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VIA FEDEX

Arizona Corporation Commissio
August 19, 2003 DOCKETE n

D

Docket Control Center AUG 2 0 2003
ARIZONA CORPORATION COMMISSION
1200 W. Washington Street DOCKETED BY CA"[/
Phoenix, Arizona 85007

Re: Docket No. T-03253A-96-0464
US South Communications, Inc. d/b/a US South and d/b/a INCOMM

Dear Sir:

US South Communications, Inc. d/b/a US South and d/b/a INCOMM ("US South") herewith
files its audited financial statements for 2000 and 2001. US South requests an extension until
August 31, 2003 to file its audited financial statements for 2002 and the remainder of its
responses to staff's third set of data requests in the above referenced Docket. US South
apologizes for this delay but prefers to wait to file its 2002 financial statements with the
audiitor’s report.

An original and 13 copies are enclosed. Please acknowledge receipt of this filing by date
stamping the extra copy of this transmittal letter and returning it in the enclosed prepaid
envelope. Inquiries pertaining to this filing should be directed to me at (205) 330-1703.

Yours truly,

Bobbi Ferguson
Consultant to
US South Communications, Inc.

Enclosures

16061 Carmel Bay Drive ® Northport eAlabama 35475
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Grant Thornton &

Accountants and
Management Consufants
Grant Thornton LLP

Tne US Memper Fam of
Gramt Thornton Intérhational

Report of Indegenggg[ Cergfied Public Accountants

Board of Direcrors and Srockholders
U. S. South Communcatons, Inc. and Subudiary
Adanca, Georgia

We have auditad the consolidated balance sheers of U. S. South Communicaoens, Inc. and Subsidiary, as of
December 31, 2001 and 2000 and the related consolidated starements of earmings, changes in aecumulated
defiar and cash flows for the years then ended. These financial statements are the respoasihility of the
Compzany’s management. Our responsibility is 1o express an opinion on these finanaal statements based on

our audits.

We conducted our audirs 1 accordance wath audinng standards generally aceepred in the United States of
Amernica. Those siandards requure that we plan and perform the audit 1o obrain reasonable assurance about
whether the finandal statements arc free of matenal musstarement. An audit includes cxamining, on a test
basis, evidence supporang the amounts and disclosures in the financial statements. An audi also includes
assessing the accounting paaciples used and sigmficant csumates made by management, as well as evaluaang
the ovesall financial starement prescntaton. We believe our audirs prowde 2 reasonable basis for our opinion.

In our opiniog, the cousalidated financial staternents referred o 2bove presenr faly, in all marenal respects,
the consolidated finanaal position of U. $. South Communicanons, Inc. and Subsidiary as of December 31,
2001 and 2000 and the consolidated resuits of thewr operanons and thew consolidated cash flows for the years
then ended, i conformity with accounnng prncples generally accepted in the Uruted States of Amenica.

MWLM

Atanma, Georgia
May 3, 2002

2300 North Towe:

235 Peacnwee St NE.

Atianta, GA 30301499 3
Tet 404 330-2000

Fax 404 3302047




AUG-18-03 12:40 FROM-U.S SOUTH/INCOMM T-786 P.1417 F-083

U. S. South Communicataons, Inc. and Subsidiary
CONSOLIDATED BALANCE SHEETS

December 31,
|
|

ASSETS
2001 2000
CURRENT ASSETS A
Cash and cash cquvalents ' 3 1,168,363 b 2,158,728
Trade accounts receivable, net of an allowance for doubeful
sccounts of $114,789 and $178,159, respecuvely 6,110,980 7.850,561
Inventonies 785,819 05,891
Prepaid expenses 166,079 144,201
Note receivable 143,177 253,132
Deferzed taz asset - 171,000
Other current assers : 61,693 57.505
Toral current assers 8,436,111 10,711,018
PROPERTY AND EQUIPMENT, NET 6,819,085 6,303,024
OTHER ASSETS
Sofrware development costs, net 325383 356,971
Cosrts it excess of net assers acquised, net 1,939,748 1,641,245
Licenses and rademarks, net 211,813 162,013
Due from celated party 17,505 9,255
2,494,449 2,169,484

$ 17,749,645 $ 19,183,526

The accompanying nuies are un integral part of thess Skalementy.
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LIABILITIES AND STOCKHOLDER’S EQUITY

2001 2000
CURRENT LIABILITIES
Line of czedit $ © 093162 -
Curzent mamnnes of long-tezm debt 1,248,996 484,566
Trade accounts payable . 6,512.245 0,830,913
Deferced revenue 1,332,643 2,049,157
Due 1o seller Note B) 16,263 849,392
Accrued labihnes 1,386,369 1,028,046
Customer deposits 13,130 1,637,157
Toral currenr Habiliges 11,503,038 15,879,231
LONG TERM DEBT, NET OF CURRENT MATURITIES 4,148,432 2,2822N
DEFERRED TAX LIABILITY - 563,000
COMMITMENTS AND CONTINGENCIES -
STOCKHOLDER’S EQUITY
Common stack, no par value, 25,000 shates authonzed,
25,000 shares 1ssucd and outstanding 10 10
Retained earmungs 2,098,145 458 994
2.098,155 459,004

$ 17,749,645 $ 19,183,526




AUG-18-03  12:39 FROM=U.S. SOUTH/INCOMM T-796 P.12/17  F-983

U. S. South Communicarions, Inc. and Subsidiary

CONSOLIDATED STATEMENTS OF EARNINGS AND
CHANGES IN RETAINED EARNINGS

Years ending December 31,

2001 2000
Revenue (Note ]) $ 52,982,324 $ 41977042
Less: Discounts 8,814,712 7.429,966
Net revenue 44,167,612 34,547,076
Cost of revenue (Nowe G) 25,703,731 21,565,114
Gross profit 18,463,881 12,981,962
Selling, general arid admuustratve
Expenses 16,869,162 11,886,883
Operaring profic 1,594,719 1,095,079
Other income (expenses)
Interest expensc (471,157) (176,374)
Interest ncome 52,678 96,229
Other income 86,373 -
Ner earnings before income raxes 1,262,613 1,014,934
Income taxes (Nose ) 376,538 (404,242)
Ner eamings 1,639,151 610,692
Rertained earnings (deficit), beginning 458,994 (151,698
Retained earnings, end $ 2.098.145 $ 458,994

The accompanysng notes are un infegral purt of these starements.
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U. S. South Commauaicadons, Inc. and Subsidiary
CONSOLIDATED STATEMENTS OF CASH FLOWS
December 31,
2001 2000
Cash flows from operanng activities:
Ner earmungs b 1,639,151 $ 610,692
Adjusunents 10 reconale net carngs 10 net cash provided by
operanng acuviges:
Prowvision for doubrful accounts . 342 878 98,112
Depreciaton and amornzauon 1,758,148 1,241,069
Changes in operaung assets and habdines.
Accounts receivable 1,396,703 (4,759,573)
Notes receivable 109,953 (253,132)
Due from relared pasty (8,250) 70,122
Invenrtones (689,928) 35,634
-Prepaid expenses _ {(21,878) 1,162
Other assets (4,188) (26,875)
Accounrs payable and accrued hzbilines (3,793,273) 5,757,712
Deferred revenue (716,519) 388,169
Deferred raxes (392,000) 392,000
Custamer deposits {1,623 977) 1,605,096
Net cash provided by (used in) operating acuviues (2,003,174) 5,160,188
Cash flows from investng acuvities:
Payment for business acquired (482,781) (2,670,726)
Capital expendirures (1,859,656) (3.771,786)
Payment for licenses and omademasks {61,607) -
Capiralized sofrware development costs (186,880) (18,850)
Ner cash used in invesung activities (2,590,924) (6,461,362)
Cash flows from financing acavisics:
Ner proceeds from (payments an) debt 3,623,733 1,254,848
Ner cash used in financing acuvinces 3,623,733 1,254,848
Net increase (decreasc) in cash (970,363) (46,326)
Cash at beginning of period 2,138,728 2,185,054
Cash atend of periad $ 1,168,363 $ 2,138,728
S leme 1sclosures ; ow Info
Cash paid during the period for mterest § 471,156 ) 176,374
Cash pad for income raxes $ 41,506 ) 3,532

The accompanying nules are an imitgral par of these starements.
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U. S. South Communicarions, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2001 and 2000

NOTE A - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

w U. S. South Communications, Inc. (the "Company) was wncorporated in October 1994. The Company
' provides prepaid telecommuaicanons services to customers throughout the United Seates through s
proprerary switchung platform.

1. PBonaples of Consolidaton

The accompanying financial stazements have been prepared on a consolidated basis. They iaclude the
accounts aof the Company, its 100% owned subsidiary, Interacove Commumicatons Intemaconal, Inc
Interactive Communicanons Intersnonal, Inc. also prowides prepaid telecommunicagons services to
customers throughout the Unmted Statws. Dunng 2001, the sale shareholder of US. South
Communications, Inc. transfcrred his 20% ownership of Inreracuve Communicanons Inrematonal, Inc. 10
the Company. All significant intescompany accounts and @ansactions have been eliminated.

The December 31, 2000 financial statemnents have been prepared on 2 combined basis.

2. Use of Fsnmares in che Preparadon of Fimancial Srarements

The preparaton of financial smrements i conformity with generally accepred accounaong panciples
requires management to make esdmares and assumpuons that «ffect the zepocted amounts of assets and
liabihities and disclosure of conmngent assers and liabilines at the date of the financial statements and the
reported amounts of revenues and cxpenses dunng the reporting penod. Acrual results could differ from
those estimartes (see Noe J).

3. Cashand Cash Equivalents

The Company considers all highly iquid investuments wath a marturity of one year or less when purchased to
be cash equivalents. The carrying value of cash equivalents approximares faic value.

4. Resmcred Cash

At December 31, 2001 and 2000, $60,000 and $80,000 of cash cquivalents was pledged as collateral on
lease agreement, respecuvely. This collateral is decreased aanually through the remaiming lease term.

5. ]nw 5

[nventones uce stated at che lower of cost or market. Costis detezmined using the fusst-in, fiest-our (FIFQ)
method. Laventories consist primacly of cellular equipment.

0. ape n winmen

All property and cquipment are cecorded at cost. Depreciavon 18 provided using pnncipally the szaght-hne
method over the esnmated uscful Lives of the rclated assers, ranging from three 1o fifteen yeass.

8

e e—— |
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U. S. South Communicadoas, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2001 and 2000

NOTE A - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - CONTINUED

7  Softwarr Development Cosis

All sofrware development costs aze charged 1o expense 33 incurred unal technological feasibility has been
esublished for the product. Sofrware development costs incurred after technological feasibility has been
established are capiaalized and amortzed, commenang wath product release, on a sowaghr-hne basis aver
three years or the useful lfe of the product, whichever 1s shorter. Accumulated amornizadon of sofrware
development costs was §396,954 and $178,486 ac December 31, 2001 and 2000, respecavely. Amoruzanon
expense charged to operadons was $218,368 and §178,486, for the years ended December 31, 2001 and
2000, respecuvely. The Company capialized §186,880 and §18,850 of sofrware development costs in 2001
and 2000, respecuvely.

8. Cosrj ; of Ner Assers / 1 nses and Trademarks

The cxcess acqusition cost over the far value of net assets of a business acquired is amoruzed over 10
years on a suaight-line basis. Accumulated amornzanon of costs in cxcess of net assers acquired is $430,048
and $245,775 at December 31, 2001 and 2000, respecnvely. Licenses and trademarks are being amoranzed
on a suaghr-line basis over 15 1o 20 yeass. Accumulated amortzanon on these assers 15 $51,915 and

$40,103 atr December 31, 2001 and 2000, respecnvely.

9. Revepue Recopnidon and Esamared Costs

The Company's revenue originates from customer usage of prepaid calling cards and other long distance
services. Under the majority of agreements with customers, the Company sells cards at 2 fixed pnce with
normal credit terms. When the cards are acavated, defemed revenue is recogruzed. The Company
recognuzes revenue and reduces the deferred revenue over the penod of esumated usage up ro 90 days afrer
acuvanon of the cards. The Company also recogruzes deferzed revenue upon recharge of exisung phane
cards and rccognizes revenuc over the period of esnmated usage up to 60 days after zecharge of the casds.
Revenue for any unused munutes semaning at 60 days after acovadon is recorded in full based on past
expenence. Revenues for long distance services are recogmized as time 15 used by the customer.

10. Advermsing Expense

All adverusing costs ace expensed in the penod mcurred. Adverusing expense for the years ended
December 31, 2001 and 2000, was approumarely $1,243 000 and $695,000, respectvely.
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U. S. South Communications, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

| December 31, 2001 2ad 2000

NOTE A — NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - CONTINUED

11. Income Tazes

The Company has filed a subchaprer S clecnion to be effecuve Janoazy 1, 2002. Accordingly, in 2001, the
Company climinated its net defcrred tax Labiliry as this will never be incurred at the corporate level,

The Company accounted for income taxes using the asset and liability method. Under tus method,
deferred tax assets and liabilines were recognized for the furnure rax consequences artabutable 1o differences
between the Bnandal statement cargying amounrs of exisung assets and Labilides and their respecnve tax
bases. Deferred rax ussets and liabilines were measuced using enacred tax rates applied to raxable income.
The cffeer on deferred tax assets and labilides of 2 change in cax rates was zecognized in income 1n the
peniod that includes the enacunent date. A valuanon allowance was provided for deferred rax assets when
1t was more likely than nor thar the asser would nor be realized.

12. Major Customers and Copcenrranon of Credit Risk

The Company’s sales and accounts receivable do not represent significant concenwations of credic nsk for
the yeur ended December 31, 2001.

Sales to threc customers accounted for approzimately 29% of toral combmed sales for the year ended
December 31, 2000. Additonally, approximately 18% of combined accovarts zeceivable ar December 31,
2000 were from three customers. The Company has long-term contracts with thesc customers.

13. Ezir Value of Finanaial Instmiments

The Company’s financal instwruments recorded on the balance sheer include cash, accounrs reccivable,
accounrs payable and debr. Because of their shost mamunties, the carrying amount of cash, accounts
seceivable and accounts payable approximares far market value. The fair value of the Company’s long-
terrn debt approximates carrying value based on the cument rates offercd to the Company for debe of

sumalar terms.

NOTE B - BUSINESS ACQUISITIONS

On June 30, 2000, the Company acqured certain assers of Cable & Wireless Global Card Services, Inc. and
Cablc & Wueless Global Business Secvices, Inc. for cash considerason of $2,500,000 and rclated darect
expenses of $170,726.
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U. S. South Communicatons, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2001 and 2000

NOTE B - BUSINESS ACQUISITIONS ~ CONTINUED

Effccuve July 1, 2000, the Company acquired certawn assets of Comdata Network Inc. The purchase pace
of these asscrs 15 structuced as follows: The Company is to pay 4 magimum of §258,000 of the purchasc
price during the period berween Qctobez 1, 2000 and December 31, 2000 based upon one hundred percenc
of the nct income generated by rthe customers acquired. For the penod fanuary 1, 2001 through Decembes
31, 2004, the Company 15 10 pay a maxmum smount of $3,750,000 based on fifty percent of the ner
income generated by the customers acquired. Thesc payments aze 10 be made quartedy. As of December
31, 2001, §511,201 had been paid by the Company represenang the camout for the period Ocrobes 1, 2000
through December 31, 2001. Goodwill has been increased by the amount of these payments. As of
December 31, 2001 and 2000, the Campaay has accrued $16,263 and $849,392, respeenvely, due 1o che
scller which represents opersung expenses paid by the seller on behalf of the Company.

All acqusinons have been accounted for using the purchase method of accounung  Accordingly, the
vanous assets acquired have been recorded ar thar respecuve esdmared far values as of the dares of
acqusiuon. There were no Labilides assumcd. The results of operanoans of the acquized businesses have
been included in the accompanying statements of operations since the dares of acquusition.

The followang summanzes the allocadon of the purchase prces 1o the major categones of assers acquired
for these acquisinons in 2000:

Accoun's reccivablc 3 935,610
laventory 50,000
Compurers and cquipment 100,000
Carrier deposits 500,000
Goodwall recorded 1,339,823

2,925,433
Less pucchase pnce accrued (254,707)
Cash paid, including related expenses of §170,726 ;) 2,670,726

NOTE C -~ NOTE RECEIVABLE

Dunng 2000, the Company converted an account recervablée mnto 4 nore receivabic. The note 13 payable 1n
monthly insmllments with final mstallmenr duc on October 10, 2002. The note accrues inrcrest at 10% per

annum.

11
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U. S. South Communications, Iac. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2001 and 2000

NOTE D - DUE FROM RELATED PARTY

At December 31, 2001 and 2000, the Company had a §17,505 and $9,255 joan 1o its sole sharcholder,
respecuvely, The interest rate on the loan is 5% with panapal and interest payable on December 31, 2003

NOTE E - PROPERTY AND EQUIPMENT

Properry and Equipment at December 31, 2001 and 2000 are summanzed as follows:

2001 2000
Equipment % 12,049,807 $ 10,271,783
= - - Fuarmine and fixruzes - 325,221 265,342
Leasehold improvements 596,601 574,839
12,971,629 11,111,974
Less accumulated depreciznon (6,152.544) (4,808,950)

$ 6,819,085 3 6,303,024

NOTE F-LONG TERM DEBT

Long rerm debt consists of the following:

2001 2000
Note Payable to » bank at an ntezest rate of 8%.
Payable in monthly insuilments thzough Qcrober 2004
collarcralized by a vehicle 3 19,842 $ 25 834
Note payable 1o a bank with no intesest payable.
Principal duc 1n annual inswallments theough 2003, 20,000 0,000
Note payable ar an impured 1nterest rate of 7.5%
(Nate G). Payable in monthly insmllments through
December 2003, 904,245 -
|
Capiral lease obligations 4,453,331 2,701,023
‘ 5,397,428 2,766,857
" Less current matunacs 1,248,996 484,566
$ 4,148,432 $ 228220
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U. S. South Communications, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2001 and 2000

NOTE F-LONG TERM DEBT - CONTINUED
Capra} Lease tons

The Company leases ccrran equipment under agreements classified as capual lcases.  Most equpment
leases have purchasc opnons at the cnd of the onginal lease term. The effecnve interest zate on these [cases
sange from 9.5% 10 11.1%. Propesty and equipment at December 31, 2001 und 2000 includes the followang
amounts for these leases:

2001 2000
Equpment and insrallaben § 6,029,920 $ 5,218,208
Accumulated depreciasion (2,532,566) (2,143,368)
$ 3497354  § 3,074,840

Furure munimum payments of capital leases as of Decemnber 31, 2001 aze as follows:

Years ending
2002 $ 1,410,323
2003 1,410,323
2004 1,410,323
2005 1,044,130
2006 243.409
Totul minimum lcasc payments 5,518,508
Less amount represennng intcrest (1,063,167)
Present value of net minimum lease payments $ 4,451,341

The capital lease agreements nclude certain covenanrs chat place resmicnons on the Company as to debt
service coverage, murumum cash balances and restricnons on the amount of addnonal debr allownble, as
defined m the agreement. As of December 31, 2001, the Company was 1n comphance with, or had
obtamned waivers for, all of these covenants.

Credir Agx_-ccmenr

The Company has a Credit Agrecment wath a financial insoruuon, colluteralized by all assets of the
Company, that expires November 30, 2002 and provides for borrowings of up ro $5,000,000. Intercst on
ourstanding borrowings is payable monthly at the 30-day commercial paper rate plus 2.75% (4.53% at
December 31, 2001). Ar December 31, 2001 and 2000, the outsianding balance was $993,162 and 30,
sespecavely. The credic agreement includes cerrun covenants that, among other dungs, place restcuons
on the Company as 10 2 fixed charge coverage rano and dedt 1o EBITDA raao as defined in the agreement.
As of December 31, 2001, the Company was in comphance wth, or hud obtained wuvers for, all of these

covenanis.

| 13
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‘ U. S. South Commuanications, Inc. and Subsidiary

| NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2001 and 2000

NOTE G- COMMITMENTS AND CONTINGENCIES
Qperanng Leases
The Company leases cernain facihnes and cquipmenr under agreements classified as operaung leases. Toral
tenral expense under all opcratng lease azrangemenrs was approximarely $775,000 and $663,000 for the

years ended December 31, 2001 and 2000, respecuvely. Following is a summary of approximare furure
rmummum lease payments due under operatng lease agrecments as of Decembex 31, 2001:

Years eading
2002 $ 793,746
2003 560,812
2004 417,854
- - 2005 - . 334,335
2006 216,993
Thereafter %9926
] 2.373,666
Claims and Ligegagon

In December 2001, thc Company reached a scrdement agrcement n its lawsmr with one of its
telccommunicanons providers. Ar Decamber 31, 2000 the Company had accrued a §2.8 mullion Lability
reladng to this Jawsuit. Under the scttlement agreement, the Company is requiced to pay §1.0 mullon 1o the
telecommunicatons provider in monthly nstaliments through December 2003 wath wmpured interest
payable at 7.5%. The remaing $1.8 million that was previously accrued is recorded as a decsease in the
cost of sevenue for the year ended December 31, 2001 in the accompanying consolidated statements of
earnungs and changes in retained earnings.

The Company is involved n vanous claims and lingauon, which arisc in the ordinary cousse of business. In
the opinion of management, the amount of ultmare Liabuiry with respect to thesc actons will not mareaatly
affect the finanail posinon of the Company.

NOTE H - QUALIFIED RETIREMENT PLAN

The Company has a qualified rearemeat plan wheceby all cmployces meeung eligibility requiccments basec
on number of hours worked and length of service may clect to make tax-deferred contnbunons under
Secnon 401(k) of the larernal Revenue Code. The Company's contribution 1s dererrined at the discreuon
of the board of directors. The Company conrmbuted $34,719 and $42,198 dunng the years ended
December 31, 2001 and 2000, respecavely.

14
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U. S. South Communicatioas, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2001 and 2000

NOTE [ - INCOME TAXES

Thc income rax provision consisted of the followang:

2001 2000
Current $ 15362 $ 12,242
Decferred (392,000) 392.000

$ (376538 § 404,242

The Company has filed a subchapter S clecnon to be effectve January 1, 2002. Accordingly in 2001, the
Company recorded a deferred tax benchit of $§392,000 as a resulr of the elimunanoa of ner deferred rax
Labihiges, whach will never be incurred at the corporate level. For the years ended December 31, 2001 «nd
2000, the currear expense amounrt of §15,462 and $12,242, respecuvely, represeats alternanve minimum
taxcs only as the Company unlized operanng loss carryforwards.

NOTE J - CHANGE IN ACCOUNTING ESTIMATE

Dunng 2001, the Company reviewed irs method used for csumating defcrred revenue wnd determuned that
ciscumnstances had changed sufficiendy ro warrant a change 1in this esnmate. This change 1n accounung
estimare mcreased the Compaay’s 2001 consobdared net revenues by $1,301,000.

NOTE K~ RECENT ACCOUNTING PRONOUNCEMENTS

In July 2001, the Financial Accounong Srandards Board (FASB) ssucd Suatement of Finanaal Accounong
Standards (SFAS) 141, Basineir Combinations, and SFAS 142, Goodasll und Intangtée Assers.  SFAS 141 15
effective for all business combinadons completed afrer June 30, 2001, SFAS 142 s effecavce for fiscal years
beginning afrer December 15, 2001; however, certain provisions of this Statement apply 10 goodwall and
other intangible assers acquiced between July 1, 2001 and the cffecave date of SFAS 142,

15
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U. 8. South Communicanons, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2001 and 2000

NOTE K -RECENT ACCOUNTING PRONOUNCEMENTS - CONTINUED
Major provisions of these Staremnents and their effccave dates for the Company arc as follows.

e all business combinanons initared after June 30, 2001, must use the purchase method of accounang.
The pooling of wterest method of accountng is prohibited excepr for mansactons ininated befoze
July 1, 2001.

* wmrangble assers acqured in a business combinauon must be separately recorded from goodwall of
they anse from conmacmal or ather legal nghrs or are sepurable from the acquired ennty and can be
sold, mansferred, licensed, rented or exchanged, eithes individually or as pasr of a celated conrracy,
asset ar Lhabiiry.

* goodwill, as well as inmngble assets with indefinite lives, acquired after June 30, 2001, will nor be

amortized. Effecuve January 1, 2002, all previously recognized goodwill and inrangible asscts wath

indefinite lives will no longes be subject 1o amoruzadon.

e cffecdve January 1, 2002, goodwill and inwngiblc asscts with indefinite lives will be cested for
impairment anaually and whenever there is an impairment indicator.

e all acquired goodwill must be assigned to repornng umrs for purposes of impaument tesung and
segment reparung.

In July 2001, the FASB issucd Statemenr of Financial Accountiag Standacds (SFAS) No. 143, Aaounang for
Asset Renrement Obligacions. This Statement addsesses financial accountng and reporung for oblgauons
associared with the renrement of mngible long-hived assers and the associared asser renrement costs. Thas
Statement apples 1o ull eatues. It applies to legal obhgadons ‘associated wath the renrement of long-Lived
assers that result from the acquisition, construcuon, devclopment, and (or) the normal operaton of a long-
lived assct, except for cestun obligatons of lessees. This Statement is effecdve for finanaal starements

1ssued foz fiscal years beginaing after June 15, 2002.

In August 2001, the FASB issued SFAS No. 144, Accounting for ste Impairment or Disposal of Long-Laved Asiess.
This Swtement addresses financal accountng and reporrng for the impairment or disposal of long-lived
assets and superscdes FASB Statement No. 121, 4erounting for the Impairmens of Long-Lived Assets und for Long-
Lived Assers 10 Bs Desposed Of The provisions of che Statement are effecave for financial starements 1ssucd
for fiscal years beganning afrer December 15, 2001

Although 1t1s sall reviewing the provisions of these Sztcments, management’s prehrminary assessment s
that these Statements will nor have 2 matenal impact on the Company’s financial posidon ar results of

OPEHBODS.




