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July 7, 2005
Ms Sharla Dillon, Docket Room Manager

Tennesstee Regulatory Authority
460 Jamles Robertson Parkway
Nashville, TN 37243-0505

RE Docket 05-00169° Data Request No 2
Petition for Authority for Acceris Management and Acquisition LLC to Acquire
Certain Assets of Acceris Communications Corp.

Dear Ms! Dillon

in accorldance with the request of Aster Adams, enclosed herewith for fiing with the
Commission, please find an original and thirteen (13) copies of the response to Data Request
No 2

Also enclosed Is a duplicate copy of this letter Please stamp the duplicate and return it to me in
the postage-paid envelope attached thereto

Please contact the undersigned should you have any questions or concerns
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DATA REQUEST NO 2
DOCKElT NO 05-00169
Responlses submitted by Patrick D Crocker July 7, 2005

1. Clarify the following statement found on page 2 of the Joint Petition: “Evidence of
tlhe Buyer’s qualifications to provide service is outlined in the Application for a
qertificate of Public Convenience and Necessity, which is being filed
contemporaneously with this Application.” Staff is not aware of any such
Application for a Certificate of Convenience and Necessity.”

Applicant’s Application to Resell Telecommunications Services in Tennessee, which was
inadvertently excluded as an attachment to the original filing, and is attached hereto as

Attachment 1. By way of the Joint Petition, Applicant requests the transfer of the

Seller's operating authority




Will ACCERIS retain all existing managers of Acceris Communications
(l:orporation? Provide a list of managers who will run ACC and their respective
management experience related to telecommunications services.

Accens Management and Acquisition LLC will retain the following management

personnel from Accens Communications Corp

Eric Lipscolm Chief Accounting Officer

Keith T Harrison General Manager
Vice President, Product Development and Vendor
Relations

Patty Mazon Vice President, Financial Operations

Tom Simone Vice President, Network Operations




If’rovide the most recent audited Balance Sheet, Income Statement and Statement
of Cash Flow if Acceris Management and Acquisition LLC, or its parent and of
Acceris Communications Corp.

/‘\pphcant is a wholly owned subsidiary of North Central Equity LLC (“NCE") As a newly
formed company, Applicant does not yet have financial statements Applicant submits
the audited financial statements for its parent as Exhibit G to the Application for
Certificate to Resell Telecommunications Services in Tennessee Applicant is
requesting that these financial statements be filed under seal and kept confidential and

proprietary

Atccerls Communication Corp 1s a wholly owned subsidiary of Acceris Communications
|
Inc which i1s a publicly traded company. Acceris Communications Inc’s 10-Q filing 1s

attached hereto as Attachment 2.




Provide any reference number to the petition filed with the FCC in this matter as
well as any update of the case pending before the FCC if such is available.

T\pphcant has filed a Joint Application of Accens Management and Acquisition LLC and
T\ccer/s Communications Corp for Authonty pursuant to Section 214 of the

Communications Act of 1934, as Amended, to Transfer the Local and Interexchange

Customer Base of an Authorized Domestic Carner

The FCC has not i1ssued a reference number A copy of the Petition along with the cover
letter stamped by FCC/MELLON as evidence of filing 1s attached hereto as Attachment
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ATTACHMENT 2

Financials for Acceris Communications Inc.
Parent of

Acceris Communications Corp.
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QUARTERL

O TRANSITIO

UNITED STATES SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

Y REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2005
OR
N REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 0-17973

ACCERIS COMMUNICATIONS INC.

(Exact name of registrant as specified 1n 1ts charter)
FLORIDA 59-2291344
State or other junisdiction of

incorporation or orgamzation) (IR S Employer Identification No )

1001 Brinton Road, Pittsburgh, Pennsylvania 15221
(Address of principal executive offices)

(412) 244-2100
(Registrant’s telephone number)

Indicate by chec'k matk whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Secunities and
Exchange Act of 1934 during the preceding 12 months (or for such shorter time period that the registrant w as required to file such

reports), and (2)

has been subject to such filing requirements for the past 90 days Yes [X] No [

Check whether the registrant s an accelerated filed (as defined 1 Rule 12b-2 of the Act)

Yes O No

!

Asof April 22, ."2005, there were 19,237,133 shaies of common stock, $0 01 par value. outstanding




PARTI- FINAI:\JCL:—\L INFORMATION
Item 1 - Financial Statements.
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ACCERIS COMMUNICATIONS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

|

. March 31, December 31,
(}n thousands of dollars, except share and per share amounts) 2005 2004
| (unaudited)
! ASSETS
Current assets: '
Cash and cash equivalents $ 491 % 438
Accounts recewvable, less allowance for doubtful accounts of $2,903 and
$2,163 at'March 31, 2005 and December 31, 2004, respectively 11,725 13,079
o TOther currentassets o S 1.503 1.473
Total current assets 13,719 15,010
Funuture, fu(r'ures, equipment and software. net 3,120 4,152
QOther assets !
Intangible éssets, net 1,228 1,404
Goodwill 1.120 1.120
Investments 1.100 1,100
e ,.QF@EL“EeffMﬂ_,E, e et o L AP R RS £ TR 1076 1,223
B LT O PO S 1. 24.009
' LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current habll:ltles
Revolving credut facility $ 3422 % 4,725
Accounts pfayable and accrued habilities 25.181 27,309
Unearned revenue 959 959
Current portion of notes payable 1,944 1,928
's under e e e e st £ 968 1,441
Total curlrent habilities 32474 36,362
Notes payable, less curient portion 3,119 3,597
I\wlqtmes‘pa_yglb“le. toa 1qlaﬁg§§ }_)_a'rty;anet of un?nzqrnzefi\d}scoun} e 55.477 46,015
o Totallabihties e e e i 91,070 85,974
Comnutments and contingencies
Stockholders” deficit
Preferred stock, $10 00 par value, authonized 10.000,000 shaies. 1ssued and
outstanding 618 at March 31, 2005 and December 31, 2004, hquidation
prefereu’cc of $618 at March 31, 2005 and December 31, 2004 6 6
Common stock. $0 01 par value. authorized 300.000,000 shares. 1ssued and
outstanding 19 237,135 at March 31, 2005 and December 31, 2004 192 192




Additional paid-in captal 187.016 186,650

Accumulated deficit (256,921) (248.813)
|
Total stoclkholders' deficur (69,707) {61,963)
| .
$ 21363 & 24,009

Total habilittes and stockholders’ deficit

! The accompanying notes arc an integral part of these condensed consolidated financial statements




ACCERIS COMMUNICATIONS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

' (unaudited)
} Three Months Ended
? March 31,
| (In thousands of dollars, except per share amounts) 2005 2004
|
Revenues ,
Telecommunications services $ 22,255 § 34,723
hnolony llceusmg, and development — 450
R D b P P e T N R R T S T T P B ST IR T IR ST v P e JE Ay
Total revenues 22,253 35,173
A R Y I ST T DY L ETINT STEL I TR RN A TRV RIS T T T SR T D S T T R ST L R N e LT AT L .
|
Operating costs and expenses’
Telecommunications network expense (exclusive of
depreciation and amortization, shown below) 13,730 16,635
|
Selling. general and administrative 10,978 14,763
Provision fo:r doubtful accounts 1,055 1,227
Research and development 150 —
Deprecmtloh and amortization 1.308 1.704
|
- Iptal operating costs and expenses o - ) . 27,221 34,329
Operatmo mecome (loss_) (4.968) 844
Other income;(eapense).
Interest expense - related party (2,487) (2,803)
Interest expense - third party (680) (730)
Other mcon;le 27 1,377
Total other expense (3.140) (2,156)
R B L T o LR I i T T T R B T L TR R R R LRI R T TR A TV I S AT U S I T e
Loss from contmumu operations (8,108) (1,312)
Gawm tljom dxscontmued operatlonq (net ot SQ}Q‘() L _ 104
Net loss $ (8108) § (1.208)
Basic and diluted weighted average shares outstanding 19,237 19,262
Net loss per common share - basic and diluted
Loss from continuing operations $ (042) $ ©07)
. Gam fiom dlscontmuud op atlom - ) . e 000 001
Net loss pex common shate ' $ (0 42) ‘E (0 06)

The accompanying notes are an mtegral part of these condensed consolidated financial statements
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| ACCERIS COMMUNICATIONS INC. AND SUBSIDIARIES

; CONDENSED CONSOLIDATED STATEMENTS OF CASHFLOWS

' (unaudited)

! (In thousands of dollars)

Cash flows {rom operating activities
Netloss
Adjustments to reconcile net loss to net cash used 1n operating activities

Deprecjlanon and amortization
Accrued mterest added to loan principal of related party debt
Provision for doubtful accounts
Amom:zatxon of discount on notes payable to related party
Decrease 1n allowance for impainment of net assets of discontinued operations
Gain olh sale of mvestment 1n common stock
Mark to market adjustment to warrants
Expense associated with stock options 1ssued to non-employee for services
Management benefit conferred by majonty stockholder
Dlscharge of obhganon

oA R st a A v A A B e At W K P T b O e Wb -0 >t T S TR C A T 4l g St e b o s LI, S0P G I 0 P g o

{
Increase (decrease) from changes in operating assets and habihities
Accounts recervable
Othe:r assets
Unearned revenue
Accounts payable. accrued habilities and mterest pdvable

N Ty T K e e R S R B R I P L T S A U T K N BT LA SR D RS 0 b T SN RG T RR L
Net cash used 1n operating activities
Cash flows from investing activities
Purchases of furniture. fixtures. equipment and software
Cash recerved from sale of mvestments i common stock, net

LT S AETLATILAE \L”K b g AT AN TR . £ AT SR s st

Net cash (used n) provided by investing ac v1f S

Cash flows frpm financing activities
Proceeds from 1ssuance of notes payable to ielated party
(Repayment of) proceeds from revolving credit facility. net
Payment of capital lease obligations
Payment of notes payable
Costs paid by majority stockholder

Net cash prov1ded by tmancmg activities

RS, g S 3

Increase mn cash and cash equivalents
Caﬁh and cash equivalents at beg,mmnc ofpex 10d

ML R RIS h 3 E A R LT 3

(_ ash and cash equivalents at end ot permd

o TGRS Y

Supplemental schedule of non-cash investing and financing activities:
Effect of t'aq value recogmition applied to invesiments in common stock
Discount 1n connection with convertible notes payable 1o related parties

'
Supplemental cash flow information:
Taxes paid

“’.&". PR RITAL LUTRTIRL adnk SNTENL TR T 2

% AE LTI L e SR e NI e DL TR R ,JC‘.AM. PRI SO T L . T o B IR Nors: U S A e v e e A M £ et g MR S e e S e

Three Months Ended
March 31,
2005 2004
(8,108) § (1.208)
1,308 1,704
1,333 901
1,055 1,227
1.222 1,920
— (148)
— (565)
(33) —
29
— 33
. — (767)
(3,222) 3,126
208 1,502
95 503
— (4,593)
— (2,128) (3.245)
(4.957) (2,707)
o4) (167)
— 1,627
(94) 1,460
7.339 4,967
(1.503) (2,959)
(473) (654)
(479) —
— 15
5.084 1.369
33 122
PR e 458 2,033
491§ 2155
— 8 1,346
365§ 278
11 8 _



Interest paid

$ 624
The accompanymg notes are an tntegial part of these condensed consolidated financial statements
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i ACCERIS COMMUNICATIONS INC. AND SUBSIDIARIES

: NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
; (in thousands, except share and per share data)

{
Note 1 - Description of Business and Principles of Consolidation

The unaudilted condensed consolidated financial statements mclude the accounts of Acceris Communications Inc (formerly I-
Link Incorporated) and 1ts wholly-owned subsidiaries Acceris Communications Corp ("ACC,” formerly WorldxChange Corp ), I-
Link Communications Inc , (“ILC™), which 1s substantially mcluded 1n discontmued operations Transpomt Holdings Corporation,
which mncludes:the purchased assets of Transpomnt Communications LLC and the purchased membership interest in Local Telcom
Holdings. LLC:!(collectively, “Transpotnt™), which the Company purchased in July 2003. and Acceris Communications Technologies,
Inc These entities, on a combined basts, are referred to as “Acceris” or the “Company’ in these unaudited condensed consolidated
financial statements.

|

Our Technologies segment offers a proven network convergence solution for voice and data i VoIP communications technology
and mcludes a faortfollo of commumication patents Included i this portfolio are two foundational patents mn the VoIP space, U S
Patent Nos 6,243,373 and 6,438,124 (together the “VoIP Patent Portfolio”) This segment of our business 1s primanily focused on
licensing our te'g:hnology. supported by our patents, to carriers and equipment manufacturers and suppliers in the internet protocol
(“IP”) telephony market
!

Our Telecommunications busmess which generated substantially all of our revenue 1n 2004 and the first quarter of 2005, 1s a
broad-based communications segment servicing residential, small- and medrum-sized businesses, and corporate accounts 1n the United
States. We provide a range of products, mcluding local dial tone, domestic and mternational long distance voice services and fully
managed, integrated data and enhanced services, to residential and commercial customers through a network of independent agents,
telematketing and our direct sales force We are a U S facthties-based carrier with points of presence 1n 30 major U S cities Our
voice capabllm?s include nationwide Feature Group D (“FGD™) access Our data network consists of 17 Nortel Passports that have
recently been upgraded to support mulu-protocol label switching (“MPLS”) Additionally, we have relationships with muluple tier [
and tier II providers 1n the U.S and abroad which afford Accerns the opporiumty for least cost routing on telecommunication services

to our clients
i

l
!
All signtficant intercompany accounts and tiansactions have been eliminated upon consohidation

Management believes that the unaudited interim data includes all adjustments necessary for a far presentation The December 31,
2004 condensed consohidated balance sheet, as included herein, 1s derived from audited consolidated financial statements, but does not
mclude all dlscl:osures required by accounting principles generally accepted 1n the United States of Amenica The March 31.

2005 unaudited condensed consohidated financial statements should be read 1n conjunction with the Company’s annual report on Form
10-K for the year ended December 31, 2004, filed with the Securities and Exchange Commission

These unaudl{ted condensed consolidated financial statements have been prepared assunmung that the Company will continue as a
going concern and, accordmngly. do not include any adjustments that mught result from the outcome of thus uncertamnty The
independent registered public accounting firm’s report on the consolidated financial statements included in the Company’s annual
report on Form 10-K for the year ended December 31 2004 contained an explanatory paragraph regarding the Company’s ability to
continue as a going concern

1

The results of operations for the thiee month period ended March 31, 2005 are not necessanily indicative of those to be expected for

the entire year ending December 31, 2005

+
‘

W




l
Note 2 - Summary of Significant Accounting Policies

t
i

Net loss per share

i
i

Basic eamings per shaie 1s computed based on the weighted average number of Acceris common shares out§tanding during the
period Opuons. warrants, convertible preferred stock and convertible debt are included in the calculation of diluted earnings per
share, except w;hen then effect would be anti-dilutive As the Company has a net loss for the three month periods ended March 31,
2003 and 2004, basic and diluted loss per share are the same

|

Potential corfnmon shares that were not mcluded n the computation of diluted earnings per share because they would have been

antt-dilutive are: as follows
, .

1 March 31,2005  March 31, 2004

Assumed conversion of Series N preferred stock 24,720 24,760
Assumed con:versmn of related party convertible debt 3.404,382 2,542.276
Assumed conversion of third party convertible debt 5,180.481 —
Assumed exercise of options and warrants to purchase shares of common stock 3.388,846 1,956.630
} 11,998.429 4.523.666

Investments

|

|
Dividends and realized gaimns and losses on equity secuorities are wncluded in other mcome 1n the consolidated statements of
operations i
i

In\ estments are accounted for under the cost method, as the equity sccurities or the underlying common stock are not readily

marketable and the Company’s ownership wnterests do not allow 1t to exercise significant mfluence over these entities The Company
monitors these investnents for impairment by considering current factors including econoniic environment, market conditions and
operational performance and other specific factors relating to the business underlying the investment, and will record impairments mn
carrying values when necessary The fair values of the securities are estumated using the best available information as of the evaluation
date, mcluding the quoted market prices of comparable public companies, maiket price of the common stock underlying the preferred
stock. recent ﬁniancmg rounds of the investee and other mvestee specific information See Note 5 for further discussion of the
Company's investment in convertible preferred stock
Concentrations

l}
Concentrations lof risk with third party providers
:

Accerns unl}zes the services of certain Competitive Local Exchange Carriers (“CLECs™) to bill and collect from customers. A
sigmificant portion of revenues were derived from customers illed by CLECs 1f the CLECs were unwilling or unable to provide such
services 1n the future, the Company would be required to significantly enhance 1ts billing and collection capabilities m a short amount
of time and its c;ollectlon experience could be adversely affected during this transition period

The Company depends on certamn large telecommumcations carriers to provide network services for significant portions of the
Company s telecommunications traffic If these carriers were unwilling or unable to piovide such services 1n the future, the
Company’s abxlfty to provide services to 1ts customers would be adveisely atfected and the Company might not be able to obtain
simular services ;from alternative carmers on a timely basis

!
Concenun ations of credit risk
|

'

The Company's retail telecommunications subsctibers are pumanly 1esidential and small business subscribets 1n the United
States The Company’s customers are generally concentrated n the areas of highest population in the United States, more specifically
California. Florida, Illinois, New York and Texas No single customer accounted for over 10% of revenues n the first quarter of 2005
or 2004.






i
t
;
|
Use of estimates
The preparlanon of financial statements 1n conformuty with accounung principles generally accepted mn the United States requires
management to'make estimates and assumptions that atfect the reported amounts of assets and liabihties and the disclosure of
conungent asse:ts and liabilities at the date of the financial statements and the reported amounts of revenues and expenses durmg the
reporting period Actual results could differ fiom those estimates
|

Slgmﬁcant: estimates mclude revenue recognition. accruals for telecommunications network cost. the allowance for doubtful
accounts. purcﬁase accounting (including the ultimate recoverability of intangibles and other long-hived assets), valuation of deferred
tax assets and contingencies surrounding lingation These polictes have the potential to have a more siguificant impact on our financial
statements, exth!er because of the significance of the {inancial statement 1tem to which they relate, or because they require judgment

1
and esttmation due to the uncertamty mvolved mn measuring, at a specific pomt 1n time, events wluch are continuous n nature
!

i
Costs associated with carrymg telecommumcations traffic over our netw ork and over the Company’s leased lines are expensed

when mcurred, based on 1nvorces recerved from the service providers If invoices are not available m a nmely fashion, estimates are
utilized to accrie for these telecommunications network costs These estimates are based on the understanding of variable and fixed
costs in the Company’s service agreements with these vendors mn conjunction with the traffic volumes that have passed over the
network and circuits provisioned at the contiacted rates Traffic volumes for a period are calculated from information received through
the Company’s'network switches I'rom time to tume. the Company has disputes with 1ts vendors relating to telecommunications
network services In the event of such disputes, the Company records an expense based on 1ts understanding of the agreement with
that particular vendor. traffic mformation recetved fiom 1ts network switches and other factors
i

An allowance for doubtful accounts 1s mamtamned for estmated losses resulting from the failure of customers to make required
payments on their accounts The Company evaluates 1ts provision for doubtful accounts at least quarterly based on various factors,
ncluding the financial condition and payment history of major customers and an overall 1eview of collections experience on other
accounts and economic factors or events expected to affect its future collections experience Due to the large number of customers that
the Company serves, 1t is impractical to review the creditworthiness of each of 1ts customers The Company considers a number of
factors i determimng the proper level of the allowance. including historical collection experience, current economic trends, the aging
of the accounts frccen‘able portfolio and changes n the creditworthiness of 1ts customers

The Compz;my accounts for intangible assets i accordance with Statement of Financial Accounting Standards (“SFAS™) No 141,
Business Combinations (“SFAS 1417) and SFAS No 142 Goodwill and Other Intungible Assets (“SFAS 1427) All business
combinations are accounted for using the purchase method and goodwill and intangible assets with indefinite useful lives are not
amortized, but are tested for imparrment at least annually Intangible assets are mitially recorded based on estimates of fair value at the
time of the acquisition

The Company assesses the fair value of its segments for goodwill impairment based upon a discounted cash flow methodology If
the carrymg ambount of the segment assets exceeds the estimated fair value determined through the discounted cash flow analysis,
goodwll 1mpau:’ment may be present The Company would measure the goodwi1ll impairment loss based upon the fan value of the
underlyimg assets and liabilities of the segment, mcluding any unrecognized mtangible assets and estimate the implied fair value of
goodwill An impairment loss would be recognized to the extent that a reporting unit’s recorded goodwill exceeded the maphed fair
value of goodwlll]

The Company performed 1ts annual goodw1ll impatrment test in the fourth quarters of 2004 and 2003 No impalrment was present
upon the performance of these tests n 2004 and 2003 We cannot predict the occurience of future events that nught adversely affect
the reported value of goodwill Such events may nclude. but are not limited to, strategic decisions made 1n response to econonc and
competitive coridltlons, the impact of the telecommunications regulatory environinent, the economic envnonment of its customer base.,
statutory _]udgm:ents on the vahdity of the Company’s VoIP Patent Portfolio or a material negative change n 1ts relationships with
sigmificant custc;nners

! 7
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| !
i

Regularly. the Company evaluates whether events or circumstances have occurred that indicate the carrying value of its other
amortizable mtangible assets may not be recoverable When factor« indicate the asset may not be recoverable. the Company compares
the related future net cash flows to the carrying value of the asset to determine if impairment exists If the expected furure net cash
flows are less than carrying value, impairment 1s recogmized to the extent that the carrying value exceeds the fau value of the asset

The Company assesses the value of 1ts deferred tax asset, which has been generated by an accumulation of net opciranng losses. at
least annually, and determmes the necessity for a valuauon allowance The Company evaluates which portion, if any, will more likely
than not be realized by offsetung future taxable mcome The determunation of that allowance includes a projection of its future taxable
income, as well fas consideration of any lunitations that may exist on its use of its net operating loss carryforwards

The Company 1s mvolved from time to time 1n vartous legal matters arising out of 1ts operations i the normal course of business
On a case by case basis, the Company evaluates the likelihood of possible outcomes for this itigation Based on this evaluation, the
Company detert:mncs whether a lrability 1s appropriate If the likelihood of a negative outcome 1s probabie. and the amount 1s
estimable, the Company accounts for the liability i the current period A change 1n the circumstances surrounding any current
Litigation could have a matenial impact on the financial statements

Stock-based compensation

At March 31}, 2005, the Company has seveial stock-based compensation plans, which are described more fully in Note 18 to the
audited consolidated financial statements contamed 1n our most recently filed Form 10-K The Company accounts for these plans
under the recognition and measurement prmeiples of Accounting Principles Board Opinion No. 25, 4ccouniing for Stock Issued to
Employees, and!related Interpretations (collectively, “APB 25™) Stock-based employee compensation cost 1s not reflected 1n net loss,
as all options granted under these plans had an exercise price equal to the market value of the underlying common stock on the date of
grant In accordance with SFAS No 123, dccounting for Stock-Based Compensation (‘SFAS 1237}, as amended by SFAS No 148,
Accounting for Stock-Bused Compensation - Transition and Disclosure, see below for a tabular presentation of the pro forma stock-
based compensation cost, net loss and loss per share as 1f the fair value-based method of expense recogmtion and measurement
prescribed by SFAS 123 had been applied to all employee options Options granted to non-employees (excluding options granted to
non-employee members of the Company’s Board of Directors for their services as Board members) are recognized and measured
using the far value-based method prescribed by SFAS 123

Three Months Ended March 31,,

2005 2004
Net loss as reported $ (8,108) $ (1.208)
Deduct
Employee stock-based compensation cost
detemuned under the fair value-based
., ...method tor allawards. net of 8O tax e s nee s (120) (177)
Pro forma net loss $ (8228) § (1.385)
Net loss per alhare basic and diluted
As reported 3 042 § (0 06)
Pro forma $ (043) § (0 07)

Note 3 - Liquidity and Capital Resources

As a resultlof our substantial operating losses and negative cash flows from operations. at Maich 31, 2005 we had a stockholders
deficit of $69,707 (December 31, 2004 - §61.965) and negative working capital of $18,755 (December 31, 2004 - $21.352) The
Company continued to finance 1ts operations during the first quarter of 2005 through related party debt with 1ts major stockholder.
Counsel Corporation (together with 1ts subsidiaries, “Counsel’’), and a revolving credit facility At March 31, 2003, the 1elated party
debrt had a gross outstanding balance of $60.776 (December 31. 2004 - $52,100). and the revolving credit facility had an outstanding
balance of §3 4|22 {December 31, 2004 - S4.725) No additional borrowings are available under the revolving credit facility at March
31, 2005 The related party debt matures on April 30, 2006 and the revolving credit facility matures on June 30, 2005 During the first
quarter of 2003, Counsel extended the maturity of its related party debt from January 31, 2006 to April 30, 2006 Interest on the




related party debt 1s added to the principal amounts outsranding




The 1elated party debt 135 supplemented by a Keep Well agreement. which requires Counsel to fund, through long-term
intercompany Pdvances or equity contributions, all capital investment. working capital or other operational cash requirements The
Keep Well obligales Counsel to continue 1ts financial support of Acceris unul June 30,2005 The Keep Well 1s not expected to be
extended bcyolnd 1ts current matunity The related party debt 1s subordinated to the Wells Fargo Foothall. Inc (“Foothull”) credit
facility and to the Laurus Master Fund Ltd of New York (“Laurus™) convertible debenture Additionally. both of these financial
instruments are guaranteed by Counsel through thei respective maturities of June 2003 and October 2007, respectively The current
debt arrangements with Laurus prohibit the repayment of Counsel debt prior to the 1epavment or conversion of the Laurus debt The
Laurus debr, to the extent thal 1t1s not converted. 15 due in October 2007 The current asset-based facility with Foothill 1s not expected
to be extended beyond 1ts June 2005 maturity Payments cannot be made to Counsel while the Foothill facility remams outstanding

There 15 sigmficant doubrt about the Company’s ability to obtam additional financing beyond June 30. 2003 to support its
operattons once the Keep Well expires Additionally. the Company does not at this time have an ability to obtam additional financing
for 1ts Telecommunications business to pursue expansion through acqusitions Due to these financial constraints, management and 1ts
strategic advisors are looking to merge or dispose of the Telecommunications busiess There 1s no certainty that a merger or disposal
can occur on ajtimely basis on favorable terms These matters raise substantial doubt about the Company’s abihity to continue as a
gomg concern' For more mformation on the assets and operations of the Telecommunications segment, please refer to Note 13 of
these unaudited condensed consolhidated financial statements !

Note 4 - Composition of Certain Financial Statements Captions
Furmiture. fixtures, equipment and softwarc consisted of the followimng

March 31, 2005

Accumulated
Cost depreciation Net
Telecommuunications equipment $ 14435 § (13,112) § 1.323
Furniture, Iﬁxtures and office equipment 564 (339) 225
Computer equipment 3,570 (3,082) 438
Building atlnd leasehold improvements 277 (215) 62
... Software and mformation systems S _ 2,182 (1.160) 1,022
Total fUlT.ll[u?'e fixtures. equipment and software S $ 21028 § (17,908) § 3,120
December 31, 2004
Accumulated
Cost depreciation Net
TEICCOH’HIHIJHICBUOI]S equipment $ 14508 § (12,435) § 2,073
Furniture, fiixtures and office equipment 564 317) 247
Conmputer equipment 3,580 (2,979) 601
Building and leasehold impiovements 272 (199) 73
Software and informanon systems 2.155 (997) 1.158
BENE R S iats SR (Cak DET o) SRR e Nac e et vaph el SLANE S SV oF S S e I - IR T SR LN S el e - oL Vit M e
Total furniture, fixtures, equipment and software 21.079 § (16927) § 4,152
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Included 1n telecommum:cations network equipment 18 $9,752 m assets acquued under capital leases at both March 31. 2005 and
December 31. 2004 Accumulated amortization on these leased assets was $9,351 and $8.757 at March 31. 2005 and December 31

2004 1espective
price equal to the equipment’s

connection with the sale

Intangible assets consisted of the following

March 31, 2005
Amortization Accumulated
period Cost amortization Net
Intangible assets subject to amortization
12-60
Customer contracts and relationships months $ 2,006 § (1.123) § 883
Agent relationships 30 months 1.479 (1,209) 270
Agent contracts 12 months 242 (242) —_
Patent nghits 60 months 100 (25) 75
Goodwill 1,120 — 1,120
Total mtanmb le assets and aoodmll e $ 4947 § (2.599)_%‘39 2,348
December 31, 2004
Amortization Accumulated
period Cost amortization Net
Intangible assets subject to amortization
12 - 60

Customer contracts and relationships months $ 2,006 $ (1,042) $ 964
Agent relau‘onshlps 30 months 1,479 (1,119) 360
Agent contracts 12 months 242 (242) —
Patent nights 60 months 100 (20) 30
Goodwnll 1,120 — 1,120
__:lotal mmnmb le as: and g?f’.d,‘.‘.'}”_v.,_m_., N g 5 4947 § (2,423) § 2,524

Amortization

v At the expiration of the lease terms, the Company has the option to purchase the equipment for a cash purchase
fair value. plus an amount equal to all taxes. costs and expenses mcurred or paid by the lessor

Accounts payable and accrued liabihities consisted of the followmg

Regulatory and legal fees

Accounts payable

Telecommunications and related accruals
Payroll and be;neﬁts

Billing and collection fees

Agent comnus'smns
Other |

e Nz Sl vty S SR i ot S T T A e S o I % s AP -t vF | Yo

Tota] acuounts pay able and accrued habilities

b

e T T

Note 5 - Investments

T AR S % S Wl B 5

ML RRE PREAAR TN e

i AR LA T SRS T e T

expense for the three months ended March 31, 2005 and 2004 was $176 and $352, respecuively

March 31, December 31,
2003 2004
3 10334  § 9.983
7068 8.737
2.105 2,638
1,197 1,436
841 867
526 585
N oo 3,110 3,043

$ 25181 & 27,309




The Company’s mvestments as of March 31, 2005 consist of a convertible preferred stock holding mn AccessLine
Communications Corporation, a privately-held corporation This stock was received as consideration for a licensing agreement
(reflected m technology licensing and related sers ices revenues) in the second quarter of 2003, the estimated fair value of which was
determmed to|be $1.100 The fan value of the securities are estimated usmg the best available information as of the evaluation date,

including the quoted maiket prices of comparable public companies, recent {inancing rounds of the investee and other vestee
specific information
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Prior to June 21 2004 the Company held an investment m the common stock of Buyers Unuted Inc ("BUI"). which investment
was acquired as consideration recerved related to the sale of the operations of I-Link Communications Inc (*TILC", sec Note 8§) At the
tme of the sale of the ILC business, the purchase price consideration paid by BUI was mn the form of convernble preferred stock with
additional shares! of preferred stock received subsequently based on contingent earn out provisions in the puschase agreement In
addition common stock dividends were earned on the preferred stock holding On March 16 2004. the Company converted 1ts
preferred stock 1Into 1.500,000 shares of BUI common stock, and sold 750.000 shares at $2 30 pet share in a private placement
transaction Thlsi sale resulted 1n a gamn of approxmately $565, which 15 included 1in mterest and other mcome 1n the three months
ended March 311 2004 and was based on specific identification of the securities sold and thewr related cost basis Through several open
market transactions during the three months ended June 30, 2004, the Company sold the remaining 808.546 of these shares, resulting
m a gam of approxunately $811

Note 6 - Discontinued Product

Duning the three months ended March 31, 2005 and 2004, the Company recogmzed $0 and $6,363. respectively, as non-recurring
revenue from prllor—yeax sales of a network service offering, as prior period cash collecuions were finalized The Company, through its
Telecommunications segment (see Note 13 of these unaudited condensed consolidated statements for further discussion of the
Company’s segrpents), began to sell a network service offering m November 2002 The Company ceased selling this network service
offering 1n July 2003 Revenues for the Company’s network service offering were accounted for using the unencumbered cash receipt

method. The Co

billing Under its

several months
finalized and un
termination

AtMarch 31!

mpany determined that collectibility of the amounts billed to customers was not reasonably assured at the time of
agreements w ith the LECs. cash collections remutted to the Company are subject to adjustment, generally over
IAccordingly, the Company recogmzes revenue when the actual cash collections to be retamned by the Company are
encumbered There was no further billing of customets fo1 the nerwork service offering subsequent to the program’s

2004. the Company had not paid the service provider apptoximately $519 which was previously reserved pursuant to

services prov1de'd mn July 2003, which were expensed as a telecommunications cost 1 the third quarter of 2003 During the second

quarter of 2004,
provider. render
obligation was 1

a settlement was 1eached with the service provider whereby the Company paid approximately 5300 to the service
ing all parties free and clear of all future obligations under the program The discharge of the remaining $219
ncluded as an offset to telecommumications expense 1n the consolidated statements of operations for the nine months

ended Seprember 30, 2004

Note 7 - Discha

In the first qu
certamn telecomn

obligation 18 1nc
months ended M

Note 8 - Discon

On Decemb

BUI The sale m
(constituting the

rge of Obligation

arter of 2004, the Company was discharged of an obligation totaling $767 owed to a consorttum of owners of a
1unications asset. to which the Company previously held an indefeasible night of usage The discharge of the

luded 1n mnterest and other mncome 1n the accompanying condensed consolidated statements of operations for the three
farch 31. 2004 Theie were no similar nansactions during the fitst quarter of 2005

tinued Operations

er 6, 2002, the Company entered mto an agreement 1o sell substanually all of the assets and customer base of ILC to
cluded the physical assets required to operate Acceris’ nationwide network using 1ts patented VoIP technology
core business of ILC) and a license 1n perpetuity to use Acceris’ proprielary software platform The sale closed on

May 1, 2003 and provided for a post closing cash settlement between the parties The sale price consisted of 300,000 shares of
Series B convertible preferred stock (8% dividend) of BUI. subject to adjustment m certain circumstances of which 75.000 <hares
wete subject to an eam-out provision The earn-out took place on a monthly basts over a fourteen-month period which began

January 2003 T

he Company recogmized the value of the earn-out shares as additional sales proceeds when eamed During the year

ending Decembclzr 31, 2003, 64.286 shares of the contingent consideration w ere earned and weie included as a component of gain
(loss) from dlsctijntmued operations The fair value of the 225 000 shares (non-contingent consideration to be received) of BUI

convertible pref:;rrrcd stock was determumned to be $1.350 as of December 31, 2002 As of December 31, 2003, the combined fair value
of the original shares (223.000) and the shares earned from the contingent consideration (64,286 shaies) was deterrmned to be $1.916
The value of the shares earned from the contingent consideration was included 1n the calculation of gam from disconunued operations
for the vear ended December 31 2003 As additional contingent consideration was earned, 1t was recorded as a gamn from discontinued
operations In the first quarter of 2004, the Company recorded a gain fiom discontinued operations of $104 This gam was due to the
receipt n January 2004 of the 1emamng 10,714 shaies of common stock as contingent consideration which 1s recorded as additional



gain from discontinued operations

Upon closing of the sale, BUI assumed all operational losses from December 6, 2002 Accordingly, the gain of $329 for the yea
ended December 31, 2003, included the inciease m the sales price for the losses incurred since December 6. 2002 1n the year ended
December 31, 2002, the Company tecorded a loss from discontinued operations related to ILC of $12 508 No income tax provision or

benefit was recorded on discontinued operations




There were no gams or losses fiom discontinued operations n the first quarter of 2005

Note 9 - Income Taxes

The Company recogmzed no income tax benefit from the losses generated 1n the three months ended March 31, 2005 and 2004
because of the|uncertainty surrounding the realization of the related deferred tax asset Pursuant to Section 382 of the Internal Revenue
Code, annual usage of the Company's net operating loss carryforwards 1s hmited to approximately $6.700 per annum until 2008 and
thereafter $1,700 per annum as a result of previous cumulative changes of owneiship resulting in a change of control of the Company
These rules n neneral provide that an ownership change occurs when the percentage shareholdings of 5% direct o1 indirect
shareholders of a loss corporation have m aggregate incicased by more than 50 percentage points during the immediately preceding
three years Restrictions 1n net operating loss carry forwards occurred mn 2001 as a result of the acquisition of the Company by
Counsel Further restrictions likely have occurred as a result of subsequent changes 1n the share ow nership and capital structure ot the
Company and Counsel There 18 no certainty that the application of these rules may not reoccur resulting 1n further 1estrictions on the
Company’s income tax loss carry forwards existing at a particular ime In addion. further restnictions or reductions 10 net operating
loss carryforwards may occur through future merger, acquisition and/or disposition transactions Any such additional limitations could
require the Company to pay income taxes i the future and record an income ta expense to the extent of such hability

Note 10 - Related Par ty Transactions

Durning the three months ended March 31, 2005. Counsel advanced $7.339 and converted $1,333 of mterest payable to principal
All loans from Counsel mature on April 30, 2006 and accrue interest at rates ranging from 9% to 10%, w1th mterest compounding
quarterly Some of the loans aie subject to an accelerated maturity in certam circumstances At Ma ch 31, 2005. no events resulung in
accelerated maturity had occurred The Keep Well from Counsel expires on June 30 2005 and provides a commitment to fund,
through Jong-term intercompany advances o1 equity contributions. all capital mvestment, working capital or other operational cash
requirenients of the Company The Company does not expect that the Keep Well will be extended beyond 1ts current maturity

Allan Silber|the Cluef Executive Officer (“CEQ”) of Acceris 1s an employee of Counsel As CEO of Acceris. he 1s enutled to an
annual salary of;$275 and a discretionary bonus of up to 100% of the base salary Such compensation 1s expensed and paid by Accens

On December 31, 2004, the Company entered mto a management services agreement (the “Agreement”) with Counsel Under the
terms of the Agreement, the Company agreed to make payment to Counsel for the past and future services to be provided by Counsel
personnel (excluding Allan Silber, Counsel’s Chairman, Piesident and Chief Executive Officer and the Company’s Chairman and
Chief Executiy e]Officer) to the Company for the calendai years of 2004 and 2005 The basis for such services charged 1s an allocation.
on a cost basis, based on time meurred, of the base compensation paid by Counsel to those employees providing services to the
Company The clost of such services was $280 for the year ended December 31, 2004 Services for 2005 are bemg determined on the
same basis For cach fiscal quarter, Counsel will provide the details of the charge for services by individual. including respective
compensation and their ime allocated to the Company For the first quarter of 2005, the cost was $113 In accordance with the
Foothill and Laurus agreements, amounts owing to Counse] cannot be repaid while amounts remain owing to Foothill and Laurus The
foregoing fees for 2004 and 2005 ate due and payable within 30 days following the respective year ends. subject to apphcable
restrictions Anyjunpaid fee amounts will bear interest at 10% per annum commencing on the day after such year end In the event of a
change of control, merger or <imilai event of the Company, all amounts owmg, including fees mcurred up to the date of the event. will
become due and payable immediately upon the occurrence of such event The Agreement does not guarantee the personal services of
any specific individual at the Company throughout the term of the agreement and the Company will have to enter nto a separate

personal services arrangement with such mdividual should their specific services be required During the first quarter of 2005, the
Company did not enter 1nto any such agreements
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Note 11 - Commitments and Contingencies

Legal Pioceedings

On Apuil 16, 2004, certain stockholders of the Company (the ~‘Plaintiffs™) filed a putative derivative complaint in the Superior
Court of the State of Califorma m and for the County of San Dicgo. (the “Complamt™) aganst the Company, WorldxChange
Corporation (sic), Counsel Commumications LLC. and Counsel Corporation as well as certain present and former officers and
duectors ot the :Company, <ome of whom al«o are or were directors and ot officers of the other corporate defendants (collecuvely the
“Defendants’ ) The Complaint alleges, among other things. that the Defendants, 1n their respective roles as controlling stockholder
and directors and officers of the Company comnutted breaches of the fiduciary duties of care, loyalty and good faith and were unjustly
enriched. and that the individual Defendants commutted waste of corporate assets, abuse of control and gross nusmanagement The
Plamtiffs seek compensatory damages restitution. disgorgement of allegedly unlawful profits. benefits and other compensation,
attorneys’ fees and expenses 1 connection with the Complamt The Company believes that these claims are without merit and mtends
to continue to v1|gorously defend thus action There 1s no assurance that this matter will be resolved n the Company’s faver and an
unfavorable outéome of this matter could have a matenal adverse impact on its business, results of operations. financial position or
hquidity i

Acceris and!several of Accens’ current and former executives and board members were named 1n a securities action filed in the
Superior Court of the State of California m and for the County of San Diego on Aprnl 16, 2004, in which the plainnffs made claims
nearly 1dentical to those set forth in the Complamnt 1n the derivative suit described above The Company believes that these claims are
without merit anld mtends to vigorously defend this actnon There 18 no assuiance that this matter will be resolved in the Company’s
favor and an unfavorable outcome of this matter could have a material adverse impact on 1ts business, results of operations. financial

posttion or hquidity

In connection with the Company’s efforts to enforce 1ts patent rights, Accerts Communicanions Technologtes Inc . our wholly
owned sub51dlar|y. filed a patent mfrmgement lawsuit agamst ITXC Corp (“ITXC”) m the United States District Court of the District
of New Jersey on April 14, 2004 The complaint alleges that ITXC’s VoIP «crvices and systems infringe the Company’s U S Patent
No 6.243,373. entitled “Method and Apparatus for Implementing a Computer Networ k/Internet Telephone System ™ On May 7, 2004,
ITXC filed a lﬂ“"SUII against Accens Conmunications Technologies Inc, and the Company, m the United States District Court for the
District of New Jeisey for infringement of five ITXC patents relating to VoIP technology, directed generally to the transmission of
telephone calls dver the Internet and the completion of telephone calls by switchmg them off the Internet and onto a public switched
telephone network The Company believes that the allegations contained 1n ITXC’s complaint are without ment and the Company
mntends to contmue to provide a vigorous defense to [TXC’s claims There 1s no assurance that this matter will be resolved in the
Company’s favor and an unfavorable outcome of thi« matter could have a material adverse impact on 1ts business. results of

operations, financial posttion or hquidity




At our Adjourned Meeting of Stockholders lheld on December 30, 2003, our stockholders. among other things, approted an
amendment to bur Articles of Incorporation, deleting Article V1 thereof (1egarding iquidations. reorgamzations, mergers and the like)
Stockholders who were entitled to vote at the meeting and advised us in wning, pnot to the vote on the amendment that they
dissented and mtended to demand payment for their shares 1f the amendment was effectuated wete entitled to exercise their appraisal
nghts and obtain payment 1n cash for their shares under Secuons 607 1301 - 607 1333 of the Flonida Busiess Corporation Act (the
“Flonda Act”).|provided their shares weie not voted 1n favor of the amendment In January 2004, we sent appraisal notices in
compliance with Florida corporate statutes to all stockholders who had advised us of their intention to exercise their appraisal rights
The appraisal nouces wncluded our esttmate of fawr value of our shares, at $4 00 per share on a post-split basis These stockholders had
until February 29, 2004 to return their completed appiaisal notices along with certiticates for the shares for which they were exercising
their appraisal rights Approximately 33 stockholders holding approximately 74.000 shares of our stock returned completed appraisal
notices by February 29, 2004 A stockholder of 20 shares nouficd us of lus acceptance of our offer of $4 00 per share. while the
stockholders ofi the remaining shares did not accept our offer Subject to the quahfication that, m accordance with the Flonida Act. we
may not make any payment to a stockholder seeking appraisal nghts If. at the ume of payment, our total assets are less than our total
liabihities, stockholders who accepted our offer to purchase their shares at the estmated fair value wall be paid for their shares within
90 days of our receipt of a duly executed appraisal notice 1f we should be required to make any payments to dissenting stockholders,
Counsel will fund any such amounts through the purchase of shares of our common stock Stockholders who did not accept our offer
were required to mdicate their own estimate of fair value, and if we do not agree with such estimates. the parties are required to go to
court for an appraisal proceeding on a individual basis 1 order to establish fair value Because we did not agree with the esnimates
subnutted by most of the dissentmg stockholders, we have sought a judicial determmnation of the fair value of the common stock held
by the dissenting stockholders On June 24, 2004, we filed swit against the dissenting stockholders seekimg a declaratory judgment,
appraisal and other relief 1 the Circuit Court for the 17% Tudicial District m Broward County. Florida On February 4, 2005, the
declaratory judgment action was stayed pending the resolution of the direct and derivative lawsuts filed n Califorma This decision
was made by the judge 1 the Flonida declaratory judgment action due to the sumilar nature of certain allegauions brought by the
defendants m the declaratory judgment matter and the Califormia lawsuits described above When the declaratory judgment matter
resumes, there is no assurance that this matter will be resolved m our favor and an unfavoiable outcome of this matter could have a
material adverse mmpact on our busmess. results of operations, financial posttion or liquidity

The Company 1s mvolved 1 various other legal matters arising out of 1ts operations in the normal course of business, none of
which are expected, indrvidually or 1n the aggregate, to have a material adverse etfect on the Company

Note 12 - Agent Warrant Program

During the first quarter of 2004, the Company launched the Acceris Communications Inc Platmum Agent Program (the *Agent
Warrant Program™) The Agent Warrant Program provides for the 1ssuance. to participating independent agents, of warrants to
purchase up to 1,000,000 shates of the Company’s common stock The Agent Warrant Program was established to encourage and
reward consistent. substantial and persistent production by selected commeicial agents serving the Company’s domestic markets and
to strengthen the Company's relationships with these agents by granung long-term incentives in the form of the warrants to purchase
the Company’s common stock at current price levels The Agent Warrant Program 18 admunistered by the Compensation Commuttee of
the Board of Directors of the Company

Paruicipants in the Agent Warrant Program will be gianted warrants upon commencement, the vesting of which 1s based on
maintaiung certam tevenue levels for a period of 24 months The grants are classified mto tiers based on commissionable 1evenue
levels, the vestiny period of which begins upon the achievement of certain commissionable revenue levels during the eighteen month
period begmnmg| February 1, 2004 Vesting of the warrants within each tier occurs 50% after 12 months and 100% after 24 months,
dependent on the agent mamtaining the associated commissionable revenue levels [or the entue period of vesting
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As of March 31. 2005 650.000 warrants have been issued under the Agent Warrant Program, at an exercise price ot $3 50. none of
which have met the requirements to begin vesting The wanants ssued under the plan are accounted for under the provisions of the
FASB’s Emerging Issue Task Force’s (“EITF”) Issue No 96-18 Accounting for Equuty Instrunmenis That are Issued to Other Than
Emplovees for Acquiring, or in Conjunction with Sellng, Goods or Services (“FITF 96-18") Accordingly, the Company will
recognize an expense associated with these warrants over the vesting period based on the then current farr market value of the
warrants calculated at each reporting period At such time as the vesting for any wariants begins, the expense will be included in
selling, general and admimstrative expense As the vesting period has not commenced for any of the warrants 1ssued prior 1o March
31, 2005, no expense has been recogmized n the accompanying condensed consohidated statements of operanons for the three months

ended March 31! 2005

Note 13 - Segment Repot ting

The Company’s reportable segments are as follows

«  Telecommunications -mcludes the operations of the assets and habilinies purchased from WorldxChange in June 2001 and the
Agent and Enterprise businesses of RSL Com Inc (“RSL"), which were acquired in December 2002 This segment offers a dial
around telecommumications product, a 1+ product and a local dial tone bundled offering through MLM, commercial agents and
telemarketing channels This segment also offers voice and data solutions to bustness customers thu ough an mn-house sales force

+  Technologies - 15 the former technology licensing and de elopment segment. which segment offers a tully developed network
convergence solution for voice and data The Company licenses certain developed rechnology to third party users

There aie n(i) material inter-segment revenues The Company’s business 1s conducted principally in the US, foreign operations
are not significant The table below presents information about net loss and segment assets used by the Company as of and for the

three months ended March 31, 2005 and 2004

Revenues from external customers
Other mncome

Interest expense

Depreciation and amortization expense

Segment loss from continuing operations

Other significant non-cash items
Piovision for doubtful accounts

Expenditures Ifor long-lived assets

Segment assets

For the Three Months Ended March 31, 2005

Reportable Segments

Teleccommunications Technologies Total
h) 253§ — 3 22,233
27 — 27
536 376 912
1.299 9 1308
(4.333) (695) (5,030)
1.055 — 1,055
74 20 94
19.672 1,242 20,914
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Revenues trom external customers

Other income
Interest expense

Depreciation and amortization expense

Segment income (loss) from continuing operations

Other significant non-cash 1tems
Provision for doubtful accounts
Expendritures for long-lived assets

Segment assets

For the Three Months Ended March 31, 2004

Reportable Sezments

Telecommunications Technologies Total
hY 34723 % 430 § 35173
767 — 767
701 344 1045
1,699 5 1704
1.241 (265) 976
1.227 — 1.227
167 — 167
30,820 1,241 32.061

The following table reconciles reportable segment tnformation to the consolhidated financial statements of the Company

Total interest and other income for reportable segments
Unallocated other income from corporate accounts

SR T T A TR T AT TR TROTINNTE. TR

Total interestjexpense for reportable segments
Unallocated mterest expense from related party debt
Other unallocated mturest expense from corporate dcbt

SRS AL TR Twa ]l

W S N N 4
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T S, T,

S vy

Three months

o LI

Total depreciation and amortization for reportable segments

Other unallocated depreciation h om corpolate assut&

SAERTREIAN ek I T DI AT o Fn R L S TR M ST

Total segment mcome (loss)
Unallocated non-cash amounts 1n consolidated net loss
Amomzatulm of discount on notes payable
Other income (primanly gam on extinguishinent of debt)
Other income (primarily gam on sale of mvestment)
Other comporate expenses (primarily corporate level mterest,
general and administrative expenses)

Net loss hom Lontmumg opuratlons

o g R T

£ PR

W

R .o S AT S

Expenditures for segment long-lived assets
Other unallocated expeaditures {or corporate assets

Segment assets

NI LSRRI IR IR TIE

Intangible assets not allocated to segments

A ERLATR L VRO

R R d
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ended Three months
March 31, ended March
2005 31, 2004
S 27 § 767
—_ 610
) o $ 27 8 1,377
$ 912 § 1,045
2.111 2,475
T R NI LTS R e 144 13
S 3.167 § 3,533
b 1308 § 1,704
) $ 1308 § 1.704
$ (5,030) $ 976
{1,186) (1.885)
— 610
(1.892) (1.013)
e ~$ (8.108) x_$ (1,312)“
S 94 § 167
s 94 % 167
$ 20914 § 32.061
173 173



Other assets not allocated to segments '

S 21363 $ 34.840

Other assets not allocated to segments are corporate assets, and for 2004, assets associated with segments 1eported i
previous periods which are no longer classitied as reportable segments, prumarily assets of and related to the
discontinued operations of TLC (formes telecommunications services segment)
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Item 2 - Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read 1n conjunction with the mfornmation contamed n the unaudited condensed consolidated
financial statemeénts of the Company and the related notes thereto, appearing clsewhere hereim. and in conjunction with the
Management's Discussion and Analysis of Financial Condition and Results of Operations set forth w the Company’s Form 10-K for
the vear ended December 31, 2004, filed with the Securities and Exchange Commussion (“SEC™) All numbers are m thousands of
dollars except for share, per share data and customer counts

Forward Looking Information

This 1eport contams certain “forward-looking statements” within the meuing of Section 274 of the Securinies Act of 1933, as
amended, and Sec tion 21E of the Exchange Act of 1934, as amended, winch are based on management’s excicise of busmness
/udomenl as w cll as ussumpnons made by and information currenth available to management When used i this document, the words
“estumute”, “expect”, “intend " and words of stmilar imporr, are intended to identify any

"

“may”, "will 7, {“anncipate ", “believe”,
Jorward- 1001\1ng statements You should not place unduc 1ehance on these forward-looking statements These statements reflect our
current view ofifuture events and ai e subject to certain 1isks and uncertainties as noied below Should one or more of these risks or
uncertainties materwalize, or should underlymyg assumprions prove incorrect, our actual results could differ materwally from those
anticipated in these forward-looking statements We undertake no obhigation, and do not miend, to update, revise or orherwise
publicly release am 1evisions to these forward-looking starements to reflect events or circumsiances afier the date hereof, or 1o reflect
the occuriencelof any unanficipated events Although we believe that our expectanions uie based on reasonable ussumpiions, we can
gve no assuraice that ow expectations will materiahze

Overview and|Recent Developments

We currently operate two distinct but related businesses a Voice over Intemnet Protocol (“VoIP™) technologies busimess
(“Technologies™) and a telecommunications business (* Telecommunications™)

Our Technologies business offers a proven network convergence <olution for voice and data in VoIP communications technology
and includes a portfolio of commumnications patents Included m this portfolio aie two foundational patents m VoIP - U S Patent Nos
6.243,373 and 6.438.124 (together the “VoIP Patent Portfolio™) This segment of our business 1s primarily focused on licensing our
technology, supported by our patents, to carriers and equipment manufacturers and suppliers m the mternet protocol ( ‘IP”") telephony
market

Ovar the past five years. we have been licensmg. on a fully paid-up basis. our technology and patents mternationally and
domestically We have also 1dentified and put on notice a number of domestic enterprises that we believe are mfiinging our patents.
and licensing dlqcuwons are underway Unfortunately. there are enterprises wluch, while infringing on our patents, have neither given
1ecogmution to ou1 patents nor have been willing 1o pay a licensing fee for thewr use to this pomt In those siuations, after failing to
reach agreement on a licensing arrangement. we have taken, and will continue to take, the steps necessary to ensure that those
enterprses cease and desist miringing owr patents and compensate the Company for past mfrmgement

To achieve our goals n our Technologies busimess we plan to license our intellectual property We have a number of i1ssued
patents and pending patent applications, which we utilize to provide our proprietary solutions We believe that we hold the
foundational patents for the manne1 m which a significant portion of VoIP traffic 1s routed mn the marketplace today We have licensed
portions of our technology to third parties on a non-exclusive basis We plan to further monetize our ntellectual property by offering
licenses to service providers, equipment companies and end-users who are deploying VoIP networles for phone-to-phone
communications

Our Telecommunications business, which geneiated substantially all of our revenue 1n 2004 and the first quarter of 2005. 15 a
broad-based communications segment se1vicing residential, small- and medm-sized businesses. and corporate accounts m the Umted
States We provide a range of products including local dial tone, domestic and mtemational long distance voice services and fully
managed, integrated data and cuhanced services to residential and commeicial customers thiough a network of independent agents,
telemarketmgfand our dnect sales force We are a U S faciities-based carrier with points of presence in 30 majo1 U S cities Our
voice capabilities include nationwide I'eature Group D ( FGD™) access Our data network consists of 17 Nortel Passports that have



recently been upgraded to support multi-protocol label switching (“MPLS™) Additienally. we have relatnonships with muluple
ner | and tier 11 providers m the U S and abroad which afford Accens the opportumty for least cost 1outing on telecommunications

i
services to our clients
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Our markers are charactenzed by the presence of numeious competitors which are of sigmificant size relative to Acceris. while
many others aie similar or smaller 1n size Accerss 1s a price taker in the markets 10 which 1t operates. and 1s affected by the global
price compreésxou biought on by technology advancements and deregulation 1n the telecommumications industry both domestically
and internarionally To manage the eftects of price compression the Company endeavours to work with suppliers to reduce
telecommunications costs and to 1cgularly optimize 1ts U S based network to reduce 1ts fixed costs of operauons, while woiking to
wntegrate the back office functions of the business

We have built our Telecommunications business thiough the acquisition of distressed or bankrupt assets, integrating the back
office, broadening product service offerings that consumers are demanding, and developing alternative channels to market Ow plan
to become profitable on an operating income basis durmg 2004 was not achieved piimanily due to our deciston to halt the geographic
expansion of our local dial tone offering as a direct result of regulatory uncertainty in our domestic markets, particularly in the areas of
the Unbundled Network Element Platform (“UNE-P”), and growing Umiversal Service Fund (“USF") contrnibution levels for
nadinonal carrers In 2004, the Company commenced offering local services in Florida, Massachusetts, New Jersey, New York and
Pennbxlvama and realized revenue of $6,900 fimishing the year with approximately 22,000 local subscribers In March 2005, the
Company decided to suspend efforts to attract new local customers, while continuing to support its existing local customers 1n the
above states The decision was a result of the Federal Communications Commission’s (“FCC™) revision of its wholesale rules,
origimally designed to introduce competition n local markets which went into effect on March 11, 2005 The reversal of local
competiion policy by the FCC has permutted the Regional Bell Operating Companies (“RBOCs”) to substantially raise wholesale
rates for the services known as unbundled network elements (“UNEs”), and required the Company to re-assess 1ts local strategy while
1t attempts to negotiate long-term agreements tor UNEs on compentive terms  Should the Company not enter into wholesale contracts
for UNE services n the near future the narural atwrition cycle will result i an ongoing reduction m the number of local customers and
related revenues m 2005 and beyond For the first quarter of 2003, the Company realized revenue of $3.119 on its local services, and
at March 31, 2005 had approximately 23 000 local subscribers

Domesti¢ regulatory uncertamty, coupled with continued mtemational deregulation of telecommunication services and
technology advancements, 1s changing the undeilying business model for our Telecommunications business We believe that to bring
long term sustamable success to our Telecommumcations business we need to acquire addinonal scale through acquisitions However,
the Company ‘does not at this time have an ability to obtain additional financing for 1ts Telecommunications business to pursue
enpansion through acquisitions There 1s significant doubt about the Company’s ability to obtamn additional financing beyond June 30,
2005 to iuppdrt its operations once the Keep Well from Counsel expires. and this raises substantial doubt about the Company's ability
to continue as a going concern Due to these financial constraints. management and its strategic advisors are looking to merge or
dispose of the Telecommunications business There 1s no certainty that a merger or disposal can occur on a tumely basis on favorable
terms For more information on the assets and operations of the Telecommunications business, please refer to Note 13 of the unaudited
condensed consolidated financial statements included m Item | of this report on Form 10-Q

A gomg concern qualification has been included by the Company’s independent registered public accounting firms 1n then audit
opuons for cach 0f 2002. 2003 and 2004 Readers are encouraged to take due care when reading the mmdependent registered public
accountants’ reporrs ncluded i ltem 15 of the Company ’s most recent Form 10-K and this management’s discussion and analysis In
the absence of a substantial infusion of capital. or a merger or disposal of our Telecommunications business, the Company may not be
able to continue as a gomg concem




Acceris was Lhcorporated in Florida 1n 1983 under the name MedCross, Inc , which was changed to I-Link Incorporated m 1997
and to Accerts Communications Inc mn 2003 Qur development and transinion 15 articulated below

1

Technologies

In 1994. we b?czgan operating as an Internet service provider and quickly identified that the emerging IP environment was a
pronusing basis foir enhanced service delivery We soon turned to designing and building an IP telecommunications platform
consisting of proprietary software. hardware and leased telecommunications lines The goal was to create a platform wath the quality
and rehability necessary for voice transmission

In 1997, we sfarted offermg enhanced services over a mmed IP-and-ciicuit-switched network platform These services offered a
blend of traditional and enhanced communication services and combined the mherent cost advantages of an IP-based network with the
reliability of the e)\ilstmg Public Switched Telephone Network ("PSTN™)

In August 1997, we acquired MiBridge, Inc (“MiBridge”), a communications technology company engaged 1n the design,
development, iniegration and marketing of a range ol software telecommumications products that support muliimedia communications
over the PSTN. local area networks ("LANs”) and 1P networks The acqusition ofM]Bn_dge permutted us to accelerate the
development and deployment of IP technology across our network platform

In 1998 we first deployed our real-time IP communications network platform With this new platform, all core operating
functions such as switching, routing and media control became softwaie-driven This new platform 1epresented the first nationwide.,
commercially viable VoIP platform of 1ts kind Following the launch of our software-defined VoIP platform mn 1998, we continued to
refine and enhance, the platform to make 1t even more efficient and capable for our partners and customers

In 2002, the U S Patent and Trademark Office 1ssued a patent (No 6.438.124. the “Accens Patent™) for the Company’s Voice
Internet Transmssion System Filed mm 1996, the Accens Patent reflects foundational thinking, application, and practice n the VoIP
Services market In simple terms. the Accerns Patent encompasses the technology that allows two parties to conveise phone-to-phone,
regardless of the distance in between them, by transmitting voice/sound via the Internet No special telephone or computer 15 required
at etther end of the call The apparatus that makes this technically possible 15 a system of Internet access nodes, or Voice Engines
(VoIP Gateways) These local Internet Voice Engmes provide digitized, compressed, and encrypted duplex or simplex Interet
voice/sound The end result 1s a ligh-quality calling expenience whereby the Internet serves only as the transport medium and as such.
can lead to reduced toll charges In conjunction with the 1ssuance of our core foundational Acceris Patent, we disposed of our
domestic US VoIP network in a transaction with Buyers United. Inc (“BUI™"), which closed on May 1. 2003 The sale included the
physical assets reqmred to operate out nationwide network using our patented VolIP technology (constiuting the core business of the
I-Link Commumcahom Inc (“ILC”) buswmess) and included a fully paid non-exclusive perpetual license to our proprietary software-
based network convergence solution for voice and data The sale of the ILC business removed essentially all operations that did not
pertain to our proprietary softw are-based convergence solution for voice and data As part of the sale, we retamed all of our
intellectual and property nights and patents

[

In 2003, we added to our VolP Patent Portfoho when we acquired U S Patent No 6.243,373 (the * VoIP Patent™), which wincluded
a correspondimg foreign patent and related mterational patent applications The VoIP Patent. together with the existing Acceris Patent
and uts related nternational patent applications, form our mternational VolP Patent Portfolio that covers the basic process and
technology that enables VoIP communication as 1t 1s used 1n the market today Telecommunications companies that enable their
customers to ongmate a phone call on a traditional handset, transmut any part of that call via IP, and then termunate the call over the
traditional telephone nerwork, aie utllizing Accens’ patented technology We intend to aggressively pursue recognition 1n the
marketplace of our mtellectual property via a focused licensing program The comprehensive nature of the VoIP Patent, which 1s atled
“Mecthod and Apparatus for Implemennng a Compuier Networ kilnternet Telephone System” 18 summanzed in the patent’s abetract,
which desctibes the'technology as follows A method and apparatus are provided for communicating audio information over a
computer network A standard telephone connected to the PSTN may be used to commumicate with any other PSTN-connected
telephone, where a Lomputer network, such as the Internet, 15 the transmission facility mstead of conventional telephone transmission
facilities In conjunction with the acquisition. we also agreed to give up 35% of the net 1esidual rights to out VoIP Patent Portfolio

(
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Intellectual property - The Company currently owns a number of 18sued patents and uttlizes the technology supported by those
patents 1n providing 1ts products and services The Company also has a number of non-U S patents and patent applications pending
Included mits U S portfolio of patents are

!

* US Pateni No 6.438,124 (1ssued in 2002)

e U Sl Patent No 6.243,373 (1ssued 1in 2001)

|
® US Patent No 5,898,675 (1ssued in 1999)

|
¢ U S: Patent No 5.754,534 (1ssued 10 1998)

+
U S patents generally expire 17 years after 1ssuance

|
Togerher; these patenfed technologies have been successfully deploved and commercially proven 1n a nationwide IP network and
in Acceri<’ unified messaging service. Application Program Interface (“API™) and softw ate licensing busmesses The Company 1s
using the technology supported by 1ts VoIP patents in 1ts business and 1s also engaged in hcensing discussions with third parties
domestically and internationally

Te[ecomnfzumcanons

Acceris” Telecommunications business has been built through the acquisition of predecessor businesses. which have been and are
continuing to be mitegrated. consolidated and organized to provide the lughest level of service to customers with the maxmmum level o
operational efficiency

!

In June 2001, the Company entered this business by acquiring. from bankruptcy, certam assets of WorldxChange
Commumcatons Inc (“WorldxChange™) WorldxChange was a facilities-based telecommunications carrier providing international
and domestic long distance service to retail customers At acquisition, the busimess consisted primartly of a dial-around product that
allowed a cust'pmer to make a call from any phone by dialling a 10-10-XXX prefix Since the acquisition, we expanded the product
offenng to mnclude 1+ products (1+ products are those which enable a customer to directly dial a long distance number fiom thenr
telephone by dialling 1-a1ea code-phone number) Historically, WorldxChange marketed 1ts services through consumer mass
marketing techmques, including direct mail and direct response television and radio In 2002, we revamped our channel stiategy by
de-emphasizing the direct mail channel and devoting our efforts to pursuing more profitable methods of attracting and retaining
customers Toc;iay we use a network of independent commussion agents m multi-level marketing (“M1LM™), telemarketing and
commercial agent channels (o attract and retamn customers

In December 2002 we completed the purchase of certam assets of RSL COM USA Inc (“RSL”) from a bankruptcy proceeding
The purchase included the assers used by RSL to provide long distance voice and data services. including fiame relay, to their
commercial customers, and the assets used to provide long distance and other voice services to small busmesses and the

consumer/residential market
|

i
In July 2003 the Company completed purchase of Local Telcom Holdings, LLC (“Transpomnt”), a financially distressed
company The purchase of Transpoint provided us with further penetration 1nto the commercial agent channel and access to a larger
commercial customer base

In 2004 w: added offerings of local communications products to our residential and small business customers achieving 1evenue
of $6.900 and completmL the year with approxmmately 22 000 customers The local dial tone service 1s provided under the terms of the
UNE-P authonzed by the Telecommumications Act of 1996, as amended, (the “1996 Act™) and 1« available m Flonda, Massachusetts.,
New Jersey. New York. and Pennsylsama, while our long distance sen ices (1+ and 10-10-XXX) are available nationwide In March
2005. the Company decided to suspend efforts to attract new local customers, while conunuing to support 11s existing local customers
in the above states The decision was a result of the FCC*s revision of 1ts wholesale rules. orgmally designed to mmtroduce competition
in local markets, which went into effect on March 11, 2005 The reversal of local compention policy by the FCC has permitted the



RBOCs to substantially raise wholesale rates fo1 the services known as UNEs. and required the Company to re-assess 1ts local
strategy while 1t attempts to negotiate long-term agreements for UNEs on competitive terms Should the Company not enter into
wholesale contracts for UNE services in the near future, the natural attrition cycle will result in an ongoing reduction 1n the number of

local customers alnd 1elated 1evenues For the first quarter of 2003, the Company realized revenue of $3,119 on 1ts local services, and
at March 31, 2005 had approximately 25 000 local subscribers




Industry

Historically, the commumications services industry has transmutted voice and data over separate networks using different
technologies Traditional cartiers have typically built telephone nerworks based on circutt switching technology, which establiches and
maintams a dedicated path for each telephone call until the call 15 terminated

The communications services industry continues to evolve both domesucally and internationally, providing significant
opportunities and nisks to the parnicipants n these markets Factors that have been diving this change include

»  entry of new competriors and mvestment of substanual capital i existing and new services. resulting 1 sigmficant price
competition

+ technological advances 1esulting 1n a proliferation of new services and products and 1apid increases 1n network capacity

o, The 1996 Act. and

» growing deregulation of communications services matkets in the United States and n selected countries around the world

VoIP 13 a technology that can replace the traditional telephone network This type of data network 15 more efficient than a
dedicated circuit network because the data network 1s not resiricted by the one-call, one-line limitation of a traditional telephone
network This 1n1pro:ved efficiency creates cost savings that can be either passed on to the consumer in the form of lower rates or
retained by the VoIP provider In addition, VoIP technology enables the provision of enhanced services such as unmified messaging

Competition

Competition 1n |thc telecommunications industry 1s based upon, among other things, pricing customer service, billing services and
percerved quality We compete agamnst numerous telecommunications companies that offer essentially the same services as we do
Many of our competitors, mcluding the incumbent local exchange carriers (“ILECs™), are substantially larger and have greater
financial, technical and marketing resources Our success will depend upon our continued ability to provide igh quality, hugh value
services at prices compeutive with, or lower than. those charged by our competitors

We believe the recent proposed combination of nauonal long distance carriers and local provaders (SBC’s proposed purchase of
AT&T. Verizon and{Qwest’s bids for MC1 and Spiint’s proposed merger with wieless carrier Nextel) may provide the combined
companies with a greater potential to offer targeted price plans to 1esidential and small busmess customers — our primary larget
market — with significantly sumplified rate structures and with bundles of local services with long-distance. which may continue to
lower overall local alnd long-distance prices Competition 15 also fierce for the commeicial customers that we serve Thi< market was
typically domated lby AT&T, Sprint and MCI (national long-distance casriers) but the recently proposed combination of some of
these camriers with ILECs now offers the potential for additional growth opportunities for the incumbents, as they will be able to

leverage the acquired long distance networks to service mulu-location customers with offices located outside of their local calling
area
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Pricing pressure has existed for sex eral years m the telecommunications mdustry and 1s expected to continue Tlus 1s coupled wit
the introduction of new technologies such as VoIP, that <eek to provide voice communications at a cost below that of traditional
circuit-switched service In addition, wueless carriers have seen further consolidation 1n thewr ndusiry and are increasingly marketing
therr SErvices as an alternative to traditional long distance and local services. further increasing competition and consumer choice
Reducuions i prices charged by compettors may have a material adverse effect on us Cable companies have entered the
telecommunications business primarily for residential services. and this development may wnciease the competition faced by the
Company 1nithus market

The ILECs are well-capitalized well-known companies whose recent mergers will provide some of them with increased
capabilities and assets to “bundle” services, such as local and wireless telephone services and high speed Internet access, with long-
distance telephone services The ILECs’ name recognition m their existing markets. the established relationships that they have with
therr cmstmgI local service customers, their ability to leverage the long-distance networks from newly acquired carmers and tiaditiona
relanonshlps* to provide product and price competition. and evolving interpretations of the 1996 Act that appear favorable to the
ILECs. also make 1t more difficult for us to compete with them

Government Regulation

Telecommunications Industry

The telecommunications mdustry 1s subject to government regulation at federal, state and local levels Any change in current
government rlegulatlon regarding telecommumnicarions pricing. system access, consumer protection or other relevant legislation could
have a material impact on our results of operations Most of ous current operations arc subject to regulation by the FCC under the
Commumcatlom Act of 1934, as amended (the “Communications Act”) In addon, certam of our operations are subject to regulatic
by state pub]lc utihty or public service comimissions Changes i, or changes in mterpretation of, legislation affecting u< could
negatively impact our operations

The 1996 Act, among other things, allows the RBOCSs and others to enter the long-distance business Entry of the RBOCSs or otlx
entities, such las electric utilities and cable television compamies, mto the long-distance business, either through recently proposed
mergers or technological advances 1n the transmission of data communications over high-voltage electrical lines, may likely have a
negative impact on our business and our ability to compete for customers We anticipate that some of these enttants will prove to be
strong compelitors because they are better capitalized, already have substantial customer bases. and enjoy cost advantages relating to
local telecom dines and access charges In addition, the 1996 Act provides that state proceedings may 1n certamn instances determine
access chargels that we are required to pay to the local exchange carmers If these proceedings occur, rates could increase which could

lead to a loss of customers and weaker operating results
Overview of Federal Regulation

As a camer offering telecommunications services to the public, we are subject to the provisions of the Commumcations Act, and
FCC regulatons 1ssued thereunder These regulations require us, among other things, to ofter our regulated services to the public on ¢
non-disct lmmzlztory basis at just and reasonable rates We are subject to FCC 1equirements that we obtan prior FCC approval for
transactions that would cause a transfer of control of one or more regulated subsidianies Such appioval 1equirements may delay,

prevent or deter nansactions that could result i a transfer of control of our business

Internanonal Service Regulation We possess authority from the FCC, granted pursuant to Section 214 of the Communications
Act, to provide international telecommunications service The FCC has streamlined regulation of compentive international services
and has removled certain restrictions against providing certain services Presently, the FCC 1s considering a number of international
service 1ssues that may further alter the regulatory regime applicable to us For instance, the FCC 1s considering revisions to the rules
regarding the rates that mternational cartiers like us pay for termination of calls to mobile phones located abioad As of the date of th
report no resoluuions of these 1ssues have been announced

Pursuant to FCC rules we have cancelled our international and domestic FCC tanfls and replaced them with a general service
agieement and pnce lists As required by FCC rules, we have posted these matenials on our Internet web site, Atp /Avww dccerts com
The “detar Ltﬁng of our services has given us greater pricing flexibility for our services. but we are not entitled to the legal protection
provided by the “filed 1ate doctrine,” which generally provides protecnions to carriers fiom legal actions by customers that challenge




the terms and conditions of service
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Interstute Service Regulation As an inter-exchange carrier (“IXC”). our wnterstate telecommunications services are regulated by
the FCC While we are not required to obtain FCC appioval to begin or eapand our interstate operations, e are required to obtain
FCC approvals for certamn transactions that would aftect our ownership or the services we provide Additionally. we must file vanous
reports and pav certamn fees and assessments We are subject to the FCC’s complaint junisdiction and must contribute to the federal
USF We must also comply with the Communications Assistance for Law Enforcement Act (‘CALEA™), and certain FCC regulation:
which require telecommunications common carriers to modify their networks to allow law enforcement authonties to perform
electronic surveillance

Overview of State Regulation

Through certain of our subsidiaties, we are authorized to provide ntrastate nterexchange telecommunications services and. 1n
certain states, are authorized to provide competitive local exchange services by virtue of certificates granted by state public service
comnuss1ons. Our regulated subsidiaries must comply with state laws applicable 10 all similarly certified carriers mcluding the
regulation of services. payment of regulatory fees and preparation and submission of reports The adoption of new regulations or
changes to existing regulations may adversely affect our ability to provide telecommunicanions services Consumers may file
complamts against us at the public service commussions The certificates of authority we hold can be generally conditioned, modified
cancelled, terminated or revoked by state public service commussions Further, many states require prior approval or notification for
certain stockl or asset transactions, or in some states, for the 1ssuance of securities, debts, guarantees or other {inancial transactions
Such approvals can delay o1 prevent certain transactions

Overview of Ongoing Policy Issues

Local Service Through the 1996 Act, Congress sought to establish a compentive and deregulated national policy framework for
advanced telecommummtnons and information technologies To date, local exchange competition has not progressed to a point where
significant regularorv intervention 1s no longer required Regulators believed that a “hands-off” policy would drive local exchange
service 1nto an adequately competitive market. but there contimues to be a stiong need for policy 1ssue clatificanion and construction
Some policy changes have been addressed through the court system. not the regulatory system For nstance, the FCC has attempted
several imes| to develop a hist of UNEs which are portions of the ILEC netw orks and services that must be sold separately to
competitors. On several occasions the courts have rejected the FCC’s approach to defining UNEs The FCC's most recent attempt to
develop rules. the Trienmal Review Order, was vacated by the U S Circutt Court of Appeals 1n Washington D C' on March 4, 2004
The Court’s ruling went mto effect on June 16. 2004 In 1esponse. several compeutive carriers filed appeals with the US Supreme
Court, to seek a stay and review of the U S Circurt Court’s ruling Those requests for appeal were dented

On Augufst 20. 2004. the FCC 1ssued mterim UNE rules to replace those vacated by the D C Circurt Court as well as a Notice of
Proposed Rulemaking ("NPRM") seeking comments on new UNE rules On December 15. 2004 the FCC adopted new rules
governing access to UNEs The rules the FCC adopted replaced the mterim rules On February 4, 2005, the FCC released the text of
the TRO Rem!rmd Oider (the Order). adopted on December 15, 2004 The Order replaces rules that were vacated or remanded by the
D C Circut in USTA4 Il on Maich 2, 2004 In short. the Order (1) reduces the availability of dedicated transport and high-capacity
loops as UNEs (2) elmunates UNE-P mass market switching, and (3) establishes transition periods and pricing for those UNEs no
longer available after the Order becomes effective Per it« terms, the Order became cffective on March 11, 2005

Ded1cate(|i Transport - The FCC classifies the impairment status of dedicated transport services based on the revenue opportunitie:
generated at exther end of the underlying routes, based on “reasonable” mferences fiom previously successful compettive
deployments [The Comnussion tieats the vanious categories of routes as follows
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* DS1 Transpoit - carriers are impaired without access only 1f at least one end-point of the roule 1s a wire center containing
fevlver than 38,000 business lines and fewer than four fiber-based collocators

DS3 Transport - carniers are impatred without access only 1f at least one end-pomt of the 1oute 15 a wire center contaming
{fewer than 24.000 business lines and fewer than three [iber-based collocators

* Dark Fiber Transport - carriers are impaired without access only 1if at least one end-point of the 10ute 1s a wire center
contaiung fewer than 24,000 business lines and fewer than three fiber-based collocators

» Entrance Facilities - carriers are not impatred without access to entrance facilities

The FCC also places the followng limus on the number of DS1 and DS3 hines that a competitor can access as UNEs

1f DS3 transport 1s not available as a UNE, competitors can lease up to 10 DS1s The Commussion reasons that 1f a

competitor wishes to lease more than 10 DS1s. 1t would be economic.for that competitor to provide or lease a DS3
instead

If DS3 transport 1s available as a UNE, competitors can lease up to 12 DS3s
o' High capacity loops - The FCC categornizes high-capacity loops as follows

DS1 Loops - carriers are impaired without access to DS1 loops at any locanon within the service area of an ILEC
wire center contanung fewer than 60,000 business hnes or fewer than four fiber-based collocators

DS3 Loops - carriers are unpaired without access to DS3 loops at any location within the service area of an ILEC
wire center contaming fewer than 38.000 business lines or fewer than four fiber-based collocators

® |Dark Fiber Loops - carriers are not impaired without access to unbundled dark {iber loops

The FCC alsc‘) places lumits on the number of high-capacity loops that a competitor may access Competitors can lease one DS3
and ten DS1s per bullding location

Mass Market|Switching (UNE-P) - The FCC concludes that compentors are not impaired without access to ILEC circuit
switching, relym0 on both the overall number of competitive circuit switches available. and the availability of alternatives to these
switches Specxf'c‘ally the FCC notes that competitors can access packet switches and VoIP technology to serve mass-market
customers The FCC also notes that batch hot cuts are no longer an 1ssue. given evidence of RBOC hot cut performance 1n the Section
271 context Accordingly. mass market switching 1s elinunated as a UNE

Conversions and New Orders - The FCC 1cfuses to place any hmitations on a compettor’s right to convert special access
anangements into|UNEs and UNE combinations, apart from the conditions and eligibility requirements placed on the UNEs
themselves Further, competitors may self-certify their ehigibility for UNEs, which must then be provided by the relevant TLEC

Transition - The FCC establishes the following transition procedures to phase-out existing UNEs that are eltminated by the Order

s DSI1 |and DS3 Loops and Transport - competitors will be permutted to continue then use of already-installed UNEs that
have been eltminated for 12 months As of March 11, 2005, the price for these UNEs will increase to 115% of the gieater
of (1) the 1ate paid on June 15, 2004, or (2) a new rate, 1f higher, sel by a state comumission after June 16, 2004

* DarkiFiber Loops and Transport - competitors will be permitted to continue then use of already-mstalled UNEs that have
been eliminated for a period of 18 months As of March 11. 2003, the price for these UNEs will increase to 113% of the
greater of (1) the rate paid on June 13, 2004, or (2) a new rate, 1 higher, set by a state commission after June 16, 2004






® Mass Market Switching (as UNE-P) - competitors will be permutted to continue thewr use of already-mstalled UNEs th.
have been eliminated for 12 months. with the price for mstalled UNEs being the higher of (1) the June 13, 2004 rate, «
(2) any rate set after June 16. 2004, plus one dollar

On February 24. 2005, the day the order was published i the Federal Register. Urnuted States Telecom Association. BellSouth
Corporatlon'. Qwest Communications International, Inc . SBC Communications, Inc and the Venizon Telephone Compames filed a
consolidated Petition for Review of the FCC Order with the Court of Appeals for the District of Columbia Circuit The Perinion states
that the Order exceeds the FCC's junsdiction or authornty, violates the Communications Act of 1934 or the Adnmumistrative Procedure
Act, fails tojcomply with prior judicial orders related to the triennial review process or are arbitrary. capricious, an abuse of discretior
or otherwise contiary to law The Petitioners ask the court to hold unlaw ful. vacate enjomn, and set aside those portions of the order
that are unlawful

Competitors that utihze UNE-P will see an unmediate increase 1n their wholesale costs for existing UNE-P customers In
addition, competitors will not be able to add new UNE-P lines unless they have entered into a commercial agreement with the ILECs
in therr service territory Many of these commercial agreements allow {or the continued provision of a UNE-P like service, but at a
higher rate. generally structured to have annual rate increases during the term, and at imes with nunimum volume commuitments
Without a commercial agreement, beginning March 11. 2005 1t 1s likely that new orders submutted to the ILECs will be rejected or
processed at the higher resale rate There 15 some question whether ILECs can unilaterally implement the new FCC rules or whether
they will have to go through the change of Jaw procedures requued by interconnection agreements

A few faciliies-based competitors have announced plans to provide non-facihities-based competitors with access to a UNE-P like
platform using DSL or VoIP However, there 1s no certainty that the pricing or availability for such services will be acceptable to the
Company The Company believes that the new FCC rules may adversely affect 1ts ability to obtain access to local facilities on the
same basis as under the Interim rules and/or prior to the USTA 11 decision

Universal Service Fund (*USF") In 1997, the FCC 1ssued an order implementing Section 254 of the 1996 Act regarding the
preservation/of universal telephone service Section 254 and related regulations require all mnterstate and certamn mternational
telecommunications carriers to contribute toward the USF, a fund that provides subsidies for the provision of service to schools and
ibiaries, rural health care providers, low mcome consumers and consumers 1n high cost areas

Quarteily, the Universal Service Administrative Company (“USAC’™), which oversees the USF. reviews the need for program
funding and determmes the applicable USF contribution peicentage that mterstate telecommunications carriers must contiibute While
carriers ate permitted to pass through the USF charges to consumers, the FCC has strictly mited amounts passed through to
consumets ) excess of a carrier’s deternuned contribution percentage In April 2005, the applicable USF contribution percentage was
1a1sed to 11 1% Thioughout 2004 the 1ate was 1n the 9% range and 1n early 2003 the rate was 7 3%

As discussed below, the industry 15 relying less on traditional cucuit-switched telephone service and more on digitized IP-based
communications for long distance transport and local services 1t 1s possible that this trend could thieaten the amount of revenues
USAC can collect through the USF system, and that the resulting revenue shortfall could prevent the system from meeting uts funding
demands Separately from the FCC’s inquiry mnto the regulation of IP-based voice service, the FCC could exercise 1ts so called

“permussive authonty” under the 1996 Act and assess UST contributions on VoIP providers To date. only some VoIP provideis
contribute tojthe USF, and do so at thewr discretion. If VolIP providers were exempted from USF contributions, telecommunications
carriers would Iikely pay significantly higher UST contnibutions. conversely, 1f VoIP providers were required to contribute, traditional
telecommunications carers would contribute less In addition to the FCC, Congress 1s reviewing a series of matters related to VoIP
Current Congreaslonal debates are divided over whether IP-based telephony service providers should be required to contribute to the
USF and othét fees and surcharges applicable now only to traditional circut-based networks and services A decision to require VoIP
providers to $0nmbure to the USF. and pay other fees and surchaiges from which they aie now exempted. may adversely affect our
provision of VoIP services




VoIP Notce of Proposed Rule Muking In March 2004 the FCC 1ssued the VoIP Nornice of Proposed Rulemaking (the “VolP
NPRM ') to solictt comments on many aspects of the regulatory treatment of VolP sernvices The FCC continues to consider the
possibility of regulating access to IP-based services. but has not yet decided on the appropnate level of 1egulatory mter ention for IP-
based service appll?atlons It has, through several decisions, sought to exercise 1ts pre-emptive authonty to designate VolP as an
interstate service. thus pre-empting state regulation of VoIP and placing the FCC as the sole regulator of the service - a posinon that
has been challengecli by several state public uulity commussions Should the FCC rule that our sofrware-based solution for VoIP
deployment and other simular service applications should be further regulated, or if the courts overturn the FCC’« pre-emptive
authonty to prevent state regulation of VoIP, our ability to provide VoIP services may be adversely aftected

Further the VoIP NPRM wall likely address the applicability of access charges to VoIP services Access charges provide
compensation to local exchange carriers for naffic that ongiates or termmates on then networks Certain LECs have argued that
certain types of VoIP carners provide the same basic functionality as rraditional telephone service carriers m that they carry a
customer’s call from an onigmation point to a termination destination Any ruling or decision from the FCC requiring VolP carniers to
pay access charges to ILECs for local loop use may adversely affect our VoIP services

The VoIP NPRM 1s also expected to address the extent to which CALEA will be applicable to VoIP sernvices Recently. ina
separate proceeding. the Federal Bureau of Investigation and other federal agencies have asked the FCC to clanfy that VoIP 1s a
telecommunications service, for the purpose of subjecting VoIP to CALEA’s wiretapping requirements

Bioadband Deployiment Broadband refers to any platform capable of providing lugh bandwidth-intensive content and advanced
telecommunications capabihty The FCC's stated goal for broadband services 1s to establish regulatory policies that promote
compefition, mnovation and mx estment in broadband services and facilities Broadband technologies encompass evolving high-speed
digital technologies|that offer integrated access to voice, high-speed data. video-on-demand or interactive delivery services The FCC
1s seeking to 1) encourage the ubiquitous avatlability of broadband access to the Internet, 2) promote competition across different
platforms for broadband services. 3) ensure that broadband services exist in a minumal regulatory environment that promotes
mvestment and mnovation and 4) develop an analytical framework that 13 consistent. to the extent possible. across multiple platforms
The FCC has opened several inquiries to determine how to promote the availability of advanced telecommumcations capability with
the goal of removing bamer« to deployment, encouraging competition and promoting broadband nfrastructure investment For
mstance, the FCC 18 considering the appropriate regulatory requirements for ILEC provision of domestic broadband
telecommunications services The FCC's concern 15 whether the applicanion of taditional common carner regulations to ILEC-
provided broadbandl telecommunications services 1s appropriate On October 14, 2004, the FCC adopted an Order concluding that
fiber-to-the-curb ("FlTTC") loops shall be treated in the same manner as fiber-to-the-home ("FTTH") loops Accordingly, ILECs will
not be required to offer FTTC to competiiors as UNEs The FCC defined FTTC as "a local loop consisting of fiber optic cable
connecting to a copper distribution plant that 1s not more than 500 feet fiom the customer's premises or, m the case of predominantly
residential multiple Idwelhng units (“MDUSs”). not more than 500 feet from the MDUs ” The FCC also clarified that ILEC's are not
required to build TDM capabilities mnto new packetized transmusston facilities or add them to faciliies where they never existed
Under other existing regulations, ILEC« are treated as donmunant carriers absent a spectific finding to the contrary for a particular
market and. as domunant carriers, shall still be subject to numerous regulations, such as tanff filing and pricing requirements

On February 7, 2002, the FCC 1eleased 1ts third bienmal report on the availability of broadband, in which it concluded that
broadband 1s bemg deployed mn a reasonable and tmiely manner The report showed that the advanced telecommunications services
market continues to grow and that the avatlability of and subscribetship to lngh-speed services increased significantly since the last
report Additionally,|the report noted that mvestment m infiastiucture for advanced telecommunications 1iemains strong The data i
the report 1s gathered largely from standardized mformation from pioviders of advanced telecommunications capability including
wirchne telephone companies. cable providers, wireless providers, satellite providers. and any other faciliies-based providers of 250
or moie high-speed service lines (or wireless channels) n a given state
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Internet Service Reguiunon The demand for high-speed nternet access has mcreased sigmficantly over the past several vears as
consumers mcerease their Intermet use The FCC s active in reviewing the need for 1egulatory oversight of Intemet services and to dat
has advocared less 1egulation and more market-based compention for broadband providers The FCC’s stated policy 1s to promote the
continued dIe\-'elopment of the Internet and other interactive computer-based commumications services We cannot be certan that the
FCC wll continue to take a deregulatory approach to the Intemet Should the FCC mcrease regulatory oversight of Internet services,
our costs could ncrease for providing those services

Other Legislation

Recent legislation 1n the United States including the Sarbanes-Oxley Act of 2002 ("Sarbanes Oxley™) 1s increasing the scope and
cost of work provided to us by our independent registered public accountants and legal advisois Many guidelines have not yet been
finalized and there 15 a nisk that we will mcur significant costs n the future to comply with legislative 1equirements or rules.
pronouncements and guidelines by regulatory bodies. mcluding the cost of restating previously reported financial results thereby
reducing profitability

‘d

Risk Factor

Many factors could cause actual results 1o differ matenally from our forward-looking statements Several of these factors. which
are more fully discussed in our Annnal Report on Form 10-K for the year ended December 31. 2004, filed with the SEC, include,
without limitation

1) Our ability to

+ financeland manage growth,

+ executejon the strategy and the business plans of management,
+ mamtain our relationship With telecommunications carriers,

+ provide|ongong compentive services and pricing

+ retain and attract key personnel,

+ operate effective network facilities,

* mamtam favorable relationships with local exchange carriers (“LECs”), long-distance providers and other vendors, including
our ability to mect our usage commitments,

» attract new subscribers while mimimizing subscriber attrition,

* continue to grow the distibution for owr Telecommunications segment through multi level marketing (“MLM?), restdential and
commercial agents, and with our direct sales force,

* conunuejto offer compeutive local dial tone, long distance and data products and to expand the geographic reach of our local
dial tone| offering,

+ efficiently mtegiare completed acquisitions,

« address l'egal proceedings m an effective manner,

+ maintain. opeiate and upgrade our mformation systems network,



+ mantam and operate our networks 1n a cost effective manner.

« extend our related party debt bevond 1ts April 30 2006 maturity date or replace such debt on acceptable terms,

» obtam Counsel’s continued commitment and ability to fund through June 30, 2003, the cash requirements of the business,
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ud party debt or equity financing,

asset based lending tacihty bevond its June 30, 2005 matunty or 1cplace the facility on acceptable terms,

mphance with existing and evolving federal and state governmental regulation of telecommunications providers.

regulatory changes on a timely and cost effecuve basis.

1ew, or changes 1n. accounting principles, and

ferenced from time to time 1 our filings with the SEC and the FCC

iting Estimnates

"s Discussion and Analysis of Financial Condition and Results of Operauons discusses our consolidated financial

statements, which have been picpared 1n accordance with accounting principles generally accepted i the United States ("GAAP”)

The preparation
amounts of asse
reporting period

of these financial statements requires management to make estimates and assumptions that affect the reported
ts and Liabalitzes at the date of the financial statements and the reported amounts of revenues and expenses during the
On an on-going basis, management evaluates 1ts estimates and judgments. including those related to intangible

assets. contimgencies, collectibility of recervables and htigation Management bases 1ts estimates and judgments on historical
experience and various other factors that are believed to be reasonable under the circumstances. the tesults of which form the bas:s for
making judgments about the carrying value of assets and Liabilities that are not readily apparent from other sources Actual results may
ditfer from these estunates under different assumptions or conditions

The cntical a
Report on Form

ccounting estumates used m the preparation of our consolhidated financial statements are discussed in our Annual
10-K for the year ended December 31, 2004 To aid m the understanding of our financial reporting. a sumumary of

significant accounting policies are described in Note 2 of the unaudited condensed consolidated financial statements and notes thereto

mcluded m Item

1 of this repoit on Form 10-Q These policies have the potential to have a more sigruificant impact on ow financial

statements, erther because of the sigmficance of the financial statement item to which they relate, or because they 1equire judgment

and estimation d

Liquidity and

ue to the uncertainty involved m measuring, at a specific pomt 1n time, events which are continuous m nature

Capital Resources

As a result of our substannal operating losses and negative cash flows from operations, at March 31, 2005 we had a stockholders’
deficit of $69, 707 (December 31. 2004 - $61,965) and negative working capttal of $18.755 (December 31 2004 - $21,352) The

Company contin
Counsel Corpor.
debt had a gross
balance of $3.42
31,2005 The re
quarter of 2005,
related party det

The related
intercompany ad
Keep Well obllg

ued to finance its opeiations during the first quarter of 2005 through related party debt with its major stockholder,
ation (together with its subsidianes. “Counsel”). and a 1evolving credit facility At March 31, 2005. the related party
outstanding balance of $60,776 (December 31. 2004 - $52.100), and the revolving credit facility had an outstanding
2 (December 51. 2004 - $4.725) No addinonal borrowings arc avatlable under the revolving credit facility at March
lated party debt matures on April 30, 2006 and the 1evolving credit facility matures on June 30 2005 Durning the first
Counsel extended the matunty of 1ts related party debt from January 31, 2006 to April 30. 2006 Tnterest on the

t1s rolled into the principal amounts outstanding

party debt 1s supplemented by a Keep Well agreement, which requires Counsel to fund, through long-term
vances or cquity contributions, all capital investment, working capital or other operational cash requuirements The
ates Counsel to continue 1ts financial support of Acceris until June 30, 2005 The Keep Well 1s not expected to be

extended bevond its current matuitty The related party debt 15 subordinated to the Wells Fargo Foothill. Inc (“Foothill™) credit

facility and to thlc Laurus Master Fund Ltd of New York (“Laurus™) convertible debenture Additionally, both of these {inancial

mstruments are guaranteed by Counsel through their respective maturities of Tune 20035 and October 2007, respectively The cunent

debt arrangemen|
Laurus debt. to t
to be extended b

ts with Laurus prohibit the repayment of Counsel debt prior to the 1epayment or conversion of the Laurus debt The
he extent that 1t 1s not conveited, 1s due in October 2007 The current asset-based facility with Foothill 1s not expected
eyond 1ts June 2005 maturity Payments cannot be made to Counsel while the Foothill facility remamns outstanding






There 18! significant doubt about the Company’s ability to obtain additional financing beyond June 30, 20035 to support 1ts
operations once the Keep Well expires Additionally. the Company does not at this time have an abiity to obtain additional financing
for 1ts Telecommunications business to pursue expansion through acquisitions Due to these financial constraints. management and its
strategic advisors are looking to merge o1 dispose of the Telecommunications business There 1s no certainty that a merger or disposal
can occur on a timely basis on favorable terms These matters raise substantial doubt about the Company '3 ability to continue as a
going concern For more mformation on the assets and operations of the Telecommunications segment. please refer to Note 13 of the
unaudited condensed consolidated financial statements mcluded 1n Item 1 of this report on Form 10-Q

The independent registered public accounting firms’ reports on the consolidated financial statements included 1n the Company’s
annual report on Form 10-K for each of the years ended December 31. 2002, 2003 and 2004 contained an explanatory paragraph
whereim they expressed the opimion that there 15 substannal doubt about the Company < ability to continue as a going concern
Readers arelencouraged to take due care when reading the independent registered public accountants” reports included i Item 15 of
the Company's most 1ecent Form 10-K  Stockholders are urged to obtain the necessary advice before becoming or continuing as a
stockholder in the Company

Cash Pusition
Cash and|cash equrvalents as of March 31, 2005 weie $491 compared to $458 at December 31. 2004

Cash flows from oper ating acnvities

Our working capital deficit decreased $2.597 to $18,755 as of March 31. 2005. from $21,352 as of December 31, 2004 The
decrease 1s prunarily related to the decrease m our accounts pavable and accrued hiabilities of $2,128 during the first three months of
2003, and a decrease 1n our revolving credit facility of $1.303 due to payments made to our asset based lender during the same period
These decree{ses were partially offset by a decrease i our accounts receivable of $1,354 during the first three months of 2005

Cash used in operating actrvties (excluding non-cash working capital and the asset-based lending facdity) during the three months
ended March 31. 2005 was $3.222. as compared to cash provided of $3,126 dunng the same period in 2004 Net cash used m
operating actmtxes during the three months ended March 31, 2005 was $4,957, as compared to $2,707 during the same period 1n 200¢
The net increase 1n cash used 111 2005 was primanly due to a $6,900 mcrease 1n net loss to $8.108 for the fust three months of 2005
from a net loss of $1,208 for the same period m 2004 Included n revenue for the three months ended March 31. 2004 was $6.363
revenue frou|1 a discontinued netwoik service offering There were no similar revenues during the first three montbs of 2005 Unearne
revenue relating to this offering was $4,593 at March 31, 2004 and $0 at March 31, 2005 See Note 6 of the unaudited condensed
consolidated financial statements included in Trem 1 of this report on Form 10-Q for further discussion of the network service offering

Cuash flows from invesiing activities

Net cash used by mvesung activities during the threc months ended March 31, 20035 was $94, a< compared to net cash provided of
§1,460 for the same per1od m 2004 The net cash used 1n 2005 related to equipment purchases In the first three months of 2004. net
cash provided by investing activities related to $1.627 m proceeds 1eceived from the sale of common stock 1n Buyers Umited Inc
(“BUT). offslet by the purchase of equipment i the amount of $167 There were no similar sales of mvestments 1 the first three
months of 2005
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Cush flows from finuncing uctivities

Financing activities provided net cash of $5.084 during the tlhuee months ended Maich 31, 2005, as compared to $1.369 for the
same pertod m 2004 The increase fiom 2004 to 2005 1s due primarily to the increased amount of funding iom Counsel Durmg the
first three months of 2005, Counse! funded the Company $7,339, as compared to funding $4.967 during the same period n 2004
Additionally, the net 1epayment of our revolving credit facihity was reduced, bemng $1.303 during the first thiee months of 2005. as
compared to $2.959 during the same peried m 2004 Tlus reduction was partially offset by increases 1 scheduled lease and note
payable payments of $298




Supplemental Statistical and Financial Data

The tollo

quarterly segment analysis provided herem

{In nullions of dollars, except

wing unaudited data 15 provided for additional information about our operations It should be read in conjunction with the

where indicated) 2003 2004 2005
Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
Gross revenues — product miy
Local and long-chstance bundle 1) — S — 3 — § 01 S 10 S 27 31§ 31
Domestic
long-distance %) 7% 74 75 64 56 54 48 43
Internanonal long-distance 14 4 153 151 130 114 105 92 77
MRCUSF D 24 28 30 30 27 23 23 24
Dedicated voice 03 04 04 03 03 04 03 03
Duect sales ievenues 68 59 59 54 50 58 40 40
Other 01 02 — 01 02 02 02 02
Total teleccommumecations revenue  $ 318 § 320 § 319 § 283 S 262 $ 27.3 241 § 222
Netwoik service otfering 11 31 04 64 02 01 — —
Technology hicensing and
derelopment 11 10 01 05 01 - — —
Tota! revenues $ 37.0 § 36.1 % 324 % 352§ 265§ 27.4 24.1 § 222
Telecommunications revenue by
custometr type,
Local and long-distance bundle $ — 8 — S — 3 ot $ 10 § 27 31 S 31
Dual-around 133 137 133 103 90 72 65 57
1+ 16 122 127 124 110 114 103 92
Duect sales 68 59 59 54 50 58 40 40
*O,ﬂ:er—m Y D R T Y PR A 01 02 N - 01 s 02 02 N 0 2- : 02
Total telecommunications revenues $ 318 § 320 & 319 3 28.3 S 262 $ 273 241 § 222
Gross revenue — product mx (%6).
Local and long-distance bundle — — — 0 4% 38% 9 8% 12 9% 1400
Domestic long-distance 24 6% 23 1% 23 3% 22 6% 21 4% 19 9% 19 9% 19 4¢
International long-distance 45 3% 47 8% 47 3% 45 9% 43 1% 38 4% 382% 3470
MRC'USF 75% 38% 9 4% 10 6% 10 3% 8 5% 95% 10 8
Dedicated voice 09% 13% 13% 1 0% 1% 1 3% 21% 23°
Durect sales revenues 21 4% 18 4% 18 3% 19 1% 19 5% 21 4% 16 6% 18 0°
OQMEL e mermbmmsr i, e ems s, 03% 06% 00% 04% 08% 07% 08% 089
Total telecommumcations revenucs 140 0% 100 0% 100 0% 100.0% 100 0% 100 0% 100 0% 100.0¢
Gross 1evenues — produet mix
(nunutes)
Domestic long-distance 140,798 912 134,198 098 121,880,023 129 203,178 134.649,835 176.065.320 183,884 289 183,116 647
International long-distance 93,896,850 098,873,877 98 978,290 91.288,985 83923 345 79.458.519 74,180,770 67,333.988
Dedicaied voice 7.772.277 9364,583 8.633,038 9,653 915 9,374 236 14,751.696 17,479,619 23,229 466
Active retail subscribers (in
number of people)*
Local and long-distance bundle e ren s e+ e e i s s e s 2 .
Beammng ofpenod — 1971 1471 21532 a0
Adds — — — 3076 12288 16.444 9,244 10,143
Chum — — — (1,108) (2 788) {6.383) (8 466) (9 320
LCnd of penod — — — 1,971 11,471 21,332 22110 22,933
Dlal atound e e o e N e e o
Beginmng of perod 275330 205187 773060377 T 192,678 164,331 “138.857 T 30.801
Adds 85,246 100,624 63,349 46,518 40 094 37.582 37,745 32079
Churn (98 389) (108 874) (77.608) (74.,863) (65.368) (51237) (42 146) (41 226}
End of perind 215187 206 937 192,678 164,331 138,857 125,202 120.801 [11.654
I+ .
Begunning ofjperiod TUTR6806 T 14486 168247 T 161570 165847 172162 163,941 T 153020
Adds 81,040 43 904 25,356 2534 27093 23,574 17,741 15,898
Churn {43 450} (30 208) (32.028) (21,067) (20 778) (31 795) (28 662) (25 753)
. Endot pmnd 174,486 168,242 161570 165 847 172162 163 941 153,020 143,163
Total subscribers (end of period) 389.673 375.179 334218 332,149 322,190 310 475 295.931 277,752




Duect sales

Active customer base 254 236 227 256 252 238 234 228
Total top 10 billing b 1163 S 1094 § 1050 $ 926 S 1034 S 1,230 § 915 S 836
Average monthly revenuc per user (active subscriptions) in absolute dollars: &
Local and long-distance bundle b — 5 — S — 5 1649 8§ 3005 S 4165 % 4653 § 45 34
Dial-atound 3 2060 S 2207 % 2301 $ 2089 S 2161 S 1915 § 1798 S 17 02
1+ ) 2216 S 2417 $ 2020 § 2492 S 2130 S 2315 8 2231 S 2142

(1) MRC USF represents “Monthly Recurring Charges™ and “Universal Service Fund” fees charged to the customers
(2) “Dial-atound” refers to a product which allows a customer to make a call from any phone by dialing a 10-10-XXX prefix

(3) “l+7 refers to a product which allows a 1etail customer to directly make a long distance call from their own phone by dialing 1>
plus the destination number




(4) Average monthly revenues per user ("ARPU"™), a generally accepted industry measurement. 1s calculated as the revenues of the
quarter divided by the number of users at the end of the quarter divided by 3 to get the monthly amount We usc the term ARPU

(6)

for the use of

the reader 1n understanding of our operating 1esults This term 1s not prepared 1in accordance with, nor does 1t serve

as an altemanive to. GAAP measures and may be matenally different from simlar measures used by other companies While not a

substinute {or
rate plans and|
considered in
tool, and inve
GAAP

Includes local

Represents nu

miormation prepared in accordance with GAAP. ARPU provides useful information conceming the appeal of om
service offerings and our performance 1n attracting and retaimmg customers However. ARPU should not be
isolation or as an alternative measure of peiformance under GAAP This measure has limuations as an analytical
stors should not consider 1t in 1solation or as a substitute for analysis of our results prepared n accordance with

product line bulk/package rate domestic minutes

mber of parent customers with revenues gieater than $0 in each calendar month




Management

Discussion of Operations

The follo wing table displays the Company’s unaudited consolidated quarterly results of operations for the eight quarters ended
March 31 2003

Revenues

Telecommumncaty

ons $

Network service otfering

Technologies

Totai revenue:

v

Operating costs and expenses
Telecommunicatons network expense
(exclusive ot depreciauonand _

amortization show n below )

Nerwork service ofterning

Selling, general \adimstrative and other

Provision for doubtful accounts

Research and development

Depreciation and amortization

otal operating costs and expenses
. e 2 ety

IS B T ]

3 XX b S TR T et o R A

" "B

Operating income (loss)

Other income {expense)

Interest expense

Othier nxome

RTINS LRI BT N R Ol TN SIS Y T R

Total other in¢

ome {expense)

Loss from continutng operanons

Gam from discontinued operations, net of $0 tax

Netloss
P LTy el

YR Pt

Three-Month Reriod Ended Mw ch 31, 2005 Compared to Three-Month Period Ended March 31, 2004

2003 2004 2005

(unaudited) (unaudited) (unaundited)
Q2 Q3 4 Q1 Q2 Q3 Q4 Q1

31852 S 31,023 § 31,993 S 28,360 S 26,229 S 27229 S 24,063 S 22,2533
4142 3079 408 6,363 190 161 — —
1,050 1 049 05 350 90 — —_— -
37045 36051 32466 35173 26 509 27390 24063 32253
19,154 19 260 18936 1-6 633 15 680 15349 12 606 13 730
2,165 807 70 — (203) — — —
14,617 13981 14 441 14763 14074 13992 11 601 10978
1131 1466 1 666 1227 1740 941 1321 1,055
— - — — 106 119 217 130
1758 1993 13548 1,704 1,653 1,520 2,099 1 308
38825 37513 36521 34329 33050 31911 27 844 27221
(1 780) (1462) (4 055) 44 (6,541) (4,331) (3,781) (4,908;
(3,394) (3,398) (3,562) {(3,533) (2,486) (2,562) (2,768) (3,167;
! 53 1160 1 377! St 226 57 27
(3393 (3 345) (2 402) (2 136) (1675 (2 336) (271 (3 140
(5,173} 4,307) (6,457) t1,312) (8,216) (6,867) (6,492) (8108,
371 213 222 104 — — _ —_
3 14,802) S 4,594) S (6 235)‘5 t1208) S (8,216)“5 (6,86"1 S 6,492) § (8 108!

In order to more fully understand the comparison of the results of contimung operations for the thiee months ended Maich 31, 200,

as compared 10

the same period n 2004, 1t 15 1mportant to note the followng signiticant changes that occurred 1 our operations

» In November 2002, we began to sell a network service offering obtamned from a new supphier The sale of that product ceased 1n

July 2003

During 2004, we continued to recogmze revenue from this offering. using the unencumbered cash method In the first

quarter of 2005, $0 1evenue was recogmzed, compared to $6,363 1n the same quarter of 2004 Expenses associated with this
offering were recorded when mcurred, no expenses were recorded in the first quarter of 2005 and 2004 The cessation of this
product offering did not quahty a« discontinued operanons under gencially accepted accounting principles

+ In January 2004, the Company commenced offering local dial tone services via the UNE-P, bundled with long distance In the

first quarter

Services 1

33

of 2005, $3.119 was recognized 1n revenue compared to $97 in the same period 1n 2004 The Company offeis these
five states and had approximately 23 000 local customers at March 31, 2003




Telecommunications seryices 1evenue declied to $22 253 1n the first quarter of 2005 [rom §28,360 during the same period mn
2004 primarily due to the following

« In 2004 we mmtioduced a local and long distance bundled offermg in Flonda Massachusetts, New Jersey. New York and
Pennsylvania This offering contributed $3.119 m revenue duiing the first quarter of 2005 compared to $97 m revenue during
the first quartet of 2004 At March 31. 2003, we had approximately 23,000 customeis with average monthly revenue per
customer (‘I‘ARPU”) of $45 00. compared to approxunately 2,000 customers with ARPU of $16 00 at March 31, 2004 We
had ongmally planned to roll out this product nationwide 1 2004 However. we held off implementing this growth plan
pending resolution of regulatory uncertainty surrounding UNE-P In March 2003, we decided to suspend efforts to attract
new local customers while continumg to support existing local customers 1n the above states The decision was a result of the
FCC's revision of 1ts wholesale rules oniginally designed to introduce competition in local maikets, which went uto effect
on March 1|1 2005 The reversal of local competition policy by the FCC has pernutted the RBOCs to substantially raise
wholesale rates for the services known as UNEs and requuied the Company to 1e-assess 1ts local strategy while 1t attempts to
negotiate long-term agreements for UNEs on competitive terms Should the Company not enter inte wholesale contracts for
UNE services in the near future, the natural attrition cycle will result in a reduction 1n the number of local customers and
related reve[nues throughout 2005 and beyond : © -

« We have expetienced attriion 1 our 1+ customer base which has declined to approximately 143,000 customers at Maich 31,
2003 from approximately 166,000 customers at March 31, 2004 We also expenienced a 1cduction m ARPU to approximately
$2100 1n the first quarter of 2005 from approxunately $25 00 in the first quarter of 2004 The reduction 1n the number of
customers 1§ due to the Company focusing 1ts customer acquisition programs on the local and long distance bundled offering
in fiv e states, described above. for much of 2004, versus focusing on long distance nationwide as 1n prior years. The
reduction 1n the ARPU 1elates to the continued reduction of long distance rates for services, prumanly 1n various iternational
destinations to which customers are making outbound long distance calls

 Since 2001, we have not actively marketed our 10-10-XXX or dial around products Accordingly. the Company conunued to
experience an erosion of this customer base The Company had approximately 112,000 customers 1n this category at March
31, 2005, as compared to approximately 164,000 customers at March 31. 2004 Consistent with our 1+ product offenng. we
saw the ARPU declining to approxmately $17 00 m the first quarter of 2005 from approximately $21 00 1n the first quarter
of 2004

« In the first quarter of 2005. direct sales were $4 039, down fiom $5.447 1n the first quarter of 2004 The reduced 1cvenue 1«
due to the non-renewal of some customer contracts, price concessions provided on contiact renewals, and an overall lower
average volume of affic The customer base declined to 228 customers at March 31, 2005 from 256 customers at Maich 31,
2004

+ Overall, the|Company continued to eapenence price erosion i 2004 and 2005 n a very competiive long distance market
Our number of dial-atound and 1+ subscribers decreased to 254,319 at March 31, 2005 from 330,178 at Maich 31, 2004 In
the first quaiter of 2005, we recognized approximately $14,400 of domestic and mternational long distance revenues
(including monthly recurning charges and USF fees) on approximaltely 250,000,000 minutes, resulting 1n a blended rate of
approxlmateily $0 06 per minute In the first quarter of 2004, we recogrized appioxmmately $22.400 of domestic and
mtcmahonall long distance revenues on approximately 221,000,000 minutes, resulting 1n a blended rate of approximately
SO 10 per nunute

Technologies revenue 1s derived fiom licensing and related services revenue Unlizing our patented technology, VolIP enables
telecommunications customers to origmate a phone call on a traditional handset. transmit any part of that call via the Internet, and then
terminate the call over the traditional telephone netwoik Our VoIP Patent Portfolio 1s an intemational patent portfolio covering the
basic process and technology that enables VoIP communications, and allows Accers to participate in the provision of VoIP solutions
We have commenced the aggressive pursuit of recogmtion of our mtellectual property 1n the marketplace through a focused licensing
program Revenue and contnibutions from this busiess to date have been based on the sales and deployments of our VoIP solutions,
which will continue! The timing and s1zing of various projects will result i a continued pattern of fluctuating financial results We
expect growth 1 revenue in this business as we gam recognition of the undeilying value 1n our VolP Patent Portfolio







Technologies earned revenues of $0 in the first quarter of 2005 compared to $430 m the first quarter of 2004 The revenue m
2004 relates to a contract that was entered into with a Japanese company n 2003

Telecommunications network expense was $13,730 i the first quarier of 2003. as compared to $16.635 1n the first quarter of
2004 a decrease c|>f$2.905 On a comparauve percentage basis, telecommunications costs totalled 62% of telecommunications
services revenue in the first quarter of 2005. as compared to 39% of revenue in the first quarter of 2004. excluding 2004 revenue fiom
the network service offering discussed above Telecommunications services margins (telecommunications services revenues less
telecommunmications network expenses) fluctuate significantly from peiiod to period, and are expected to continue to fluctuate
sienificantly for the foreseeable future Predicting whether margins will increase or dechine 15 difficult to estumate with certanty
Factors that have [affected and continue to atfect margins include

. Differences 1n attiibutes associated with the vanous long-distance programs n place at the Company The effectiveness of
each offering can change margmns significantly from period to period Some factors that atfect the effecuveness of any
program nclude the ongoimng deregulation of phone services in various countries where customer traffic termunates, actions
and reactions by competitors to market pricing, the trend toward bundled service offermgs and the increasing level of
wireline to cellular connections In additton. changes 1n customer traffic patterns also increase and decrease our margins

« Our voice and frame relay networks Each network has a sigmficant fixed cost element and a minor variable per minute cost
of traffic carried element, significant fluctuations n the number of minutes carried on-net from month to month can
51gmﬁcan't1y affect the margin percentage from period to period The fixed network monthly cost 15 $§759 as of March 31,
2003, as compared to $1,068 as of March 31,2004 Fixed network costs 1epresent the fixed cost of operating the voice and
data networks that carry customer traffic, regardless of the volume of traffic

+ Changes 1 contribution rates to the USF and other regulatory changes associated with the fund Such changes include
mcreases and decreases in contribution rates changes n the method of determining assessments. changes n the definition of
assessable revenue, and the hmitation that USF contributions collected from customers can no longer exceed contribunions
UST rates have been mcreasing The USF rate n effect for the first quarter of 2005 was 10 7%. compared to 8 7% for the
same penlod of 2004, and 1t was rased to 11 1% 1 April 2005 However. the USF expense 1n the first quarter of 2005
declined to $1,302 compared to $1,349 1n the same period of 2004, due to lower assessable revenues

In connection with the 2003 acquisition of U S Patent No 6,243.373, the Company agreed to remit to the former ow ner of the
patent 35% of the net proceeds from future revenue derived from the licensing of the VoIP Patent Portfolio, composed of U S Patent
Nos 6,243.373 and 6,438,124 Net proceeds are defined as revenue from hicensing the patent portfolio less costs necessary to obtain
the licensing arrangement As patent Licensing revenues grow. these costs will affect margins

Selling, general, administrative and other expense was $10.978 during the first quarter of 2005, as compared to $14.763 for the
first quarter of 2004 The significant changes included

o Compensation expense was $4,485 in the first quarter of 2005, as compaied to $6.537 n the first quarter of 2004 The
reduction 1s primanily attributable to lower staff levels i 2005 compared to 2004

35




o Externall commissions totaled $1.538 1n the first quarter of 2005, as compared to $2 032 i the first quarter of 2004 Lower
commission costs were eapenenced n 2005 duce to lower revenues during the respective pet 10d

e Telemarketng costs decreased to $92 i the first quarter of 2005 from $255 1n the first quarter of 2004 The Company
mncurred| higher telemarketing costs 1 2004 relaung to our focused efforts throughout the year to encourage customers to

acquire

ocal dial tone and long distance bundled services

e Legal expenses m the first quarter of 2005 were $776, as compaied to $564 m the first quarter of 2004 The increase n legal

costs P

rimarnily related to the Company taking legal action agamst ITXC for patent infringement and legal fees associated

with the direct and derivative actions against the Company

e Billings|and collections expenses decreased to approximately $1,458 m the fust quarter of 2005 from approximmately $1,901
10 the first quarter of 2004, relating to the 1eduction n revenue n the respective period

e Marketing and advertising expenscs decreased to approxmmately $172 in the first quarter of 2005 from appioximately $263 n

the firs

t{quarter of 2004

» Accounting and tax consulting expenses decreased to approximately $256 1n the first quarter of 2005 from approximately
$554 1n|the first quarter of 2004

s Faciliu

es expenses decreased to $940 1n the first quarter of 2005 from approximately $961 n the first quarter of 2004

Provision for doubtful accounts -The $172 decrease to $1,055 i the first quarter of 2005 compared to $1,227 m the first quarter
of 2004 1s primarily due to lower revenue levels m 2005 compared to 2004 The provision for doubtful accounts as a percentage of

revenue was 4 7% tor the first quarter of 2005 as compaied to 3 5% for the first quarter of 2004 The increase in the percentage from
2004 to 2005 1s ldue to the mclusion, m 2004, of $6,363 1n revenues from a discontinued network service offering, for which revenue
was recognized only on an unencumbered cash receipts basis See Note 6 of the unaudited condensed consolidated tinancial
statements included 1n Ifem 1 of this report on Form 10-Q for discussion of the network service offering When the network service
offering revenues are excluded from the 2004 calculation, the provision for doubtful accounts a< a percentage of revenue mcreases to

43%

Rescarch and development (“R&D™) costs - In the second quarter of 2004, we resumed R&D activities related to our VoIP
platform, continuing 1nto the first quarter of 2005 These activities arc expected to allow us to provide enhanced telecommunication

services to our customer base m the near term R&D expense was $150 n the first quarter of 2005, as compared to $0 m the first

quarter of 2004

Depreciati
quarter of 2004
reached the end

The change

on and amortization - Thus expense was $1,308 1n the first quarter of 2005, as compared to $1,704 during the first
In 2005, depreciation and amortizat:on were lower than 1n 2004 because more fixed and mtangible assets have
of their accounting hife

s 1 other income (expense) are primarily related to the foliowing

o Related party interest expense - This totaled §2,487 m the first quarter of 2005, as compared to $2,803 1n the first

quarter of 2004 The reduction of $316 15 largely attnbuted to reduction of the quarterly amortization of the
beneficial conversion feature related to Counsel’s ability to convert 1ts debt to equity Included in related party
interest expense m the first quarter of 2003 1s $1,152 of amortization of the beneficial conversion feature (“BCF™).
on $17.090 of debt converuble at S5 02 per share In the first quarter of 2004, amortization of the BCF was $1.904
on $15.635 debt to Counsel convertible at $6 15 per shaie The reduction mn the BCF amortization was partially
offset by a higher average loan balance with Counsel
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Disconti
compared 10

Item 3 - Qu

e Third party interest expense - This totaled $680 i the first quarter of 2005. as compared to $730 1n the first quarter
of 2004 The decrease 1s largely attnibuted to lower mterest expense on capital leases and on regulatory amounts
owing mn 2005 compared to 2004 This decrease was partially offset by an mcrease of $40 wm wnterest expense on the
total debt held by Wells Fargo Foothill, Inc  and Laurus Masterfund Ltd

Other mcome - This totalled $27 for the first quarter of 2005 as compared to $1.377 during the first quarter ot 2004
Durmg the first quarter of 2004, approximately §767 of other income related to a gain on the dischaige of certamn
obhiganons associated with our former participation with a consortium of owners m an mdeteasible right of usage,
and approximately $365 related to our sale of 750,000 shares of BUI common stock

nued operations - In the first quarter of 2005, there was no gam or loss from discontinued operations recorded, as
he $104 gain reported m the first quarter of 2004 related to the sale of the ILC busimess

antitative and Qualitative Disclosures about Market Risk.

Qur exposure to market nsk 1s limited to mterest rate sensitivity, which s affected by changes 1n the general level of United States
interest rates | Our cash equivalents are mvested with high quality 1ssuers and we linut the amount of credit exposure to any one 1ssuer
Due to the short-term nature of the cash equivalents. we believe that we are not subject 1o any material interest rate risk as 1t relates to
mmterest income As to interest expense, we have two debt mstruments that have variable interest 1ates Our asset-based lending facility
1< based on the prime rate of mterest + 1 75%. with an interest floor of 6% Our variable mterest rate convertible note provides that the
principal amount outstanding bears mnterest at the piime rate as published in the Wall St Journal (“WSJ interest rate”, 5 75% at March
31.2003) pius 3% (but not less than 7 0%), decieasing by 2% (but not less than 0%) for every 25% ncrease 1n the Maiket Price (as
defined therein) above the fixed conversion price of $0 88 followng the effective date (January 18, 2005) of the registration statement
covering the Common Stock 1ssuable upon conversion Assuming the debt amount on the asset-based facility at March 31, 2005 was
constant during the next twelve-month period, the impact of a one percent mcrease in the respective interest rates would be an increase
1n mterest expense of approximately $34 for that twelve-month period. and an increase 1n interest expense of approximately $48 for
that twelve-month period on our convertible note Because the asset-based facility 1s subject to an interest rate floor of 6 0%, a one
percent decrease 1 the prime mtetest rate would have no impact on interest expense during the next twelve-month peiiod In respect
of the variab
125% of $0 88 for a twelve month pertod, the Company would benefit from a reduced mterest rate of 2%, resulung in lower mterest
costs of up te approxamately $96 for that twelve-month period We do not believe that we are subject to matenial market risk on our
fixed rate debt with Counsel 1n the near term

¢ interest rate convertible note. should the price of the commeon stock of Acceris increase and mantain a price equal to

We did not have any foreign currency hedges or other dervative financial mstruments as of March 31, 2005 We do not enter mto
financial instruments for tading or speculative purposes and do not currently utihize denvative financial mstruments Our operations
are conducted primanly 1n the United States and as such are not subject to material foreign currency exchange rate nsk

Item 4 - Controls and Procedures.

As of the end of the period covered by this quarterly report. the Chuef Executive Officer and Chief Financial Officer of the
Company (ll!]e “Certifying Officers™) conducted evaluations of the Company’s disclosure controls and procedures As defined under
Sections 13a-15(¢) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the “Exchange Act™). the term “disclosure
controls and!procedures” means controls and other procedures of an 1ssuer that are designed to ensure that information required to be
disclosed by the 1ssuer 1n the reports that 1t files or submuts under the Exchange Act 1s recorded, processed, summarized and reported,
within the nme periods specified 1n the Commussion s rules and forms Disclosuic controls and proceduies include, without hmitation,
controls and|procedures designed to ensure that mformation required to be disclosed by an issuer in the reports that it files or submuts
under the Exchange Act 1 accumulated and communicated to the issuer’s management, including the Certifying Officers, to allow
uniely decisions regarding required disclosure Based on this evaluation, the Certifying Officers have concluded that the Company’s
disclosure controls and procedures were effective to ensure that material information 1s recorded, processed, summarized and repoited
by management of the Company on a timely basis 1n order to comply with the Company'’s disclosure obligations under the Exchange
Act, and the|rules and regulations promulgated thereundes




Further. there were no changes i the Company’s internal control over financial reporting during the first fiscal quarter that have

N
matenally affected. or are reasonably likely to matenially affect, the Company s temal control over financial 1eporting




PART II - OTHER INFORMATION
Item 1 - Legal Procecdings

On Apnl 16. 2004. certam stockholders of the Company (the “Plamtiffs”) tiled a putative derivauve complaint in the Supenor
Court of the State of California m and for the County of San Diego. (the “Complaint”) aganst the Company. WorldxChange
Corporation (s'lc). Counsel Communications LLC, and Counsel Corporation as well as certamn present and former ofticers and
directors of the Company. some of whom also are or were directors and/or officers of the other corporate defendants (collecuvely, the
“Defendants”) The Complamt alleges, among other things, that the Defendants, 1n their respective roles as controlling stockholder
and directors and officers of the Company commutted brcaches of the fiduciary duties of care loyalty and good faith and were unjustly
enriched and that the individual Defendants commutted waste of corporate assets, abuse of control and gross mismanagement The
Plamtiffs seeki compensatory damages, restitution, disgorgement of allegedly unlawful profits. benefits and other compensation,
atiorneys’ fees and expenses n connection with the Complaint The Company believes that these clauns are w ithout merit and intends
to continue tofvigorously defend this action There 1s no assurance that this matter will be resolved m the Company’s favor and an
unfavorable olitcome of this matter could have a matenal adverse impact on 1ts business. results of operations, financial position or

liquidity

1

Accens and several of Acceris’ curtent and former executives and board members were named 1n a securitics action filed in the
Superior Court of the State of Califormua m and for the County of San Diego on April 16, 2004, 1n which the plammuffs made clanns
nearly 1dentical to those set forth in the Complaint in the dertvative suit described above The Company believes that these claims are |
without merif|and mtends to vigorously defend this action There 15 no assurance that this matter will be resolved in the Company’s
favor and an unfavorable outcome of this matter could have a matenal adverse impact on 1ts business. results of operations, financial
position or hquidity

In connegtion with the Company's eftorts to enforce 1ts patent 1ights, Acceris Communications Technologres Inc , our wholly ,
owned <11b51d1ar'v filed a patent infringement lawsuit agamst ITXC Corp (*ITXC™) in the United States District CourT of the District
of New Jersey on April 14, 2004 The complaint alleges that ITXC's VoIP services and systems mfrmge the Company’s U S Patent
No 6,243,373, entitled “Method and Appai atus for Implementing a Computer Network/Internet Telephone System ” On May 7. 2004, |
ITXC filed alawsuit agammst Accerts Communications Technologies Inc . and the Company, i the United States District Court for the
District of New Jersey for infringement of five ITXC patents relating to VoIP technology. directed generally to the transmission of
telephone Lalls over the Internet and the completion of telephone calls by switching them off the Internet and onto a public switched
telephone network The Company believes that the allegations contained in ITXC’s complamt are without merit and the Company
ntends to continue to provide a vigotous defense to ITXC’s claims There 1s no assurance that this matter will be resolved in the
Company’s [Ia\'or and an unfavorable outcome of this matter could have a material adverse impact on 1ts business, 1esults of
operations, financial position or liquidity

At our Adjourned Meeting of Stockholders held on December 30, 2003, our stockholders, among other things, approved an !
amendment to our Articles of Incorporation, deleting Article VI thereof (regarding hquidations. reorganizations, mergers and the like)
Stockholders who were entitled to vote at the meeting and advised us in writing. prior to the vote on the amendment. that they
dissented anld intended to demand payment for their shares 1f the amendment was effectuated, were enutled to exercise their appraisal
nghts and obtam payment in cash for then shaies under Sections 607 1301 - 607 1333 of the Florida Business Corporation Act (the
“Flonda Act’), provided their shares were not voled m favor of the amendment In January 2004, we sent appraisal notices in
compliance with Florda corporate statutes to all stockholders who had advised us of their intention to exercise their appraisal nghts
The appraisal notices included our estimate of fair value of our shares, at $4 00 per share on a post-sphit basis These stockholders had.
until February 29, 2004 to return their completed appraisal notices along with certificates for the shares for which they were exercising
their appraisal rights Approaimately 33 stockholders holding approximately 74,000 shares of our stock returned completed appraisal 5
notices by February 29, 2004 A stockholder of 20 shaies notified us of his acceptance of our offer of $4 00 per share. while the |
sto«.kholderb of the remaimntng shares did not accept our offer Subject to the qualification that, mn accordance with the Flonda Act, we
may not make any payment to a stockholder seeking appraisal rights 1f; at the time of payment, our total assets are less than our total
hiabilities stockholders who accepted our offer to purchase their shares at the estunated fan value will be paid for their shares within
90 days of out receipt of a duly executed appraisal notice If we should be required to make any payments to dissenting stockholders.
Counsel will fund any such amounts through the purchase of shares of our comnmon stock Stockholders who did not accept our offer
were required to indicate thewr own estimate of fair value, and 1f we do not agrec with such estunates, the parties are required to go to
court fot au{appralsal proceeding on an individual basis. m order to establish fair value Because we did not agree with the estunates
submitted by most of the dissenting stockholders, we have sought a judicial determnation of the fan value of the common stock held

'
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by the dissenting stockholders On June 24, 2004, we filed suit against the dissenting stockholders seekmh a declaratory
judgment. appraisal and other relief in the Circuit Court for the 17" Judicial District in Bioward County, Flonda On February 4,
2005, the declalratow judgment action was stayed pending the resolution of the direct and denivative lawsuis tiled m Cahfornia This
decision w as made by the judge 1n the Florida declaratory judgment action due to the sumilar nature of certain allegations brought by
w the declaratory judgment matter and the Califormua lawsuits described above When the declaratory judgment matter

the defendants
1s o assurance that this matter wilf be resolved 11 owt favor and an unfayorable outcome of this matter could have a

resumes, there
matenal adverse impact on our business. results of operations, financial position or Liquidity




The Company 1s involved 1n various other legal matters arising out of 1ts operations in the normal course of busmess, none of
which are expected, individually or in the aggregate, to have a material adveise effect on the Company

Ttem 2 - Changes in Securities, Use of Proceeds and Issuer Purchases of Equity Securities.

During the thice months ending March 31. 2003, approximately 2,100 options were 1ssued to employees under the 2003 Employee
Stock Option and Appreciation Rights Plan These options are 1ssued with exercise prices that equal or exceed fair value on the date of
the grant and vest over a 4-year period subject to the grantee'« continued employment with the Company The Company relied on an
exemption from registration under Section 4(2) of the Secunities Act of 1933

Additionally, during the three months ended March 31. 2003, no warrants have been issued to participants under the Accers
Communications Inc Plannum Agent Program See Note 12 to the unaudited condensed consolidated financial statements mcluded m
Item 1 of this report on Form 10-Q for a description of the vesting provisions of these warrants The Company relied on an exemption
from registranon under Regulation D under the Secunities Act of 1933

Itemg - Defaults Upon Senior Securities.
None

Item: 4 - Submission of Matters to a Vote of Security Holders.
None

Item 5 - Other Information.

None
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/s/ Gary M Clifford

Gary M Clhifford
Chief Financial Officer and Vice

President of Fmance
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EARLY, LENNON, CROCKER & BARTOSIEWICZ, P.L.C.

ATTORNEYS AT LAW

900 COMERICA BUILDING
KALAMAZOO, MICHIGAN 490074752 o tindd JULO 12005
TELEPHONE (269) 381-8844 R A PR
FACSIMILE (269) 381-8822
GEORGE H, LENNON ROBERT M. TAYLOR OF COUNSEL
Davip G. CROCKER RON W KIMBREL
MicragL D. O'ConnNoR PATRICK D. CROCKER JoHN T. PETERS, JRr.
HaroLD E, AISCHER, JR. RussgLL B. BAuGH
LAWRENCE M, BRENTON  ANDREWJ, VORBRICH VINCENT T. EARLY
GORDON C, MILLER TyneN R, CUDNBY (1922-2001)
GARY P. BARTOSIEWICZ STEVEN M. BROWN
BLAkE D. CROCKER KrisTEN L. GETTING Josern J. BURGIE
(1926-1992)
THOMPSON BENNETT
(1912-2004)
June 30, 2005

FEDERAL COMMUNICATIONS COMMISSION
Wireline Competition Bureau - CPD — 214 Appls -
PO Box 358145

Pittsburgh, PA 15251-5115

RE:  Joint Application of Acceris Management and Acquisition LLC and Acceris
Communications Corp. for Authority pursuant to Section 214 of the
Communications Act of 1934, as Amended, to Transfer the Local and
Interexchange Customer Base of an Authorized Domestic Carrier

Dear Sir or Madam:

Pursuant to Section 214 of the Communications Act of 1934, as amended, enclosed for filing
wigh the Commission, please find an original and six (6) copies of an application for Commission
approval to complete a transfer of assets of an authorized international and domestic Interstate
ca:rrier. a completed Fee Processing Form, and a check in the amount of $895.00 to cover filing
fees related to same.

In addition, enclosed is a copy of this letter. Please date-stamp the duplicate and return it to me
in the enclosed postage-paid envelope.

- Sﬁlohld -you have any questions, please feel free to contact me.

°KER & BARTOSIEWICZ, P.L.C.




In the Matter of the Joint Application of

Accerls Management and Acquisition LLC
and Acceris Communications Corp. for
Authorlty pursuant to Section 214 of the
Commumcatuons Act of 1934, as
Amended to Transfer the Local and
lnterexchange Customer Base of an

Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

File No

Authorized Domestic Carrier

APPLICATION

INTRODUCTION

Acceris Management and Acquisition LLC ("ACCERIS" or "Transferee") and Acceris

Communications Corp ("ACC" or "Transferor") (together "Applicants"), pursuant to Section 214

of t

he Communications Act of 1934, as amended, 47 U.S.C. Section 214, and Section 63.04(a)

of the Commission’s Rules, 47 C.F.R. Section 63.04(a), hereby request authority to enable

AC
Ccus

ser

CERIS to acquire the local exchange and interstate, interexchange (“long distance”)
tomer base of ACC. The proposed transaction will not result in a loss or impairment of

vice to ACC local and long distance customers that would be affected by the proposed

transaction. This application is therefore submitted as a transfer of control pursuant to Section

63 04 of the Commission's rules

SUMMARY OF THE PROPOSED TRANSACTION

ACCERIS is a limited liability company organized under the laws of the State of

Minnesota, and is a wholly owned subsidiary of North Central Equity, LLC (the Buyer's

Guarantor, hereinafter “NCE”). NCE is a privately owned holding company with experience in

the

telecommunications industry. ACCERIS is not currently authonzed to provide

telecommunications services in any jurisdiction, but is in the process of obtaining authority to

provide interexchange and/or local exchange telecommunications services throughout the

United States.




ACC 1s a corporation organized under the laws of the State of Delaware, and is a wholly

owned subsidiary of Acceris Communications, Inc. ACC is authorized under Section 214 of the
Communications Act of 1934, as amended, to provide domestic interstate and international
telecommunications service. ACC has authority to provide, and is currently providing, intrastate,
interexchange telecommunications services in the contiguous 48 states, Hawaii and the District
of Columbia. ACC is also authorized to provide competitive local exchange services in 32 states
and is currently providing such service in Flornda, Massachusetts, New Jersey, New York, and
Pennsylvania.

Applicants have entered into an Asset Purchase Agreement whereby ACCERIS will

cquire ACC's entire local and long distance customer base. As a result of the transaction,

[

ACCERIS will become the iocal exchange and long distance provider of the transferred
customer base and ACC will cease providing local exchange and long distance services The
proposed transfer Is subject to certain state required notifications and/or approvals.

In states where ACCERIS has not yet secured the necessary licensure to provide
service, it will service transferred customers pursuant to a pre-existing transitional Management
Agreement with ACC upon consummation of the Asset Purchase Agreement

Applicants emphasize that the transition of ACC's local exchange and long distance
customers will be seamless and virtually transparent to the affected customers. Following the

customer base transfer, ACCERIS will provide local exchange and long distance service, under

the same rates, terms and conditions as the customers currently receive from ACC. ACC's
customers will not incur any charges as a result of the change in local and long distance service
provider from ACC to ACCERIS

In accordance with state and Commission rules, Applicants have provided written notice
to affected ACC customers informing them of the proposed transaction Service to these
customers will not be transferred until the requisite regulatory approvals have been obtained. In

addition, ACCERIS has filed with the Commission the notice and certification required by




Section 64 1120(e) of the Commussion's rules. Applicants seek to consummate the proposed
transaction on an expedited basis so that ACCERIS may Integrate the acquired customers into
Its existing business and thereby expand its presence in the local exchange and long distance

market.

1. INFORMATION REQUIRED BY SECTION 63.04

In support of this Application, Applicants provide the following summary information
pursuant to §63 04 of the Commission's rules.
(a) Contact Information

Transferor:  Acceris Communications Corp.
1001 Brinton Road
Pittsburgh, PA 15221
Telephone:  (412) 244-2100
FRN 0004337622

Transferee  Accenis Management and Acquisition LLC
60 South Sixth Street, Suite 2535
Minneapolis, MN 55402
Telephone:  (612) 465-0260
Facsimile: (612) 455-1022
FRN. 0013650817

(b) State of Organization
Transferor ACC 1s organized under the laws of the state of Delaware

Transferee: ACCERIS 1s organized under the laws of the state of Minnesota.




(c) Contact persons for this Application
Questions concerning this application may be directed to:
Please direct any questions concerning ACC to

Lance J M. Steinhart, Esq.

Lance J.M. Steinhart, P C.

1720 Windward Concourse

Suite 250

Alpharetta, GA 30005

Telephone:  (770) 232-9200

Facsimile. (678) 775-1194

E-mail: Isteinhart@telecomcounsel.com

Please direct any questions concerning ACCERIS to.

Patrick D. Crocker

Early, Lennon, Crocker & Bartosiewicz, P L C.
900 Comerica Building

Kalamazoo, MI 49007

Telephone:  (269) 381-8844

Facsimile (269) 381-8822

E-mail: pcrocker@eariylennon.com

(d) Equity Ownership

The following entity directly owns ten percent or more of the equity of ACCERIS.

Name- North Central Equity LLC

Address: 60 South Sixth Street, Suite 2535
Minneapolis, MN 55402

Citizenship- us

Principal Business:  Holding Company

% Equity 100%

No other person or entity, either directly or indirectly, owns ten percent (10%) or
more of the equity of ACCERIS.

The following individual owns equity in North Central Equity LLC:

Name- Elam Baer

Address: 60 South Sixth Street, Suite 2535
Minneapolis, MN 55402

Citizenship: u.s.

Principal Business.  CEO of holding company

% Equity: 56.4%

No other person or entity, either directly or indirectly owns ten percent (10) or
more of the equity of North Central Equity LLC



()

{f)

(9)

(h)

)

Certification

ACCERIS and ACC each certify pursuant to Sections 1 2001 through 1.2003 of
the Commission's rules that no party to this Application is subject to a denial of
Federal benefits, as provided in the Anti-Drug Abuse Act of 1988, 21 U.S.C §330
1.

Description of the Transaction

Please see Section !l of this Application.

Geographic Areas Served

ACCERIS is not currently authorized to provide telecommunications services in
any jurisdiction, but is in the process of obtaining authority to provide
interexchange and/or local exchange telecommunications services throughout
the United S‘tates In states where ACCERIS has not yet secured the necessary
licenses to provide service, it will service transferred customers pursuant to a
pre-existing transitional Management Agreement with ACC.

Streamlined Treatment

Applicants submit that the proposed transaction would result in ACCERIS' market
share in the local exchange and long distance market of substantially less than
ten percent. Neither applicant is dominant with respect to any service. Therefore,
this Application presumptively qualfies for streamlined processing pursuant to
Section 63.03(b)(2)(i) of the Commission's rules.

Related FCC applications

None

Special Consideration

None.



(k)

n

Waiver Requests

Applicants have not filed any waiver requests in conjunction with the proposed
transaction.

Public Interest Considerations

The proposed transaction will serve the public interest by ensuring no interruption
of service or inconvenience to the affected customers, and the affected
customers will receive the same local service and long distance rates backed by
the support services of ACCERIS, a growing and highly competitive carrier.
Because ACCERIS will provide local exchange and long distance service to
ACC's customers at the same rates, terms and conditions of service as they
currently receive from ACC, the transaction will be virtually transparent to ACC
local and long distance customers in terms of the service they receive. Moreover,
as set forth above, Applicants have provided written notice of the proposed
transaction to ensure that ACC customers will understand how the proposed

change n service providers will affect them.,



CONCLUSION

For the reasons stated above, Applicants respectfully submit that the public interest,

convenience, and necessity would be furthered by a grant of this Application This Application is

contingent on the closing of the transaction as reported herein. If the closing does not occur,

Applicants will promptly notify the Commission

uga Conradi Carlson, Chief Financial
Manager/Secretary

Accerns Management and Acquisition LLC
60 South Sixth Street, Suite 2535
Minneapolis, MN 55402

(612) 465-0260

Dated. Vi / 22 , 2005

ullr .

Respectfully Submitted,

Kelly Murumets, President
Acceris Communications Corp
1001 Brinton Road

Pittsburgh, PA 15221

(412) 224-2100

Dated , 2005




CONCLUSION

For the reasons stated above, Applicants respectfully submit that the public interest,

convenience, and necessity would be furthered by a grant of this Application. This Application is
contingent on the closing of the transaction as reported herein. If the closing does not occur,

Applicants will promptly notify the Commission.

Respectfully Submitted,

By. By: @%

Drew S. Backstrand, General Counsel Stephen Weintraub, Secretary
Acceris Management and Acquisition LLC Acceris Communications Corp.
60 South Sixth Street, Suite 2535 1001 Brinton Road
Minneapolis, MN 55402 Pittsburgh, PA 15221

(612) 465-0260 (412) 224-2100

Dated- , 2005 Dated' y%‘M Z 7 , 2005




VERIFICATION

I, Laura Conradi Carlson, am the Chief Financial Manager/Secretary of Accers

Management and Acquisition LLC and am authorized to make this verification on its behalf. | do
hereby venfy that | have read the foregoing Application and the statements made therein are
true, correct, and complete to (916 best of my knowledge, information, and belief

n
Executed on the £ day of June 2005

Acceris Management and Acquisition, LLC

o —

Conradi Carlson, Chief Financial
Manager/Secretary

nd
Subscribed and sworn before me this€2__ day of June 2005

%JW

Py A0A B
vV

T2 ELZABETH A. HUSMAN
Aol i NOTARY PUBLIC-MINNESOTA
Y My Common Expues Jan 31,2000




VERIFICATION

|, Stephen Weintraub, Secretary of Acceris Communications Corp., and am authorized

to make this verification on its behalf. | do hereby verify that | have read the foregoing

Application and the statements made therein are true, correct, and complete to the best of my

knowledge, information, and belief.

St

Executed on the27 b/{day of June 2005.

Acceris Communications Corp.

o

Secretary, Stephen Weintraub

=
ibscribed and sworn before me this Xt day of June 200

JV




EARLY, LENNON, CROCKER & BARTOSIEWICZ, P.L.C.

ATTORNEYS AT LAW

900 COMERICA BUILDING
KALAMAZOO, MICHIGAN 49007-4752
TELEPHONE (269) 381-8844
FACSIMILE (269) 381-8822

GEORGE|H LENNON ROBERTM TAYLOR OF COUNSEL

DaviD GI CROCKER RON W KIMBREL

MICHAEL D O’CONNOR PATRICK D CROCKER JOHN T PETERS, JR

HAROLD‘:E FISCHER, JR RUSSELL B BAUGH

LAWRENCE M BRENTON ANDREW J VORBRICH VINCENT T EARLY

GORDON:C MILLER TYREN R CUDNEY (1922-2001)

GARY P ‘BARTOSIEWICZ STEVEN M BROWN

BLAKE D CROCKER KRISTEN L GETTING JOSEPH J BURGIE
(1926-1992)

THOMPSON BENNETT
(1912-2004)

July 7, 2005

Ms Slharla Dillon, Docket Room Manager
Tennc?ssee Regulatory Authority
460 Jlames Robertson Parkway
Nashville, TN 37243-0505
RE Docket 05-00169 Data Request No 2
Petition for Authority for Accens Management and Acquisition LLC to Acquire
Certain Assets of Acceris Communications Corp
Dear Ms Dillon
In ach:ordance with the request of Aster Adams, enclosed herewith for filing with the
Commission, please find an original and thirteen (13) copies of the response to Data Request
No 2

Also enclosed Is a duplicate copy of this letter. Please stamp the duplicate and return it to me In
the postage-paid envelope attached thereto

Please contact the undersigned should you have any questions or concerns
Very truly yours,

EARLY, LENNON, CROCKER & BARTOSIEWICZ, P L.C

Patrick|D Crocker
PDC/pas

enc




|
f
|

DATA REQUEST NO 2
DOCII<ET NO 05-00169
Resp?nses submitted by Patrick D Crocker July 7, 2005

1. Clarify the following statement found on page 2 of the Joint Petition: “Evidence of
the Buyer’s qualifications to provide service is outlined in the Application for a
certificate of Public Convenience and Necessity, which is being filed
contemporaneously with this Application.” Staff is not aware of any such
Application for a Certificate of Convenience and Necessity.”

Applicant’s Application to Resell Telecommunications Services in Tennessee, which was

iInadvertently not included with the original filing 1s attached hereto as Attachment 1.




Will ACCERIS retain all existing managers of Acceris Communications
Corporation? Provide a list of managers who will run ACC and their respective
management experience related to telecommunications services.

Acceris Management and Acquisition LLC will retain the following management

personnel from Acceris Communications Corp

Enc Lipscolm Chief Accounting Officer

Keith T Harrison General Manager
Vice President, Product Development and Vendor
Relations

Patty Mazon Vice President, Financial Operations

Tom Simone Vice President, Network Operations



ATTACHMENT 1

Application for Certificate to Resell Telecommunications

Services in Tennessee




- APPLICATION FOR CERTIFICATE
TO PROVIDE OPERATOR SERVICES AND/OR RESELL
TELECOMMUNICATION SERVICES IN TENNESSEE
SECTION A

Application is hereby made for a certificate of authority pursuant to TRA Rule
1220-4-2-.57 to provide telecommunications services in the State of Tennessee.

Part| General Information

A Name of Applicant Accernis Management and Acquisition LLC
Full exact name of person, corporation, partnership, sole proprietorship, or other entity, for
which application 1s made

Legal name of applicant, if different from above

60 South Sixth Street, Suite 2535, Minneapolis, MN 55402
Address, City, State, Zip

Tenn Secretary of State Certificate of Authority ID 0496732
Federal Taxpayer ID Number 20-2855923

SOC|aI Secunty Number for Applicants Applying as Individuals
Any trade name(s), assumed name(s) or fictitious name(s) used by applicant

If appllclant has affilate(s) engaged in providing telecommunications services, provide the above
requested information for each affiliate(s), as well as for the applicant

Applicant has no affillates providing telecommunications services in Tennessee
J‘\ddress
City/State/Zip Phone ()

**IMPORTANT INFORMATION***
If applicant has affiliate(s) or parent company, or constituency corporations, engaged in
providing telecommunications services, or operating under any trade name, assumed
name or fictitious name used by the above, provide the above requested information on
all parts of this application as well as for the applicant. Provide this information on a
separate attachment, if necessary.

THIS SECTION FOR TRA USE ONLY

Docket Number Company ID Number

Date Approved

Evaluator




B. Descnbe other businesses or business transactions, if any, at the same location as the
pnncupa| business address
| Applicant’s parent North Central Equity, LLC is at the same principal address

C Provrde the name, business and home address of and a chronological summary of the
employment history and business experience over the preceding eight years of

(a) The proprietor, If the applicant is an individual,

(b) Every member, If the applicant is a partnership,

(c) Each Executive Officer, Director and each Key Stockholder if the applicant 1s a
joint stock association or a corporation (Note If the applicant i1s a publicly traded
corporation or a subsidiary of such a corporation it does not need to provide this
information)

(d) Any person in a position to exercise control over or direction of, the business of
the applicant, regardless of the form of organization of the applicant.

Information to be included

NAME | TITLE SOCIAL SECURITY NUMBER
BUSINESS ADDRESS PHONE No
HOME ADDRESS PHONE No

EMPLOYMENT HISTORY
Attached as Exhibit A

D Has the applicant or any of its parent companies, subsidiaries, affiliates, owners,
partners LLC members, directors, officers, five percent (5%) more shareholders or
beneficiaries (of a trust) been associated with a business whose authority to transact
busmess was dented, revoked or suspended by a state or federal regulatory or law
enforcement entity?
|:] Yes [X] No If yes, please explain fully

E Has the Tennessee Regulatory Authority, or any other agency of the State of
Tennessee, any federal agency or any agency of any other state ever Iinitiated a
regulatory action or order against the applicant or any of its parent companies,
subS|d|ar|es affihates, owners, partners, LLC members, directors, officers, five percent
(5%) more shareholders or beneficiares (of a trust)?

[] Yes [XI No Ifyes, please explain fully

1 Has the applicant or any of its parent companies, subsidiaries, affiliates, owners,
partners, LLC members, directors, officers, five percent (5%) more shareholders
or beneficianes (of a trust), been enjoined or restrained by order by any court or
state or federal regulatory or law enforcement entity from engaging in any
conduct or practice related to the telecommunications business?

[JYes [X No If yes, please explain fully

F Has the applicant or any of its parent companies, subsidiaries, affillates, owners,
partners LLC members, directors, officers, five percent (5%) more shareholders or
beneficiaries (of a trust) been associated with a business who has ceased providing
telecommunications services In any state, describe the circumstances (Use additional

pages if necessary)

1 Yes [X] No If yes, please explain fully




Has the applicant or any of its parent companies, subsidiaries, affilates, owners,
partners L L C members, directors, officers, five percent (5%) or more shareholders or
beneﬂcnarles (of a trust) been convicted of any crime or crimes, or charged in court with
any fraudulent or dishonest acts in any transaction of any kind, or confined in any penal
|nst|tut|on'? If so, ist such persons, give details, state results and final outcome (Use
addltlonal pages if necessary)

[(JYes [XI No Ifyes, please explain fully

!(1) Has the applicant or any of its parent companies, subsidiaries, affiliates, owners,
partners, L.LC members, directors, officers, five percent (5%) or more
shareholders or beneficiaries (of a trust) been indicted, convicted, pled guilty or
pled nolo contendre to a felony In Tennessee or elsewhere?

[ Yes [XI No Ifyes, please explain fully.

Name and telephone number of contact person authorized to respond to Authority
Inquiries regarding company operations Monday through Friday

Drew Backstrand (612) 465-0265 (612) 455-1022
Name Phone No Facsimile No

(800) 852-7023 backstrand@ncequity net

Toll Free Number E-mail Address

(1). Name and telephone number of contact person authorized to respond to
Authority inquines regarding this fiing Monday through Friday

Patrick Crocker (269) 381-8844 (269) 381-8822

Name Phone No Facsimile No

pcrocker@earlylennon com

E-mail Address

List a toll-free telephone number and mailing address that consumers can call or write to
report service problems and/or request refunds or adjustments

(800) 852-7023 _(612) 465-0260

PHONE NUMBER ALTERNATE PHONE NUMBER

60 South Sixth Street, Suite 2535 Minneapolis MN 55402
ADDRESS CITY STATE ZIPCODE

Provide the name and address of the registered agent for service of process

Joseph Martin, Jr.

315 Deaderick Street

Il\lashwlle, TN 37238

Identlfy all authorized agents Iin the state, if any by name, address, busmess and home
phone numbers and any other businesses conducted by the agent at the same location:
(use additional sheets If necessary)

Not Applicable




Check the type of telecommunication services you plan to provide in Tennessee
Xl Resell Interexchange long distance services

(] Operator Services

] Resell local services

[] Other (describe)

1If providing operator services, list company name, address and contact person for all
reseller carners you serve In Tennessee Provide the above information on
Appendlx I. Applicant 1s not providing operator service at this time

List the state(s) where the applicant, its parent company, and all affiliates are authorized
to operate In at this ttime For each such state, describe applicant’s current activities
along with a history of operations there (Use additional pages If necessary )

Attached as Exhibit B

For the above states, list the number and types of complaint(s) filed against applicant,
and the complaint(s)’ current status Provide this information on a separate attachment,
|f necessary

No complaints have been filed against Applicant

If applicant has affiliate(s) or parent company, or constituency corporations,
engaged in providing telecommunications services, or operating under any trade
name, assumed name or fictitious name used by the above, provide the above
Irequested information for all as well as for the applicant. Provide this information
on a separate attachment, if necessary.

Llst any states that the applicant or any affiliate, parent company, or constituency
corporatlon operating under any trade name, assumed name, or ficttious name, has
been denied authority to provide service (Use additional pages if necessary)

Applicant has not been denied authority to provide service

Areas in Tennessee to be served
Statewide

What type of customers will the applicant serve?
a X Business

p X Residential

¢ [] Aggregators

(e g Hotels, Payphones)

d [] Other (specify)

Does the applicant allow a property imposed fee (PIF) to be added to the price of
Intrastate telephone calls over its network?
[J]Yes [ No Ifyes, specify amount

Are your prices for intrastate services plus any PIF equal to or less than the dominant
carrrers price for similar services?

X Yes [] No




Describe the type of services and price that the applicant will be offering in Tennessee
on the Informational Tariff Form found in Appendix II'

Attached as Exhibit C

What 1s the applicant's 10XXX or 800 access code, If applicable?

Not applicable

Does the applicant now have or plan to have any telecommunication’s facilities (eg
:swnches, fiber lines) in Tennessee?

Applicant has no plans at this time to construct any telecommunications transmission

facilities of its own and seeks no construction authority by means of this application

Whose facility-based network(s) will the applicant be reselling?

Applicant will be reselling the networks of MCI, SPRINT, AT&T. and Global Crossing

Will the applicant be utilizing the local telephone company’s billing system or biling
customers directly®?
| Applicant will be utiizing Billing Concepts, Inc

Describe briefly how the applicant plans to market their services in Tennessee?
Applicant plans to market their services via advertising, direct marketing, website. and
independent distributors

If independent telemarketers are to be used, list the name, contact person, address
phone number and federal taxpayer ID for each company

COMPANY NAME CONTACT ADDRESS CITY ST 2IP PHONE

COMPANY NAME CONTACT ADDRESS CITY ST ZIP PHONE

lpescrlbe the methods and procedures by which the applicant will use to switch a
qonsumer’s preferred interexchange service, and to prevent unauthorized switching of a
qonsumer’s Interexchange service Use additional pages if necessary. If you have
written procedures or company guidelines, attach copies

Applicant will switch customers after obtaining an executed Letter of Agency (“LOA™) in
case of a commercial customer or a voice recording authorizing change in the case of a

residential customer

Alppllcant has the ability and agrees to honor the form of call blocking that the consumer
has subscribed to with their local telephone company

> Yes [] No

Applicant gives permission to the local telephone company to provide the Authority a
perodic sample of the reseller’s intrastate toll calls The purpose of this analysis Is to
a!udlt the reseller's rates to assure they are at or below the dominant carrier’s tariffed
rates

X Yes [] No

Applicant 1s required to fill out an Informational Tanff form Failure to fill out this form will cause the applicant's request to be
rejected

A copy|of a bill 1s required if applicant Is going to bill the customer directly




Part Il {Organization Structure

A ’Appllcant’s organizational structure

X Corporation

[] Publicly Traded Corporation
[] Subsidiary of a Publicly Traded Corporation

X Limited Liability Corporation Attach a copy of the articles of organization and operating
agreement along with amendments.

[] Other Form of Corporation

List type (Example S Corporation)

Attach a copy of the charter, bylaws and/or certificate of incorporation.
prpIicant’s Articles of Organization and Operating Agreement are attached as
Exhibit D.

[:] Association Attach a copy of the charter, bylaws and/or certificate of incorporation and

Letter of Authorization from Tennessee Secretary of State.

[] Joint Stock Association  Attach a copy of the charter, bylaws and/or certificate of incorporation and

(] Trust
J Individual

Letter of Authorization from Tennessee Secretary of State.

Attach a copy of the trust agreement and Letter of Authorization from
Tennessee Secretary of State.

Attach a copy of the Letter of Authorization from Tennessee Secretary of
State.

SECTION (a)-(e) is to be completed if abplicant is a Corporation, Association or Trust

(b)

c)

(a) The date and state of formation/incorporation® 05/10 /05 in Minnesota

(1) Parent Company, If applicable North Central Equity, LLC

Attach a certificate of good standing from the state in which the applicant was
Incorporated/formed
Attached as Exhibit E.

(1) Attach a copy of Certification of Authonity issued by Tennessee Secretary of
State showing corporation’s authority to engage in business in Tennessee
Attached as Exhibit F.

Describe the corporate structure of the applicant, including the identity of any
parent or subsidiary of the applicant Disclose whether any parent or subsidiary 1s
publicly traded on any stock exchange

Applicant is a limited liability company duly organized in the State of
Minnesota. Applicant’s parent, North Central Equity, LLC is not publicly
traded.

Provide the history of matenal litigatton and criminal convictions of every current
director, executive officer, or key shareholder of the applicant for the ten-year
period prior to the date of this application

The directors, executive officers, or key shareholders of Applicant have no
history of material litigation or criminal convictions for the ten-year period
prior to the date of this application.

If applicable, attach a copy of the instrument creating the trust and all
amendments thereto



All of tk

[] Proprietorship
[ Partnership
[:I General Attach a copy of the partnership agreement along with any amendments.

D Limited Attach a copy of the certificate of limited partnership and the partnership agreement along with
any amendments.

[] Other (Explain on separate sheet)

e above will be required to submit a valid business license

(@) Identfy the place and date of the applicant's qualifications to provide
telecommunications services In this state

(b) List the full name, social security number and address of the owners, if a sole
proprietorship, or all partners identifying the percentage of ownership ATTACH
ADDITIONAL PAGES AS NECESSARY

Number of employees Applicant has no direct employees The parent company and all
affilate subsidiaries have approximately 120 employees

Employer Identification Number (E | N) 20-2855923

Part IV. Financial Information

A

Address where business records are kept

60 South Sixth Street, Suite 2535 Minneapolis, MN 55402 (612) 465-0260
STREET CITY STATE ZIP CODE PHONE NUMBER

Attach a copy of the applicant's most recent unconsolidated and consolidated audited
financial statements for the immediately preceding three-year period Provide in detail
the applicant’s financial condition, including balance sheet and income statement, or a
copy of IRS form 1120 or 1065 filed by your business for the previous year Attach, if
available, a copy of your company’s 10K and/or stockholder reports

A copy of Applicant’'s parent’s most recent financial statements is attached as
Exhibit G.

(1 Fiscal year end Month _ December Day __ 31

(2) Date of most recent audited, unconsolidated financial statement of Applicant
Not Applicable

(3) If applicable, name and address of independent certified public accountant:
Not Applicable

4) Period covered by financial statement attached. 05/19/2004 through 12/31/2004

Does the applicant currently have an internal auditor and/or internal audit program?
If so, Name of internal auditor Not Applicable

If applicable, provide a history of applicant’'s matenal itigation and criminal convictions
Ifor the ten-year period prior to the date this application 1s made Material littgation is
geflned as any litigation that, according to generally accepted accounting principles, I1s
deemed significant to a person’s financial health and would be required to be referenced
In annual audited financial statements, reports to shareholders or similar documents

Not Applicable

I




Part V

Rule Compliance Agreement

Have you read and understand the Tennessee Regulatory Authority’s (TRA) Rules and
Regulations for Resellers, 1220-4-2 located at the TRA's website
http /iwww state tn us/tra electronic fileroom in its entirety?

X Yes [] No

Do you understand the penalties for non-compliance, and all associated fees to provide
such service?

X Yes [ No

Mail the completed application and a check for $50 00 to Tennessee Regulatory Authority, P.O. Box

198907

The Re

Nashville, TN 37219-8907 Should you have any questions, call (615) 741-7489, ext 163
2seller or Operator Service Provider applicant, hereby, affirms the following

Will comply with the TRA Reseller Rules and all other applicable Authority Rules
and state laws, including T C A Section 65-5-206 located at the TRA's website
http //iwww state tn us/tra electronic fileroom under the External Site of Lexis Law
Publishing

Attached hereto as Exhibit H Surety Bond

Attached hereto as Exhibit ' InterLATA Toll Dialing Parity Plan

Attached hereto as ExhibitJ Small and Minority-Owned Telecommunications Business Plan

Attached hereto as Exhibit K Statement affrming Compliance with Toll-free Countywide

Calling Requirements




Having been duly sworn, and under the penalties of perjury, | hereby certify that the
representations in this RESELLER APPLICATION and all attachments and appendices
are true and correct to the best of my knowledge and belief. | further understand that
omissgons or inaccuracies may result in denial of the APPLICATION and grounds for
revocation of Certificate of Authority.

For Individual and Partners

Signature Signature
PRINTED NAME PRINTED NAME
Signature Signature
PRINTED NAME PRINTED NAME

For Corporations
and Other Organizations

ient and Acquisition LI,Q/

W :x//
atngk D Crocgkér
L1/
Att y

L/

TITLE

ATTEST

TITLE

Onthisithe __ 7" day of __July 2005, before me, a Notary Public, Patrick D_Crocker,

known lto me to be the person(s) named in, and who executed the foregoing application, being

duly sworn according to law, deposes and says that the statements and representations set

forth in the above application are true and correct to the best of his kno ledge and belief.

NOTARY PUBLIC _ Paula A Schneider
My Commission Expires __June 24,2011
County of Kalamazoo _ State of _Michigan




EXHIBIT A

Background and Experience of Managers



EXHIBIT A

Background and Experience of Managers

Persons IN a position to exercise control over or direction of, the business of the

appllcant are as follows:

Elam Baer

(Busmess Address)
60 South Sixth Street, Suite 2535
aneapolls MN 55402

(Residential Address)

2104 Girard Avenue, South
Minneapolis, MN 55405

Laura Conradi Carlson

(Busmess Address)
60 South Sixth Street, Suite 2535
Mlnneapolls MN 55402

(Residential Address)
4134 Ottawa Avenue, South
aneapolls MN 55402

CEOQ, Chief Manager SSN# 473-62-9969

Telephone' (612) 465-0260

Chief Financial Manager SSN# 473-70-7806
Secretary
Telephone (612) 465-0260



Pri

ncipal Managers and Officers of Acceris Management and Acquisition LLC
Elam Baer, Chief Executive Officer/Chief Manager

@ Responsibilities: Management of Acceris Management and Acquisition LLC.

Additional duties include deal sourcing, new investment screening, assisting
portfolio companies, and negotiating transactions.

Age 45, Mr. Baer has founded and grown a number of successful companies
since starting his business career in 1992. These companies Include QAI, Inc.
(U.S. based  telecommunications reseller), QAI  Australia, Inc.
(telecommunications reseller), QuikPage, Inc. (web page directory), NewTel
Germany (telecommunications reseller), and NewTel Holdings LLC
(telecommunications reseller in Ireland, United Kingdom, Switzerland, Spain and
Australia). Prior to his business career, Mr. Baer was a lawyer. He received his
bachelor’s and juris doctorate degrees from the University of Minnesota.

Laura Conradi Carlson, Chief Financial Officer/ Secretary/Manager

@ Responsibilities: All financial reporting, financial statement preparation, cash

management, investment valuation, tracking and analysis of portfolio
performance, preparing and executing due diligence plans

Age 34, Ms. Carlson served as controller or CFO of various companies founded
by Elam Baer prior to joining North Central. Ms. Carlson also spent five years
with Ernst & Young LLP as a senior auditor and two years with a telecom firm as
Director of Accounting. Ms. Carlson is an honor's graduate from the University of
St. Thomas, where she received a B.A. in Accounting in 1992, and received her
CPA in 1993.



EXHIBIT B

Jurisdictions Where Applicant is
Authorized to Operate

Applicant is applying for authority to provide interexchange and/or local exchange authority
throughout the United States

Applicant 1s currently authorized to provide interexchange services in District of Columbia,
Idaho, Indiana, lowa, Michigan, Montana, New Jersey, Utah, and Virginia




EXHIBIT C

Tariff



EXHIBIT D

Articles or Organization
and

Operating Agreement
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135637120002

ARTICLES OF ORGANIZATION
OF
ACCERIS MANAGEMENT AND ACQUISITION LLC

The undersigned, being of full age and for the purpose of forming a limited liability 4
company for general business purposes under Chapter 322B of the Minnesota Statutes, does
ereby adopt the following Articles of Organization:

B

Article 1
Name

The name of this limited liability company is Acceris Management and Acquisition LLC. m-

Article 2
Registered Office

The address of the registered office of this limited liability company is

60 South Sixth Street ~
Suite 2535
Minneapolis, MN 55402

Article 3
Period of Existence

Unless dissolved earlier in accordance with law, the period of existence of this limited
liability company shall be perpetual.

Article 4
Organizer

The name and address of the sole organizer of this limited liability company are

Christopher A. Carlisle

Gray, Plant, Mooty, Mooty & Bennett, P.A.
500 IDS Center

80 South Eighth Street

Minneapolis, Minnesota 55402

Article §
Preemptive Rights Prohibition

The members of this limited Liability company shall have no preemptive rights as
described in Minnesota Statutes Section 322B 33 or any successor thereto.




Article 6
Cumulative Voting

The members of this limited liability company shall have no rights of cumulative voting
as described in Minnesota Statutes Section 322B.63 or any successor thereto.

Article 7
Limitation of Liability of Governors

A governor of this limited liability company shall not be personally liable to this limited
liability company or its members for monetary damages for breach of fiduciary dutyasa
governor, except for liability (i) based on a breach of the governor’s duty of loyalty to this limited
liability company or its members; (ii) for acts or omissions not in good faith or that involve
intentional misconduct or a knowing violation of law; (iii) under Section 322B.56 or Section
80A.23 of the Minnesota Statutes; or (iv) for any transaction from which such govemor derived
an improper personal benefit. If Chapter 322B of the Minnesota Statutes is hereafter amended to
authorize the further elimination or limitation of the liability of governors, then the liability of a
governor of this limited liability company, in addition to the limitation on personal liability
provided herein, shall be limited to the fullest extent permitted by Chapter 322B of the
Minnesota Statutes, as amended. Any repeal or modification of this Article by the members of
this limited liability company shall be prospective only and shall not adversely affect any
limitation on the personal liability of a governor of this limited liability company existing at the
time of such repeal or modification.

Article 8
Actions by Written Consent

Any action which is required or permitted to be taken by the governors of this limited
liability company at a meeting and which does not require the approval of the members may be
taken by written action signed by the number of governors that would be required to take the
same action at a meeting at which all governors were present. However, if the action is one
which must be approved by the members, such action may be taken only by written action signed
by all of the governors then in office. Any action requircd or permitted to be taken at a meeting
of the members may be taken by written action signed by members who possess the voting power

that would be required to take the same action at a meeting of the members at which all members
were present.

Article 9
Dissenters’ Rights Prohibition

Pursuant to Minnesota Statutes Section 322B.383, subdivision 1(1) (or similar provisions
of future law), a member shall have no right to dissent from, and obtain payment for the fair
value of the member’s membership interest in the event of an amendment of the articles of
organization which materially and adversely affects the rights or preferences of the membership
interests of the dissenting member in that it: (i) alters or abolishes a preferential right of the
membership interests; (ii) creates, alters, or abolishes a right in respect of the redemption of the



|membership interests, including a provision respecting a sinking fund for the redemption or
repurchase of the membership interests; (iii) alters or abolishes a preemptive right of the owner
of the membership interests to make a contribution; (iv) excludes or li e right of a member
to vote on a matter or to cumulate votes; (v) changes a member’s g

establishes or changcs the conditions for or consequeylces

The undersigned has set his hand this 10th d4

a

Ctiristopher A, Carlisle
Organizer

GP.1710865 v1

STATE F MIN
FILED

MAY 10 2905

Secretary of gge m




G‘a‘e of Mi nneso ’6

SECRETARY OF STATE

Certificate of Organization

I, Mary Kiffmeyer, Secretary of State of Minnesota,
do certify that: Articles of Organization, duly signed,
have been filed on this date in the Office of the Secretary
of State, for the organization of the following limited
liability company, under and in accordance with the

provisions of the chapter of Minnesota Statutes listed
below.

This limited liability company is now legally
organized under the laws of Minnesota.

Name: Acceris Management and Acquisition LLC
Charter Number:@ 1353712-2

Chapter Formed Under: 322B

This certificate has been issued on 05/10/20065.
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MEMBER CONTROL AGREEMENT
OF
ACCERIS MANAGEMENT AND ACQUISITION LLC

This this Member Control Agreement (this “Agreement”), made by North Central Equity
the “Member” and collectively with any other person who becomes a party to this

Agreelment, the “Members”) takes effect on May 10, 2005.

below,

expres
follow

Recitals
The undersigned is the sole current Member of the Company.

The undersigned desires to enter into this Agreement, which is intended to constitute a
member control agreement within the meaning of Minnesota Statutes Section 322B.37.

Agreement

In consideration of the foregoing and the mutual promises and agreements set forth
the Member agrees as follows:

Article 1
Definitions

For purposes of this Agreement the terms defined in this Article 1, except as otherwise
sly provided in this Agreement or unless the context clearly requires otherwise, have the
ing respective meanings. Any other terms that are defined in the Articles of Organization

or Bylaws and are not defined here have the meanings ascribed to them 1n such other document.

1.1 “Act” means the Minnesota Limited Liability Company Act (presently Minnesota
Statutes Chapter 322B), as amended from time to time.

1.2 “Additional Member” means a Person who is admitted as a Member and issued a
new Membership Interest in exchange for a new Capital Contribution to the
Company.

1.3 “Agreement” means this Member Control Agreement, and all amendments,

schedules, exhibits, and modifications hereto.

1.4 “Articles of Organization” means the Articles of Organization of the Company,
as the same may be amended from time to time.

1.5 “Assignee” means a transferee of a Membership Interest who has not been
admitted as a Substitute Member.

1.6 “Board” or “Board of Governors” means the Board of Governors of the
Company.




1.7

1.8

1.9

1.10

112

1.13

114

1.15

1.16

1.17

1.18

“Bylaws” means the Bylaws of the Company.

“Capital Account” means the account of a Member established and maintained in
accordance with the provisions of Section 4.1 hereof.

“Capital Contribution” means the total amount of cash and/or the agreed upon
fair market value of property (net of liabilities to which the property is subject or
which are assumed by the Company) that is contributed to the Company by any
Member or all of the Members in the aggregate (including contributions by
predecessor Members in the event of any assignment).

“Code” means the Internal Revenue Code of 1986, as amended, and any successor
thereto. Any reference to specific sections of the Code shall be to the section as it
now exists and to any successor provision.

“Company” means Acceris Management and Acquisition LLC.

“Distribution” means the total amount of cash and/or the fair market value of
property distributed by the Company to a Member (net of liabilities to which the
property is subject or which are assumed by the Member) at any time or from time
to time with respect to his or her interest as a Member of the Company.

“Governor” means a member of the Board of Governors of the Company.

“Member” means a member of the Company as named herein and any additional
Member or Substitute Member admitted pursuant to this Agreement. For
purposes of the provisions of this Agreement related to the Transfer of
Membership Interests, Member includes any Person holding a Unit, whether or
not such Person has been admitted as a Member.

“Membership Interest” means the interest of a Member in the Company, which
interests are represented by Units.

“Person” means any natural person and any corporation, partnership, trust,
association, or other legal entity.

“Substitute Member” means an Assignee who has been admitted to the
Company with all of the rights of membership in the Company pursuant to the
Agreement.

“Transfer,” with respect to any Membership Interest, when used as a noun,
means any sale, assignment, trade, transfer, bequest, encumbrance, pledge,
hypothecation, gift or any other disposition of all or any portion of a Membership
Interest or any interest therein, and when used as a verb, means to sell, to assign,
to trade, to transfer, to bequeath, to encumber, to pledge, to hypothecate, to give or

in any other way to dispose of all or any portion of a Membership Interest or any
interest therein.



1.19

2.1

22

23

24

2.5

2.6

“Unit” means a Membership Interest representing a proportionate interest in
Distributions from the Company and in the gains, profits, and losses of the
Company

Article 2
Formation

Formation of Limited Liability Company. The Company has been organized as
a limited liability company under the Act The rights and liabilities of the
Members shall be as provided in the Act, except as otherwise expressly provided
herein, in the Articles of Organization, or in the Bylaws.

Name. The name of the Company is “Acceris Management and Acquisition
LLC,” unless an amendment to the Company’s Articles of Organization has been
authorized by the Company’s Members after the date of this Agreement and duly
filed with the Minnesota Secretary of State.

Offices. The Company’s registered office will be located at 60 South 6th Street,
Suite 2535, Minneapolis, Minnesota 55402, or such other place as the Members
may from time to time determine. The Company’s principal executive office will
be located at 60 South 6th Street, Suite 2535, Minneapolis, Minnesota 55402, or
such other place as the Members or Board of Governors may from time to time
determine The Company may maintain such other offices at such other places as
the Members or Board of Governors deem advisable.

Purposes The Company is formed for general business purposes consistent with
the Act. The purpose and character of business of the Company is to make
investments in operating companies, and to do any other act and engage in any
other business that the Members may determine to be necessary, related, or
convenient to the accomplishment of such purposes.

Term. Unless otherwise stated in the Articles of Organization or unless the
Company is dissolved earlier in accordance with law, the period of existence of
the Company is perpetual.

Member’s Name and Address. The name and address of the Member as of the
date hereof is as follows:

North Central Equity LLC
60 South 6th Street, Suite 2535
Minneapolis, Minnesota 55402

Title to Company Property All property owned by the Company, whether real
or personal, tangible or intangible, 1s owned by the Company as an entity, and no
Member, individually, shall have any separate ownership interest in any such

property.
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Waiver of Partition. Each Member hereby waives any and all rights such
Member may have to a partition of any Company property or properties.

Article 3
Capital Contributions

Initial Capital Contributions. The Member agrees to make the initial Capital
Contribution set forth on Schedule A, which is attached hereto and made a part
of this Agreement, for which such Member will receive the number of Units set
forth on Schedule A.

Additional Capital Contributions; Nonassessability. No Member will be
required to make any Capital Contribution in excess of the amount stated in
Section 3.1 unless agreed by all Members.

No Right to Return of Capital Contribution. No Member has any the right to
withdraw or to demand the return of all or any part of such Member’s Capital
Contribution, except as otherwise expressly provided herein. The Company will
not be liable to Members for repayment of their Capital Contributions.

Loans from Members to Company. Subject to any other restrictions contained
herein, the Company may borrow money from one or more Members at such
interest rate or rates and upon such other terms as are agreed upon by the
Company and the lending Member; provided that the interest rate on any such
loans may not exceed the rate that would apply to Company borrowing on
similar terms from recognized banks or financial institutions.

No Interest on Contributions. No interest shall be paid to any Member on
Capital Contributions.

Article 4
Allocations of Profits
and Losses; Distributions

Capital Accounts

(a) The Company will maintain a separate Capital Account for each Member.

The Capital Account for each Member shall be increased by such
Member’s Capital Contributions and decreased by Distributions made to
such Member. Each Member’s Capital Account also shall be increased or
decreased, as the case may be, to account for profits and losses (and items
thereof required to be taken into account by applicable Treasury
Regulations) that are allocated to such Member.

(b) The Members’® Capital Accounts shall also be maintained and

adjusted as permitted by the provisions of Treasury Regulation
§ 1.704-1(b)(2)(iv)(f) and as required by the other provisions of
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4.5

Treasury Regulation §§ 1.704-1(b)(2)(iv) and 1.704-1(b)(4),
including adjustments to reflect the allocations to the Members of
depreciation, depletion, amortization, and gain or loss as computed
for book purposes rather than the allocation of the corresponding
items as computed for tax purposes, as required by Treasury
Regulation § 1.704-1(b)(2)(iv)(g). As a consequence, the
Members’ Capital Accounts shall be increased or decreased to
reflect a revaluation of the Company’s property on its books, based
on the fair market value of the Company’s property on the date of
adjustment, immediately prior to (A) the contribution of money or
other property to the Company by a new or existing Member as
consideration for an additional Membership Interest, (B) the
Distribution of money or other property by the Company to a
Member as consideration for a Membership Interest, (C) the
liquidation of the Company. The Members’ Capital Accounts shall
be further adjusted as appropriate to reflect the Members’
Membership Interests upon the exercise of any option or
conversion right by which a Member acquires, or changes the
nature and rights of, a Membership Interest.

Allocations of Profit and Losses. Profits and losses of the Company shall be
allocated pro rata among the Members in proportion to their Units.

Allocations to Reflect Book/Tax Differences. For income tax purposes,
income, gain, loss, and deduction with respect to property contributed to the
Company by a Member or revalued pursuant to Treasury Regulation § 1.704-
1(b)(2)(iv)(f) shall be allocated among the Members in a manner that takes into
account the variation between the adjusted tax basis of such property and its
book value, as required by Section 704(c) of the Code and Treasury Regulation
§ 1.704-1(b)(4)(i), using such allocation method permitted by Treasury
Regulations as is determined by the Board of Governors. Any allocations made
solely to comply with this Section 4.3 and the Code shall not be reflected in
Capital Account adjustments.

Distributions Prior to Liquidation. Current Distributions may be made from
time to time as determined by the Governors. Distributions pursuant to this
Section 4.4 shall be made among the Members in proportion to the number of
Units held by each of them. Except as provided in Section 4.7, all Distributions
to Members prior to the liquidation, winding up, and dissolution of the Company
shall be in cash.

Distributions Upon Dissolution and Winding Up. At the time of the
dissolution and winding up of the Company, following the allocation of all net
income and net losses and the payment of all Company obligations, the
remamning assets shall be distributed to the Members in accordance with
Section 10.3.



4.6

4.7

5.1

52

6.1

No Distribution by Reason of Withdrawal.  Neither withdrawal from the
Company, Transfer of any interest in the Company, nor demand for the return of
capital shall entitle any owner of a Membership Interest to receive any
Distribution from the Company.

Distributions in Kind. No Member has any right to demand or receive a
Distribution from the Company in any form other than cash, nor may any
Member be compelled to accept any distribution of property in kind except
under circumstances where all Members receive undivided interests in property
or substantially equivalent interests in property on the basis of their Capital
Accounts. If there is a Distribution of property in kind, such property shall be
assumed to have been sold at its fair market value at the time of the Distribution,
and the resulting gain or loss shall be allocated among the Members according to
their Capital Accounts, and their Capital Accounts shall be adjusted accordingly.

Article §
Reimbursement; Indemnification

Reimbursement of Expenses. Except to the extent otherwise provided for
herein, and except for items generally constituting a Member’s overhead, the
Company will pay all costs and expenses associated with the Company business,
and will reimburse the Members for the actual costs incurred for goods,
materials, and services used by or for the Company.

Indemnification and Liability of Members, Governors, and Managers. The
Company shall indemnify the Members, Governors, and managers or any
Member, Governor, or manager against any claim or liability incurred by the
Members, Governors, and managers, or any of them in connection with the
conduct of the business of the Company, and neither the Company nor any
Member will have any claim against the Members, Governors, and managers, or
any of them by reason of any such act or omission of the Members, Governors,
and managers, or any of them; provided that, in each instance, a Member,
Governor, or manager shall not be indemnified or exculpated if such act or
failure to act was not in good faith or constituted fraud, gross negligence, or
willful misconduct The provisions of this Section regarding liability and
indemnification will apply with equal force and effect to any manager,
Governor, Member, agent or employee of a Member, and their successors and
assigns.

Article 6
Books and Records; Tax Matters

Tax Characterization. The Members intend that the Company be treated as a
“partnership” for tax purposes at all times when there are sufficient Members to
do so and as a disregarded entity at times when there are not sufficient Members
to be treated as a “partnership.”
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6.5

6.6

7.1

Accounting Method and Fiscal Year The Company will keep its accounting
records and report its income for income tax purposes using such method of
accounting as the Board of Governors shall designate. The fiscal year of the
Company will end on December 31 or on such other date as the Members or
Board of Governors shall designate.

Annual Financial Statements. Annual financial statements for the Company,
including statements of assets and liabilities, income statements, and such other
statements as are commonly included in financial statements, or as may be
requested by a majority in interest of the Members, shall be prepared and
delivered to each of the Members within ninety (90) days after the close of each
fiscal year.

Tax Returns. As soon as possible following the close of each year of the
Company during which there are sufficient Members to treat the Company as a
partnership for federal income tax purposes, the Board of Governors shall cause
the partnership income tax return for the Company to be prepared. In addition,
within ninety (90) days after the end of each such fiscal year, or as soon
thereafter as possible, or such later time as all Members agree, the Company will
cause to be delivered to each Person who was a Member and was taxed as a
“partner” for federal income tax purposes at any time during such fiscal year a
Schedule K-1 and such other information, if any, with respect to the Company as
may be necessary for the preparation of such Member’s federal or state income
tax (or information) returns, including a statement showing each Member’s share
of income, gain, loss, and credits for such fiscal year for federal or state income
tax purposes.

Tax Elections. In the sole discretion of the Members, the Company may make
or not make any and all tax elections deemed appropriate, including, in the event
of a Transfer of all or part of any Member’s interest in the Company, the election
under Section 754 of the Code to adjust the bases of the assets of the Company.

Tax Matters Partner. If necessary, North Central Equity LLC will act on
behalf of the Company as the “tax matters partner” within the meaning of
Section 6231(a)(7) of the Code.

Article 7
Transfers of Membership Interests

Limitation on Sale or Exchange.  Except as otherwise provided in this
Article 7, no Member may Transfer all or any portion of its interest in the
Company except with the wnitten consent of Members holding two-thirds (2/3)
of the Units held by all other Members. Notwithstanding the foregoing, unless
the consent of Members holding seventy-five percent (75%) of the Units held by
all other Members is obtained, which consent may be granted or withheld in
each such Member’s absolute discretion, no interest in the Company may be sold
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or exchanged if such transaction, in light of the total of all other interests in the
Company sold or exchanged within the period of twelve (12) consecutive
months prior thereto, might, in the opinion of counsel for the Company, result in
the Company’s termination as a partnership for federal income tax purposes
under Section 708 of the Code.

Requirements for Assignment. Subject to restrictions on Transfer contained
elsewhere in this Agreement or imposed by federal or state law, a Member may
assign a Membership Interest only (a) by a written assignment that (i) is not in
contravention of any of the provisions of this Agreement; (ii) has been duly
executed and acknowledged by the assignor and Assignee, with the approval of
the Board of Governors, which approval shall be in its sole and absolute
discretion; and (iii) is to an Assignee who represents that he satisfies specific
suitability standards applicable to the assigning Member as may from time to
time be established by the Board of Governors; and (b), if required by the Board
of Governors, legal counsel for the Company has rendered its opinion, in form
and substance satisfactory to the Board of Governors and at the expense of the
prospective Assignee or assignor, that such assignment would not cause the
termination of the Company for federal income tax purposes (unless termination
is with consent pursuant to Section 7.1) or the taxation of the Company as a
corporation.

Continuation of Assignor’s Status. Anything herein to the contrary
notwithstanding, the Company, its managers, and the Members are entitled to
treat an assignor of a Membership Interest as the absolute owner thereof in all
respects, and they will incur no hability for distributions of cash made in good
faith to such assignor until such time as a written assignment that conforms to all
requirements of this Article 7 has been received by and recorded on the books
and records of the Company. Until such time, any payment by the Company to
an assigning Member or his executors, administrators, or representatives shall, to
the extent of such payment, acquit the Company of liability to any other Person
who may have an interest in such payment by reason of an assignment by the
Member, such Member’s death, or otherwise.

Assignee’s Rights. An Assignee of any Member’s interest will be entitled to
receive Distributions of cash or other property from the Company and to receive
allocations of the gains, profits, and losses of the Company attributable to such
interest after the effective date of the assignment. The “effective date” of an
assignment shall be the later of (a) the date set forth on the written instrument of
assignment and (b) the date upon which the requirements of this Article 7 have
been satisfied An Assignee who has not been admitted as a Substitute Member
pursuant to Section 7.5 will have no additional rights except as required by law.

Requirements for Admission as a Substitute or Additional Member. An
Assignee of a Membership Interest, if not already a Member, may become a
Substitute Member only with the consent of Members holding a majority of all



Units held by nontransferring Members, which consent may be granted or
withheld all in each such Member’s sole discretion. No Assignee of any
Member’s interest who is not already a Member may become a Substitute
Member with respect to such interest without such consent.

7.6 Documents and Expenses. As a condition to admission as a Substitute
Member, an Assignee of all or a part of any interest in the Company shall
execute and acknowledge such instruments, in form and substance satisfactory to
the Company, as the Company deems necessary or advisable to effect such
admission and to confirm the agreement of the Person being admitted as such
Substitute Member to be bound by all of the terms and provisions of this
Agreement. Such Assignee shall pay all reasonable expenses in connection with
such admission as a Substitute Member, including, but not limited to, legal fees
and costs of preparing and filing any amendment to the Articles of Organization
of the Company if necessary or desirable in connection therewith.

7.7 Expulsion. A Member shall be expelled without further action for “cause,”
which means a final judicial determination that he (a) was grossly negligent in
failing to perform his obligations under this Agreement, (b) has committed a
fraud upon the Members or upon the Company, (c) has committed a felony in
connection with the management of the Company or its business, or (d) was in
material breach of his obligations under this Agreement.

Article 8
Additional Members; Options and Warrants

Additional Members may be admitted to the Company and additional Units issued to
additilonal or existing Members upon such terms and conditions, and for such Capital
Contributions, as are approved by the Board of Governors. In addition, the Board of Governors
may grant and issue options or warrants upon such terms and conditions, and with exercise prices
of such Capital Contributions, as are approved by the Board of Governors in the Governors sole
discretion to employees, consultants, Managers and Governors as additional consideration for
such persons service to the Company, or to other persons for other business reasons, for the
future purchase of Units, may reserve Units for issuance upon exercise of such options or
warrants, and must issue Units (including admission of the option holder as a Member with all
econolmic and governance rights, if not already a Member) to an exercising optionholder or
warrantholder upon such optionholder’s or warrantholder’s full performance under the option
agree?qent or warrant agreement including payment of such Capital Contributions as the option
or warrant requires, without further consent of any Members. Upon the termination of the last or
sole Member of the Company, the legal representative of that last or sole Member may cause the
Company to admit one or more additional Members.




Article 9
Investment Representations

Each Member, by becoming a member of the Company and becoming obligated
hereunder, hereby represents and warrants to the managers, Governors, and other Members of the
Company and the Company as follows:

(a) Such Member’s acquisition of a Membership Interest is made as a
principal for his, her, or its sole account for investment purposes
only and not with a view toward the distribution of all or any
portion thereof and under no circumstances will such Member sell,
Transfer or assign all or any portion of his, her, or its interest in the
Company except in compliance with the provisions of this
Agreement.

(b) Such Member is relying on his, her, or its own business and
financial knowledge and experience, or that of such Member’s duly
qualified investment advisor, in making a decision to enter into and
execute this Agreement Such Member, alone or together with
such investment advisor, has such knowledge and experience in
business and financial matters as will enable such Member to
utilize the information made available to him, her, or it in
connection with his, her, or its investment in the Company, to
evaluate the ments and risks of the prospective investment and to
make an informed investment decision.

(©) Such Member is aware of the restrictions on the Transfer of his,
her, or its interest in the Company and that the same will at no time
be freely transferable or be assignable otherwise than to a Person
accepting similar restrictions on transferability.

(d) Such Member has no reason to anticipate any change in
circumstances, financial or otherwise, which would cause such
Member to sell or distribute or necessitate or require any sale or
distribution of his, her, or its interest in the Company.

(e) Such Member is familiar with the nature of and risks attending
investments in securities.

63) Such Member is fully aware of the restrictions on resale of his, her,
or its interest in the Company under this Agreement and the
Securities Act of 1933, as amended (the “Securities Act”), and
applicable state securities laws, and the effect of such a sale under
federal and state tax laws; in particular, is aware that the interest in
the Company will not be registered under the Securities Act at any

10
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10.3

time, will not at any time be freely salable, and that any Transfer
thereof may have significant adverse tax consequences.

Article 10
Dissolution; Continuation

Dissolution Events. The Company will continue until the occurrence of any of
the following events (each a “Dissolution Event”):

(a) The expiration of the Company’s period of existence, if any, set
forth in the Articles of Organization;

(b) The sale or other disposition of all or substantially all of the
Company’s assets,

(©) The death, retirement, resignation, expulsion, bankruptcy, or
dissolution of a Member, or the occurrence of any other event
which terminates the continued membership of a Member, but only
if there is no other Member of the Company remaining after such
termination of membership and no new Member is admitted within
90 days after the termination of the last or sole Member of the
Company;

(d) The agreement of Members holding not less than seventy-five
percent (75%) of all Units to dissolve and terminate the Company;
or

(e) The decree of a court of competent jurisdiction that dissolution and
liquidation is required.

Continuation After Dissolution.  Notwithstanding the occurrence of the
Dissolution Event defined in Section 10.1(c), the Company will not be dissolved
and the business of the Company shall be continued if a Member is admitted to
the Company at the time of, or within 90 days after, the termination of
membership constituting the Dissolution Event.

Dissolution and Liquidation Procedure. Except as otherwise provided by the
Act and unless the Company is continued pursuant to Section 10.2, upon the
occurrence of a Dissolution Event, no further business shall be done in the name
of or on behalf of the Company except insofar as may be necessary to wind up
the business of the Company and distribute its assets to the Members or their
successors in interest, and the Company shall execute and file a notice of
dissolution as required by the Act. Upon dissolution and termination of the
Company, except as otherwise provided in any valid business continuation
agreement and by applicable law, the Company’s assets shall be applied in the
following order:

11



(2)

(b)

(©)

(d)

For purpose of determining the rights of Members to Distributions in dissolution, in the
event of a distribution of property in kind, such property shall be assumed to have been
sold at its fair market value, with any gain or loss allocated to the Members in accordance
with Article 4. If a Member is indebted to the Company, the Company, if possible, shall
offset such indebtedness to satisfy its obligations to said indebted Member rather than

To the payment of the debts and obligations of the Company,
including, to the extent permitted by law, obligations to Members
who are creditors, in the order prescribed by law;

Next, to the setting up of any reserves deemed reasonably
necessary by the Members for any contingent or unforeseen
liabilities or obligations of the Company;

Next, to the Members who are creditors for any debts and liabilities
not permitted to be paid under (a), above; and

Next, to the Members in accordance with their respective Capital
Account balances.

distribute a portion of said indebtedness to the other Member(s).

Unless otherwise required by law, the Articles of Organization, or another specific
prov151on of this Agreement, in all matters on which a vote of Members is required or otherwise

Article 11
Member Voting

prov1ded for, each Member will have one (1) vote for each Unit held by the Member.

upon

This Agreement may be amended at a meeting of the Members called for such purpose
the approval of Members holding not less than seventy-five percent (75%) of all
outstanding Units or by written agreement or written action of Members whose approval at a
meeting would be sufficient to accomplish such amendment; provided, however, that any
amendment that would have any of the following effects must be consented to in writing by each
Member whose rights or obligations, as expressly provided in this Agreement, would be directly

Article 12
Amendments

and adversely affected by such amendment:

(a)

(b)
(©)

An increase to a Member’s obligation to make Capital

Contributions to the Company or a decrease to the Capital Account
of a Member;

A change in the allocations of profits and losses of the Company;
A change in the manner of determining how Distributions are

shared among Members of the Company;

12



(d) A change in the right of a Member to assign a Membership Interest
or in any rights provided in this Agreement to substitute another
Person as a Member;

(e) A change in the voting rights or status of Members; or

) A change in the provisions for amending this Agreement.

In addition, any change that may materially and adversely affect the ability of the Company to be

taxed

any ¢
autho

perm

as a partnership for federal income tax purposes will require unanimous approval.

Article 13
Provisions Applicable When
There is a Single Member

For all periods during which there is a single Member of the Company, notwithstanding
ontrary provision of this Agreement, such Member’s actions, for all purposes, shall be duly
rized actions by and on behalf of the Company

Article 14
Waiver of Dissenters’ Rights

The Members waive any and all dissenters’ rights under the Act to the extent that the Act
ts such waiver.

Article 15
Miscellaneous

15.1 Other Business Ventures. Any Member may engage in or possess an interest
in other business ventures of every nature and description, whether or not
competitive with the business of the Company, independently or with others;
and neither the Company nor the Members shall have any right by virtue of this
Agreement in or to such independent ventures or to the income or profits derived
therefrom. No Member shall have any obligation to bring any business
opportunity to the Company or to any other Member.

15.2 Governing Law. Notwithstanding the fact that the Company may conduct
business in states other than Minnesota, and notwithstanding the fact that some
or all of the Members may be residents of states other than Minnesota, this
Agreement and the nights of the parties hereunder will be governed by,
interpreted, and enforced in accordance with the laws of the State of Minnesota.

15.3 Articles of Organization and Bylaws. The Articles of Organization and
Bylaws are incorporated by reference and hereby made a part of this Agreement.
If there 1s any conflict between the Articles of Organization or the Bylaws and
this Agreement, the provisions of this Agreement shall govern to the extent not
contrary to law

13




15.4

15.5

15.6

15.7

15.8

15.9

Binding Effect. This Agreement will be binding upon and inure to the benefit
of the Members, and their respective heirs, executors, administrators, personal
representatives, successors and assigns.

Severability. If any provision of this Agreement is held to be illegal, invalid, or
unenforceable under the present or future laws effective during the term of this
Agreement, such provision will be fully severable, and this Agreement will be
construed and enforced as if such illegal, invalid, or unenforceable provision had
never comprised a part of this Agreement, and the remaining provisions of this
Agreement will remain in full force and effect and will not be affected by the
illegal, invalid, or unenforceable provision or by its severance from this
Agreement. Furthermore, in lieu of such illegal, invalid, or unenforceable
provision, there will be added automatically as a part of this Agreement a
provision as similar in terms to such illegal, invalid, or unenforceable provision
as may be possible and be legal, valid, and enforceable.

Counterparts. This Agreement may be executed in several counterparts, each
of which will be deemed an original, but all of which will constitute one and the
same instrument However, in making proof hereof it will be necessary to
produce only one copy hereof signed by the party to be charged.

Additional Documents and Acts. Each Member agrees to execute and deliver
such additional documents and instruments and to perform such additional acts
as may be necessary or appropriate to effect, carry out and perform all of the
terms, provisions, and conditions of this Agreement and the transactions
contemplated hereby.

No Third Party Beneficiary. This Agreement is made solely and specifically
among and for the benefit of the parties hereto, and their respective successors
and assigns, and no other Person will have any rights, interest, or claim
hereunder or be entitled to any benefits under or on account of this Agreement,
whether as a third party beneficiary or otherwise.

Notices. Any notice to be given or to be served by a Member upon the
Company in connection with this Agreement must be in writing and will be
deemed to have been given when delivered personally or mailed to the Company
at its registered office or its principal executive office or to the Company’s
President Notice to a Member will be deemed to have been given when
(i) delivered personally to the Member or (ii) deposited in the United States
mail, postage prepaid and addressed to a Member at the address specified in
Section 2.6 hereof. At any time, by giving five (5) days’ prior written notice to
the Company, a Member may designate another address in substitution of the
foregoing address as the address to which notice is to be given.

14
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15.10

15.11

15.12

Headings and Titles. Article and section headings and titles are for descriptive
purposes and convenience of reference only and shall not control or alter the
meaning of this Agreement as set forth in the text.

Entire Agreement. This Agreement is the final integration of the agreement of
the parties with respect to the matters covered by it and supersedes any prior
understanding or agreement, oral or written, with respect thereto.

Gender, Etc.  Except where the context requires otherwise, the use of
terminology of any of the masculine, feminine, or neuter genders shall include
all such genders, and the use of the singular number shall include the plural and
vice versa.

The undersigned has executed this Agreement on the date first above written.

424vl

MEMBER:

North Central Equity LLC

By:

Elam Baer
Its: Chief Executive Officer
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Schedule A

Acceris Management and Acquisition LLC

Member Date Capital
Contributions
North Central Equity LLC May 10, 2005 $1,000
TOTAL
GP 1711424 vl
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Number of Units

300,000

300,000



BYLAWS
OF
ACCERIS MANAGEMENT AND ACQUISITION LLC

Article 1
Offices

1.1 Registered Office. The registered office of the Company shall be located within the
State|of Minnesota as set forth in the Articles of Organization. The registered office need not be
identical with the principal executive office of the Company and may be changed from time to
time by the Board of Governors.

1.2 Other Offices. The Company may have other offices, including its principal
executive office, at such places inside and outside the State of Minnesota as the Board of
Governors may determine from time to time.

Article 2
Members

2.1 Place of Meetings. All meetings of the Members of the Company shall be held at its
principal executive office unless some other place for any such meeting within or without the
State|of Minnesota 1s designated by the Board of Governors in the notice of meeting. Any
regular or special meeting of the Members of the Company called by or held pursuant to a written
demand of Members shall be held in the county where the principal executive office of the
Comf)any is located.

2.2 Regular Meetings Regular meetings of the Members of the Company may be held
at the discretion of the Board of Governors on an annual or less frequent periodic basis on such
dates|and at such times and places as may be designated by the Board of Governors in the notices
of meeting. At regular meetings, the Members shall elect a Board of Governors and transact such
other|business as may be appropriate for action by Members. If a regular meeting of Members
has not been held for a period of fifteen (15) months, one or more Members owning not less than
three jpercent (3%) of the voting power of the Members may call a regular meeting of Members
by delivering to the chief manager or treasurer a written demand for a regular meeting. Within
thirty) (30) days after the receipt of such a written demand by the chief manager or treasurer, the
Boarcli of Governors shall cause a regular meeting of Members to be called and held on notice no
later than ninety (90) days after the receipt of such written demand, all at the expense of the
Company

2.3 Special Meetings. Special meetings of the Members, for any purpose or purposes
appropriate for action by Members, may be called by the chief manager, by the acting chief
manager in the absence of the chief manager, by the treasurer, or by the Board of Governors or
any two or more Governors Such meeting shall be held on such date and at such time and place
as shall be fixed by the person or persons calling the meeting and designated in the notice of
meeting. A special meeting may also be called by one or more Members owning ten percent
(10%) or more of the voting power of the Members The Members calling such meetings shall




dellvcr to the chief manager or treasurer a written demand for a special meeting, which demand
shall tontain the purposes of the meeting. Within thirty (30) days after the receipt of such a
written demand for a special meeting of Members by the chief manager or treasurer, the Board of
Governors shall cause a special meeting of Members to be called and held on notice no later than
ninety (90) days after the receipt of such written demand, all at the expense of the Company.
Business transacted at any special meeting of Members shall be limited to the purpose or
purpéses stated in the notice of meeting. Any business transacted at any special meeting of
Members that is not included among the stated purposes of such meeting shall be voidable by or
on be{half of the Company unless all of the Members entitled to vote have waived notice of the
meeting

2.4 Notice of Meetings. Except where a meeting of Members is an adjourned meeting
and the date, time, and place of such meeting were announced at the time of adjournment, notice
of alllmeetings of Members stating the date, time, and place thereof, and any other information
required by law or desired by the Board of Governors or by such other person or persons calling
the meeting, and in the case of special meetings, the purpose thereof, shall be given to each
Member of record entitled to vote at such meeting not less than three (3) nor more than sixty (60)
days |prior to the date of such meeting. If a plan of merger or exchange or the sale or other
disposition of all or substantially all of the assets of the Company is to be considered at a meeting
of Members, notice of such meeting shall be given to every Member, whether or not entitled to
vote, land shall be in writing. The notice of meeting at which there is to be considered a proposal
to adopt a plan of merger or exchange shall be given not less than fourteen (14) days prior to the
date of such meeting, shall state the purpose of such meeting, and, where a plan of merger or
exchange is to be considered, shall include a copy or a short description of the plan.

Notices of meeting shall be given to each Member entitled thereto. Such notice shall be
delivered personally, sent by facsimile communication, sent by electronic mail, posted on an
electronic network together with a separate notice to the Member of the specific posting, mailed,
first class, postage prepaid, or by any other method authorized by law. Notice by mail shall be
deemed given when deposited in the United States mail with sufficient postage affixed. Notice
shall be deemed received when it is given.

Any Member may waive notice of any meeting of Members. A waiver of notice is
effective whether given before, at, or after the meeting, and whether given orally, in writing, by
attendance, or by any other means authorized by law. Attendance by a Member at a meeting is a
waiver of notice of that meeting, except where the Member objects at the beginning of the
meeti|ng to the transaction of business because the meeting is not lawfully called or convened and
does not participate thereafter in the meeting, or objects before a vote on an item of business
because the item may not lawfully be considered at that meeting and does not participate in the
consideration of that item at the meeting.

2.5 Record Date. For the purpose of determining Members entitled to notice of and to
vote at any meeting of Members or any adjournment thereof, or persons entitled to receive
payment of any distribution with respect to an interest in the Company or in order to make a
determination of Members for any other proper purpose, the Board of Governors may, but need
not, fix a date as the record date for any such determination of Members, which record date,




howeyer, shall in no event be more than sixty (60) days prior to any such intended action or
meeting.

2.6 Quorum. The owners of a majority of the voting power of the Members constitute a
quorum at a meeting of Members for the purpose of taking any action other than adjourning such
meeti}ng. If a majority of the voting power of the Members is not represented at a meeting, the
Members with voting power present in person or by proxy shall constitute a quorum for the sole
purpose of adjourning such meeting, and the owners of a majority of the voting power of the
Members so represented may adjourn the meeting to such date, time, and place as they shall
announce at the time of adjournment. Any business that might have been transacted at the
adjodmed meeting had a quorum been present, may be transacted at the meeting held pursuant to
such an adjournment and at which a quorum shall be represented. If a quorum is present when a
duly called or held meeting is convened, the Members present may continue to transact business
until lcldjournment, even though the withdrawal of Members originally represented leaves less
voting power present than would otherwise be required for a quorum.

2.7 Voting and Proxies. The voting power of the Members shall be as set forth in a
member control agreement, if there be one, or otherwise as prescribed by law. A Member may
exercise voting power in person or by proxy, but no appointment of a proxy shall be valid for any
purpose more than eleven (11) months after the date of its execution, unless a longer period is
expressly provided in the appointment. Every appointment of a proxy shall be in writing (which
shall include telegraphing, cabling or telephotographic transmission, provided that any
appointment by telegraph, cable or other method where the signature of the member is not
avallable shall be accompanied by the Member’s social security number, home telephone number
and alddress to confirm the identity of the Member), and shall be filed with a manager of the
Company before or at the meeting at which the appointment is to be effective. An appointment
of a proxy for an interest held jointly by two or more Members shall be valid if signed by any one
of them, unless a manager of the Company receives from any one of such Members written
notice either denying the authority of another of such Members to appoint a proxy or appointing
a different proxy. All questions regarding the qualification of voters, the validity of
appointments of proxies, and the acceptance or rejection of votes shall be decided by the
presicliing manager or governor of the meeting. The Members shall take action by the affirmative
vote (i)f the owners of a majority of the voting power of the Members present, in person or
represented by proxy, except where a different vote is required by law, the Articles of
Organization, these Bylaws, or any applicable member control agreement.

2 8 Actions in Writing. Any action required or permitted to be taken at a meeting of
Members may be taken without a meeting by written action signed by the Members possessing
the véting power that would be required to take the same action at a meeting of Members at
whicl} all Members entitled to vote were present. For purposes of this Section, an electronic
signature satisfies the requirement of a signature so long as the electronic communication
conta!ining the electronic signature sets forth sufficient information from which the Company can
reasonably conclude that the communication was actually sent by the purported sender. If any
written action is taken by less than all Members entitled to vote, all Members entitled to vote
shall be notified immediately of 1ts text and effective date. The failure to provide such notice,
however, shall not invalidate such written action.




2.9 Meeting by Means of Electronic Communication. Any meeting of the Members
may be conducted solely, or with the participation of one or more Members, by one or more
means of remote communication, including electronic communication, conference telephone,
video| conference, the Internet, or such other means by which persons not physically present in

the same location may communicate with each other on a substantially simultaneous basis,

throulgh which all of the Members may participate in the meeting, if the same notice is given of

the meeting as would be required for a meeting, and 1f the number of Members participating in

the mleeting is sufficient to constitute a quorum at a meeting. Participation in a meeting in this

manner constitutes presence at a meeting.

Article 3
Governors

3.1 General Powers. Except as otherwise provided by the Members pursuant to a
member control agreement, the business and affairs of the Company shall be managed by or
under; the direction of its Board of Governors. The Governors may exercise all such powers and
do all such things as may be exercised or done by the Company, subject to the provisions of
applicable law, the Articles of Organization, these Bylaws and any member control agreement.

3.2 Number, Tenure, and Qualification. The number of Governors which shall
constitute the whole Board of Governors shall be fixed from time to time by action of the
Members If the Members fail to fix the number of Governors, the number of Governors shall be
one (|I) The number of Governors shall be subject to increase or decrease by resolution of the
Board of Governors; provided, however, that no decrease in the number of Governors pursuant to
this section shall effect the removal of any Governor then in office except upon compliance with
the pr!owsions of Section 3.7. Except as provided in Sections 3.6 and 3.7, each Governor shall be
elected at a regular meeting of Members and shall hold office until the next regular meeting of
Members and thereafter until a successor is duly elected and qualified, unless a prior vacancy
shall becur by reason of death, resignation, or removal from office. Governors shall be natural
persons, but need not be Members.

3 3 Meetings. Meetings of the Board of Governors may be held at such times and places
as shall from time to time be determined by the Board of Governors. Meetings of the Board of
Gove{nors also may be called by the chief manager, by the acting chief manager in the absence of
the chief manager, or by any Governor, 1n which case the person or persons calling such meeting
may fix the date, time, and place thereof, either within or without the State of Minnesota, and

shall cause notice of meeting to be given.

3.4 Notice of Meetings If the date, time, and place of a meeting of the Board of
Governors has been announced at a previous meeting, no notice is required. In all other cases
three (3) days’ notice of meetings of the Board of Governors, stating the date and time thereof
and any other information required by law or desired by the person or persons calling such
meeting, shall be given to each Governor. Such notice shall be delivered personally, sent by
facsimile communication, sent by electronic mail, posted on an electronic network together with
a separate notice to the Governor of the specific posting, mailed, first class, postage prepaid, or
by anjI other method authorized by law. If notice of meeting is required, and such notice does not




state the place of the meeting, such meeting shall be held at the principal executive office of the

Company. Notice of meetings of the Board of Governors shall be given to Governors in the

manner provided in these Bylaws for giving notice to Members of meetings of Members

Any Governor may waive notice of any meeting. A waiver of notice by a Governor is
effective whether given before, at, or after the meeting, and whether given orally, in writing, by
attendance, or by any other means authorized by law. The attendance of a Governor at any

meeting shall constitute a waiver of notice of such meeting, unless such Governor objects at the
begin1ning of the meeting to the transaction of business on grounds that the meeting is not

lawfullly called or convened and does not participate thereafter in the meeting.

3.5 Quorum and Voting. A majority of the Governors currently holding office shall
constitute a quorum for the transaction of business at any meeting of the Board of Governors. In
the absence of a quorum, a majority of the Governors present may adjourn the meeting from time
to time until a quorum is present If a quorum is present when a duly called or held meeting is
conve]:ned, the Governors present may continue to transact business until adjournment, even
thougih the withdrawal of a number of Governors originally present leaves less than the number

[ .
otherwise required for a quorum.

The Board of Governors shall take action by the affirmative vote of a majority of the
Governors present at any duly held meeting, except as to any question upon which any different
vote is required by law, the Articles of Organization, or any member control agreement. A
Governor may give advance written consent or objection to a proposal to be acted upon at a
meeting of the Board of Governors. If the proposal acted on at the meeting is substantially the
same]or has substantially the same effect as the proposal to which the Governor has consented or
objected, such consent or objection shall be counted as a vote for or against the proposal and
shall be recorded in the minutes of the meeting. Such consent or objection shall not be

.| . . .
considered in determining the existence of a quorum.

1 3.6 Vacancies and Newly Created Governorships. Any vacancy occurring on the
Boar<4i of Governors resulting from the death, resignation, removal, or disqualification of a
governor, may be filled by the affirmative vote of a majority of the governors remaining in office,
even 1though said remaining governors may be less than a quorum. In addition, any newly created
governorship resulting from an increase in the authorized number of governors by action of the
Board of Governors may be filled by a majority vote of the governors serving at the time of such
increase. Notwithstanding the foregoing, any vacancy or newly created governorship may be
ﬁlled'by resolution of the members. Each governor elected by the Board of Governors to either
fill a vacancy or a newly created governorship shall hold office until a qualified successor is

elected by the members at the next regular or special meeting of the members.

3.7 Removal of Governors. The entire Board of Governors or any Governor or
Governors may be removed from office, with or without cause, at any special meeting of the
MemPers duly called for that purpose as provided in these Bylaws, by a vote of the Members
posse'ssing a majority of the voting power of the Members. At such meeting, without further
notice, the Members may fill any vacancy or vacancies created by such removal as provided in

Section 3 6. Any such vacancy not so filled may be filled by the Governors as provided in




Section 3.6. Any Governor named by the Board of Governors to fill a vacancy may be removed
at any time, with or without cause, by an affirmative vote of a majority of all remaining
Goverrllors (including remaining Governors that were elected by the Members and remaining
Goverhors elected by the Governors without Member action pursuant to Section 3 6), even
though| said remaining Governors be less than a quorum, if the Members have not elected
Governors during the interval between the appointment to fill the vacancy and the time of

removal.

3.8 Committees. The Board of Governors, by a resolution approved by the affirmative
vote of a majority of the Governors then holding office, may establish one or more committees of
one or more natural persons having the authority of the Board of Governors in the management
of the business of the Company to the extent provided in such resolution. Such committees,
however, shall at all times be subject to the direction and control of the Board of Governors.
Committee members need not be Governors and shall be appointed by the affirmative vote of a
majority of the Governors present A majority of the members of any committee shall constitute
a quorum for the transaction of business at a meeting of any such committee. In other matters of
procedure the provisions of these Bylaws shall apply to committees and the members thereof to
the same extent they apply to the Board of Governors and Governors, including, without
limitation, the provisions with respect to meetings and notice thereof, absent members, written
actionls, and valid acts Each committee shall keep regular minutes of its proceedings and report
the same to the Board of Governors.

3.9 Actions in Writing. Any action required or permitted to be taken at a meeting of the
Board of Governors or of a lawfully constituted committee thereof may be taken by written
action signed by all of the Governors then in office or by all of the members of such committee,
as the case may be. If the action does not require Member approval, such action shall be
effective if signed by the number of Governors or members of such committee that would be
required to take the same action at a meeting at which all Governors or committee members were
present. For purposes of this Section, an electronic signature satisfies the requirement of a
51gnature so long as the electronic communication containing the electronic signature sets forth
sufficient information from which the Company can reasonably conclude that the communication
was actually sent by the purported sender. If any written action is taken by less than all
Governors, all Governors shall be notified immediately of its text and effective date. The failure

[ . . . . . .
to provide such notice, however, shall not invalidate such written action.

3.10 Meeting by Means of Electronic Communication. Any meeting of the Board of
Governors, or any committee designated by the Board, may be conducted solely, or with the
participation of one or more Governors, by one or more means of remote communication,
including electronic communication, conference telephone, video conference, the Internet, or
such |l)ther means by which persons not physically present in the same location may communicate
with each other on a substantially simultaneous basis, through which all of the Governors may
participate in the meeting, if the same notice is given of the meeting as would be required for a
meetmg, and 1f the number of Governors participating in the meeting is sufficient to constitute a

quorum at a meeting Participation in a meeting in this manner constitutes presence at a meeting.




Article 4
Managers

4.1 Number and Qualification. The Company shall have the Managers set forth in this
Article 4, which shall include one or more natural persons elected by the Board of Governors
exercising the functions of the offices of chief manager and treasurer, as set forth herein. The
Board|of Governors may also appoint such other Managers and assistant Managers as it may
deem necessary or advisable. Except as provided in these Bylaws or any applicable member
contro] agreement, the Board of Governors shall fix the powers, duties, and compensation of all
Managers. Managers may be, but need not be, Governors of the Company. Any number of
Manager positions may be held by the same person.

4.2 Term of Office. A Manager shall hold office until a successor has been duly elected,
or until such Manager’s prior death, resignation, or removal from office.

4.3 Removal and Vacancies. Any Manager or agent elected or appointed by the Board
of Governors shall hold office at the pleasure of the Board of Governors and may be removed,
with or without cause, at any time by the vote of a majority of the Board of Governors present,
subject to the terms of any member control agreement. Any vacancy in an office of the Company

shall be filled by action of the Board of Governors.

4.4 Chief Manager. Unless provided otherwise by a resolution adopted by the Board of
Governors, the chief manager shall have general active management of the business of the
Compiany, and in the absence of the Chairperson of the Board or if the office of Chairperson of
the Board is vacant, shall preside at meetings of the members and Board of Governors, shall see
that all orders and resolutions of the Board of Governors are carried into effect, shall have
authority to sign and deliver in the name of the Company any deeds, mortgages, bonds, contracts,
or other instruments pertaining to the business of the Company, except in cases in which the
author!ity to sign and deliver is required by law to be exercised by another person or is expressly
delegated by the Articles of Organization, these Bylaws, or the Board of Governors to some other
Manager or agent of the Company, may maintain records of and certify proceedings of the Board
of Goyemors and Members, and shall perform such other duties as may from time to time be

prescribed by the Board of Governors.

4.5 Chairperson of the Board. The Board of Governors may elect a Chairperson of the
Board| who, if elected, shall preside at all meetings of the Members and of the Board of
Governors and shall perform such other duties as may be prescribed by the Board of Governors

from t’lme to time.

4.6 President. Unless otherwise determined by the Board of Governors, the President
shall be the chief manager of the Company. If a Manager other than the President is designated
chief manager, the President, if any, shall have such powers and perform such duties as the Board
of Governors or the chief manager may prescribe from time to time.

4.7 Vice Presidents. The Vice President, if any, or Vice Presidents in case there be
more than one, shall have such powers and perform such duties as the chief manager or the Board




of Governors may prescribe from time to time. In the absence of the President or in the event of
the Prelsident’s death, inability, or refusal to act, the Vice President, or in the event there be more
than one Vice President, the Vice Presidents in the order designated by the Board of Governors,
or, in the absence of any designation, in the order of their seniority, shall perform the duties of
the Pre’sident, and, when so acting, shall have all the powers of and be subject to all of the

restrictions upon the President.

4.8 Secretary. The Secretary shall attend all meetings of the Board of Governors and of
the Members and shall maintain records of, and whenever necessary, certify all proceedings of
the Bolard of Governors and of the Members. The Secretary shall keep the required records of
the Colmpany, when so directed by the Board of Governors or other person or persons authorized
to call such meetings, shall give or cause to be given notice of meetings of the Members and of
meetings of the Board of Governors, and shall also perform such other duties and have such other

powers as the chief manager or the Board of Governors may prescribe from time to time

4.9 Treasurer. Unless provided otherwise by a resolution adopted by the Board of
Govemors, the Treasurer shall serve as the “treasurer” of the Company as such term is defined in
the Minnesota Limited Liability Company Act, and shall keep accurate financial records for the
Company, shall deposit all monies, drafts, and checks in the name of and to the credit of the
Company in such banks and depositories as the Board of Governors shall designate from time to
time, shall endorse for deposit all notes, checks, and drafts received by the Company as ordered
by the| Board of Governors, making proper vouchers therefor, shall disburse Company funds and
issue checks and drafts in the name of the Company as ordered by the Board of Governors, shall
renderl| to the chief manager and the Board of Governors, whenever requested, an account of all
such Manager’s transactions as Treasurer and of the financial condition of the Company, and
shall perform such other duties as may be prescribed by the Board of Governors or the chief
manager from time to time.

4.10 Delegation. Unless prohibited by a resolution approved by the affirmative vote of a
majority of the Governors present, a Manager elected or appointed by the Board of Governors
may delegate in writing some or all of the duties and powers of such person’s management
position to other persons.

Article §
Books and Records

The Company’s books and accounting records and all other papers, records, and
documents relating to the Company’s affairs shall be kept at the Company’s principal executive
office or such other place as the Board of Governors shall prescribe. In addition to any other
books; and records of the Company, the Company shall maintain the following “required
records,” as prescribed by Minnesota Statutes Section 322B.373-

(a) a current list of the full name and last-known address of each Member, any
Governor, and the chief manager of the Company;




(b) a current list of the full name and last-known address of each assignee of
financial rights of a Member (other than a secured party), and a description
of the rights assigned,

() a copy of the Articles of Organization of the Company and all amendments
thereto;

(d) a copy of any currently effective bylaws;

(e) copies of the Company’s federal, state, and local income tax returns and
reports, if any, for the three most recent years;

® copies of the Company’s financial statements required by Minnesota
Statutes Section 322B.376 (including at least a balance sheet as at the end
of each fiscal year and an income statement for each fiscal year);

(g) records of all actions and proceedings of Members for the last three years;

(h) records of all actions and proceedings of the Board of Governors, if any, of
the Company for the last three years;

(1) reports made to Members generally within the last three years;
§)) a copy of any effective member control agreements;

(k) a statement of all Capital Contributions or contributions of services
accepted by the Company, including, for each, the information required by
Minnesota Statutes Section 322B.373, subdivision 1(11);

@ a statement of all contribution and contribution allowance agreements
made by the Company, including, for each, the information required by
Minnesota Statutes Section 322B.373, subdivisions 1(12) and (13);

(m)  an explanation of any restatement of value of previous contributions made
pursuant to Minnesota Statutes Chapter 322B;

(n) any written consents obtained from Members pursuant to Minnesota
Statutes Chapter 322B; and

(o) a copy of any agreements, contracts, or other arrangements or portions of
them incorporated by reference under Minnesota Statutes Chapter 322B to
fix the terms and conditions of membership interests in the Company.

EachMember, or its designated representative, shall at all times have access to and may inspect
and copy any of such items during normal business hours.




Article 6
Contracts, Loans, Checks, and Deposits

6.1 Contracts. The Board of Governors may authorize such Managers or agents as they
shall desngnate to enter into contracts or execute and deliver instruments in the name of and on
behalf of the Company, and such authority may be general or confined to specific instances.

6.2 Loans. The Company shall not lend money to, guarantee the obligation of, become a
surety for, or otherwise financially assist any person unless the transaction, or class of
transactions to which the transaction belongs, has been approved by the affirmative vote of a
major!ity of Governors present, and (a) is in the usual and regular course of business of the
Company, (b) is with, or for the benefit of, a related company, an organization in which the
Company has a financial interest, an organization with which the Company has a business
relationship, or an organization to which the Company has the power to make donations, (c) is
with, jor for the benefit of, a manager or other employee of the Company or a subsidiary,
including a Manager or employee who is a Governor of the Company or a subsidiary, and may
reasonably be expected, in the judgment of the Board of Governors, to benefit the Company, or
(d) has been approved by the affirmative vote of the owners of two-thirds (2/3) of the outstanding
voting power of the Members other than the interested person(s) or the unanimous affirmative
vote all members, whether or not ordinarily entitled to vote.

6 3 Checks, Drafts, etc. All checks, drafts or other orders for the payment of money,
notes, or other evidences of indebtedness issued in the name of the Company shall be signed by
the chief manager or such Managers or agents of the Company as shall be designated and in such
manner as shall be determined from time to time by resolution of the Board of Governors.

6.4 Deposits. All funds of the Company not otherwise employed shall be deposited from
time to time to the credit of the Company in such banks or other financial institutions as the
Board of Governors may select.

Article 7
Miscellaneous

7.1 Reserves. There may be set aside out of any funds of the Company available for
distributions such sum or sums as the Board of Governors from time to time, in its absolute
discretion, deems proper as a reserve or reserves to meet contingencies, for equalizing
distributions, for repairing or maintaining any property of the Company, for the purchase of
additional property, or for such other purpose as the Governors shall deem to be consistent with
the interests of the Company. The Board of Governors may modify or abolish any such reserve.

7.2 Fiscal Year. The fiscal year of the Company shall be such twelve-month period as is
set b}fl a resolution of the Board of Governors, provided; however, that the first fiscal year of the
Company may be a shorter period if permitted by law and set by a resolution of the Board of
Governors.
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7.3 Amendments. Except as limited by the Articles of Organization or any member
control agreement, these Bylaws may be altered or amended by the Board of Governors at any
meeting of Governors to the full extent permitted by law, subject, however, to the power of the
Members of the Company to alter or repeal these Bylaws.

7.4 Member Control Agreements. In the event of any conflict or inconsistency
between these Bylaws, or any amendment thereto, and the terms of any member control
agreement, whenever adopted, the terms of such member control agreement shall control.

7.5 Seal. The Company shall have no seal.

* ok % k%

The undersigned, Secretary of Acceris Management and Acquisition LLC, a Minnesota
11m1ted liability company, does hereby certify that the foregoing Bylaws are the Bylaws adopted
for the Company by unanimous written consent of its Governors on the 10th day of May, 2005.

Laura Conradi Carlson
Secretary

GP 1711417 vl
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EXHIBIT E

Certificate of Good Standing

From State of Minnesota



S‘a‘e of M inneso ’e

SECRETARY OF STATE

Certificate of Good Standing

I, Mary Kiffmeyer, Secretary of State of Minnesota, do
certify that: The limited 1liability company listed below is a
limiped liability company formed or registered to do business
under the laws of Minnesota; the limited liability company was
formed by the filing of articles of organization or registered to
do business by filing an application for a certificate of
authority with the Office of the Secretary of State on the date
listed below; the limited liability company is governed by Chapter
322B of Minnesota Statutes; and this limited liability company is
authorized to do business as a limited liability company at the
time this certificate is issued.

Name: Acceris Management and Acquisition LLC
Date Formed or Registered: May 10, 2005

State of Organization: Minnesota

This certificate has been issued on June 14, 2005.




