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BEFORE THE
TENNESSEE REGULATORY AUTHORITY

Joint Petition of

Globalcom, Inc.
and
First Communications, Inc.

Docket No.

For Approval of the Indirect of Transfer of
Control of Globalcom, Inc. to First Communications, Inc.

R N . T T W e S g

JOINT PETITION

First Communications, Inc. (“FCI”) and Globalcom, Inc. (“Globalcom™) (together,
“Petitioners™), through their undersigned counsel and pursuant to Section 65-4-112 of the
Tennessee Code and the rules of the Tennessee Regulatory Authority (“Authority”), hereby
respectfully request Authority approval for a transaction that will result in the indirect transfer of
control of Globalcom, a competitive carrier that holds authority to provide intrastate long
distance telecommunications services in Tennessee, to FCI. Although the proposed transaction
will result in a change in the ultimate ownership of Globalcom, no transfer of certificates, assets
or customers will occur as a consequence of the proposed stock transaction. Globalcom will
continue to provide service to its existing customers in Tennessee pursuant to those
authorizations under the same rates, terms and conditions. Accordingly, this transaction will be
virtually transparent to the customers of Globalcom.

In support of their Joint Petition, Petitioners state as follows:
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1. Description of the Companies

A. First Communications, Inc.

FCI is a Delaware corporation listed on the Alternative Investment Market of the London
Stock Exchange (“AIM”). FCI’s headquarters are located at 3340 West Market Street, Akron,
Ohio 44333. For the purpose of accomplishing this transaction, FCI has created a new merger
subsidiary, First Global Telecom, Inc. (“Merger Sub”), a Delaware corporation and direct
wholly-owned subsidiary of FCI. In addition, FCI, through its operating subsidiaries First
Communications, LLC (“FCL”) and Xtension Services, Inc. (“Xtension”), provides local, private
line, and/or long distance services to both business and residential customers in 49 states. Its
services include traditional local and long distance services, toll-free services, conference calling
packages, calling cards, prepaid calling cards, Internet access and dedicated and private line
services. Financial statements demonstrating FCI’s financial qualifications are attached as
Exhibit A.

In Tennessee, FCL is authorized to provide resold interexchange telecommunications
services pursuant to Docket No. 06-00213, issued on October 16, 2006. Further information
regarding FCI and FCL and the services they provide has previously been submitted to the
Authority and is therefore a matter of public record, and Petitioners request that it be
incorporated herein by reference.

B. Globalcom, Inc.

Globalcom, an [llinois corporation with its principal offices located at 200 E. Randolph
St., Floor 23, Chicago, IL 60601, is a wholly-owned subsidiary of GCI Globalcom Holdings, Inc.
(“GCTI™). Globalcom is a voice and data service provider primarily to small and medium sized

business customers in the Chicagoland MSA. [t offers complete voice and data solutions
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including local and long distance, T-1, PRI, Internet T-1, [P Telephony, toll-free, international
long distance, access & private networking, conference calling, managed solutions, consulting
services, collocation, hosted services, VPN & security and monitoring services.

In Tennessee, Globalcom is authorized to provide resold interexchange
telecommunications services pursuant to Docket No. 00-00541 issued on August 1, 2000.
Further information regarding Globalcom and the services it provides has previously been
submitted to the Authority and is therefore a matter of public record, and Petitioners request that
it be incorporated herein by reference.

1I. Designated Contacts

For the purposes of this Joint Petition, questions or any correspondence, orders, or other
materials should be directed to the following contacts:
Counsel for Petitioners:

Jean L. Kiddoo

Philip J. Macres

Danielle C. Burt

Bingham McCutchen LLP

2020 K Street, N.W.

Washington, DC 2006

Tel:  (202) 373-6000

Fax: (202) 373-6001

Email: jean.kiddoo@bingham.com
philip.macres@bingham.com
danielle.burt@bingham.com

With copies to:

Mary Cegelski

First Communications, LLC

15278 Neo Parkway

Garfield Heights, OH 44128

Tel: (216)468-1614

Fax: (216) 468-1680

Email: mcegelski@firstcomm.com
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and

Abby Knowlton

First Communications, LLC

3340 West Market Street

Akron, OH 44333

Tel:  (888) 777-3300

Fax: (888)777-3300

Email: aknowlton@firstcomm.com

and

M. Gavin McCarty

Globalcom, Inc.

200 E. Randolph St., Floor 23
Chicago, IL 60601

Tel:  (312) 895-8873

Fax: (312) 893-0145

Email: gmecarty@global-com.com

1. Description of the Transaction

FCI and GCI entered into an Agreement and Plan of Merger (“Agreement”) on July 18,
2008 whereby Merger Sub will merge with GCI, with GCI surviving. As a result, GCI will be a
wholly-owned subsidiary of FCI, and FCI will indirectly control GCI’s subsidiary, Globalcom.
Petitioners therefore request authority for the indirect transfer of control of Globalcom to FCI.
For the Authority’s convenience, pre- and post-transaction illustrative organization charts for the
combined Tennessee operating companies are provided as Exhibit B. Also attached as Exhibit C
is the confidential transaction document, which is being submitted under seal.

Immediately following the consummation of the proposed transaction, Globalcom will
continue to offer service with no change in the name of the company, or its rates or terms and
conditions of service. Therefore, the transfer of control of Globalcom will be seamless and

virtually transparent to consumers in the State. If in the future FCI seeks to change the
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Globalcom name or make changes to its existing rates, it will do so in accordance with
Authority’s requirements applicable to such changes.

IVv. Public Interest Considerations

Petitioners submit that the proposed transaction will serve the public interest. The
proposed acquisition will enable Globalcom to obtain access to additional financial and
operational resources from its new parent company. These additional resources will allow
Globalcom to strengthen its competitive position in Tennessee to the benefit of Tennessee’s
consumers and the State’s telecommunications marketplace.

In addition, the transaction will be conducted in a manner that will be virtually
transparent to customers of Globalcom. The transfer of ultimate control of Globalcom will not
result in a change of carrier for customers or any transfer of authorizations. Following
consummation of the proposed transaction, Globalcom will continue to provide high-quality
communications services to its customers without interruption and without change in rates, terms
or conditions. Petitioners emphasize that the proposed transfer of control will be seamless and
virtually transparent to the customers of Globalcom, and in no event will it result in the

discontinuance, reduction, loss, or impairment of service to customers.

A/72601703.1 5



V. Conclusion

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

convenience, and necessity would be furthered by a grant of this Petition for the transfer of

control of Globalcom, Inc.

Dated: July 24, 2008

Af72601703.1

Respectfully submitted,

Qg Bt

Jean L. Kiddoo

Philip J. Macres

Danielle Burt

BINGHAM MCcCUTCHEN LLP

2020 K Street, N.W.

Washington, DC 20006

Tel: (202) 373-6000

Fax: (202) 373-6001

Email: jean.kiddoo@bingham.com
philip.macres@bingham.com
danielle.burt@bingham.com

Counsel for Petitioners
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Exhibit B
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EXHIBIT A

FCI Financial Statements
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INDEPENDENT AUDITORS’ REPORT

To the Audit Committee and the Board of Directors
First Communications, Inc. and Subsidiaries
Fairlawn, Ohio

We have audited the consolidated balance sheet of First Communications, Inc. and Subsidiaries (the
"Company") as of December 31, 2007, and the consolidated statements of income, shareholders’ equity,
and cash flows for the period from inception (July 2, 2007) through December 31, 2007, These financial
statements are the responsibility of the Company’'s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement, An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above, present fairiy, in all material
respects, the financial positioh of First Communications, inc. and Subsidiaries as of December 31, 2007,
and the results of its operations and its cash flows for the period from inception (July 2, 2007} through
December 31, 2007 in conformity with accounting principles generally accepted in the United States of
America.

BOBER, MARKEY, FEDOROVICH & COMPANY

March 26, 2008

Member of

PKF North American Network

i - A assockafion of fegally independent firms




FIRST COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
December 31, 2007

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 11,162,633
Accounts receivable -trade, less allowance for
doubtful accounts of §1,171,000 14,468,552
Accounts receivable - related party 501,821
Inventary 135,501
Deferred tax asset - current 215,482
Prepaid expenses 1,255,087
TOTAL CURRENT ASSETS 27,738,976
PROPERTY AND EQUIPMENT
Switches 2,745,710
Technical equipment 1,922,697
Leasshald improvements 27,943
Office equipment 277,774
Furniture and fixtures 605,902
Software 1,500,000
Software development in progress 822,939
7,906,965
Less: Accumulated depreciation (684,637)
NET PROPERTY AND EQUIPMENT 7,222,328
OTHER ASSETS .
Goodwill 103,410,455
Other intangible assets, net 63,280,000
Deposits and other assets 1,706,588
TOTAL OTHER ASSETS 168,397,043
TOTAL ASSETS $ 203,359,347

" The accompanying notes are an integral part of these consolidated financial statements.
2
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FIRST COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
December 31, 2007

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES
Line of credit
Accounts payable - trade
Federal income tax payable
Accrued expenses
Deferred revenue - current

TOTAL CURRENT LIABILITIES

NON-CURRENT LIABILITIES
Deferred tax liability - long term
Deferred revenue - long term

TOTAL NON-CURRENT LIABILITIES
TOTAL LIABILITIES

SHAREHOLDERS' EQUITY

Common Stock, $0.001 par value; 60,000,000 shares authorized,
26,902,000 shares issued and outstanding

Redeemable Preferred Stock, $0.001 par value; 10,000,000 shares
authorized, 40,000 shares issued and outstanding (liquidation
preference $1,00C per share)

Additional paid in capital

Retained earnings

TOTAL SHAREHOLDERS' EQUITY

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

The accompanying notes are an integral part of these consolidated financial statements.
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$ 624,598
14,802,804
1,465,843
2,455,203
1,625,476

20,974,124

13,735,243
169,688

13,904,931

34,879,055

26,802

40
164,854,058
3,508,292

168,480,202

$ 203,359,347
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FIRST COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF INCOME
For the Period from Inception (July 2, 2007) through December 31, 2007

REVENUES, NET
Revenues, net $
Revenues, net - related party

64,286,283
4,353,210

TOTAL REVENUES, NET
COST OF FACILITIES, exclusive of depreciation and amortization stated below

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

68,639,503
43,683,169
15,383,877

3,712,047

DEPRECIATION AND AMORTIZATION
OPERATING INCOME

OTHER EXPENSES, NET

5,860,410

6,458

INCOME BEFORE INCOME TAXES

PROVISION FOR INCOME TAXES

5,853,952

2,254,660

NET INCOME 3

3,599,202

The accompanying notes are an integral part of these consolidated financial statements.
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FIRST COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS

For the Period from Inception (July 2, 2007) through December 31, 2007

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to
net cash provided by operating acfivities:
Depreciation and amortization

Deferred taxes
Changes in operating assets and liabilities, net of effects of acquisition:

Accounts receivable - trade, net
Prepaid expenses

Inventory

Deposits and other asssts
‘Accounts payable - trade
Federal tax payable
Accrued expenses
Deferred revenue

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
‘Purchases of property and equipment

Acquisition of assets and assumption of liabllities, net of cash acquired

Investment in joint venture
Net change in accounts recelvable - related party

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from comman stock issuance, net of issuance and transaction costs

Payment of deferred financing costs
Net borrowings on line of credit

NET CASH PROVIDED BY FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF PERIOD

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Interest paid
income taxes paid

Stock Issued in exchange for assets acquired and liabilitles assumed

§ 3,599,202

3,712,047
587,194

(155,869)
541,468
92,693
(635,236)
(101,022)
1,465,943
(244,364)

(711,031}

8,150,215

(1,931,130)

(80,775,886)

(125,000)
45,070

(82,786,946)
85,524,768

(350,000)
624,598

85,799,364

11,162,633

$ 11162633

61,891

€3 7

$ 77,880,000

The accompanying notes are an integral part of these consolidated financial statements.
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Princlples of Consolidation

The consolidated flnancial statements reflect the accounts of First Communications, Inc. and its wholly
owned subsidiaries, First Communications, LLC and Xtension Services, Inc. All s(gnificant intercompany
balances and transactions have been eliminated in consolidation.

Nature of Operations

First Communications, Inc. and Subsidiaries (the "Company"), provides local and long-distance telephone
and other telecommunications related services to commercial and residential customers throughout the
United States.

Cash and Cash Equivalents
The Company considers all short-term securities purchased with an original maturity of three months or

less to be cash eguivalents.

Accounts Receilvable

The Company makes sales on credit to customers in the ordinary course of business and carries its
accounts receivable at cost less allowance for doubtfut accounts. On a periodic basis, the Company
gvaluates its accounts receivable and establishes an allowance for doubtful accounts based on its history
of past write-offs, collections and current credit conditions. Accounts are written off when the Company
determines that the accounts are uncollectible.

Inventory
Inventory consists of cellular telephones and is valued at the lower of cost or market.

Property and Equipment

Praoperty and equipment are stated at cost less accumulated depreciation. Major additions and
improvements are charged to the property accounts white replacements, maintenance and repairs, which
do not improve or extend the life of the assets, are expensed currently. When property is retired or
otherwise disposed of, the cost of the property is removed from the asset accounts, accumulated
depreciation is charged with an amount equivalent to the depreciation provided, and assoclated gain or
loss recorded in cost of facllities In the Consolidated Statement of Income.

Software included in property and equipment includes amounts paid for purchased software  and
implementation services and direct internal payroll for software used internally that has been capitalized
in -accordance with the Statement of Position (SOP) 98-1, "Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use”.
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

Depreciation is computed using the straight-line method over the assets' estimated useful lives, which are
as follows:

Years
Switches 7
Technical equipment and software 5
Leasehold improvements 5
Office furniture, fixtures and equipment 5

Depreciation expense for the period from inception (July 2, 2007) through December 31, 2007 amounted
to $684,637.

Goodwill and Other Intangible Assets )

Goodwill represents the excess of the cost of an acquired entity over the net fair value of assets acquired
and liabliities assumed. The Company accounts for its goodwill in accordance with Statement of
Financial Accounting Standard ("SFAS"} No. 142 - Goodwill and Other Intangible Asset. Under this
pronouncement, goodwill is not amortizable, but requires the Company to test goodwill for impairment
annually. Impairments, if any, will be expensed in the year incurred. As of December 31, 2007, there
was no impairment to goodwill.

Other intangible assets primarily consist of trademarks, customer lists and LMDS licenses. The useful
lives of trademarks were determined to be indefinite and, therefore, these assets are not being amortized
and have been tested for impairment. There was no impairment of trademarks at December 31, 2007,
LMDS is an authorized fixed broadband wireless service that may be used to provide high-speed data
transfer, telephone service, telecommunications network fransmission, internet access, video
broadcasting, video conferencing, and other services. Customer lists and LMDS licenses are being
amortized on a stralght-line basis over thelr estimated economic lives of 8 and 25 years, respectively.

The straight-line method of amortization reflects an appropriate allocation of the cost of the intangible
assets to earnings in proportion to the amount of economic benefits obtained by the Company in each
reporting period.

Income Taxes

The Company accounts for income taxes In accordance with Statement of Financial Accounting
Standards No. 109 - "Accounting for income Taxes." Deferred income taxes are determined based upon
enacted tax laws and the rates applied to the differences between the financial statements and tax basis
of assets and liabilities.

Accounts Payable
The Company performs periodic bill verification procedures to identify errors in vendors' billing processes.

The bill verification procedures include the examination of bills, comparing billed rates with contracted
rates, evaluating the trends of invoices amounts by vendors, and reviewing the types of charges being
assessed. [f the Company concludes that it has been billed inaccurately, it will dispute the charge with
the vendor and begin resolution procedures. Although dispute charges may relate to several periods, in
accordance with industry standards dispute resolutions are taken in the period of resolution. Disputes of
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS:
December 31, 2007

this nature occur in the ordinary course of business within the telecommunications’ industry, As of
December 31, 2007, the offset to accounts payable as a result of the unresolved disputes was
$1,470,797. Also, included in accounts payable in the Consolidated Balance Sheet is a liability for
outstanding checks of $3,458,771 as of December 31, 2007.

Warrants .

Warrants (as defined in Note 11) to purchase shares of the Company's common stock have been
classified as equity in accordance with EITF 00-18: “Accounting for Derivative Financial Instruments
Indexed to, and Potentially Settted in, a Company’s Own Stock.”

Sales Taxes
The Company coliects sales taxes from customers and remits these amounts to applicable taxing
authorities. The Company’s accounting policy is to exclude these taxes from revenues and cost of sales.

Revenue Recognition

The Company records as revenue the amount of communications services rendered. Revenue is
recognized as service is provided to customers, who are billed monthly. Provisions for discounts and
credits are recorded as revenue is recognized. Unbilled receivables (Note 2) represent revenues earned
for communications services rendered but not yet billed.

Advertising
The Company expenses all advertising costs when the advertising first takes place. Advertising

expenses for the period from i_ncept-ion (July 2, 2007) through December 31, 2007 amounted to $45,875.

Congentration of Credit Risk .

Financial instruments that potentially subject the Company to concentration of credit risk consist primarily
of accounts recelvable and cash depository accounts. The Company grants credit and perform ongoing
credit evaluations of its customers, and generally does not require collateral. The Company maintains all
of its cash in accounts at high credit quality financial institutions. The Federal Deposit Insurance
Corporation ("FDIC") insures these cash accounts up fo $100,000. The Company periodically assessed
the financial conditions of the commercial banks and believes the risk of loss is minimal.

Accounting Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the

United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Management's estimates of the accrued potential back-bill charges is based on actual back-bill charges
received from certain carriers, terms of carrier contracts allow back-bills for 24 months, and historical
experience with back-bllls from carrlers.
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

Recently lssued Accounting Pronouncernents

In September 2006, the FASB Issued Statement of Financial Accounting Standard (SFAS) No. 157, Eair
Value Measurements (SFAS 157). SFAS 157 defines fair value, establishes a framework for measuring
fair vaiue in generally accepted accounting principles (GAAP), and expands disclosures about fair value
measurements. SFAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007. Management does not expect the adoption of SFAS 157 to significantly affect the
Company's financial condition or results of operations.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial
Liabilities (SFAS 159). SFAS 159 permits entities to choose to measure many financial instruments and
certain other items at fair value and establishes presentation and disclosure requirements to facilitate
comparisons between entities that choose different measurement attributes for similar types of assets
and llabilities. SFAS 1569 is effective for fiscal years beginning after November 15, 2007. Management
has not vet determined the impact, if any, from the adoption of SFAS 159.

’

NOTE 2 - INITIAL PUBLIC OFFERING AND BUSINESS COMBINATIONS

The Company completed an initial public offering (“IPO") of 26,802,000 shares of common stock and
40,000 shares of redeemable preferred stock on July 2, 2007 raising $80 million in cash less issuance
costs of $3 million. Also, included in the number of shares denoted above was an issuance of 15,576,000
shares of common stock in conjunction with the concurrent acquisitions of First Communications, LLC
and Xtension Services, Inc. and 1,326,000 shares of common stock to certain members of management
of First Communications, LLC and Xtension Services, Inc. In addition, warrants were issued to
purchasers of Preferred Stock and certain common stockholders.

On July 2, 2007, the Company acquired all of the issued and outstanding membership units of First
Communications, LLC (an Ohio Limited Liability Company) (‘FC LLC") for $59.2 million in cash which
included $29.5 million for the repayment of its debt and the issuance of 13,176,000 shares of common
stock having a value, based on the $5 IPO price, of approximately $65.9 million, together with an earn-out
in an amount equal to five percent of gross revenues of the in-building BPL business payable on a rolling
five year-basis, with the Company having an option at the end of each such five year period to purchase

royalty streams for their fair market value.
Concurrently, the Company acquired all of the issued and outstanding stock of Xtension Services, Inc. (a
Delaware Corporation) (“Xtension”) for $11 million cash and the issuance of 2,400,000 shares of common

stock having a value, based on the $5 IPO price, of approximately §12 million.

The primary reason for the acquisitions was to increase the Company's market share in certain targeted
areas and to position the Company for further expansion.

10




FIRST COMMUNICATIONS, INC.
- AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

In accordance with SFAS 141, Business Combinations, the Company applied the purchase method of
accounting to record these acguisitions. The accompanying consolidated financial statements include the
operating results of each company from the date of acquisition.

The purchase price allocation to the assets acquired and liabilities assumed are based on their fair values
on the date of acquisition and are as follows:

Assets Acquired:

-
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Cash and cash equivalents $ 493,691
Accounts receivable - trade, net 14,312,683
Accounts receivable - related party 546,991
Inventory 228,194
Prepaid expenses 1,797,455
Property and equipment 5,883,245
Goodwilt 103,410,455
Other intangibles, net 66,400,000
Deferred tax assets 458,583
Deposits and other assets - 596,352
Total assets acquired 194,128,649
Liabilities Assumed: .

Accounts payable - trade 14,904,826
Accrued expenses 11,787,677
Deferred tax liabilities 13,392,150
Deferred revenues 2,506,195
Total liabilities assumed 42,590,848
Net assets acquired $ 151,537,801

Approximately $66.5 millibn of goodwill arising from prior acquisitions of FC LLC is expected to be
deductible for income tax purposes over a period of 15 years from the original acquisition dates.

NOTE 3 -~ ACCOUNTS RECEIVABLE - TRADE
Trade accounts recelvable are comprised of billed and unbilled receivabies. At December 31, 2007,
billed receivabies amounted to $15,269,657. Unbilled receivables amounted to $871,716 as of December

31, 2007. Trade accounts receivable are offset by an allowance for doubiful accounts of $1,171,000 at
December 31, 2007,
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

NOTE 4 — OTHER INTANGIBLE ASSETS

‘The following is a summary of other intangibie assets at December 31, 2007:

Other
Intangible Accumulated
Assets Amortization Net
Trademarks $ 12,400,000 § - $ 12,400,000
Customet lists 48,000,000 3,000,000 45,000,000
LMDS licenses 6,000,000 120,000 5,880,000

$ 66400000 $ 3120000 § 63,280,000

Total amortization expense related to other intangible assets for the period from inception (July 2, 2007)
through December 31, 2007 was $3,120,000.

As of December 31, 2007, future estimated amortization expense related to amortizable other identifiable
intangible assets will be:

2008 $ 6,240,000
2009 § 6,240,000
2010 $ 6,240,000
2011 § 6,240,000
2012 $ 6,240,000
Thereafter $ 19,680,000

NOTE 5 - LINE OF CREDIT
In July 2007, the Company entered into a $6,000,000 unsecured demand line of credit with a bank, with

variable interest rate at one month LIBOR plus 150 basis (6,345% at December 31, 2007). The balance
outstanding on the line of credit was $624,598 at December 31, 2007.

NOTE 6 — OPERATING LEASES
The Company leases facllities and certain office equipment under operating leases expiring at various

dates through February 2013, Certain leases require the Company io pay specified faxes, insurance,
utilities, repairs and maintenance on the leased items.

12
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AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

Approximate minimum future rental payments under these operating leases are as follows:

2008 $ 1,343,884
2009 1,437,700
2010 1,034,551
2011 683,931
2012 567,398
Thereafter 94,567
516203

Rental expense under these operating leases aggregated $779,635 for the period from inception (July 2,
2007) through December 31, 2007.

NOTE 7 - RELATED PARTY TRANSACTIONS

The Company provides telecommunication services o a shareholder, and also had a management
service agreement (the “agreement”) with the shareholder to provide management services through
December 31, 2007 which amounted to $4,353,210 or 6.7% of revenues, recorded within revenues, net —
related party in the Consolidated Statement of Income, for the period from inception (July 2, 2007)
through December 31, 2007. The agreement related to this shareholder's telecommunications
subsidiary, which the Company subsequently acquired on March 6, 2008. In accordance with the
agreement, included in the related party revenue is management fee income of $400,000. The accounts
receivable balance for this shareholder was $501,821 at December 31, 2007

The Company has an agreement with related parties to provide services to unrelated parties. As a result
of this agreement, the Company has recorded deferred revenue of $196,151 from an unrelated party at
December 31, 2007 of which $27,463 is classified as current. This deferred revenue will be earned
ratably over twenty years beginning October 2003.

NOTE 8 - EMPLOYEE BENEFIT PLAN

The Company has a contributory 401(k) profit-sharing plan covering substantially all employees.
Generally, employees must have at least one-haif year of service and be twenty-one years of age to be
eligible.to participate in the plan. Employees are able to contribute up to 15% of their compensation to
the plan with employer matching contributions of up to 4% of employee compensation. Total employer
contributions made under the plan equaled $49,025 for the period from inception (July 2, 2007) through
December 31, 2007.

13
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

NOTE 9 - MAJOR CARRIERS

The Company has agreements with various carriers io permit the Company's customers to use their
networks. If these carriers decide not to continue those agreements due to a change in ownership or
other circumstances, this could cause a loss of service in certain areas and possible loss of customers.
The Company purchases network access from three major carriers comprised 65.6% (24.3%, 21.6%, and
12.7%) of cost of facilitles for the period from inception (July 2, 2007) through December 31, 2007.

NOTE 10 — INCOME TAXES

The income tax provision is comprised of the following:

Cutrent:
Federal $ 1,045,932
State and local 143,534
1,189,466
Deferred:
Federal 934,720
State and local 130,474
1,065,194

2,354,660

The difference between the Company's effective income tax rate and the federal statutory rate of 35% is
primarlly due to the impact of the state and local income taxes. Deferred income taxes are provided for
temporary differences between amounts of assets and liabilities for financial reporting purposes and such
amounts as measured by tax laws. The Company’s deferred tax balances are primarily due to temporary
differences related to prepaid expenses, allowance for doubtiul accounts, depreciation of fixed assets and
amortization of intanglble assets. ’

The net deferred tax balances consist of the following:

Total deferred tax assets 3 641,163
Total deferred tax liabilities (14,160,924)
Total net deferred tax liabilities $ (13,519,761)

The realization of the Company's deferred tax assets are significant estimates requiring assumptions
regarding the sufficiency of future taxable income to realize the future tax deductions from the reversal of
deferred tax assets.

14
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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The Company adopted Financial Accounting Standards Board (FASB) Interpretation No. 48 {FIN 48),
Accounting for Uncertainty in Income Taxes on July 2, 2007. FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in 2 Company's financial statements in accordance with Financial
Accounting Standards Board (FASB) Interpretation No. 108 (FIN 108}, Accounting for Income Taxes.
The interpretation prescribes a threshold for the financial statement recognition and measurement of a tax
position taken or expected to be taken within an income tax return. For each tax position, the Company
must determine whether it is more likely than not that the position will be sustained upon examination
based on the technical merits of the position, including resolution of any related appeals or litigation. A
tax position that meets the more likely than not recognition threshold is then measured to determine the
amount of benefit recognized within the financial statements. No benefits may be recognized for tax
positions that do not meet the more likely than not threshold. The adoption of FIN 48 did not have a
material impact on the Company's financial position or results of operations.

The Company's unrecognized tax benefit for uncertain tax positions was immaterial at December 31,
2007,

NOTE 11 - STOCKHOLDERS' EQUITY

Common Stock
The Company issued 26,902,000 shares of common stock, par value of $0.001 per share, in its IPO on
the AIM exchange on July 2, 2007, consisting of 26,067,000 Class A voting shares and 835,000 Class B

non-voting shares.

Redeemable Preferred Stock

- The Company also issued 40,000 shares of its Series A Preferred Stock (Preferred Stock) in its [PO on
July 2, 2007 at an original issue price of $1,000 per share. The Preferred Stock has a par value of $0.001
per share and a liquidation preference of $1,000 per share. The Company has the option to redeem
preferred stock at any time at the original issue price plus all accrued but unpaid dividends. The holders
may redeem part or all of the Preferred Stock on or after July 2, 2012. '

The Preferred Stock does not bear interest for the fifteen month period from July 2007 to September
© 2008. Thereafter, dividends are cumulative and accrue at a 12% annual rate based on the original issue
price. On March 6, 2008, 25,000 shares of Preferred Stock were redeemed in conjunction with obtaining
a new credit facility which is described in Note 13 Subsequent Events.
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FIRST COMMUNICATIONS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

Warrants
The Company issued 3 different warrant instruments (Tranche 1, Tranche 2, and PO warrants):

Tranche 1 Warrants

The Company issued warrants (Tranche 1 Warrants) to Series A Preferred Stockholders in
conjunction with its 1PO, pursuant to which they are entitled to purchase up to 5,333,333 shares
of the Company's common stock at $0.05 per share. The Tranche 1 Warrants are exercisable by
the holder at any time and expire on July 2, 2012. The holders of the Tranche 1 Warrants have
agreed that, subject to certain exceptions, they will not dispose of any interests in the Tranche 1
Warrants or common stock shares issued upon exercise of the warrants before July 2008. The
fair value of the Tranche 1 Warrants was $26,453,432 at issuance date using a Black-Scholes
pricing model and is included in additional paid in capital.

Tranche 2 Warrants

The Company issued warrants (Tranche 2 Warrants) to Series A Preferred Stockholders, In
confunction with its IPO, pursuant to which they are entitled to purchase from the Company up to
8,000,000 shares of the Company's common stock at $7.50 per share. The Tranche 2 Warrants
are exercisable at any time by the holder and expire on the third anniversary of the date of
redemption of the Series A Preferred Stock. The holders of the Tranche 2 Warrants have agreed
that, subject to certain exceptions, they will not dispose of any interests in the Tranche 2
Warrants or common stock shares issued upon exercise of the warrants before July 2008. The
fair value of the Tranche 2 Warrants was $5,360,000 at issuance date using a Black-Scholes
pricing model and is included in additional paid in capital.

1PO Warrants

The Company issued warrants to-certain common stockholders, pursuant to which they are
entitied to purchase from the Company up to 2,000,000 shares of the Company's common stock
at $7.50 per Share. These IPO Warrants are exercisable at any time by the holder and expire on
the third anniversary of the date of redemption of the Series A Preferred Stock. The fair value of
the IPO Warrants was $1,340,000 at issuance date using a Black-Scholes pricing model and is
included in additional paid in capital.

NOTE 12 — CONTINGENCIES

The Company is subject to various claims and legal proceedings covering a range of matters that arise in
the ordinary course of its business activities. Management believes that any liability that may ultimately
result from the resolutions of these matters will not have a material eifect on the Company's financial
position, results of operations or cash flows.
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AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

NOTE 13 — SUBSEQUENT EVENTS

On March 6, 2008, the Company acquired substantially all of the assets of FirstEnergy Telecom Services,
Inc. (FE Telecom), a fiber and wireless infrastructure provider, for $45 million in cash along with the
assumption of deferred revenue and subject fo certain working capital adjustments to be determined
within 45 days after closing the transaction. FE Telecom was a subsidiary of FirstEnergy Corp., which is
a shareholder of the Company.

Concurrently, the Company closed a $90 million credit facllity, syndicated by JP Morgan Securities Inc.
The financing facility includes a $70 million term loan and a $20 million revolving line of credit (which
replaces the line of credit agreement described in Note 5), secured by substantially all of the Company’s
assets. The proceeds of the new credit facility were used to pay for the acquisition of FE Telecom, along
with the pro-rata redemption of $25 million of the Company's outstanding preferred stock, and will be
used ongoing for general working capital purposes. The facllity is five years, with pricing starting at 375
basis points over US LIBOR (53% of which is fixed under interest rate swaps for 3 years at 3.03% and
22% of which is fixed for 5 years at 3.56%). The Company also has the ability to increase the term loan
by an additional $25 million under an accordion feature.
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EXHIBIT B

Pre- and Post-Transaction Illustrative Chart
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EXHIBIT C
Transaction Document

(CONFIDENTIAL- FILED UNDER SEAL)

Petitioners seek confidential treatment of the proprietary and confidential information
contained in Exhibit C regarding Petitioners’ propose business operations. This information is
not normally subject to inspection by the public. Unrestricted availability of the details of the
confidential information or terms of the agreement would provide competitors with key
knowledge regarding Petitioners’ finances and operations that would otherwise be unavailable
and could place Petitioners at a significant competitive disadvantage. Confidential treatment of
the information contained in Exhibit C is therefore required to avoid commercial and competitive
injury. Accordingly, Exhibit C is being filed under seal in separate sealed envelopes.

A/72601703.1
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STATE OF OHIO

LN O LD

CITY OF AKRON

VERIFICATION
I, Joseph R. Morris, state that I am Chief Operating Officer of First Communications,
Inc.; that I am authorized to make this Verification on behalf of First Communications, Inc.; that
the foregoing filing was prepared under my direction and supervision; and that the contents are

true and correct to the best of my knowledge, information, and belief.

Q/m/

Joseph K. Morris
Chief Qperating Officer
First Communications, Inc.

Sworn and subscribed before me this Zﬁday of July, 2008.

J l@ Yoo Y
Notary Pgblic
My commission expires _{ \ aoaL0U0 ﬂf 24, 2013

N
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STATE OF ILLINOIS

CITY OF CHICAGO

Lon LN Lon

VERIFICATION
I, M. Gavin McCarty, state that I am Chief Legal Officer of Globalcom, Inc.; that I am
authorized to make this Verification on behalf of Globalcom, Inc.; that the foregoing filing was
prepared under my direction and supervision; and that the contents are true and correct to the

best of my knowledge, information, and belief.

M. Gavin@]/{co(;ay
Chief Lega icer

Globalcom, Inc.

Sworn and subscribed before me this 22 day of July, 2008.

onay mad dongco
Notary Public

My commission expires ___ 04 30| i

L0 20 2 S 2 S SRR,

[

OFFICIAL SEAL ;
NANCY MALDONADO |

NOTARY PUBLIC - STATE OF ILLINOIS

: MY COMMISSION EXPIRES:04/30/11 ::

TN
A/72523381.1



