2004. The

.Company is In the process of negotlatlng mllect!on of the note.

An additional-approximate $179,000 of employee receivables is Included In prepatd e(pem and -
cther current assets. ' This remaining balance repreeents loans and payroll advanm to various

_employees.

SUBSEQUENT EVEN"I'S

a.

On Febnmry 8, 2002, the Company acquired Capsule Communlcatlom, Inc (‘Capsule') for .
1,724,311.shares of Common Stock. Capsule |s a telecommunications carrler providing locai and

" long-distance telephcne communications services to small and medium size business customers

and residential customers generally located in the Mid-Atlantic reglon and in Cailfornia; Capsule
Is a related party of which both Henry G. Luken I, the Chaiman and shareholder of the -
Company, and Walter Anderson, a director and shareholder of the Company, each of whom wera
the two major shareholders’ in Capsule. The terms of the acquisition were that all shareholders
with the exception of Henry Luken recelved 0.0917 shares of Covista Commion Stock for each

-share of Capsule Common Stock, and Mr. Luken received 0.0688 shares of Covista Common

- Stock for each share of Capsule Common Stock. The total value of the acqulsitlon was

approximately $11,000,000.

On February 20, 2002 the Board of Directors approved the private sale of additional Common
Stock of up to $12,500 000. The investment would indlude a cash infusion of $4,800,000 for
debt or Common Stock, contribution of $3,300,000 of fixed assets for debt or Common Stock and
the conversion of all existing long-term debt to Common Stock at $5.00 per share. The - °
commitment for funding for the Investment is anticipated to come primarily from the current”
Chalrman of Covista's Board and Is subject to shareholder’s approval at the next annual or
scheduled meeting of stockholders. - As of May 14, 2002, $2,600,000 of cash was received from
the Chairman of Covista’s Board In exchange for debt. Finally, the Comipany is planning to obtain
a line of credit from a bank. If such line of credit Is not obtained, the Chairman of the Board has
committed to loantng $2 mililon to the Company through atleast the second qnarter of Fiscal .
2004.

-
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COVISTA COMMUNICAHONS, INC. AND SUBSID!ARIES :
Schedule Il - Valuation and Qualﬂylng Accounts (Consolidated) |

-

YEAR ENDED JANUARY 31, 2001
Reserves and allowances
deducted from asset accounts:
Allowance for uncollectible

accounts i - $ 1,827,260

Valuation reserve on o
deferred taxasset -~ - $ 3,702,881

Allowances not deduched:

Restructuring reserve $ '11'-,995

'YEAR ENDED JANUARY 31, 2000

Reserves and allowances
deducted from asset accounts:
- Allowance for uncollectible - .
' accounts - $ 1,230,483
Valuation reserve on '
deferred taxasset - = $ -

. Allowances not deddcmd: ,
Restructuring reserve - $ 2,128,000

$ 2,346,761

.§ 3,703,659 °

$ 1,074916 -

i '3,702,881'

$ (318,879)

§
(A) Represents write-off of accounts receivable against the allowance in Fiscal Year 2002,

- § 98798 $ 40752

- $ - $ 7,406,5

- % 11,995 §$

- ) s I m'm $ 1'&7,2 P

'$ | '.'$3:70212:

- § 1,797,126 $

ColumnA Lt 'clalumn B Column € COI;IIIIIID cmu,m:. E
| Addltlons
. Charged to .
- . Balam:eat (Credlted)h Other . Balanca
. Co - ‘Beginning Costand  Accounts- Deductions- atEndof.
" Description of Period Expenses Desu-lhe - Describe Perfod |
. YEAR ENDED JANUARY 31, 2002. '
Reserves and allowances.
- deducted from asset accounts: |
Allowancz for uncollectible , T : : .
accounts . $.4075223  $5332,384 . - $4AT04TIA) § 4987.1
Valuation reserve on . o _ . : .
deferred tax asset -$ 7,406,540 $ 4,618,990 - $ - $12,0255:

11,!; i
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[TEM 1 - FINANCIAL STATEMENTS
COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Unaudited)
Nine Months Ended Three Months Ended
October 31 ' October 31
. 2002 2001 | 2002 2001
NET SALES o ' $ 77.002274 $78803,039 $26773184 $ 20466685
Costs and Expenses . . ‘ . e
Cost of sales ; .. 54,341,941 64,423,267 18,185,528 15,335,763
Selling, general and administrative _30,717,399 _ 20,990,705 9846672 _ 6,921,048 .
Total costs and expenses . _85059.340 _ 85413,972 28,032,199 22.256.811
OPERATING LOSS . | (8,057.066) .(6.610.933) (1.259.015) _ (1 ,790,126) '
Other Income (Expense) _ o : o
. - Interest income 44 576 94,392 247 18,752
Other income ' 26,472 305,267 ‘ 33,680
Interest expense : (388,457) (154.783) {133,144} (121,256)
‘Total other Income {expense) (317.409) 244 876 (132,897) (68,8#4)
L.oss before benefit from income taxes ‘ (8,374,478) (6,366,057) (1,391 ,912) {1,858,950)
Benefit from income taxes 511,220 - - -
- NET LOSS o (7,863,255)  (6,366,057) (1,391,912) (1,858,950)
'COMPREHENSIVE LOSS $ (7.863,255) $(6.366,057) $(1,391,912) $(1,858.050)
'BASIC LOSS PER COMMON SHARE $ (0.62) $ (064 $ (0.1 18 (047)
DILUTED LOSS PER COMMON SHARE $ (0.62) § - (0B84 § (0118 _(0.147)

DIVIDENDS PER SHARE o . NONE 'NONE NONE NONE

See notes to condensed gonsolidated ﬁhanciél statements




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

October 31,
2002
(Unaudited)
ASSETS
CURRENT ASSETS:
| Cash and cash equivalents $ 3.381,369
Investments available fof sale - -
Notes receivable -
Accounts receivable, net ' 16,937,991
Prepaid expenses and .other current assets 534,164
TOTAL CURRENT ASSETS | 20,853,524
PROPERTY AND EQUIPMENT, NE;l' : 14,557,592
OTHER ASSETS:
Deferred line installation costs, net - 579,519
Intangible assets, net o 2,441,532
" Goodwill, net ~ 8,307,850
Other assets _ ’ 3,962,091
‘ © 15,290.992
. $50.702,109
Note: The condensed consolidated balance sheet at

Sea notes to condensed consoclidated financial statements

January 31,
2002 -
(Note)

$ 1,379,038
439,773
500,000

10,252,837
1,373,780
13,945,428

12,489,626

174,785

4,646 952

4 821,737
_§31.256.791

January 31, 2002 has been
deri_ved from the audited consolidated financial statements at that date. .




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

October 31, Jan‘uary 3,
2002 2002
. ' (Unaudited) {Note)
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
" Current portion of long-term debt $ 1,659,583 $ 381405
Accounts payable - ] 26,023,878 19,465,274
Other current and accrued liabilities 6,544,808 4,434,795
Salaries and wages payable 400,441 991,012
TOTAL CURRENT LIABILITIES - 34,637,801 | 25272486
Other Long Term Liabilities . - 578 . 15.466
Long-Term Note Payable - Bank ' 2,377,029 ' ' -
Long-Term Note Payable — Shareholder - - 7.000,000 . 4,400,000
Total Notes Payable - 9.377.029 4,400,000
SHAREHOLDERS' EQUITY
Common stock ' 711,443 619,288
Additional paid-in-capital - 38,521,038 25,650,098
Accumulated deficit (31,102,339) (23.255.107)
o - 8130,142 3,014,279 -
Treasury stock | (1,445,440) (1,445,440)
Total Shareholders' Equity 6,684,702 - 1,568,839
Note: The condensed consolidated, balance sheet at January 31, 2002 has been

derived from the audited consolidated financial statements at that date._

See notes to condensed consolidated financial statements.




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

- See notes to condensed consolidated financial statements.

5

{Unaudited) :
Nine Months Ended
October 31,
2002 2001
OPERATING ACTIVITIES: . ' .
Net loss : . $ (7,863,255) $ (6,366,057)
Adjustment for non-cash charges 6,918,842 5,691,632
Gain on sale of marketable securities - (262,234)
Changes in assets and ||abl|ltles net of effect of -
Acquisitions . (441.463) (2,162.645)
' Net cash used in operating activities (1,385,876) (3,099,304)
- . INVESTING ACTIVITIES:
Cash acquired in purchase of business - 1,179,165 90,402
Proceeds on sale of marketable securities 439,773 -1,141,302
Purchases of marketable securities (608,369)
Purchase of prepaid network capacity : - .(4,000,000)
Purchase of property and equipment (3,028,664) (4,182,146)
Proceeds from sale and leaseback transaction - 1,245,339
Additions to deferred line installation costs (404,734) (32.803)
Net cash used in investing activities (1,814 460} (6,346,275}
- FINANCING ACTIVITIES: : ‘
Sale of common stock _ , 315,963 6,326,666
Proceeds of loan from shareholder . 2,600,000 4,000,000
Proceeds from bank borrowings 3,775,000 -
Repayments of bank borrowings {1,488,296) ' (456,972)
Net cash provided by financing act:vmes 5,202 667 0,869,694 .
NET INCREASE IN CASH AND -
CASH EQUIVALENTS 2,002,331 424 115
CASH AND CASH EQUIVALENTS,
_ BEGINNING OF PERIOD © 1,379,038 2,691,889 -
CASH AND CASH EQUIVALENTS, : :
END OF PERIOD $ 3381,369 $3,116.004
SUPPLEMENTAL DISCLOSURE OF CASH
FLOW INFORMATION: -
Cash paid (received) during the period for: . - _
: Interest - § 346,679 $ 46,339
Income taxes - $ {511,220) $ (16,828)
Business Acquired ‘
Fair Value of Assets excludlng cash $ 21,849,458 (2,162,145)
Less Liability Assumed (10,056,503)
Less: Stock Consideration for business acquured (12,972,127)
Cash acquired 1,179,172

90,402




COVISTA COMMUNICATIONS, ING. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
{Unaudited)

NOTE A~BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial staterments have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the
instructions to Form 10-Q and Rule 10-01 of Regulation $-X. They do not include all information and
notes required by generally accepted accounting principles for complete financial statements. However,
except as disclosed herein, there has been no material change in the information disclosed in the notes to

the consolidated financial statements included in the Annual Report on Form 10-K of Covista

Communications, Inc. (formerly Total-Tel USA Communications, Inc.) and Subsidiaries (Covista) for the
fiscal year ended January 31, 2002. In the opinion of Management, all adjustments (consisting of normal
recurring accruals only) considered necessary for a fair presentation have been included. Operating
_ results for the nine-month period ended October 31, 2002 are not necessarily indicative of the results that
may be expected for the year ending January 31, 2003

NOTE B -NEW ACCOUNTING PRONOUNCEMENTS

In June 2001, the FASB issued  Statement of Financial Accounting Standards No. 142 ("SFAS 142",
"Goodwill and Other Intangible Assets", which is effective January 1, 2002. SFAS 142 requires, among
other things, the discontinuance of goodwill amortization. In addition, the standard includes provisions for
‘the reclassification of certain existing recognized intangibles as goodwill, reassessment of the useful lives
of existing recognized intangibles, reclassification of certain intangibles out of previously reported goodwill
and the identification of reporting units for purposes of assessing potential future impairments of goodwill,

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 143 ("SFAS 1437,
"Accounting for Asset Retirement Obllgatlons which is effective for Covista's fiscal years beginning
February 1, 2003. SFAS 143 requires recording the fair value of a lability for an asset retirement
obligation in the period in which it is incurred, and a corresponding increase in the carrying value of the
related Iong«llved asset. Over time, the liability is accreted to its present value each period, and the
capitalized cost is depreciated over the useful life of the related asset. Upon settlement of the liability, it is
either settled for its recorded amount or a gain or loss upon settlement is recorded. Covista is currently
assessing, but has does not expect the impact of SFAS 143 to be material to its financial position and
results-of operations.

In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144 (“SFAS 144%,

“Accounting for the Impairment or Disposal of Long Lived Assets™, which is effective for all fiscal years .
beginning after December 15, 2001, SFAS 144 replaces the Statement of Financial Accounting

Standards No. 121, Accounting for the Impairment of Long Lived Assets and for Long-Lived Assets to be
Disposed Of". SFAS 144 requires that long-lived assets to be measured at the lower of the carrying
.amount or fair value, less cost to sell, whether included in continuing operations or in discontinued
operations. Covista is currently assessing, but does not expect the impact of SFAS 144 to be material to
its financial position and results of operations. . . : ‘




in April 2002, the FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections™. This statement eliminates the
automatic classification of gain or loss on extinguishment of debt as an extraordinary item of income and
requires that such gain or loss ‘be evaluated for extraordinary classification under the criteria of
Accounting Principles Board No. 30 "Reporting Results of Operations™. This statement also requires sale-
leaseback accounting for certain lease modifications that have economic effects that are similar to sale-
leaseback transactions and makes various other technical corrections to existing pronouncements. This
statement will be effective for Covista for the vear ending January 31, 2003. The ‘adoption of this
statement is not expected to have a material effect on our resuits of operations or financial position.

in July 2002, the Financial Accounting Standards Board issued SFAS No.146,"Accounting for Costs
Associated with Exit or Disposal Activities." SFAS No.146 will supersede Emerging Issues Task Force
Issue No.94-3,"Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit
an Activity (including Certain Costs Incurred in a Restructuring)." SFAS No.148 requires that costs
assoclated with an exit or disposal plan be recognized when incurred rather than at the date of a
commitment to an exit or disposal plan. SFAS No.146 s to be applied prospectively to ex;t or disposal
activitles initiated after December 31, 2002.

NQTE C — EARNINGS PER SHARE

Tha following table sets forth the computation of basic and diluted loss per common share:

Nine-Months Ended Three-Months Ended
Qctober 31, October 31, October 31, October 31,
2002 2001 2002 2001
Numerator: )

" Loss available to $ (7.,863,255) $ (6,366,057) .  § (1,391,912) $(1,858,950)
Common Shareholders used in basic )
and diluted loss per Common Share

Denominator: ‘
Weighted-average number of Common 12,612,063 9,990,562 12,687,673 10,820,365
Shares used in basic loss per .

Common Share (1)
Effect of diluted securities;

Common share options - - - =
Weighted-average number of Common 12,612,053 9,990,562 12,697,673 10,820,365
Shares and diluted potential Common
Shares used in diluted loss per
Common Share

Basic and diluted loss per Common Share  § (062) $ (064 § (011) § _ (0.17)

(1) Common Shares subject to options are not included In the calculation of diluted loss per
Common Share far the nine month periods ended QOctaber 31, 2002 and 2001, and the three-
month period ended October 31, 2002, as doing so would be antidilutive due to the net loss per
Common Share. .




NOTE D - SEGMENT REPORTING ‘

Covista sells telecommunications services to three distinct segments: a retail segment consisting primarily
of small to medium sized businesses principally within the United States, a wholesale segment with sales
to other telecommunications carriers throughout the world, and a segment that generates sales through
direct mailing campaigns (KISSLD) which started in the beginning of fiscal year 2003 for residential
customers in network supported areas on the East Coast.

In addition to direct costs, each segment is allocated a portion of the Covista's switch and operating
expenses. The allocation of expense is based upon the minutes of use flowing through the Covista's
switch network. There are no intersegment sales. Assets are held at the consolidated level and are not

allocable to the operating segments. Covista evaluates performance on operating eamnings of the three
business segments.

Summarized financial information concerning Covista's reportable segments is shown in the following
table:

Retail Wholqsale KISS LD Total -

Nine Months Ended

October 31, 2002

Net Sales $60,327000 % 11 ,389,000 $5,286,000 $ 77,002,000

Gross margin 19,512,000 1,139,000 2,008,000 22,660,000

Operating loss (6,365,000) (1,128,000) {564,000) {8,057,000)

Nine-Months Ended '

Qctober 31, 2001 ‘

Net Sales $36,717,000  $42,086,000 N/A $ 78,803,000

Gross margin 13,062,000 = 1,318,000 - NIA 14,380,000

Operating loss ~ {4,457,000) (2,153,000) N/A . {6,611,000)

Retal ~ Wholesale KISSLD ~ Total

_ Three Months Ended

QOctaber 31, 2002

Net Sales $ 20,788,000 $ 3,089,000 $ 2,886,000 $ 26,773,0()0

Gross margin : 7,181,000. 310,000 1,087,000 8,588,000

Operating loss (1,053,000). (45,000) _ (161,000Q) (1,259,000)

Three Months Ended | '

October 31, 2001 ‘

Net Sales - $11,998,000 $8,471,000 NA 8 20,467;000

Gross rmargin 4,284,000 847,000 “NIA 5,131,000

Operating loss (1,495,000) (295,000) N/A (1,790,000)




NOTE E - INCOME TAXES

For the fiscal year ended January 31, 2002, Covista established a valuation allowance against its net
deferred tax asset due to the uncertainty of realizing certain tax credits and loss carryforwards. In the
quarter ended October 31, 2002, Covista continued this accounting treatment and recorded a full
valuation allowance against the net tax bensfit arising from the quarter's net operating loss. The result is
that the net deferred tax asset of approximately $14,278,000 is fully offset by the valuation allowance and,
. as such, does not appear on the balance shest. It will be reﬂected at net recoverable value when the net
deferred tax asset can be utilized in future periods.

During the second quarter of the fiscal year 2003, Covista received a tax refund of $511,220; which
reflected a change in IRS regulations regarding net operating loss carrybacks.

NOTE F - ACQUISITION OF CAPSULE COMMUNICATIONS

On February 8, 2002, Covista compieted the merger (the "Merger”) of its wholly owned subsidiary CClI
Acquisitions, Inc. ("CCI") with and into Capsule Communications, Inc. ("Capsule”), pursuant to the
Agresment and Plan of Reorganization dated as of July 17, 2001 among Covista, CC! and Capsule (the
"Merger Agreement”). As a resuit of the Merger, Capsule became a wholly owned subsidiary of Covista.
Covista has accounted for the combination with Capsule as a purchase business combination under
SFAS 141(“Business Combination™). Capsule is a switch-based interexchange carrier providing long
distance telephone communications services primarily to smal[ and medium-size business customers as
well as re5|dent|al accounts.

The results of Capsule's operations have been included in Covista's statement of operations since the
Merger Date. The total purchase price was approximately $12.7 million and consisted of approximately
1.7 million shares of Covista's Common Stock, valued at approximately $11.6 million determined based
on the average closing market price of Covista's Common Stock at the time of acquisition, options
assumed from Capsule for the purchase of 286,975 shares of Common Stock valued at approximately
$1.1 million using the Black-Scholes Valuation Model, using an exercise price of $3.49 to $20.10,
expected lives of 0.5 to 2 years, 156% volatility, 2.69% discount rate, and Covistas’ stock price of $6.71.
In addition, Covista incurred approximately $0.3 million in acquisition expenses,

The following table summarizes the estimate of fair vaiue of the assets acquired and liabifities assumed at
the Merger Date. '

Cash » . $ 1,179,172

Current assets ' . 5,717,428
. Property and equipment - 3,544,081
Cther assets ‘ 89,199
Intangible assets ! 4,190,000
Goodwill : 8,307,850
Total assets acquired : 23,028 630
Current liabilities . {10.058,503)
Total purchase price w

The intangible assets acquired from Capsule were identified as its business customer relationships
valued at $1,288,000, its residential customer relationships valued at $376,000, and its agent
relationships valued at $2,526,000. These intangibles are being amortized over periods of 10 months to
four years. The customer and agent relationships are amortized' using double-declining method.




The unaudited pro forma information below represents the consolidated resuits of operations as if the
merger with Capsule had occurred as of February 1, 2001 and 2002. The unaudited pro forma -
information has been included for comparative purposes and is not indicative of the results of operations
of the consolidated Company had the merger occurred as of February 1, 2001, nor is it necessanly
indicative of future results

Nine Months Three Maonths

Ended Ended
October 31,2002 Qctober 31,2001 October 31, 2002 October 31, 2001
Total Revenue $ 77,815,223 $ 107,019,236 $26,773,184 $ 29,413,441
Loss attributable to (7,770,611}  (7,388,496) (1,391,912)  (2,476,381)
Common stockholders . .
Basic net loss per (0.62) (0.74) (0.11) (0.23)

common share

NOTEG SHAREHOLDER LOAN

As of October 31, 2002, Covista received loans from Henry G. Luken lli, its Chairman of the Board and
principal shareholder, in the amount of $7,000,000. These loans will be converted to equity upon
shareholder approval which approval is expected to be sought at Covista’'s Annual Shareholder meeting

planned to be held December 19, 2002. Covista currently has the necessary voles to approve the
conversion

NOTE H - NOTES PAYABLE

Covista has a revolving $2,000,000 credit facmty with Wells Fargo Business Credit Corporation,
- renegotiated and amended on May 11, 2002, which expires on May 11, 2004, Interest on the revolving
credit facility is currently calculated at the prime lending rate plus 2 3/4%, on a minimum loan balance of -~
$750,000. The loan is collateralized by accounts receivable and fixed and intangible assets of Covista.
As of October 31, 2002, Covista’'s outstanding balance on its credit facility was $548,076 leaving.
approximately $1,451,924 available based on collateral for future borrowing under the credit facility. '

The loan agreement contains covenants and restrictions, which, among other things, require maintenance
of certain subjective financial performance criteria and restrict encumbrance of assets, creation of
indebtedness and piaces limitations on annual capital expenditures. Covista was not in compliance with
several of its covenants in the Loan Agreement; however, Covista received verbal waivers related to such
non-compliance relevant to the fiscal period ended October 31, 2002.

On June 17, 2002, Covista entered into a term loan agreement W|th a major Tennessee bank. Covista
has received $3,775,000 payable monthly in 36 installments at a fixed interest rate of 4.595% for the first
year and converting to 2% over LIBOR on June 17, 2003 and each year thereafter. This term loan is
secured by certain of the Company's switching equipment, and Certificates of Deposit. provided by
Cowsta s Chairman of the Board.

’
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
TEM 2 '

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULT OF OPERATIONS

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS:

Certain matters discussed in this Quarterly Report on Form 10-Q are “"forward-looking statements”
intended to qualify for the safe harbor from liability provided by the Private Securities Litigation Reform
Act of 1995. These forward-looking statements can generally be identified as such because the context of
the statement will include words such as Covista "believes”, "anticipates®, "expects", or words of similar
import. ' Similarly, statements which describe Covista's future plans, objectives or goals are also forward-
locking statements. Such forward-looking statements are subject to certain

risks and uncertainties which are described in close proximity to such statements and which could cause
actual resuits to differ materially from those anticipated as of the date of this Report. Shareholders,
potential investors and other readers are urged to consider these factors in evaluating the forward-looking
statements and are cautioned not to place undue reliance on such forward-looking statements. The
forward-looking statements included herein are only made as of the date of this Report and Covista
undertakes no obligation to publicly update such forward-looking statements to reflect subsequent svents
or circumstances, except as required under applicable laws.

Results of Operations

Net sales were approximately $77,002,000 for the first nine months of the current fiscal year, a decrease
of approximately $1,801,000 or 2.2% as compared to the approximately $78,803,000 recorded in the first
nine months of the prior fiscal year. Net sales for the third quarter of the current fiscal year were
approximately $26,773,000, an increase of approximately $6,306,000 or 30.8% as compared to the
approxlmately $20,467.000 recorded in the third quarter of the prior fiscal year.

Wholesale revenue for the mne-month period was approximately $11,389,000, a decrease of
approximately $30,696,620 or 73% from the nine month period ended October 31, 2001. For the quarter
ended October 31, 2002, wholesale revenue was approximately $3,099,000, a decrease of
approximately $5,372,000 or 63.4% over the comparative quarter in the last fiscal year. Wholesale
minutes sold in the nine-month period ended October 31, 2002 were approximately 148,615,000 minutes,
a decrease of approximately 234,143,000 minutes or 61.1% from the nine-month period ended October
31, 2001. Wholesale minutes sold in the quarter ended October 31, 2002 were approximately 32,578,000
minutes, a decrease of approximately 49,309,000 minutes or 60.2% from the third quarter of the prior
fiscal year. For the nine-month period, the decline in revenue also reflected the competitive wholesale
market place and the business failure of several wholesale customers, both trends that Covista believes
will continue. Competitive pressures on sales price have resulted in a 34.7% decline in the average
selling rate. Covista also has attempted to limit its exposure to the business failures experienced within
the industry by tightening up credit limits on all wholesale accounts. Covista has strategically reduced the
Wholesale segment of its business.
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Retail revenues for the nine-month period were approximately $61,205,000, an increase of approximately
$24,488,000 or 66.7% from the nine-month period ended October 31, 2001. For the quarter ended
October 31, 2002, retail revenues were approximately $20,788,000, an approximately $8,792,000 or
73.2% increase over the comparative quarter in the last fiscal year. Retail minutes sold in the nine-month
period ended October 31, 2002 were approximately 824,279,000 minutes, an increase of approximately
353,487,000 minutes or 75% over the nine-month period ended October 31, 2001. Retafl minutes sold in
the quarter ended October 31, 2002 were approximately 276,585,000 minutes, an increase of
approximately 109,487,000 minutes, or 65.5% over the third quarter of the prior fiscal year. The increase
in volume results primarily from the acquisition of Capsule Communications. However, the decrease in
revenue per minute results from the extreme pricing pressures existing within the industry, Covista has
experienced a rate decrease of 7.3% for the nine-month period ended October 31, 2002 and 3.1% for the
three-month period ended October 31, 2002, The extreme pricing pressures experienced in the industry is
a trend that the Company believes may continue,

KisslD revenues (a produ(:t sold to retail consumers) for the nine month period were approximately
$5,286,000. KissLD is a new product offering for the current fiscal yvear and, therefore, does not have
prior year comparatives. The total minutes sold for KissLD for the nine month period was approximately
103,472,000. For the three month period ended October 31, 2002, sales were approximately $2,886,000
for KissLD. KissLD minutes sold for the three month pericd ended July 31, 2002 were approximately
57,511,000,

Cost of sales for the “current nine-month period was approximately $54,342,000, a decrease of
approximately $10,081,000 or 15.6% from the nine- month period ended October 31, 2001. These
changes were favorable in relation to the 2.2% decrease in sales for the nine-month period. The
decrease in cost of sales was due primarily to a decrease of approximately 234,143,000 wholesale
minutes equating to approximately $27,627,000. This savings was offset with the cost of the increase in
retail volume of approximately $17,595,000. '

Cost of sales for the three-month period ended October 31, 2002 was approximately $18,186,000, an
Increase of approximately $2,850,000 or 18.6% from the third quarter of the prior fiscal year. These
changes were favorable in relation to the 30.8% increase in revenues in the third quarter. The'increase in
cost of sales was due primarily to the Capsule acquisition.

In the normal course of business, Covista files disputes with its service providers. Covista’s accounting
policy Is to record the invoiced amount to cost of sales, which may inciude disputed amounts. When the
dispute is resclved and the credit Is received, the amount is credited to cost of sales. Open disputes
included in cost of sales for the nine-month period and the three—mor'n_th period ended October 31; 2002
are approximately $3,116,000 and $3,007,000, respectively.

Selling, 'general and administrative expense for the nine-month period increased to approximately
$30,717,000, an Increase of approximately $9,727,000, or 46.3% over the nine-month period ended
October 31, 2001. For the quarter ended October 31, 2002, selling, general and adminisirative expense
was approximately $9,847,000; an approximate $2 926,000 or 42.2% increase over the comparative
quarter in the last fiscal year.

-’
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The increase in selling, general and administrative expenses of approximately $9,727,000 for the nine-
month period was primarily due to an increase in commission expense of approximately $4,045,000
related to the added agent commissions of the Capsule agent program, an increase in salaries of
approximately $2,906,000 related to the addition of Capsule salaries and expansion of the Tennessee call
center staff; an increase in marketing expense of approximately $2,731,000 related to the KissLD
marketing program, an increase in office expense of approximately $1,265,000 due to the addition of the
Tennessee call center, the addition of Capsule general and administrative costs, and the one-time
relocation costs of the corporate headquarters; and other miscellaneous seliing, general and
administrative expenses of $130,000. This was partially offset by a reduction in bad debt expense of
approximately $1, 349 ,000 for the same period. -

For the three-month period ended October 31, 2002, the net increase in selling. general and
administrative expenses of approximately $2,926,000 was comprised primarily of increase In commission

. expense of approximately $1,459,000 from the acquisition of the Capsule agent program, an increase in

office expense of approximately $626,000 due to the one time relocation costs of the corporate
headquarters to downtown Chattanooga, TN, and the addition of Capsule G & A, an increase in salaries
of approximately $436,000 from the addition of Capsule salaries, an increase in benefits of approximately
$231,000, an increase in equipment rental of approximately $185,000, an increase in franchise taxes of
approximately $127,000, an increase in postage of approximately $88,000, increase in marketing
expense of approximately $84,000, and other miscellaneous expenses of $8,000. This was partially

offset by a reduction in bad debt expense of approximately $172,000 and a reduction in legal expense of
$156,000.

* For the reasons described above, the operating loss for the nine-month period ended October 31, 2002
was approximately $8,057,000, an increase of approximately $1,448,000 from the nine-month- pericd

ended October 31, 2001 The operating loss for the three-month period ended October 31, 2002 was
~ approximately $1,259,000, an improvement of approximately $531,000 over the prior year's three-month
period ended October 31, 2001.

Total other expense, net, for the.current nine-month period was approximately $317,000 as compared to
approximately $245,000 of total other income, net, recorded in the prior year nine-month period. The
approximately $562,000 change for the nine-month period is primarily due to the reduction in sale of
marketable securities of approximately $262,000, offset by an increase in Interest expense of
approximately $234,000 and a reduction in interest income of approximately $50,000. Total other
expense, net, for the current fiscal quarter was approximately $133,000 as compared to approximately
$60,000 of total other expense, net, recorded in the comparabie period dunng the prior fiscal year. This
change was due to an increase in interest expense.

* Basic and diluted loss per Common Share was $0.62 per share for the current nine-month period ended
October 31, 2002 as compared to $0.64 loss per share for the nine-months ended October 31, 2001.
Basic and diluted loss per Common Share was $0.11 per share for the current three-month period ended

October 31, 2002 as compared to $0.17 loss per Common Share for the three-months ended October 31,
2001.

v
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Liquidity and Capital Resources

At October 31, 2002, Covista had a working capital deficit of approximately $13,784,000, an increase of
deficit of approximately $2,457,000 as compared to January 31, 2002. The ratio of curent assets to
current flabiities at October 31, 2002 was 0.80:1, as compared to the ratio of 0.55:1 at January 31, 2002,
The increase in the working capital deficit at October 31, 2002 was primarily aftributable o an increass in
accounts payable of approximately $6,559,000; a decrease in prepaid expenses and other current assets
of approximately $840,00C and an increase in the current portion of long term debt of approximately
$1,278,000. This was offset by an increase in accounts receivable of approximately $6,685,000; an
increase in cash and cash equivalents of approximately $2,002,000; a decrease in investments available
for sale of approximately $440,000; and a increase in accrued labilities of approximately $2,110,000.

The increase in cash of approximately $2,002,000 was the resuit primarily of proceeds from the sale of
Common Stock of $315,963; proceeds from a long-termn loan received from & major shareholder of
$2,600,000; the proceeds from the sale of markstable securities of approximately $439,773; the proceads
of a note payable of approximately $3,775,0001 and cash acquired in the purchase of businesses of
approximately $1,179,165. These increases were offset by cash used in operations of approximately
$1,386,000; and payment of line installation costs of approximately $405,000, purchases of Property,

Plant, and Equipment of approximately $3,029,000 and repayment of bank borrowings of approximately
$1,488,000. -

On February 20, 2002, Covista's Board of Directors approved the private sale of additional Common
Stock of up to $12,500,000. The investment includes a conversion into comman stock, of $6,800,000 of
debt, contribution of $3,500,000 of fixed assets and $2,200,000 of cash to be received at the rate of
$2.867 per share, which was the closing price for the Common Stock for 30 trading days pricr to
November 1, 2002, as authorized by the Board. The commitment for funding for the investment and the
conversion of the indebtedness is from the current Chalrman of Covista’s Board or his designee's and is
subject to shareholder's approval at the next Annual Meeting, to ba hald on December 19, 2002,
Additionally, Covista has received a commitment from W. Thorpe McKenzie, a nominee for slection as a
director, to purchase an additional 500,000 shares at $2.867 per share for a total of approximately
$1,434,000. Finally, the company is seeking a Hine of credit from a bank. If such line of credit were not
obtained, the Chairman of the Board has committed to loaning $2 million to the Company through at least
the second quarter of flscat 2004,

Capiltal Expenditures

Capital axpenditures for the nins-month period ended October 31, 2002 were approximately $3,198,207.
These expenditures were financed principatly from the proceeds of a long term lean received from a
major shareholder. Planned spending for the balance of the fiscal year ending January 31, 2003, includes
approximately $100,000 for additional switches and equipment to be installed as part of Covista’s natwork
expansion. Thesa expenditures are planned to be financed primarily through vendor financing, sale and
Jeaseback fransactions, and additional tines of credit, which Covista intends o negotiate with its current
lender or other sources. In addition, Covista may seek to sell privately, additional equ;ty or debt securities.
However, there can be no assurance that Cavista shal! be able fo obtam such financing or, if available,
the terms thereof shafl he favorable,
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Prepaid Network Capacity

On July 2, 2001, Covista received a loan from Henry G. Luken IlI, its Chairman of the Board and principal
shareholder, in the amount of $4,000,000. This loan will be converted fo equity upon shareholder
approval which approval is expected to be sought at Covista's Annual Shareholder meeting to be held
December 19, 2002. Covista currently has the necessary votes to approve the conversion. The proceeds
of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0 channel miles
of telecommunications network capacity from an unaffiliated- party. The unaffiliated party has filed for
Chapter 11 reorganization; however, as of the date of this repor, is continuing to perform under the
agreement, and, therefore, management does not believe that this asset is impaired. However,
management has been unable to determine if this carrier's bankruptcy will adversely affect the carrier's
ability to fulfill its’ obligation to Covista under the prepaid network capacity agreement.

As of October 31, 2002, Covista has used 63 million DS-0 channel miles of telecommunications network
capacity against the 2.8 bilion DS-0 total prepaid network capacity, of which $400,000 has been
classified as a current asset and based on anticipated Usage in the next 12 months. The remainder of the
prepaid capacity amount of approximately $ 3,200,000 is included in other assets.

"

Accounts Receivable and Credit Risk

Accounts receivable subject Covista to the potential for credit risk with customers In the retail and
wholesale segments. To reduce credit risk, Covista performs ongoing evaluations .of its customer's
financial condition and except in situations where the risk warrants it, Covista does not require collateral.
Accounts receivable of approximately $16,938,000, net of the reserve for uncollectible accounts totaling
approximately $6,833,000, represents approximately 33% of the total assets of Covista. No one customer
accounts for greater than eight percent of the total revenues and receivables. In the wholesale segment,
which contains Covista's largest customers, Covista has been able to ameliorate credit risk by using
reciprocal arrangements with the customers, which are also Covista's suppliers, to offset outstanding
receivables. Covista has historically maintained a better than three percent ratio of bad debts to revenues.
For the nine-month period ended October 31, 2002, this ratio was 4%. Covista also measures net
accounts receivable turnover (as measured in days sales outstanding). For the periods ended October
31, 2002 and 2001 days sales outstanding were 59.3 days and 58.5 days respectively.
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Related Party Trangactions

Jay J. Miller, a Director of Covista, has provided various legal services for Covista in Fiscal 2003. In the third
quarter, Fiscal 2003, Covista accrued $13,960 to Mr. Miller for services rendered and accrued for in Fiscal
2003. As of October 31, 2002, Covista owed Mr. Miller $26,100.

Leon Genet, a Director of Covista, has provided agent services for Covista through his wholly-owned
Registrant, LPJ, Inc. During the third quarter, Fiscal 2003, LPJ, Inc. was paid commissions of $24,155. The

commissions paid to LPJ, Inc. were computed on the same.basis as other independent agents retained by
Covista.

Covista has entered into three lease agreements for office and switch space in Chattanooga, Tennessee,
- with Henry G. Luken 1ll, Chairman of the Board and a principal shareholder of Covista. Each lease.
carries a term of five years. The leases provide for annual rent of $154,986 for fiscal year 2003; -
$258,290 for fiscal year 2004; $293,336 for fiscal year 2005 and for both fiscal years of 2006 and 2007
the annual rent will be $300,000 and annually adjusted for the Consumer Price Index. For the third
quarter FY 2003 Covista has paid Henry G. Luken lll $21,600 for rent of office space.

As of October 31, 2002, Covista received loans from Henry G. Luken Ill, its Chairman of the Board and
principal shareholder, in the amount of $7,000,000. These loans will be converted to equity. upon
shareholder approval which approval is expected to be provided at Covista’s Annual Shareholder meeting
scheduled to be held December 19, 2002, :

CRITICAL ACCOUNTING POLICIES

Revenue Recognition

Covista's revenues, net of sales discounts, are recognized in the period in which the service is provided,
based on the number of minutes of telecommunications traffic carried, and a rate per minute. Access and

other service fees charged to customers, typically mOntth. are recognized in the period in which service
is provided. :

Deferrad Llne Installation Costs

Deferred line installation costs are costs incurred by Covista for new facllities and costs incurred for
connections from within the Covista's network to the network of other telecommunication suppliers (such
as Verizon, MFS and other carriers). Amortization of such line installation costs Is provided using the
straight-line method over the contract life of the lines ranging from three to five vears.

Long-Lived Assets

Covista accounts for the impairment of long-lived assets and for long-lived assets to be disposed of by
evaluating the carrying value of its long-lived assets, In relation to the operating performance and future
undiscounted cash flows of the underlying businesses annually and when indications of impairment are
present. Long-lived assets to be disposed of, if any, are evaluated in relation to the net realizable value.
If impairment is indicated, the amount of the impairment is typically calculated using discounted expected
future cash flows. The discount rate applied to these cash flows Is based on Covista’s weighted average
cost of capital. If the carrying value of the asset exceeds the fair value of the asset, the difference will be
charged to the results of operations in the period in which the impairment occurred. Based on Covista's
analysis of future undiscounted cash flow, which are in excess of the carrying value of its long-lived
assets, there does not appear to be an impairment as of October 31, 2002.




On July 2, 2001, Covista received a loan from Henry G. Luken I, its Chairman of the Board and principal
shareholder, in the amount of $4,000,000. This loan will be converted to equity upon shareholder

approval which approval is expected to be provided at Covista's Annual Shareholder meeting planned to
be held December 19, 2002.

The proceeds of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0
channe! miles of telecommunications network capacity from an unaffiliated party. The unaffiliated party
has filed for Chapter 11 reorganization; however, as of the date of this report, is continuing to perform
under the agreement, and therefore, management does not believe that this asset is impaired. However,
management has been unable to determine if this carrier's bankruptey will impact the carrier's ability to
fulfill its’ obligation to Covista under the prepaid network capacity agreement.

As of October 31,2002, Covista has used 63 million DS-0 channel miles of telecommunications network
capacity against the 2.8 billion total prepaid network capacity, of which $400,000 has been classified as a
current asset and based on anticipated usage in the next 12 months. The remainder of the prepaid
capacity amount of approxxmately $ 3,200,000 in included in other assets.

Goodwill

Goodwill consists of the excess purchase price over the fair value of Identifiable net assets of acquired
businesses. Goodwill added subsequent to January 1, 2002 is not being amortized in accordance with
SFAS142. The carrying value of goodwill is evaluated for impairment on an annual basis. Management
aiso reviews goodwill for impairment whenever events or changes in circumstances indicate that the
carrying amount of goodwill may be Impaired.” If it is determined that an impairment in value has
occurred, goodwill will be written down to the present value of the expected future operating cash flows to
be generated by the respective reporting unit.

Vendor Disputes

in the normal course of business, Covista files disputes with its service providers. Covista's accounting
policy is to record the invoiced amount to cost of sales, which may include disputed amounts. When the
dispute is resolved and the credit is received, the amount is credited to cost of sales. Open disputes
- included in cost of sales for the nine-month period and the three-month period ended October 31, 2002.

are approximately $3,116,000 and $3,007,000, respectively.

Intangible Assets

Intangible assets are carried at cost, less accumulated aroriization, and are amortized on a double-
declining or straight-line basis over their expecied lives based upon managements’ expectation regarding
the timing of future realization.

Quantitative and Qualitative Disclosures about Market Risk

Market risk represents the risk of changes in value of a financial instrufnent, derivative or non-derivative,
caused by fluctuations in interest rates, foreign exchange rates and equity prices. As Covista holds no
significant marketable securities at October 31, 2001, the exposure to interest rate risk relating to
marketable securities no longer exists. Covista does not hold any derivatives related to its interest rate
exposure. Covista also maintains long-term debt at fixed rates. Due to the nature and amounts of
Covista's note payable, an immediate 10% change in interest rates would not

have a material effect in Covista's results of operations over the next fiscal year. Covista's exposure to
adverse changes in foreign exchange rates is also immaterial to the consoclidated statements as a whole.
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COVISTA COMMUNICATIONS, INC, AND SUBSIDIARIES
PART Il - OTHER INFORMATION

TEMS1-5 Not applicable
ITEM6  Exhibits and Reports on Form 8K

No reports on Form 8-K were filed in the period
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L A. John Leach, Jr., certify that;
1) Ibave reviewed this quarterly report on Form 10-Q of Covista;

2) Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this quarterty
report;

3) Based on my knowledge, the financial statements, and other financial information included in quartexly
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of Covista as of, and for, the periods presented in this annual report;

4) Covista’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for Covista are have; ~

a) designed such disclosure controls and procedures to ensure that material . information
relating to Covista, including its consolidated subsidiaries, is made known to us by others within
 those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness Covista’s disclosure controls and procedures as of a date with 90 days
ptior to the filing date of this quarterly report (the “Evaluation Date™); and

¢) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5) Covista’s other certifying officers and I have disclosed, based on our most recent evaiuétion, to Covista’s
auditors and the audit committee of Covista’s board of directors (or persons performing the equivalent
functions); _

a) all significant deficiencies in the design or operation of internal controls which could adversely
iffect Covista’s ability to record, process, summarize, and report financial data, and I have
identified for Covista’s auditors any material weaknesses in internal controls; and

b) . any frand, whether or not matenal, that involves management or other employees who have a
significant role in Covista’s internal controls; and

6) Covista’s other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to
the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: December 16, 2002 By: s/ A, John Leach, Jr,
A. John Leach, Jr.
President and Chief
Executive Officer
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I, Thomas P. Gunning., certify that;

D
2)

3)

4

5)

bl

I have reviewed this quarterly report on Form 10-Q of Covista;

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this quarterty
report;

Based on my knowledge, the financial statements, and other financial information included in quarterly

- annual report, fairly present in all material respects the financial condition, results of operations and cash

flows of Covista as of, and for, the periods presented in this annual report;

Covista's other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for Covista are have;

a) designed such disclosure controls and procedures to ensure that material ' information
relating to Covista, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness Cdvista’s discloémre controls and procedures as of a date with 90 days
prior to the filing date of this quarterly report (the “Evaluation Date”)' and

c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls -
and procedures based on our evaluation as of the Evaluation Date;

Covista's other certifying officers and I have disclosed, based on our most recent evaluation, to Covista’s
auditors and the audit committee of Covista’s board of directors (or persons performing the eqmvalent
functions); ,

a) all sigm'ﬁcant deficiencies in the design or operation of internal controls which could adversely
affect Covista’'s ability to record, process, summarize, and report financial data, and I have -
identified for Covista’s anditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other e@lowes who have a
significant role in Covista’s internal controls; and

6) Covista’s other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal comtrols subsequent to
the date of cur most recent evaluation, inchuding any corrective actions with regard to 51gn1ﬁcant
deficiencies and material weaknesses.

Date: December 16, 2002 By: /s/ Thomas P. Gunning
) Thomas P. Gunning,
Vicé President, Chief Financial
Officer and Principal Accounting
Officer
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Covista Communications, Inc. on Form 10-Q for the period ending
Octaber 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), [, A.
John Leach, Jr., President and CEOQ of Covista Communications, Inc., certify, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant 0 Secuon 906 of the Sarbanes-Oxley Act of 2002 that;

1) The report fuily complies with the requirements of section 13 (a) or 15 (d) of the Securitics Exchange Act
of 1934; and

2) The i.uformation containcd in the Report fairly presents, in all material respects, the financial condition and
result of operations of Covista Communications, Inc.

Date: December 16, 2002 By: Js/A. JohnTeach Jr.
A. John Leach, Jr.
President and Chief
Executive Officer




CERTIFICATION PURSUANT TO
" 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Covista Communications, Inc. on Form 10-Q for the period ending
October 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I,
Thomas P. Gunning, CFO of Covista Communications, Inc., certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that;

3) The report fully complies with the requirements of section 13 (a) or 15 (d) of the Securities Exchange Act
of 1934; and ' o

4) The information contained in thé Report fairly presents, in all material respects, the financial condition and
result of operations of Covista Communications, Inc.

Date: December 16, 2002 By: /s/_Thomas P. Gunning
. : Thomas P. Gunning,
Vice President, Chief Financial
Officer and Principal Accounting
Officer




SIGNATURES

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

COVISTA COMMUNICATIONS, INC.
: (Registrant)

Date:_December 18, 2002 By: _fsf A. John Leach
A. John Leach

‘President and Chief Executive Officer

Date: December 16, 2002 ' By: fs/ Thomas P. Guhning
‘ Thomas P. Gunning,

Vice President, Chief Financlal Officer
and Principal Accounting Officer
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