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| IntheMatierof _ N THE MATTER OF THE
(o ) APPLICATION OF CONVERGENT
o~ COMMUNICATIONS SERVICES, INC.
> FOR A CERTIFICATE OF AUTHORITY
fos TO PROVIDE TELECOMMUNICATIONS




{£99-060

6455 East Johns Crossing
Suite 285
Duluth, Georgia 30097
Also Admitied in New York Telephone: (770) 232-9200
and Maryland Facsimile: (770) 232-9208
June 10, 1999
Mr. William Bullard
50 e - RECEIVED
Pierre, SD 57501-5070
(605) 773-3201 JUN 1 B
SOUTH DAKOTA PUBLIC
Re: Convergent Communications Services, Inc. UTILITIES SSION

Dear Mr. Bullard:

Emlosedpleueﬁndoncodginﬂandwn(m)eopiaofConvmcmm
Services, Inc.’s Application for Registration of a Telecommunications Company -

In order to expedite the processing of this application, I would like to suggest that all
for information by the analyst be made by either telephone or facsimile. 1 will make
everyeﬁonmmspodonthedayoftbcrequest.

lhavealsoencloeedacheckintheamounIofszso.OOpayablcwdw *South Dakota
PublkUﬁmicSCommiuion' forthcfﬂingfee.andancmmyofmisoovermwbcdﬁe
mednllrenunedwmeindnemlosedself.nddxwdpupﬁdenvclope.

If you have any questions or if I may provide you with any additional information, please
do not hesitate to contact me.

ns Services, Inc.

Enclosures
cc: Karen Bedell
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APPLICATION FOR REGISTRATION
OF CONVERGENT COMMUNICATIONS SERVICES, INC.
FILED WITH THE
SOUTH DAKOTA PUBLIC UTILITIES COMMISSION

IN THE MATTER OF THE
APPLICATION OF
CONVERGENT COMMUNICATIONS
SERVICES, INC.

FOR AN ORDER Docket No.
AUTHORIZING THE REGISTRATION
OF APPLICANT AS A
TELECOMMUNICATIONS COMPANY
APPLICATION

Application is hereby made to the South Dakota Public
Utilities Commission for an Order authorizing Convergent
Communications Services, Inc. ("Applicant® or *"CCSI*) to register
as a telecommunications company within the State of South Dakota.
The following information is furnished in support thereof:

1. Name, Address and Telephone Number of Applicant:

Convergent Communications Services, Inc.
400 Inverness Drive South, Suite 400
Englewood, CO 80112

Telephone: (303) 749-3000

2. The name undex which the Applicant will provide thege
gsxvices if different than in 1. above:




3. Applicant's corporate information:

Applicant was incorporated in the State of Colorado
on December 5, 1996. A copy of the Applicant's Articles of
Incorporation are attached hereto as Exhibit A. A copy of
Applicant's Certificate of Authority to transact business as a
foreign corporation in the State of South Dakota is attached
hereto as Exhibit B. CCSI is a wholly-owned subsidiary of
Convergent Communications, Inc. ("CCI"), also a Colorado
corporation. CCI has filed a registration statement with the
Securities and Exchange Commission, which has not, as of the date
of this filing, yet become effective. CCI's ownership structure
will remain essentially the same once the registration statement
becomes effective, except for the dilution effects of issuance of
a minority of shares to public shareholders. CCSI's structure
will not change as a result of the transaction, and CCSI will
continue to be a wholly-owned subsidiary of CCI after the
registration statement becomes effective.

The Applicant has no principal office in South Dakota. The
name and address of the Applicant's registered agent is:

National Registered Agents, Inc.

300 South Phillips Avenue, Ste. 300

Sioux Falls, SD 57102

The names and address of each corporation, association,
parctnership, cooperative, or individual holding a 20% or greater
ownership or management interest in the Applicant corporation and
the amount and character of the ownership or management interest

are as follows:

T



Name and Address Shares Owned Percen:age of all Shares
Issued and Outstanding
and Voting Control

Convergent Communications, 100%
Inc.

400 Inverness Drive South, Suite 400

Englewood, CO 80112

4. Partnership Information:
Not Applicable.

5. Description of Services Applicant intends to offexr:
Applicant is a reseller which intends to offer 1+ and
101XXXX direct outbound dialing, 800/888 toll-free inbound
dialing, and travel card service.
6. Means by which the Applicant intends to provide services:
Applicant does not own or maintain any transmission
facilities or switching equipment in the State of South Dakota.
The Applicant will provide services through MCI WorldCom, its
underlying carrier. As a reseller, Applicant has no points of
presence in the State of South Dakota, thus Applicant neithex
owns, leases, nor operates any switching. transmission, ox othexr
physical facilities in the State of South Dakota, and no guch
facilities will be used by Applicant in providing service in the
State of South Dakota. Rather, Applicant will be engaged in
reselling services provided by facilities-based carriers within
the State of South Dakota.

7. Gecqxaphic Areas in which services will be offered:

Applicant intends to provide services on a statewide basis.



8. [Fipancial Qualifications:
Applicant is financially qualified to provide intrastate

interexchange telecommunications services within South Dakota.
In particular, Applicant has adequate access to the capital
necessary to fulfill any obligations it may undertake with
respect to the provision of intrastate telecommunications
services in the State of South Dakota. See Exhibit C, which is
attached hereto, Convergent Communications, Inc.'s Form 10K for
the year ended December 31, 1998, which demonstrate that
Applicant has the financial ability to provide the services that

it proposes to offer.

matters.
All inquiries regarding regulatory matters should be
addressed to:

Karen Bedell, Regulatory Manager

400 Inverness Drive South, Suite 400
Englewoocd, CO 80112

Telephone: (303) 749-3000
Pacsimile: (303) 749-3111

E-Mail: kbedell@converg.com

All inquiries regarding complaints should be addressed to:

Denise De Salvo, Director, Customer Care
67 Inverness Drive East, Suite 110
Englewood, CO 80112

Telephone: (800) 335-3811

Facsimile: (303) 749-3111

E-Mail: ddesalvo@converg.com




The Applicant's customers will be direct billed utilizing
"real-time" completed call detail information from Applicant's
underlying carriers. Applicant's toll-free number will be on all
invoices and customer service will be provided in-house by the
Applicant.

10. Regulatory Status:

Applicant is currently in the process of cbtaining all
required authorizations from the state regulatory agencies.
Applicant is currently authorized to provide service in Alabama,
Arizona, Arkansas, California, Colorado, Connecticut, Florida,
Georgia, Idaho, Illinois, Indiana, Iowa, Kansas, Maryland,
Massachusetts, Michigan, Minnesota, Missouri, Montana, New
Jersey, North Caroclina, Nebraska, Nevada, New Jersey, New Mexico,
New York, Ohio, Oregon, Pennsylvania, Rhode Island, South
Carolina, Texas, Utah, Virginia, Washington, and Wisconsin.

The Applicant is in good standing with the appropriate

regulatory agency in the states where it is registered or

certified.




11. Description of Marketing

Applicant intends to market its services 0 primarily to
small to mid-sized businesses. All sales personnel will have
telecommunications service experience. Applicant will market
through direct sales by employees and agents. Applicant does not

intend to engage in multilevel marketing. No marketing materials

are available at this time.

12. Cost Support:

Applicant intends to provide services at a price above its

A copy of Applicant's proposed tariff is attached hereto as
Exhibit D.




WHEREFORE, the undersigned Applicant reque: ts that the South
pakota Public Utilities Commission enter an order granting this

application.
DATED this ‘g day of ’151’;21’, 1999.

Convergent Communic ons Services, Inc.

By:
Lance J.M. nhart, Its Counsel

6455 East Johns Crossing
Suite 285

Duluth, Georgia 30097
(770) 232-9200




STATE OF COLORADO

COUNTY OF DOUGLAS

Martin E. Freidel, being first duly sworn, deposes and says that
he is the Exec. V.P., General Counsel, & Secretary of Convergent
Communications Services, Inc., the Applicant in the proceeding
entitled above, that he has read the foregoing application and
knows the contents thereof; that the same are true of, his
knowledge, except as to matters which
information or belief, and to those
be true.

Martin E. Freidel ] L l J
Subscribed and sworn to before this M day of Mggb . 1999,

ary IS

My Commission expires: é’di’d&t
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<. ARTICLES OF INCORPORATION OF
1&n nx‘cmmammm4ﬂaxgxsacw=RU)uunzamuuﬂncuumm.uzn

o DR \PeiHsvE W
Pursuant to Section 7-110-107 of the Colorado Business “orporation Act, Convergent

mmnnmuwl

Comnumications Services, Inc. hereby adopts the following Amended and Restated Articles of
§7¢ ¢

$
ARTICLE L mMﬂgMﬂ)ﬂ« om m« T
g H

qrn-nu:n-:.nnaunnon-rluuaannnn.v-nuaxn-nnn.-aﬁansnnaonnuam-
—axxrooo-RI-r.nxsrnr 0,000,000 shares shall be designated as common stock, par value
na 1 per share, and 1,000,000 shares shall be designated as prefirred stock, par value $0.01 per
share. The relative rights of the shares of the preferred stock and common stock shall be as

follows:

in
-qlrnas.rla-an-nw:unuaallnnauu.r:-eongQHIUL distinguish them from the shares
of all other series. The Board of Directors hereby is expressly vested with authority to divide the

class of preferred stock into series and to fix and determine the relative rights, mitations and
‘znrd!nuoﬁnl.rlzuaﬂ.ﬂw-sn-nunu-onnirml:n.u.runz_nnnnwvnu-nnnrwnxun

Articles of Incorporation and the laws of the siate of Colorado in respect of the following:

2. The onmber of shares to constitute such series, and the distinctive designations
thereof;

b. The rate and preference of any dividends and the time of psyment of any dividends,
whether dividends are cumuiative and the date from which anv 4*videads shall accrue;

c. Whether shares may be redeemed and, if so, the redemption price and the terms
and conditions of redemption;

d. The amount payable upon shares iti event of involuntary liquidation;
e. The amount payabie upon shares ‘n event of voluntary iquidati

v




f Sinking fund or other provisions, if any, for the redemption or purchase of shares;

g The terms and conditions or. which shares may be converted, if the shares of any
mmmxedwnhthepnvﬂegeofm

h. Voting rights, if any; and

i Any other relative rights and preferences of shares of such series, including
without limitation any restriction on an increase in the nu aber of shares of any series
theretofore authorized and any limitation or restriction of rights or powers to which shares

~ of any future series shall be subject.
2. Common Stock,

2. The bolders of common stock shall have and possess all rights as shareholders of
the corporation except as such rights may be limited by the preferences, privileges and
voting powers, and the restrictions and limitations of the outstanding preferred stock. All
common stock, when duly issued, shall be fully paid and nonassessable. The holders of
common stock shall be entitled to receive such dividends as may be declared from time to
time by the Roard of Directors.

b. Each shareholder of record shall have one vote for each share of stock standing in
his name on the books of the corporation and entitled to vote, except that in the election
of directors each shareholder of common stock shall have as many voters for each share
beld by him as there are directors to be elected by the common shareholders and for whose
election the shareholder has a right to vote. Cumulative voting shall not be permitted in
the election of directors or otherwise.

c. The bholders of the shares of common stock shall be entitled to receive the net
assets of the Corporation upon dissolution or liquidation, subject to the payment of any
preferences thereto applicable to outstanding preferred stock.

3. Preemptive Rights.
No shareholder shall have preemptive rights.
ARTICLE III.
Officers And Registered Agent

L The street address of the registered office of the corporation is 67 Inverness Drive
East, Suite 110, Englewood, Colorado 80112, and the name of the registered ageat at that
address Martin E. Freidel. The written consent of the registered agent to the appointment as such

is stated below.
2. The address of the corporation's principal office is 67 Inverness Drive East, Suite
110, Englewood, Colorado 80112.
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The following provisions are inserted for the management of the business and for the
cmduaofdnlﬁmofthecorpommdthemmmﬁnhamofmdmtmﬁmumn
or exclusion of the powers conferred by law.

i.  Conflicting Interest Trapsactions. ~ Are used in this paragraph, "conflicting
interest transaction” means any of the following: (i) 2 loan or other assistance by the corporation
to a director of the corporation or to an entity in which a director or the corporation is a director
or officer or has a financial interest; (ii) a guaranty by the corporation of an obligation of a
director of the corpor tion or of an obligation of an eatity in which a director or the corporation is
a director or ~{Jicer o: has a financial interest; or (iii) a contract or transaction between the
corporatica and a director of the corporation or between the corporation and an eatity in which a
director of the corporation is a director or officer or has a financial interest. No conflicting
interest transaction shall be void or violable, be enjoined, be set aside, or give rise to an award of
damages or other sanctions in a proceeding by a shareholder or by or in the right of the
corporation, solely because the conflicting interest transaction involves a director of the
corporation or any entity in which 2 director of the corporation is a director or officer or has a
financial interest, or solely because the director is present at or participates in the meeting of the
corporation's Board of Directors or of the committee of the Board of Directors which authorizes,
approves or ratifies a conflicting interest transaction, or solely because the director’s vote is
counted for such purpose if: (A) the material facts as to the director’s relationship or interest and
as to the conflicting interest transaction are disclosed or are known to the Board of Directors or
he committee, and the Board of Directors or committee in good faith authorizes, approves or
ratifies the conflicting interest transaction by the affirmative vote of a majority of the disinterested
directors, even though the disinterested directors are less than a quarter; or (B) the material facts
as to the director’s relationship or interest and as to the conflicting interest transaction are
disclosed or are known to the shareholders entitled to vote thereon, and the conflicting interest
transaction is specifically authorized, approved or ratified in good faith by a vote of the
shareholders; or (C) the conflicting interest transaction is fair as to the corporation as of the time
it is authorized, approved or ratified, by the Board of Directors, a committee thereof, or the
shareholders. Common or interested directors may be counted in determining the presence of a
quorum at a meeting of the Board of Directors or of a committee which authorized, approves or
ratifies the conflicting interest transaction.

- E Indempification. The corporation shall, to the fullest extent permitted by the
Colorado Business Corporation Act, as amended from time to time, indemnify all persons whom
it may indemnify pursuant thereto. Expenses (including attomeys' fees) incurred by an officer or
director of the corporation or any of its direct or indirect wholly-owned subsidiaries in defending
any civil, criminal, administrative or investigative action, suit or proceeding, shall be paid by the
corporation in advance of the final disposition of such action, suit or proceeding upon receipt of
an undertaking by or on behalf of such director or officer to repay such amount if it shall
ultimately be determined that he or she is not entitled to be indemnified by the corporation as
authorized above. In the event that an officer or director incurs expenses (including attorneys’




" fees) in connection with a successfl action to enforce the sbove indemnification rights, such
officer or director shall be entitied to indemnification for such expenses. The foregoing right of
indemmification shall inure to each such director and officer, whether¢ ‘notbheorsheissuch - -
director or officer at the time such cost or expenses are imposed or incurred, and whether or not
the claim asserted against him or her is based on matters which antedate the adoption of these
revised articles, and in the event of his or her death shall extend to his legal representatives. such
right of indemnification shall not be exclusive of any other rights to which such director or officer
may be entitied to as a matter of law. Such expenses (including attorneys’ fees) incurred by other
employees and agents may be so paid upon such terms and conditions, if any, as the Board of
Directors deems appropriate. The corporation shall further have the authority to the maximum
extent permitted by law to purchase and maintain insurance providing such indemnification.

3. Advaicement of Expenses. The corporation shall, to the fullest extent permitted
by the Colorado Busin=ss Corporation Act, as amended from time to time, advance
thoalpumm:thmw

ARTICLE VIIL
Bylaws

mmammuwm“awmmdumm
Election of directors need not be by ballot.

ARTICLE IX.
Existence
The corporation, if not dissolved, shall have perpetual existence.

(attestation follows)
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EXHIBIT B

CERTIFICATE OF AUTHORITY
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Certificate of Good Standing
Foreign Corporation

L, JOYCE HAZELTINE, Secretary of State of the State of South Dakota, do
hereby certify that CONVERGENT COMMUNICATIONS
SERVICES, INC. (CO) was suthorized to transact business in this state on
September 1, 1998 1, further certify thet said corporation has complied with

state, and 30 far as the records of this office show, said corporation is in good
standing in this State at the date hereof and duly authorized to transact business in
the State of South Dakota This certificate is not to be construed as sa
endorsement, recommendation or notice of approval of the corporation's financial
condition or business activitics and practices. Such information is not availsble
from this office.

IN TESTIMONY WHEREZOF, |
have hereunto set my hand and
affixed the Great Seal of the State of
South Dakota, at Pierre, the Capital,
this February 24, 1999.

,@aagﬁwmw;




EXHIBIT C - FINANCIAL INFORMA.ION
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Report of Independent Accountants
To the Board of Directors of Convergent Communications, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated stateme=nts of
operations, of shareholders’ equity (deficit) and of cash fiows present fairly, in all material respects, the financial
position of Convergent Communications, Inc. at December 31, 1997 and 1998, and the results of their operations
!gggaﬂggg.._oxagi_gslnﬂ!g%g_.
1996) o December 3 Sog?uﬂu&gu §l&§. %«!—Eg

our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
qﬂ&ngﬂgg

the purchase price was allocated to the assets and liabilities of the Predecessor based on their estimated fair
C




CONSOLIDATED BALANCE SHEI'TS
December 31,
1997 199%
Current assets:
Cashand cash equIvalentS . . .. ..coovvnvnnncansaccnsronncennnnas $ 667344 § 25597481
e GRS SR e S 7.31!.113
L PR s LA R Ll b S R SR m
Trade accounts receivable, net of allowance for doubtful accounts of
$21389 and $1.908,811, respectively. ... .cvvuvnnerennennnnnnan 2,075,150 17,661,220
s JO RS A TR Sl L e S S e 230,809 6,826,732
Prepaid expenses, deposits and other Current assets .................. 218,349 2,134210
e R AR e A e e LS S 10562955 73019623
Property, network and equIpmIent .. .......ccciiiiiiiaiitinrrannacnns 5448183 28,139,460
Less accumulaed depreciation ........cooviviirrnnnnenncccsanensans (6!0.3!6) g
Total property, network and equipment. . .......coovevninuaanas 4.!37197
ek PP O O e e A R R AR R 405816 30.349.63
Goodwill, net of amortization of $475,052 and $2,967,283, respectively....... 6,392,600 46526288
Other intangible assets, net of amortization of $358,486 and $1,470,363,

e R R RS LR L S S S 1,728,575 10,281,016
IVOTIRIRE SRS OOE SIIIB . . sooossoviissonisnnsrsssasniassaninses 994,426 1,225,626
Leases receivable, net of Cument Portion . ......ovvueenvaneeseensonanns — 796,790

ORI - - s T e el $24922,169 $185.655.629
R - R )
LIABILITIES AND SHAREHOLDERS® EQUITY (DEFICIT)
Current liabilities:
Trade accounts payable . . ... ...ovivvnnnnnennenenananssiansia. $ 2040457 $ 15061514
ACCIUCd COMPERSBON ... .oocvvusureeesocaresassscanisamensas 1,467,587 4,583,140
DTSN 55 0o S TR R o A —_ 5214,133
Oeraccrued Habilities .........c..cooceeeencscsccacccossscone 691,781 8,666,182
Deferred revenue and customer deposits ..........evvinivencnnnnss 61,545 5211,748
Current porticn of oS Payable . . .........vvivevarnannennennans 163,220 603919
Current portion of Capital JeRses ............coonvvninnenrennncnas 804,138 5179251
TORE Cormmmt BablMRIOg . <5 o s e s e ed et 5228,728 44519887
Long-term notes payable, less current portion ............ovvvavnnrennns 378,761 153,730573
Long-term capital leases, less CUMEnt POMtION . ....ouvvevvennensnnncnans 586,950 8,754,054
SO RIS L S R e e T e 6,194,439 207,004 5!4
B R
Commitments (Note 8)
Shareholders’ equity (deficit):
Preferred stock, | million shares authorized , none issued . ............. — —
Cmmd.mptvdu.lmninmmwmmu
27,848,270 issued and outstanding, respectively ................... 24,004,297  27.486,554
Mt R A G QU L L e P e e L 4,773,751 11,719,399
] e o, SUE P R G AR SR I L B S A P SRR T — (501,674)
Deferred compensation obligation . ...........ovvevieennnrennnnss - 501,674
Accumulated other comprehensive inCOme. .. ....coveeirennennnnns (16,864) -
e e A B GRS R SR e LR _ (204,750) (150,150)
s b o RS s R T Sl TR < e (9,828.704)  (60.404,688)
Total shareholders' equity (deficit) . .....oovvvurenrnsanananns 18,727,730 (21348 .885)
Toal liabilities and shareholders’ equity (deficit) .. .. ... Sk dince $24922,169 $185,655,629
T = accompanying notes are an integral part of these consolidated financial statements.
21




CONVERGENT COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Jssmary 1, .-: For the year eaded

i79¢
n-ng Decembe: 11, December 31,
9% 9% s 199

(Predecesser)  (Seocemser) (Swccesser) (Seccessor)
............... S1495977 S S1754 $ 2794771 S 213202

Data and voice service revenue
Data and voice product revenue . .............. -— 39387 7415247 33,678,089
Tomalrevense .........coo0cceeenen 1495977 97,741 10210024 61,600,111
Cost of sales, excluding depreciation ........... 1,018,494 79,459 7368509 43,703,183
Selling, general and adwmisistrative . . . .......... 554,109 552092 10982769 47,361,785
Depreciation and -u:- ................ 124,086 40,698 1,453,019 7493613
Total operating cxpenses . ............ 1,696,689 672249 19804297 99058581
T T e e R (200,712)  (574508) (9.594273) (37,458,470)
IOMETESt CXPENSE . . . ... eeeeeneeannnnnnnann (20,588) (884)  (155.450) (17.501,512)
DL TCONNE v v ' b o vbidasnssssashss s — — 251,290 4,652,420
Other income (EXPense) . .......ovvvveeenanns — — (156.346) (248.422)
NI i it s iscssnsnisonssds $ (221300) $ (575392) $(9.654.779) $(50.575,984)
TR T S B ——————
Netlosspershare (basic) . .........ccnvnnnnn. $ (00 § (0.46) $ (1.84)
e =Sl St —————— )
Weighted average shares cutstanding (basic). .. ... 7774651 20921569 27,463,469
=—=—=TT=== b S
Net loss per share (diluted) .................. $ (007 § (0.46) § (1.84)
= fesaslss—— B o ————————— )
Weighted average shares outstanding (dilused) 7774651 20921569  27.463.469
Py i - ———

The accompanying notes are an integral part of these consolidaied financial statements.
2



CONVERGENT COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF SIMIBIIOLD'E:'S' EQUITY (DEFICIT)
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CONVERGENT COMMUNICATIONS, INC.
CONSOLIDATED STA‘IW!S OF CASH FLOWS

’-hll- hunhl

.-. :“‘ For the yoar ended
l‘:’:-n Decumber 31, Devember 31,
19% 1997 1998
(Predecessor) a-—nr) (Seccessor) (Successor)
C‘ b'l from operating activities
........................................ $(221,300) $ (575392) $(9.654.779) $(50.575,984)
Mm to reconcile net loss to net cash used in operating
and AMOMUZAON ......covveeecsncsccnne 124,076 40,698 1,453,019 7,493,613
Amortization of deferred financing costs and accretion of debt Linee
Provision for uncollectible m ................... 3,802 — -— 196,532
......................... — 282,267 194,517 633,828
40!k contributions dumghte issuance of stock . . ........ — - — 435,894
Warrants issued for the payment of consulting fees ........ — — — 79,883
lmfmmnko(equiplwu ......................... 312 — 50,751 -
.......................................... — —_ 40,000 —_
Ch.e in working capital (net of acquisitions):
Trade accountsreceivable . . .........ovvvennnnnnnen 61,535 (97,741) (1,527,544) (10,969,753)
A S N R S M S e B — —_ (230.809)  (2.0€3,102)
Prepaid expenses, deposits and other current assets ...... 1,107 (51.697) (43,420) (870,269)
Trade accounts payable. ... ......oovvivnnnnennnnns 10341 56,278 1326723 12357189
Accrued COMPENSatioN .......oovvvvvuvnannannnses — -_— 1,467,587 2,991,776
A L s T e i e s et — — — 5.214,133
Deferred revenue and customer deposits .............. - — 61,545 3,299,802
Other accrued liabilities ..............cco0vvvinnes (10.544) 103,731 161,127 2321332
Net cash used in operating activities .. ............c00v.. (30,671) (241,856) (6,698,283) (28,697.661)
Cash flows from investing activities
Additions of property and equipment ............c00uus 3s 7‘2) (28,713) (2,042203) (6.877.095)
Acquisitions, netof cash acquired . ..............00uune (1, 157.304) (1,542,208) (42.364,328)
Short-term INVESIMeNtS. . .. ..oovvverrenrnronnnnsnnns -— (7388,167) 7,388,167
T RN e S SRR NS AR A e e — - (405,816) (50,943,842)
I R T S e SRk S SR AR MR — —_ — (1,174,302)
Intangible and other asSets ... ..........coveneeenanas (115)  (259.637)  (269.425) (675.206)
Net cash used in investing activities ..........coc0v0eue (35,857) (1.445654) (11,647,819) (94,646,606)
Cash flows from financing activities
Proceeds from senior notes and warrants, net. . ........... - — -— 152377955
Paymentsonnotespayable . ........coivnvvennnnnanns 9.2149) — (317927 (1,397,043)
Payments oncapital Ieases .. ..........cvnnnnnnnnnnns -_— — — (2.940,334)
Proceeds from DOTOWINGS .. .....cvvvvvenennncnnnns 100,000 —- — 109,206
Proceeds fro.n initial capital contributions . . .. ........... — 450,000 - —
Proceeds from sale of common stock, net ............... — 4398897 17,257366 —
Payment of note to former owner of ICN ..........c0n0n - - (mgmoom -
Cash paid to retire indebtedness of predecessor company — - (132.380) —
Proceeds from exercise of stock options and warrants ...... — - £7,000 125,100
Repurchase of common shares ............cco00uuunens — — (12,000) —
Net cash provided by financing activities. . .............. 90,786 4848897 15852059 148.274384
Net increase (decrease) in cash and cash equivalents ......... 24258 3,161,387  (2,494043) 24930117
Cash and cash equivalents at beginning of period ........... 13,438 —_ 3.161.387 667344
Cash and cash equivalents atend of period .............. $ 37.692 $3,161387 § 667344 $ 25597461
The accompanying notes are an integral part of these consolidsted financial statements.
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CONVERGENT COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS, (Continued)

For the
period from  For the period

disclosure of other cash and non-
cash Investing and financing
wammum«
capital lease Obligations . . .. ...ooeenniannns $ — $1.674,596 $13,038,529
Interestpaid ....ooovovrascraeanasnsnanees $ — $ 144782 $11,124914



CONVERGENT COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND BASIS OF PRESENTATION:

References in these footnotes to *‘Convergent Communications™,"" *‘us,’” *‘we,” and “‘our’” refer to
c - S e Ty

Convergent Communications, Inc. is a single-source provider of data and voice communications systems,
services and solutions to small and medium-sized businesses. We Jesign, build, install, monitor and manage data
and telephiony networks inside enterprises and provide external network services such as data transport long
distance, and local service and Internet access. We offer these products and services on a stand-alone basis or as
part of a bundled offering that can inciude owning an enterprise’s internai data and voice networks. We are also
installing a next-generation, converged data and voice switching platform in each of the markets in which we
operate to efficiently handle our customers' traffic. We provide the following products and services:

*  Data Services’

*  Voice Services

*  Enterprise Network Services

*  Data Products

*  Voice Products

In November 1996, we consummated a private placement offering (the “*Private Placement’’) and on
December 17, 1996 we acquired all of the assets of Integrated Communication Networks, L.C. (“ICN") in
exchange for cash, notes and shares of common stock. This acquisition has been weated as a business
combination accounted for by the purchase method of accounting. The accompanying consolidated financial
statements include the accounts of ICN from December 17, 1996, the effective date of the acquisition. For
purposes of identification and description, ICN is referred to as the *‘Predecessor’® for the period prior to the
acquisition. In these financial statements the term **Successor’’ is used to refer to us since our inception and to
ICN since December 17, 1996 (see Note 3).

Our ultimate success depends upon, among other factors, establishment of our nationwide network, funding
the development of our enterprise networks, continuing to develop our customer care and sales organizations,
imegrating acquired businesses, attracting and retaining customers, continuing to develop and integrate our
operational support system and other back office systems, responding o competitive developments, continuing
1o attract, retain and motivate qualificd personne!, and continuing to upgrade our technologies and commercialize
our services incorporating such technologies. There is no assurance that we will be successful in addressing these
matters and failure to do 50 could have a material adverse effect on our business prospects, operating results and
financial condition. Our business plan will continue to require a substantial amount of capital to fund our
expansion of our existing and acquired markets. As we continue to expand our business, we will seck additioual
sources of financing to fund our development. If we are unsuccessful in obtaining such financing, we would be
compelled to alter our business strategy or delay or abandon some of our future plans.

2. SUMMARY OF SIGNIFIZANT ACCOUNTING POLICIES:

Principles of Consolidation:
The accompanying consolidated financial statements include our accounts and the accounts of our wholly
owned subsidianies. All intercompany amounts and transactions have been eliminated.

Use of Estimates:
Our management & ‘equired 10 make estimates and assumptions in order (o prepare the financial statements
in conformity with generally accepted accounting principles. These estimates and assumptions affect the reported

6







CONVERGENT COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Intangible Assets:

Intangible assets consist of the following:

Goodwill represents the excess purchase price over the net assets acquired in acquisitions and is being
amortized over ten years.

Customer lists were obtained through business combinations and are being amortized over five years.
Debt offering costs represent costs incurred in connection with an offering of 13% senior notes (see
Note 7) and are being amortized over the term of the notes, ten years.

*  Deferred finance costs are costs associated with obtaining certain financing armangements and are
amortized over the life of the financing arrangement, thre years.

*  Site location cantracts are exclvsive rights to operate public telephones at various locations we
acquired through business combinations. The site location contracts are being amortized over the
average lives of the contracts, primarily three years.

*  Software license fees represent proprietary rights to software associated with our public telephones
which are being amortized over five years, the estimated life of the related equipment.

We periodically evaluate the carrying amount of our intangible assets based on undiscounted cash fows, or

other indicators of fair value, to determine whether adjustments to these amounts are required.

Long-Lived Assets:

We evaluate the recoverability of long-lived assets in accordance with Statement of Financial Accounting
Standards No. 121, **Accounting for the Impairmenr of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of'* (“SFAS 121"). SFAS 121 requires an evaluation of indicators of impairment and future
undiscounted cash flows 0 be generated by those assets. Impairment is measured as the amount by which the
asset’s carrying amounts exceed the future discounted cash flows estimated to be generated by those assets. We

do not believe an impairment exists as of December 31, 1998,

Investments:
Investments consist of ownership interests of less than 20% in unrelated entities and are accounted for using
the cost method.

Software:

We capitalize certain costs of developing software for intemal use. Such costs are amortized on a straight
line basis over three years, which is the estimated useful life of the software. In March 1998, the AICPA issued
Stasement of Position No. 98-1, **Accounting for the Cost of Computer Software Developed or Obtained for
internal Use™* (“*SOP 98-1""). SOP 98-1 provides guidance regarding the conditions under which the costs of
internal-use software should be capitalized, and is effective for financial statements for years beginning after
December 15, 1998. We do not expect the adoption of SOP 98-1 to have a material effect on our financial
stasements.

Revenue Recognition:

Revenue is recognized for product sales when the product is shipped. Revenues from non-recurring services
are recognized when the services are provided. Revenue for long-term service and maintenance contracts is
recognizea over the term of the contract as the services are provided. Revenue from reselling of long distance
service is recognized at the time of performance based on customer usage.



CONVERGENT COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Deferred Revenue:

Deferred revenue represents the uncamed portion of revenue 1 lated to our long-term service and

maintenance contracts, which is recognized over the term of the contract, generally one year.
Income Taxes:

Deferred tax assets and liabilities are recognized for future tax consequences attributable to the differences
between the financial statement carrying value of existing assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measured by using enacted tax rates that are applicable 10 the future years
in which deferred tax assets or liabilities are expected to be realized or settled. The effect of a change in tax
rates on defeared tax assets and liabilities is recognized in net eamings in the period in which the tax rate change
is enacted. 'We establish a vaiuation allowance when it is more likely than not that a deferred tax asset will not
be recovered.

We use the intrinsic value method under Accounting Principles Board Opinion No. 25, * Accounting for
Stock Issued 1o Employees,”” 10 account for our employee stock-based compensation plans. We account for
options and warrants granted to non-employees in accordance with Statement of Financial Accounting Standards
No. 123 **Accounting for Stock-Based Compensation AS which requires that we recognize an
expense based on the fair value of the option or warrant at the time of grant.

Concentrations of Credit Risk:

We sell products and services to small to medium sized businesses on open account and do not obtain
collateral for our receivables. We believe our reserves for potential credit losses are adequate and we perform
on-going credit evaluations. To date, we have not experienced any significant credit losses.

All of our cash, cash equivalents and investments are maintained at a single financial institution, certain
accounts are over insurable limits. The investments consist of high-quality commercial paper.

Reclassifications

Recently Adopted Accounting Standards:
Effective January 1, 1995 we adopted Statement of Financial Accounting Standards No. 130, **Reporting

gg..gagggaﬂgaiggg
income and its its components. ggg inciudes changes in separately reported

131, **Disclosure about Segments of an

We Yave adopted Statement of Financial Accounting Standards No.
Enterprise and Related Information™” for the year ended December 31, 1998. We have disclosed the business
segments that we operate in along with the financial information that management uses in measuring the
operating performaace of those segments and for allocating resources to each segment as required by this
statement (Note 10). The adoptior. o!' this statement had no effect on our results of operations, financial position
or cash flows.

The American Institute of Certified Public Accountants issued Statement of Position 98-5, *‘Reporting on
the Costs of Start-Up Activities''(**SOP 98-5""). SOP 98-5 provides guidance on the financiai reporting of start-




CONVERGENT COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

up costs and organization costs. It requires cost of start-up activities and organization costs to be expensed as
incurred and is effective for financial statements for fiscal years beginning fer December 15, 1998, carly
adoption is encouraged. We have adopted SOP 98-5 for fiscal year ended Dec .mber 31, 1998. The amount of
start-up costs writen off as & result of the adoption of this SOP was not material.

3. Acqguisitions:

Integrated Communication Networks, L.C. In December 1996, we acquired Integrated Comaunication
Networks, L.C. (ICN), a public telephone service provider. We paid $1,232,200 in cash, issued a $1,000,000
promissory note and issued 3,500,000 shares of our common stock valued at $3,500,000 for total consideration
of $5,732.300. The note was paid in January 1997,

ms&vhudlon.hc.lnApﬁI 1997, we acquired Communication Services of lowa, Inc.
(CSI), an lowa reseller of welephony keyboard PBX telephone equipment to businesses. We paid $100,000 cash,
issued a $100,000 one-year promissory note at 8% and issued 50,000 shares of our common stock valued at

$50,000 for total coasideration of $250,000. The note was paid in March 1998.

A.T.T.ex Corporation. In September 1997, we acquired A.T.T.ex Corporation (A.T.T.ex) of Des Moines,
Jowa. a welecommunications service company that provided direct telephony service support to corporate
customers. The purchase price consisted of $450,000 in cash and the issuance of 75,000 shares of our common
stock valued at $187.270 for total consideration of $537,500.

Vital Integration Solutions, Inc. In September 1997, we acquired Vital iniegration Solutions, Inc. (Vital)
of Des Moines, lowa and Omaha, Nebraska, a full service integration soludions provider which specialized in
comprehensive information management and networking solutions. Vital provided its clients with the hardware,
software and integration services necessary to build information systems 2nd networks. We paid $500,000 in
cash and issued 750,000 shares of our common stock valued at $1,875,000 tor total consideration of $2,375,000.

Telephone Communications Corporation. In February 1998, we accuired the assets and assumed certain
lisbilives of Telephone Communications Corporation (**TCC'") of Vail, Colorado. TCC was a long distance
switchless reseller providing 1+, 0+, 800, and Calling Card services to citivs such as Dillon, Frisco and the Vail
Valley. We paid $400.0C0 in cash, issued a $200,000 one-year note at 8% and issued 10,000 shares of our
common sic~k which for purchase accounting purposes were assigned a value of $4.00 per share. We also
assumed a note with National Network Corporation of approximately $287,000, which was paid in April 1998.
Total consideration for the purchase was $927,000. We negotiated an early discounted payoff of the $200,000
note in the total amount of $180,000 (including accrued interest of $2,250) in May 1998.

Network Computer Solutions, LLC. In February 1998, we acquired the azsets and assumed certain
liabilities of Network Computer Solutions (**NCS"") of Greenwood Village, Colorado. NCS provided network
imegration services. We paid $500,000 in cash, issued 100,000 shares of our common stock which for purchase
accounting purposes were assigned a value of $4.00, assumed liabilities of $438,372 and paid a finders fee of
$150,000 for total consideration of $1,488,372.

Communication Services of Colorade. In May 1998, we completed a merger with Communication
Services of Colorado (**CSC"*) of Englewood. Colorado. CSC was a long distance switchless reseller providing
1+, O+, 800, and Calling Card services. The purchase price consisted cf $475,000 in cash, the issuance of a
$530,000 one-year note at 8% and assumed liabilities of $341,054 for total consideration of $: 346,054,

HH&H Communications Technologies, Inc. In May 1998, we completed the acquisition of the assets and
certain lisbilities of HH&H Communications Technulogies, Inc. (**CTI""), a voice equipment provider in Texas.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

We paid $200,000 in cash, issued 30,000 shares of our common stock, which for accounting purposes were
assigned a vziue of $4.25 per share, and assumed liabilities of $151,383 Jor total consideration of $478,883.

gfiggggg :ﬂwoatuoo:iﬂx_&n
2

?E’Fgﬁt-ﬁ_._osz%gkﬂgﬂg_wﬁg
assets and certain of the liabilities of Tie Communications, Inc. (**Tie""). The purchase price consisted of $40.0
Elglkglggsgﬂé{giggoﬁﬂg
resulted i 2 total purchase price of approximately $51.4 million. Tie was a telecommunications equipment
provider and 2 natioawide reseller of long-distance service.

including a market analysis of publicly traded companies and a discounted cash flow analysis. An option pricing
mode! was also used 10 value our warrants. In connection wi §§§§§Q§Q¢l

In addition to the business acquisitions previously discussed, we have also completed purchases of certain
assets of other companies as follows:

!li_nn._aoﬂ.ocn;oﬂaa
Inc., of Portland, Oregon. Big Planet is an Internet service provider (ISP) offering a full range of Internet

gggg 3§§.g:ﬂaﬂ.9 ‘e paid $250,000 in cash for the

acquired certain assets and assumed certain liabilities of Big Planet,

In ¢ .
Corporation. Sigmacom is a systems integrator for corporate audio, video and data communications, prov
state-of -the-art systems that combine telecommunications and computer network technologies. Sigmacom is also
developing Internet application software for financial institurions such as credit unions. We paid $875.000 in cash
and issued Sigmacom 3 wammant 10 purchase 50,000 shares of our common stock at an exercise price of $7.50
per share, which expires in December 1999. We valued the warrants, at an aggregate value of $30,000 utilizing
an option pricing mode! and a number of factors including a market analysis of publicly traded companies and a
discounted cash flow analysis. We also acquired a minority interest in Sigmacom's software deveiopment

business to0 which we allocated $350.000 of the purchase price.
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The consideration paid for acquisitions in 1996, 1997 and 1998, and he allocation of such consideration o

the acquired assets and assumed liabilitics is as follows:
1996 1997 199
Cashpeid, netof cashacquired ...........co00evvennenaeies Sl A57304 $1542208 $42364328
Common stock issued o the fonner owners . ........ccceveeeees 3,500,000 112500  2.266,400
Notes payable and Kability o formerowners .................. 1000100 100,000 907,500
Receivable climinated through the acquisiionof ICN ............ 75 00 — —
L AR e e e e e AR A R n s SR A —- 35,000 —
Toral amoutiobeallocated .........cc0cvvennennne $5.732304 $3.809,708 $45538223
R — s
Allocation ©© acquired assets and assumed liabilities:

R A S AR SN - S R SR $3,212608 $3384,168 $42544.447

R A IS NS S R 50,164 399,700 43812849

BRI -5 oo oovomeissensbaeviainsensessssessavions -_— 11597 4,586,188

T R A R P I S S e g S 904,796 355959 294534

R S S S el — — 583,696

Prepaid expeases, deposits and other current assets . ......... 7262 3,950 669,110

R R e A e e A B G B AP S R B — 350,000 —

e P S A R S e S A 656,682 - —

DORNIE BOMRIE o - & 050 iiiarssmensonsabvessorasssnes 496,643 — —

Accounts payable and accrued liabilities (140,107) (636,747) (6.804,169)

Deferred revenue, 02t Of COSIS . . .. .. oocvvvvvcnnnnnnncnns — — 11.946)

DI S s 050 anas an s A e se nesanhessenvanibiedocar koS 744)  (163293) (2.987.290)
T R I I I e S e R B $5.732304 $3.809.708 $45538228

E——————— A ———— - ——————— 4

On 2 pro forma basis, as though the above combinations had taken piace at the beginning of he periods
presented, revenue, net loss and net loss per share would have been as follows (unaudited):

. S 1%
TR e e R L R R R S S P $(26,068,210) $(59.'62317)
L T R R S R e Sl R i kP SRS RIS GHEIGET ( 19) (v

Short-Term [nvestments:

All of our short-term investments as of December 31, 1997 are classified as available for sale. The
imvestments had an amontized cost basis of $7,388,167 at December 31, 1997 and a fair value of $7.371.303 at
December 31, 1997. The unrealized loss at December 31, 1997 related to these investments which matured in
1998 was $16.864.

S. Leases Receivable:

Our wholly owned subsidiary, Convergent Capital Corporation (°CCC™), leases data and telephony
equipment 10 cur customers under direct financing leases. The receivables, which are due over two 10 five years
iggl.’gc«'iii?a}li

receivable is included in other current assets. The components of leases receivable and the future minimum
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Dect mber 31,
Receivable in: 1958
W e svede s veaviesssssuasvsseenaneses s Bt $ 468,189
O it esesavadsasesansanassnrsessensivalvessiafnoses 402,864
A Svierdesnsacessetbessevapsaseasesrhecalueshel 266,832
A e T L Qe e G S S e b A DR LALLM ULy ot o 174728
R e R O e e e I L SRR L EEL T 0 b b 78,670
oo SOIEIIE . ... .ccocseessessacasensisesneesesnsrcssansessensoniionies 1391283
UBSormed MCOME ....ccovcvcccaccscassscansassosrccnsenes sosasscsecsnpocsss (216981)
Lone SRORIVEINS . ... .csccoesnsancoccrsscasssssnsavennscssoscesnenssinippents 1,17430¢
LESE COMTERUPOTTION . o . o e vvceensnssnsasnssssssssessssssssssssasssasenenssees @B77.51.)
LOng-4rm Jesse MECEivADIES ... ..oeuosrcananssesnraness s s rrrsa st $ 796,7%
6. Property, Network and Equipment:
Property, network and equipment consists of the following:
December 31,
" 1998
Office fumniture 200 CQUIPMENE . . . . .o vvovresnsssssseressnssansrssnss $2.908261 $14,057,009
NetwOrk CQUIPMIENE . ... .. .coovnensssssnsenssesssssnesssssesnsnnses 2256942 12906012
Leasehold iMPrOVEMEntS ... ....ccocesecnsenssssassessssansnscssnses 56,559 938,645
COmPany VERICIES . . .. ....ooovrsussnasnsrossssesassaansrsannarens 226,421 237,794
5,448,183 28,139,460
Less accumulated JEProciation .. ... .ocoesssesssssrorsanannsansrnats (610385) (4.882.832)
Net property, network and eqUIPMENt . . ... .ovveesesrosrrnssensssrnrooes $4.837.797 $23.256.628

iod from lanuary 1, 1996 w0 December 16, 1996, $5.365 for

Wamummmuw
the period from inceptica 10 December 3! 1996, $515.317 for the year ended December 31, 1997 and $43
million for the year ended December 31, o‘mWCamquhahvmmw

under capital leases is as follows:
December 31,
1997 1996

NEtwOrk CQUEPIIENT . . . .. .. coovnvensanesanssssssssssnsnansssnsnsens s — $11,865309
Furnituse and CQUIPIIENE . . ......ccves socsssassssansrasasarnranaans 167459 4020300
167459 15885609
Less accumulated depreciation . . .. .....ccconcsrsvsanasnossscsannrates (338.199) (2.906.152)
$1.336397 $12,979.457
e e
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7. Netes Payable and Capital Leases:
Noees Payable

Nowes payable consist of the following:
December 31,
1997 1998
13% Semior Nomspayable, (Dbelow ..............cc0iiiiiiinienee. §00 — $153,630,080
Nose paysbie for acquisition, interest at 8%, principal and accrued interest due
DI e o o neniaohsnnvasen bansahsnsioeeslysssssn —_ 530,000
Note paysbie assumed in acquisition, interest at 9.75%, payable in monthly
instaliments of $2.257, Gwough May 2000 . ........conveiinannanans — 35,707
ii‘}'ﬂiiigl:si
in monthly instaliments totaling $5,848 twough June 2002, (ii) below . 47,746 38,705
Note paysbie, interest at 4%, payable in monthly installments of $1.963
twough Sepiember 2014, (i) below .. ... ... ..iiiiiiiiiiiiiianes 287,565 -
Note payable for acquisition, interest at §%, principal and accrued interest due
b SRR AR R R R e A R A P T 06,670 —
541981 154334492
R Py GRS S RS e e e Ry | 220) (602.919)
RS PIIIEE .. o teicococcoccscsasssncsssasnasnsissnssonse B iinTl h_u. .ﬁ_- 153,730573
13%

: purchase ! glgggin !I-Il.v

(collectively, the **13% Nowes Offering™"). The 13% Senior Notes mavsre on April 1, 2008 and interest is

ii arrears on April | I._Onawﬂ &slgoﬂ&n‘ oﬁ.).'
U At in 2

collateral account. The amount deposited in the collaseral account together with the interest earnex| 0% those
securities, will be encugh 1 pay the first six interest pryments on the 13% Senior Notes. The firs. payment
was mad> on Ocwober 1, 1998. The 13% Semior Notes contain certain covenants that res=ict ow ability
incur additional deb: ae4 10 make certain payme:as, including dividends. Each Warraat entitics the holder
2 purchase 2.7 shares of our common stock &t an exercise price of $.01 per ‘hare. Th: Warrants are
curvently exercisable and expire on April 1, 2008. Each Warrant was assigned a valvz of $10.76 using an
opticn pricing model, 2 market analysis of publicly traded companies and 2 discouated cash flow analysis.
The proceeds that were attributable 10 the Warrants were treated as a discount 10 (e 13% Senior Noses

and allocased 10 sharehoiders” cquity. We received proceeds approximately of $95.6 million after deducting
offering costs of approximately $7.6 million and making the deposit of $56.8 millior ir:0 (be collaseral
account. As of December 31, 1998 the amount cutstanding, net of the unaccreted discount of $\\.4 million
}ilgltiauﬂ .6 million.

nir.'!lgligtgg !!!!
payabie over a four 10 .8‘!'.! have vsed $155.521 of this credit faciVicy o \lnrgll
outstnding at December 31, 1997 and $115.803 was outstanding 2t Decersber 31, 1998. We do not
l‘ii&tg

(i) This now was paid in April 1998.

Scheduled matarities ca debt outstanding are as follows:
34
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December 31,
Due in: 19%

[ Nl e e P S S ST T X we R R A N $ 603919
O e A e e e e e R s ey Ay s s e e R 58,388
L B N Y e SR S B AR S g R TR 37918
v o L e R e e e e A Y e C A 4,07

S AP A T SR R S AT s S —
I - s s o R L S e bl e e bl 160,0¢),000
160,70 412
Lessunaccreted diSCOUNE . ... ccovvvencceccsocosssacncnsnes _LC.?_Q:_:_ 0]
o U A i R A e N e B o RS R $154334.492
1

Capisal Leases

Some of our equipment and equipment used by our customers is leased under capital leases. The following
is a schedule of the minimum lease payments under capital leases together with the present value of the minimum

lease payments.

Due fn: o
o RS e G B R R R o S RS $6,082.644
S R R B T S A R S R s g B 5440218
O s e ey i e s A A e e 3,596,597
r e e N e Rl Sy R R 529588
e G e O R S S B e 218,450

Total minimum Ie2Se PAYMEHIS . . . .o oovvvvrrnncrosnnasaranens 15,867,597

Less amount representing interest ... ......cceeierrianraniaans (1,934.292)

Present value of minimum lease payments. .. .....oovvvnnennnnnn 13,933,305

LR0S CUENME POBYION -+ - o o vove o onbsoanasnassssnvenssssses (5.179.251)

LORg BT POTOR .. ... ieorssssnsnncsnsnvossssonsecns m

Comdisco Faciliry. In November 1997 we eniered into a three year Program Agreement with Comdisco,
Inc. (“*Comdisco’’) which provides for up to $50 million of equipment lease financing. At December 31, 1998,
$10 million of the $50.0 million was available for us to use of which $7.6 million was being utilized. The

Program Agreement expires on June 30, 2000.

The Comdisco facility is collateralized by the equipment being financed. In addition, we are required o
issue 3 warrant 10 acquire shares of our common stock in an amount equal t~ en percent (10%) of the facility,
divided by the exercise price per share. The exercise price per share is equal 10 the price paid by investors in
recent equity offerings, not iess than $3.00 per share. The warrants will b: issued in three instaliments based
upon amounts available under the facility. We issued a warmant in 1997 fo the purchase of 333,333 shares of
our common stock at an exercise price of $3.00 per share for the first $10 .villion of the facility which were
valued utilizing an option pricing model, and a number of factors including 2 maket analysis of publicly traded
companies and a discounted cash flow analysis. The warrants are being amortized into interest expense over three

years.
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41250 of our common shares to the placement agents, which are exercisable at $1.20 per share through
; , 2001.

In October 1997, we completed an offering of 6,800,000 units consisting of one share of our common stock
and one-half warrant to purchase a share of our common stock. The units were sold at a price of $2.50 each.
?aglganﬁnﬁnoﬂgo«gganﬂ-} uuuuu per share,
beginning in §§§§ 30.:!148&. s, net of related offering costs, were

shares to he

spproximately $15.2 million. We -rorll-(l-lﬁ to purchase 615,860 of our common

Egilﬂgagg May 1998 through November 14, 2002,

Egiggﬁggégﬁagﬂgm#‘i
Comdisco, Inc. warrants t0 purchase 333,333 shares of our common stock and granted Sun Financial warrants o
purchase 80,571 shares of our common stock. All of these warrants are exercisable at $3.00 per share. The
Comdisco warrants are currently exercisable and expire on the ¢ wriier of (i) November 2007, or (ii) five years
glggw&uﬂ‘ﬁggg?mﬁgésgi

in May 1998 and expire in May 2002
In August 1998, we entered into a consulting agreement under which the consultant recruited senior
management personnel on behalf of our wholly o.:sng Convergent Capital Corporation. As a result
of the services performed under this agreement, we issued warrants to the consultant © purchase 125,000 shares
of our common stock at $5.00 per share. The warrants are currently exercisable and expire on August 3, 2008.
We valued the wamants using an option pricing mode! and recognized consulting expense of $79,883

Certain bolders of our common stock and the holders of certain warrants have the right to demand that we
file a registration statement to register their shares and the shares underlying their warrants in 1999,

Stock Option Plans:

We have adopted the 1996 and 1997 Incentive and Non-Statutory Option Plans and the 1998 Stock Option
Plan (the **Plans’") which suthorize us to grant up to 7,400,000 shares of cur common stock to employees,
consultants and directors under incentive stock options within the meaning of Section 422A of the Internal
Revenue Code of 1986, as amended, and to grant non-statutevy stock options.

The Plans require that the exercise price of options we grant >t b» 4 least equal 10 the fair market value
of a share of cur common stock on the date of the grant and must be exercisable over a period of up to ten years.
However, if an employee owns more than 10% of our outstanding common stock, then the exercise price of an
incentive option must be at least 110% of the fair market value of a share of our common stock on the date of
grant and must be exercisable over a period of five years. All of our options vest over Tve years,

The Plans are administered by our Board of Directors or a committee thereof which determines the terms of
the options granted, including the exercise price, the number of shares of our common stock sebject to the option,
and the terms and conditions of exercise. No option granied under the Plan is transferable by the optionee other
than by will or the laws of descent and distribution and each option is exercisable during the lifetime of the
optionee only by such optionee.

In May 1997, we accelerated the vesting provisions related to optioas of certain employees to purchase
950,000 shares with an exercise price of $0.06 per share and all of the options were exercised. The underrying
shaxes are subject ©0 a repurchase agreement over a five year period whereby we can repurchase a portion of the
'ii&%?gérl}rilgiil
employment. In lae 1997, we repurchased 200,000 shares for $0.06 per share, upon the termination of ont of
the exarcising employees. The repurchased shares are inciuded in the authorized but unissued sharss of common
swock. At December 31, 1998, approximately 370,000 shares were no longer subject © repurchase.
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Weighted ~ Weighted
Nt Sk Coe
Sare = Price  Fair Value
Outstanding ot March 1, 1996 ..........ccciviiiinivncnncnacanans -5 -5 -
Gransed
s R R e e L e P S A 785,000 1.09 020
R e BRI S S T 1,025,000 0.06 0.45
A S R A g S R B o S B S S S — — _
I o5 o 65 o0 sisusccadnss sanvaseasbavee vstevsonss X — — —
Omstanding s December 31, 1996 ..........cccivvinincnnncncnns 1 810,000 a5 —
Geanted
S R SR . oo e o v e et sws i ie s senasasse 231000 12 0.26
R UIINDC = . . i iaisssvesusunvasasesysaee 985.000 1.95 056
T A e S A R R SR PN S TR SR ST (950.000) 0.06 —
RO L s s st i s v e sn wans un seiaseasvaseeien (12.000) 133 —
Oustanding 2t December 31, 1997 ......ccovvvviinccnnnannnanns 4,643,000 1.69 —
Gransed
T T P Sl A b TUE s R L A SO 2.638.000 563 oos
R S i PR S SR R €41,000 374 087
T R SR R S ST e e e SR (87.000) 0.19 —
R R R e e R S T L e R N (1.269.500) 163 -
Outstanding 2t December 31, 1998 .........ccvviiinennncannnnns 6565500 § 325 § —
SEITETEEIINT EOSTIOSEIST TEIOIER WIS
The following table indicates the smmber of shares exercisable and the weighted average exercise prices &t
December 31:
1975 997 1798
R IR i o . - coscnvcnnssnsopsbosannancnssonasens - 345000 990,100
Wiighted verage eI POICE . ... ...ccovvennnvacncnasanannnn - § 129 § 166
At December 31, 1998, @e range of exercise prices and weighted average remaining contractual life for
options culstaading was as follows:
Price
Typtien Wmu
Co L e R GRS A S ey R SR ... $100w5$1.10 6.6 years
SRR S S S Sy L e $2.00 © $2.50 8.6 years
o s ORI S S R $3.00 8.9 years
DR R e R R R ES RS $5.00 w0 $5.50 7.7 years
e R R e R S G e $6.00 9.8 years

If the compensation cost for the Plan was desermined based on the fair value at the grant dates for awards
using the method prescribed by SFAS 123, our pro forma net loss and net loss per share would have been as
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Inorption
n-:-t-'u. Year ended December 31,
199 1598

5 1997
Net loss:
ASTIDOIMM (s 2.2 s oo suonssasnnnaasaneses $(575392) $(9.654,779) $(50575984)
AR R R L $(575,808) $(9,703,446) $(50,957,542)
Net loss per share:
L Ly M G R R PR S $ (00N § (0.46) $ (1.84)
PUORIIR . - s o'vass s s woidsis dususansiness $ ©on s (0.46) $ (1.86)

The Tair value of each option grant is estimated on the date of grant using th: minimum valu - method with
the following assumptions:

et
Inception
n:-n-’n. Year caded Dvcember 31,
15% 1997 1998
b o R I S e e - - -
g e B S (R S S S 6.06-6.48% 5.65-6.84%538-5.71%
e R S A R Gl R R e S years Syears 5 years

Because the determination of the fair value of all options granted if we become a public entity will include
an expected volatility factor in addition to the factors described in the table above and, because additional option
grants are expected 10 be made the above pro forma disclosures are not necessarily representative of pro forma
effects on net income 10 be reported for future years.

We recognized compensation expense for employee stock grants and stock options of $282.267 for the
period ended December 31, 1996, $194,517 for the year ended December 31, 1997 and $633,528 for the year
ended December 31, 1998.

10. Businesy Segments:
We classify our business into five fundamental areas: data services, voice services, ENS, data products and

voice products. Senior management cvaluates and makes operating decisions about each of these operating
segments based on a number of factors. We do not account for assets by business segment and, therefore,
depreciation and amortization are not factors used iz evaluating operating performance. Two of the most
significant factors used in evaluating the operating performance are: revenue and gross margin before
depreciation as presented below:




L
Inczpeica
Docnmosy, . Yeur euted Dossmber 31,
199 T 7%
Revenue:
BBINIVIRNS . ociicscscssanassvvonsnnssvovessrans B rwmuil s SNSRI lsoan
BT IENONE s s vovsidasnosisasionsansansees ey O 154 2203182 22298886
DR GCR G tavii snnsvsssisaninasionseeseeissiysnus — 62 2062914
S BUINENE < L 5o e sl issesionanascienssnvassonire — 758434  12.7855%%
TORM . .iiiniiiriietiacnccinnanssnnannenseas 3 97741 $10210/04 $ 61500111
Pt o9 =l )
Gross margin before depreciation:
ERIRIIEVICNS < ovcvsociovtassancsnansoasncisvannnes B wm G SN T 684
R R R R B R e S 17,739 99225 8915797
AN e R R N R R R —_ 3.266 307,685
AN AR R AR e G P S 56 1,056,705 2,249,700
T AN R S Bl S S R S — 268,299 3312062
UM ccotesoncovsasantsatacssnsnassavssssnrni S BB B SBVLILY S AN 596,928
CSEETTEASEE SEDESUTSITTITXY REST DTSRI TE
Reconciliation © net loss:
Selling. general and adminisrative . . . . ... ..iiiiiniaaann $(552.092) $(10.982.769) $(472361.78S,
Deprecistion and SmOMZaton .........cccoovueeeenaanns (40.698) (1.453019) (7.4935613)
T e S e S e BN = B SR e (574508) (9.594273) (37.458.470)
A e SR R B S R s (884) (155,450) S0
L e R S R o s S SN - 251290 4,632,420
O INCOME (IRPERNE) . . . < .. ..ocsesccccvscnnsnnseres — (156.346) (243.422)
p =t P ——————3

Deferred Compensation:

We have a Deferred Compensation plas whereby certain management employees can elect o defer a portion
of their compensation which will be paid in shares of our common stock at 2 future date. The plan requires that
we issue shares of common stock into a rabbi trust which will then be distributed 10 the employee &t a specified
date in the future not less than one year from the deferral date. We have recorded the deferred compensation
amount as teasury stock (for accounting purposes) and as a deferred compensation obligation in the
sharcholders’ equity section of the balance sheet. As of December 31, 1998, 154 344 shares of our commoa stock
are bemg held o the rabbi trust
12. Imcome Tawes:

We were oniginally organized as an S corporation under the provisioas of Section 136! of the Internal
igklugllﬂu!"ncgiai'ﬂag!ﬂu
tazed on their share of the taxable income, whether or not the income was distributed. Effective December 5,
1996, we rescinded our S Corporation election under the Insernal Revenue Code ana becan.: subject o tax on
our income. Ne pro forma tax benefit has beea provided for either the Comvergent or 7N as Predecessor due 10
their continuing losses.

The Predrcessor was a limised lisbility company which was reated 2s a partmership for taxation purposes.

For federal income tax purposes we had net operating loss caryforwards of $44.9 miflion as of December
31, 1998. Section 382 of the Inernal Reverwe Code places certain limitations o ; the annual amount of net
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operating loss carryforwards which can be utilized if certain changes in ownership occur. As a result, our ability
0 use these net operating loss carryforwards, vhich wili begin o expire in 2011, may be limited.

The components of the net deferred tax assets are as follows:

Decomber 31,
L 1998
Deferred ax assets:
Netoperating losscarryforwands ...........cccccvvvnvnnncnnnnnnas $ 3,461,765 $ 17057862
SN TR oo i - 3G sn v sicrvvnn wbenas v srioas febnaeesse — 1924474
Accrued vacation and DOBEE . .. ....oiiiiiiiniiiisacanisaaesanan — 1342101
................................................. — 543919
Allowance for doubtful 8CCOURES .........cci0iierannreinrnanaans 8.127 s
R R IR e NS R RS R R 112,105 462333
Self-insurance and warranty liabilites . . .. .......ccoiiiiiniiiiinnans — 48NS
R R O R e A R e A R R AT —_ 334,006
L A AR G S S S R B S (3.581.998) (22.696377)
Total net deferred tAX AS3ELS. . ... ..ocvvvvnvnnnanenscnnnannnnnsaanens $ - —
TRILITRCEIS TR
The increase in the valuation allowance of $3.5 million in 1997 and $19.1 million in 1998 are due ©©
increased losses during each year. We have recorded a full valuation allowance on the net deferred tax assets
due 10 continuing losses.

Our actual income taxes differed from the expected federal statucory rate of 34% as follows:

13. Net Loss Per Share:

..nu‘ lm”“d&m

.......................................
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peri e
Incrption
Domnts'ss, _Yeor ended Decamber 31,
1594 97 1998
TN WIS IEIE WIS PREDGT RISES
Weighted average common shares used for fully diluted
S R G G IR s 7,774,651 20921569  27.463.469
T R R GRS s RO SRS S 307,181 7653035 13950.110
RIS LATTIITIUES DTSR ORI T

14. Employee Benefit Plans:

We adopeed an employee benefit 401(k) plan for all employees effective March 1, 1997. Under the plan,
employees may voluntarily elect 10 have up 0 15% of their salaries deducted from eamings and placed in the
plan. We may elect 0 masch up 10 6% of the employee contributions by contributing our common stock to the
plan. Our coatribetions are desermined on a quanterly basis and the number of shares 10 be contributed is based
upon the estimated fair value of the stock at the end of each quarter. During 1998 we contributed $182,792 of
our common stock for the year ended December 31, 1997 match and contributed $253,102 of our common stock
for the first and second quarers of 1998. Aa additional $800,070 was accrued as of December 31, 1998 for the

third and fourth quaner 1998 maich, which will be contributed in 157%9.

1S. Relsted Party Tramsactions:

In August 1998, we entered int0 a two year agreement with Strategic Healthcare Solutions, LLC (**SHS'")
under which SHS was engaged o provide new customers in the healthcare industry to us. One of our directors is
a principal of Strategic Asset Management which has an ownership interest in SHS. Under the agreement, we
psy SHS a monthly fec and commissions (an aggregate of approximately $125,000 in 1998). In addition, we
wued 2 warrant 10 SHS which entitles them to purchase up to 2 maximum of 262,500 shares of our common
stock at an exercise price of $6.00. The wamrant includes performance objectives which are reviewed
semiannually. If SHS does not meet those performance objectives, all or a portion of the shares available for
each six-month period (65,625 shares) is reduced. The warrant is not exercisable until August 1, 2000 and expires
August 1, 2003. For the first six-month period of the agreement which ended February 1, 1999, SHS did not
meet the performance objectives and as a result, the 65,625 shares applicable to that period were reduced to zero.

Pursuant (o the terms of a non-cancelabie license fee related to proprietary telecommunications equipment

technology, ICN paid monthly license fees of $2,500 and management fees of $1,200 to a shareholder of ICN.
During the period from January 1, 1996 through December 16, 1996, ICN incurred costs of $44,400 under these

arangements.

One of our Directors was a Principal and owner of Shepherd Financial Group. Shepherd Financial Group
received towal compensation of approximately $1.5 million and was issued 438,000 warrants to purchase our
common stock in exchange for placement agent services provided to us in connection with private placements of
our common stock in 1996 and 1997. The Director was also a Principal and owner of Shepherd Capital Group,
which was paid approximately $0.5 million for financial advisory services provided to us during 1997.

16. Subsequent Events:
In January 1999, we entered into a non-binding letter of intent 1o purchase substantially all of the assets and

assume cenain liabilities of Business Systems Solutions, Inc. (**BSSi""). BSSi is a provider of data nerwork
integration services in Chicago, Minois. Total consideration for the purchase will be 2 maximum of $1.3 millina.
The acquisition is subject *o completion of due diligence, execution of definitive agreements and various other
spprovals.

42




CONVERGENT COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

In February 1999, we acquired the assets and assumed certain liabilities of Kansas Communications, Inc.
(“'KCT""). KCI was a selecommunications equipment provider and integrator. The purchase price consisted of
$1.5 million in cash, $4.5 million in notes payable and 30,000 shares of our common stock which for purchase
accounting purposes were ussigned a value of $5.00, and assumed lisbilities of $2.5 million for total
consideration of $8.7 million. Upon the compietion of equity or debt financing with net proceeds in excess of
$25.0 million, $3.5 million of the notes payable would become due.

On March 17, 1999, we executed an agreement pursuant 0 which various affilistes of the Sandler/21=
Century Group agreed to purchase 800,000 shares of Convertible Preferred A Stock and warraats o purchase
1,000,000 shares of cur common stock. We sold 640,000 shares of Convertible Preferred A Stock and warrants
to purchase 800,000 shares of our common stock on March 17, 1999 for total consideration of $16.0 million.
The balance of the shares and warrants are required to be purchased for $4.0 million no later than March 31,
1999. Each share of Convertible Preferred A Stock is currently coavertible into five shares of our common stock.
The Convertible Preferred A Stock will automatically convert into common stoca unon a public offering which
provides gross proceeds 0 us in excess of $50.0 million. At the public offering, each share of Convertible
Preferred A Stock will convert into a minimum of 5 and a maximum of 7.14 shares of common stock, depending
on the price of common stock in the public offering. Each warrant entitles the holder to purchase one share of
our common stock at an exercise price of $10.00 per share for a period of five years. The proceeds from the first
closing, net of related offering costs, were approximately $15.3 million. One of our directors, Michael Marocco,
is a principal of several of the entities in the Sandler/21* Century Group.




SXHIBIT D - PROPOSED TARIFF

13




CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 1
SOUTH DAKOTA PUC TARIFF NO. 1

This tariff contains the descriptions, regulations, and
rates applicable to the furnishing of service or facilities for
Telecommunications Services furnished by Convergent
Communications Services, Inc. ("CCSI"), with principal offices at
400 Inverness Drive South, Suite 400, Englewood, Colorado 80112.
This tariff is on file with the South Dakota Public Utilities
Commission, and copies may be inspected, during normal business
hours, at the company's principal place of business.

Issued: June 10, 1999 “Bffective:
By: Karen Bedell, 8Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewood, Coloradoe 80112




CONVERGENT COMMUNYCATIONS SERVICES, INC. OPZGINAL SHEET 2
SOUTH DAKOTA PUC TARIFF NO. 1

TRLECOMMUNICATIONS SERVICES TARIFF
RESERVED FOR FUTURE USE

Tesued: June 10, 1999 Effective:
By: Krren Bedell, Sr. Director External Affairs

400 Inverness Drive South, Suite 400
Englewood, Colorado 80112




CONVERGENT COMMUNICATIONS SERVICES,

INC. ORIGINAL SHEET
SOUTH DAKOTA PUC TARIFF NO.

TELECOMMUNICATIONS SERVICES TARIVF

CHECK SHEET
The Sheets of this tariff are effective as of the date shown at
the bottom of the respective sheet. Original and revised sheets
below comprise all changes from the original tariff and are
currently in effect as of the date on the bottom of this sheet.

\DQ\]QLH&MNHE

REVISION
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original

* New or Revised Sheet

3
1

Issued: June 10, 1999

By: Karen Bedell, Sr. Director External Affairs

400 Inverness Drive South, Suite 400
Englewood, Colorado 80112

Effective:
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CONVERGENT COMMUNICATIONS SERVICES,

INC. ORIGINAL SHEET
SOUTH DAKOTA PUC TARIFF NO.

TELECOMMUNICATIONS SERVICES TARIVF

CHECK SHEET
The Sheets of this tariff are effective as of the date shown at
the bottom of the respective sheet. Original and revised sheets
below comprise all changes from the original tariff and are
currently in effect as of the date on the bottom of this sheet.

\DQ\]QLH&MNHE

REVISION
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original
Original

* New or Revised Sheet

3
1

Issued: June 10, 1999

By: Karen Bedell, Sr. Director External Affairs

400 Inverness Drive South, Suite 400
Englewood, Colorado 80112

Effective:

oS




CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 4
SOUTH DAKOTA PUC TARIFF NO. 1

TABLE OF CONTENTS
Page
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Issued: June 10, 1999 Effective:
By: Kar m Bedell, Sr. Director External Affairs

400 Inverness Drive South, Suite 400
Englewood, Colorado 80112




CONVERGENT COMMUNICATIONS SERVICES, INC. OXIGINAL SHEET 5
SOUTH DAKOTA PUC TARIFF NC. 1

TELECOMMUNICATIONS SERVICES VTARIFF
TARIFF FORMAT

A. Sheet Numbering: Sheet numbers appear in the upper
right corner of the page. Sheets are numbered sequentially.
However, new sheets are occasionally added to the tariff. When a
new sheet is added between sheets already in effect, a decimal is
added. For example, a new sheet added between pages 11 and 12
would be page 11.1.

B. Sheet Revision Numbers: Revision numbers also appear in
the upper right corner of each sheet where applicable. These
numbers are used to indicate the most current page versior on
file with the Commission. For example, 4th Revised Sheet 13
cancels 3rd Revised Sneet 13. Consult the Check Sheet for the
sheets currently in effect.

C. Paragraph Numbering Sequence: There are nine levels of
paragraph coding. Each level of coding is subservient to its
next higher level:

2.

2.1

a.1.1

2.1.1.A

2.1.1.A:1

2.1.1.A.1. (a)
2.1.1.A.1.(a).I
2.1.1.A.1.(a) .. (1)
2.1.1.A.1.(a).I.(i).(1)

D. Check Sheets: When a tariff filing is made with the
Commission, an updated Check Sheet accompanies the tariff filing.
The Check Sheet lists the sheets contained in the tariff, with a
cross reference to the current Revision Number. When new sheets
are added, the Check Sheet is changed to reflect the revision.
All revisions made in a given filing are designated by an
asterisk (*). There will be no other symbols used on this sheet
if these are the only changes made to it (i.e., the format, etc.
remains the same, just revised revision levels on some sheets).
The tariff user should refer to the latest Check Sheet to find
out if a particular sheet is the most current on Commission file.

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewood, Colorado 80112
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Issued: June 10, 1999
Ka ‘en Bedell, sr. Director External Affairs

By:

400

88 Drive South, Suite 400

Englewood, Colorado 80112

Effective:




CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 7
SOUTH DAKOTA PUC TARIFF NO. 1

Access Line - An arrangement from a local exchange telephone
company or other common carrier, using either dedicated or
switched access, which connects a Customer's location to CCSI's
location or switching center.

Authorization Code - A numerical code, one or more of which
may be assigned to a Customer, to enable CCSI to identify the
crigin of the Customer sc it may rate and bill the call.
Automatic number identification (ANI) is used as the
authorization code wherever possible.

Commigsgion - Used throughout this tariff to mean the South
Dakcta Public Utilitiesn Commission.

- The person, firm, corporation or other legal
entity which orders the services of CCSI and is responsible for
the payment of charges and for compliance with the Company's
tariff regulations.

Company or CCSI - Used throughout this tariff to mean
Convergent Communications Services, Inc., a Colorado corporation.

- The Customer gains entry to the Company's
services by a direct path from the Customer's location to the
Company's point of presence.

Holiday - New Year's Day, Independence Day, Labor Day,
Thanksgiving Day and Christmas Day. Holidays shall be billed at
the evening rate from 8 a.m. to 11 p.m. After 11 p.m., the lower
night rate shall go into effect.

Issued: June 10, 1999 Bffective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewood, Colorado 60112




CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 8
SOUTH DAKOTA PUC TARIFF NO. 1

TELECOMMUNICATIONS SERVICES TARIFF

- Responsible Organization or entity identified by
an 800 service Customer that manages and administers records in
the 800 database and management system.

Switched Accesgs - The Customer gains entry to the Company's
services by a transmission line that is switched through the
local exchange carrier to reach the Company's point of presence.

Telecommunications - The transmission of voice

communications or, subject to the transmission capabilities of
the services, the transmission of data, facsimile, signaling,
metering, or other similar communications.

- The telecommunications carrier whose
network facilities provide the technical capability and capacity
necessary for the transmission and reception of Customer
telecommunications traffic.

Issued: June 10, 1999 Effective:
By: Kuren Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewcod, Colorado 80112




CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 9
SOUTH DAKOTA PUC TARIFF NO. 1

TELECOMMUNICATIONS SERVICES TARIFF
SECTION 2 - RULES AND REGULATIONS
2.1 Undertaking of the Company

This tariff contains the regulations and rates applicable to
intrastate resale telecommunications services provided by
CCSI for telecommunications between points within the Rhode
Island. Resale services are furnished subject to the
availability of facilities and subject to the terms and
conditions of this tariff in compliance with limitations set
forth in the Commission's rules. The Company's services are
provided on a statewide basis and are not intended to be
limited geographically. The Company offers service to all
those who desire to purchase service from the Company
consistent with all of the provisions of this tariff.
Customers interes:ed in the Company's services shall file a
service application with the Company which fully identifies
the Customer, the services requested and other information
requested by the Company. The Company reserves the right to
examine the credit record and check the references of all
applicants and Customers prior to accepting the service
order. The service application shall not in itself obligate
the Company to provide services or to continue to provide
service if a later check of applicant's credit record is, in
the opinion of the Company, contrary to the best interest of
the Company. The Company may act as the Customer's agent
for ordering access connection facilities provided by other
carriers or entities when authorized by the Customer, to
allow connection of a Customer's location to a service
provided by the Company. The Customer shall be responsible
for all charges due for such service arrangement.
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The services provided by CCSI are not part of
a joint undertaking with any other entity
providing telecommunications channels,
facilities, or services, but may involve the
resale of the Message Toll Services (MTS) and
Wide Area Telecommunications Services (WATS)
of underlying common carriers subject to the
jurisdiction of this Commission.

The ratec and regulations contained in this
tariff apply only to the resale services
furnished by CCSI and do not apply, unless
otherwise specified, to the lines,
facilities, or services provided by a local
exchange telephone company or other common
carriers for use in accessing the services of
CCSI.

The Company reserves the right to limit the
length of communications, to discontinue
furnishing services, or limit the use of
service necessitated by conditions beyond its
control, including, without limitation: lack
of satellite or other transmission medium
capacity; the revision, alteration or
repricing of the Underlying Carrier's
tariffed offerings; or when the use of
service becomes or is in violation of the law
or the provisions of this tariff.

2.2 Use of Services

2.2.1

2.2.2

CCSI's services may be used for any lawful
purpose consistent with the transmission and
switching parameters of the
telecommunications facilities utilized in the
provision of services, subject to any
limitations set forth in this Section 2.2.

The use of CCSI's services to make calls
which might reasonably be expected to
frighten, abuse, torment, or harass another
or in such a way as to unreasonably interfere
with use by others is prohibited.

Issued: June 10, 1999 Effective:
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The use of CCSI's services without payment
for service or attempting to avoid payment by
fraudulent means or devices, schemes, false
or invalid numbers, or false calling or
credit cards is prohibited.

CCSI's services are available for use 24
hours per day, 365 days per year.

CCSI does not transmit messages, but the
services may be used for that purpose.

CCSI's services may be denied for nonpayment
of charges or for other violations of this
tariff.

2.2.7 Customers shall not use the service provided
under this tariff for any unlawful purpose.

2.2.8 The Customer is responsible for notifying the
Company immediately of any unauthorized use
of services.

2.3 Liability of the Company

as3:1 The Company shall not be liable for any
claim, loss, expense or damage for any
interruption, delay, error, omission, or
defect in any service, facility or
transmission provided under this tariff, if
caused by the Underlying Carrier, an act of
God, fire, war, civil disturbance, act cf
government, or due to any other causes beyond
the Company's control.
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2.3.2 The Company shall not be liable for, and
shall be fully indemnified and held harmless
by the Customer against any claim, loss,
expense, or damage for defamation, libel,
slander, invasion, infringement of copyright
or patent, unauthorized use of any trademark,
trade name or service mark, proprietary or
creative right, or any other injury to any
person, property or entity arising out of the
material, data or information transmitted.

2.3.3 No agent or employee of any cther carrier or
entity shall be deemed to be an agent or
employee of the Company.

2.3.4 Reserved for Future Use

2.3.5 Reserved for Future Use
Issued: June 10, 1999 Effective:
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2.3.6 Reserved for Future Use

2:3.7 The remedies set forth herein are exclusive
and in lieu of all other warranties and
remedies, whether express, implied, or
statutory, INCLUDING WITHOUT LIMITATION
IMPLIED WARRANTIES OF MERCHANTABILITY AND
PITNESS FOR A PARTICULAR PURPOSE.

2.4 Responsibilities of the Customer

2.4.1 The Customer is responsible for placing any
necessary orders and complying with tariff
regulations. The Customer is also
responsible for the payment of charges for
services provided under this tariff.

2.4.2 The Customer is responsible for charges
incurred for special construction and/or
special facilities which the Customer
requests and which are ordered by CCSI on the
Customer's behalf.

2.4.3 If required for the provision of CCSI's
services, the Customer must provide any
equipment space, supporting structure,
conduit and electrical power without charge
to CCSI.

2.4.4 The Customer is responsible for arranging
access to its premises at times mutually
agreeable to CCSI and the Customer when
required for CCSI personnel to install,
repair, maintain, program, inspect or remove
equipment associated with the provision of
CCSI's services.

e
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2.4.5 The Customer shall cause the temperature and
relative humidity in the equipment space
provided by Customer for the installation of
CCSI's equipment to be maintained within the
range normally provided for the operation of
microcomputers.

2.4.6 The Customer shall ensure that the equipment
and/or system is properly interfaced with
CCSI's facilities or services, that the
signals emitted into CCSI's network are of
the proper mode, bandwidth, power and signal
level for the intended use of the subscriber
and in compliance with criteria set forth in
this tariff, and that the signals do not
damage equipment, injure personnel, or
degrade service to other Customers. If the
Federal Communications Commissicn or some
other appropriate certifying body certifies
terminal equipment as being technically
acceptable for direct electrical connection
with interstate communications service, CCSI
will permit such equipment to be connected
with its channels without the use of
protective interface devices. If the Customer
fails to maintain the equipment and/or the
system properly, with resulting imminent harm
tc CCSI equipment, personnel or the quality
of service to other Customers, CCSI may, upon
written notice, require the use of protective
equipment at the Customer's expense. If this
fails to produce satisfactory quality and
safety, CCSI may, upon written notice,
terminate the Customer's service.

2.4.7 The Customer must pay CCSI for replacement or
repair of damage to the equipment or
facilities of CCSI caused by negligence or
willful act of the Customer or others, by
improper use of the services, or by use of
equipment provided by Customer or others.

Issued: June 10, 1999 Bffective:
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2.4.8 The Customer must pay for the loss through
theft of any CCSI equipment installed at
Customer's premises.

2.4.9 If CCSI installs equipment at Customer's
premises, the Customer shall be responsible
for payment of any applicable installation
charge.

2.4.10 The Customer must use the services offered in
thi tariff in a manner consistent with the
terms of this tariff and the policies and
regulations of all state, feueral and local
authorities having jurisdiction over the

service.
2.5 Cancellation or Interruption of Services
2:5.1 Without incurring liability, upon five (5)

working days' (defined as any day »n which
the company's business office is open and the
U.S. Mail is delivered) written notice to the
Customer, CCSI may immediately discontinue
services to a Customer or may withhold the
provision of ordered or contracted services:

2.5.1.A For nonpayment of any sum due CCSI
for more than thirty (30) days
after issuance of the bill for the
amount due,

2.5.1.B For violation of any of the
provisions of this tariff,

2.5.1.C For violation of any law, rule,
regulation, policy of any governing
authority having jurisdiction over
CCSI's services, or

2.5.1.D By reason of any order or decision
of a court, state or federal
regulatory body or other governing
authority prohibiting CCSI from
furnishing its services.
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2.4.8 The Customer must pay for the loss through
theft of any CCSI equipment installed at
Customer's premises.

2.4.9 If CCSI installs equipment at Customer's
premises, the Customer shall be responsible
for payment of any applicable installation
charge.

2.4.10 The Customer must use the services offered in
thi tariff in a manner consistent with the
terms of this tariff and the policies and
regulations of all state, feueral and local
authorities having jurisdiction over the

service.
2.5 Cancellation or Interruption of Services
2:5.1 Without incurring liability, upon five (5)

working days' (defined as any day »n which
the company's business office is open and the
U.S. Mail is delivered) written notice to the
Customer, CCSI may immediately discontinue
services to a Customer or may withhold the
provision of ordered or contracted services:

2.5.1.A For nonpayment of any sum due CCSI
for more than thirty (30) days
after issuance of the bill for the
amount due,

2.5.1.B For violation of any of the
provisions of this tariff,

2.5.1.C For violation of any law, rule,
regulation, policy of any governing
authority having jurisdiction over
CCSI's services, or

2.5.1.D By reason of any order or decision
of a court, state or federal
regulatory body or other governing
authority prohibiting CCSI from
furnishing its services.
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2552 Without incurring liability, CCSI may
interrupt the provision of services at any
time in order to perform tests and
inspections to assure compliance with tariff
regulations and the proper installation and
operation of Customer and CCSI's equipment
and facilities and may continue such
interruption until any items of noncompliance
or improper equipment operation so identified
are rectified.

2.5.3 Service may be discontinued by CCSI without
notice to the Customer, by blocking traffic
to certain countries, cities or NXX
exchanges, or by blocking calls using certain
Customer authorization codes, when CCSI deems
it necessary to take such action to prevent
unlawful use of its service. CCSI will
restore service as soon as it can be provided
without undue risk, and will, upon request by
the Customer affected, assign a new
authorization code to replace the one that
has been deactivated.

2.5.4 The Customer may terminate service upon
thirty (30) days written or oral notice for
the Company's standard month to month
contract. Customer will be liable for all
usage on any of the Company's service
offerings until the Customer actually leaves
the service. Customers will continue to have
Company usage until the Customer notifies its
local exchange carrier and changes its long
distance carrier. Until the Customer so
notifies its local exchange carrier, it shall
continue to generate and be responsible for
long distance usage.
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2.7

2.6.1 Credit may be given for disputed calls, on a
per call basis.

Restoration of Service

The use and restoration of service shall be in
accordance with the priority system specified in part
64, Subpart D of the Rules and Regulations of the
Federal Communications Commission.

Deposit

Applicants for service or existing Customers whose
financial condition is not acceptable to the Company,
or is not a matter of general knowledge, may be
required at any time to provide the Company a security
deposit. The deposit requested will be in cash or the
equivalent of cash, up to any amount e jual to the
applicable installation charges, if any, and/or up to
two month's actual or estimated usage charges for
service to be provided. Any applicant or Customer may
also be required, at any time, whether before or after
the commencement of service, to provide such other
assurances of, or security for, the payment of the
Company's charges for its services as the Company may
deem necessary, including, without limitation, advance
payments for service, third party guarantees of
payment, pledges or other grants of security interests
in the Customer's assets, and similar arrangements.

The required deposit or other security may be increased
or decreased by the Company as it deems appropriate in
the light of changing conditions. In addition, the
Company shall be entitled to require such an applicant
or Customer to pay all its bills within a specified
period of time, and to make such payments in cash or
the equivalent of cash. In case of a cash deposit,
simple interest at a rate of nine percent (9%) annually
will be paid for the period during which the deposit is
held by the Company unless a different rate has been
established by the appropriate legal authority in the
jurisdiction in which the Company service in question
is provided.
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Also, the Company reserves the right to cease accepting
and processing Service Orders after it has requested a
security deposit and prior to the Customer's compliance
with this request. A deposit may be required in
addition to an advance payment.

Deposits shall be sent to Convergent Communications
Services, Inc., Department 1001, Denver, Colorado
80291-1001. The Company will maintain records that
show the name and address of each depositor, the amount
and date of the deposit, and each transaction
concerning the deposit. Deposits shall be returned or
credited to the Customer after not more than twelve
(12) consecutive months of prompt payment of bills,
which may include eleven (11) timely payments and one
automatic forgiveness of late payment. Unclaimed
deposits, together with accrued interest, shall be
credited to an appropriate account and shall be
disposed of in accordance with the las. The deposit
shall be refunded or credited to the customer after not
more than twelve (12) consecutive months of prompt
payment (which may be eleven (11) timely payments and
cne automatic forgiveness of late payment). The
account shall be reviewed after twelve (12) months of
service, and if the deposit is retained, it shall again
be reviewed at the end of the Company's accounting year
or on the anniversary of the account.

Advance Payments

To safeguard its interests, the Company may require a
Customer to make an advance payment before services and
facilities are furnished. The advanced payment will
not exceed an amount equal to the Non-Recurring

Charge (s) and one month's charges for the service or
facility. The advance payment will be credited to the
Customer's initial bill. An advance payment may be
required in addition to a deposit.
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2.10 Payment and Billing

2.10.1 Service is provided and billed on a billing
cycle basis, beginning on the date that
service hecomes effective. Charges are due
and payable within 30 days after the invoice
date.

2.10.2 The customer is responsible for payment of
all charges for services furnished to the
Customer, as well as to all persons using the
Customer's codes, exchange lines, facilities,
or equipment, with or without the knowledge
or consent of the Customer. The security of
the Customer's Authorization Codes,
presubscribed exchange lines, and direct
connect facilities is the rerponsibility of
the Customer. All calls placed using direct
connect facilities, subscribed exchange
lines, or Authorization Codes will be billed
to and must be paid by the Customer.

2.10.3 All bills are presumed accurate, and shall be
binding on the customer unless objection is
received by the Company in writing within the
applicable statute of limitations. No
credits, refunds, or adjustments shall be
granted if demand therefore is not received
by the Company in writing within such
limitation pericd.
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2.11 Collection Costs

In the event Company is required to initiate legal
proceedings to collect any amounts due to Company for
regulated or non-regulated services, equipment or
facilities, or to enforce any judgment obtained against
a Customer, or for the enforcement of any other
provision of this tariff or applicable law, Customer
shall, in addition to all amounts due, be liable to
Company for all reasonable costs incurred by Company in
such proceedings and enforcement actions, including
reasonable attorneys' fees, collection agency fees or
payments, and court costs. In any such proceeding, the
amount of collection costs, including attorneys' fees,
due to the Company, will be determined by a court of
competent jurisdiction or the Commission.

2.12 Taxes

All federal, state and local taxes, assessments,
surcharges, or fees, including sales taxes, use taxes,
gross receipts taxes, and municipal utilities taxes,
are billed as separate line items and are not included
in the rates quoted herein.

If an entity other than the Company (e.g., another
carrier or supplier) imposes charges on the company, in
addition to its own internal costs, in connection with
a service for which the Company's non-recurring charge
is specified, those charges will be passed on to the
Customer.

2.13 Late Charge

A one-time late fee of 1.5% monthly or the amount
otherwise authorized by law, whichever is lower, may be
added to any unpaid balance brought forward from the
previous month's billing date.

2.14 Returned Check Charge

A fee of $20 will be charged whenever a check or draft
presented for payment for service is not accepted by
the institution on which it is written.
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2.11 Collection Costs

2.12

2.14

In the event Company is required to initiate legal
proceedings to collect any amounts due to Company for
regulated or non-regulated services, equipment or
facilities, or to enforce any judgment obtained against
a Customer, or for the enforcement of any other
provision of this tariff or applicable law, Customer
shall, in addition to all amounts due, be liable to
Company for all reasonable costs incurred by Company in
such proceedings ard enforcement actions, including
reasonable attorneys' fees, collection agency fees or
payments, and court costs. In any such proceeding, the
amount of collection costs, including attorneys' fees,
due to the Company, will be determined by a court of
competent jurisdiction or the Commission.

All federal, state and local taxes, assessments,
surcharges, or fees, including sales taxes, use taxes,
gross receipts taxes, and municipal utilities taxes,
are billed as separate line items and ar: not included
in the rates quoted herein.

If an entity other than the Company (e.g., another
carrier or supplier) imposes charges on the company, in
addition to its own internal costs, in connection with
a service for which the Company's non-recurring charge
is specified, those charges will be passed on to the
Customer.

Late Charge

A one-time late fee of 1.5% monthly or the amount
otherwise authorized by law, whichever is lower, may be
added to any unpaid balance brought forward from the
previous month's billing date.

Returned Check Charge

A fee of $20 will be charged whenever a check or draft
presented for payment for service is not accepted by
the institution on which it is written.
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3.1-1 The total charge for each completed call will
be dependent only on the duration of the
call, as a statewide flat rate per minute
charge. All calls are measured in increments
as set forth in the Rates Section herein.

All calls are rounded up to the next whole
increment.

3:1.2 Where mileage bands appear in a rate table,
rates for all calls are based upon the
airline distance between the originating and
terminating points of the call, as determined
by the vertical and horizontal coordinates
associated with the exchange (the area code
and three digit central office code)
associated with the originating and
terminating telephone numbers. If the
Customer obtains access to the Company's
network by a dedicated access circuit, that
circuit will be assigned an exchange for
rating purposes based upon the Customer's
main telephone number at the location where
the dedicated access circuit terminates. The
vertical and horizontal (V & H) coordinates
for each exchange and the airline distance
between them will be determined according to
industry standards.
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Jel.3 Timing begins when the called station is
answered and two way communication is

7 possible, as determined by standard industry
e methods generally in use for ascertaining
answer, including hardware answer supervision
in which the local telephone company sends a
signal to the switch or the software
utilizing audio tone detection. Recognition
of answer supervision is the responsibility
of the Urderlying Carrier. Timing for each
call ends when either party hangs up. CCSI
will not bill for uncompleted calls.

3.2 Customer Complaints and/ox Billing Disputes

Customer inquiries or complaints regarding service or
accounting may be made in writing or by telephcone to
the Company at:

400 Inverness Drive South, Suite 400
Englewood, Colorado 80112
(800) 335-3811

Any objection to billed charges should be reported
promptly to FON. Adjustments to Customers' bills shall
be made to the extent that records are available and/or
circumstances exist which reasonably indicate that such
charges are not in accordance with approved rates or
that an adjustment may otherwise be appropriate.

The Company will respond within seventy two (72) hours
of receipt of an inquiry. If the Customer is
dissatisfied with the Company's response to a complaint
or inquiry, the Customer may file a complaint with the
Commission for resolution of the conflict. The South
Dakota Public Utilities Commission can be reached at:

500 East Capitol

Pierre, SD 57501-5070

(605) 773-3201

(800) 332-1782

TTY through Relay Service South Dakota-
(800) 877-1113

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewood, Colorado 80112




CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 23

3.3

3.4

SOUTH DAKOTA PUC TARIFF NO. 1
TELECOMMUNICATIONS SERVICES TARIFF

If a Customer accumulates more than One Dollar of
undisputed delinquent CCSI 800 Service charges, the
CCSI Resp. Org. reserves the right not to honor that
Customer's request for a Resp. Org. change until such
undisputed charges are paid in full.

Level of Service

A Customer can expect end to end network availability
of not less than 99% at all times for all services.

Billing Entity Conditions

wWhen billing functions on behalf of CCSI or its
intermediary are performed by local exchange telephone
companies or others, the payment of charge conditions
and regulations of such companies and any regulations
imposed upon these companies by regulatory bodies
having jurisdiction apply. CCSI's name and toll-free
telephone number will appear on the Customer's bill.
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Customized service packages and competitive pricing
packages at negotiated rates may be furnished on a
case-by-case basis in response to requests by Customers
to the Company for proposals or for competitive bids.
Service offered under this tariff provision will be
filed with the Commission. Specialized rates or
charges will be made available to similarly situated
Customers on a non-discriminatory basis. The Company
will notify the Commission of such offerings as
required by Commission rules and regu ations.

Emergency Call Handling Procedures

Emergency "911" calls are not routed to company, but
are completed through the local network at no charge.

Promotional Offerings

The Company may, from time to time, make promotional
offerings to enhance the marketing of its services.
These offerings may be limited to certain dates, times
and locations. The Company will notify the Commission
of such offerings as required by Commission rules and
regulations.
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4.1

4.2

4.4

.....

Easy Access

A switched Long Distance Product that does not require the
customer to purchase any other product or combination of
products. Usually purchased by a customer on a call in
basis or as a "trial"* service to test the services of
Convergent Communications.

Executive Network

A switched Long Distance Product that requires the purchase
of at least one other Long Distance Product. Usually
purchased by a customer in conjunction with Tcll Free type
service or travel cards.

Network Plus

A switched Long Distance Product that requires the purchase
of another product not part of the Long Distance Product
Family. Usually purchased by a customer in conjunction with
other Dedicated services such as Frame Relay, Internet
Services, WAN/LAN, and equipment.

V.I.P. Network

A switched Long Distance Product that requires the purchase
of multiple products, not part of the Long Distance Product
Family. Usually purchased by a customer in conjunction with
other Dedicated services such as Frame Relay, Internet
Services, WAN/LAN, and equipment.

Dedicated One

A dedicated Long Distance Product that requires the purchase
of a Dedicated product with Dedicated Access Line charges
not included. Usually purchased by a customer in
conjunction with other Dedicated services such as Frame
Relay, Internet Services, WAN/LAN, and equipment, Dedicated
calls will be billed on the basis of 6 seconds minimum and
additional increments of 6 seconds thereafter.
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4.6 Dedicated Plus

A dedicated Long Distance Product that requires the purchase
of a Dedicated product with Dedicated Access Line charges
included. Usually purchased by a customer in conjunction
with other Dedicated services such as Frame Relay, Internet
Services, WAN/LAN, and equipment. Dedicated Plus calls will
be billed on the basis of 6 seconds minimum and additional
increments of 6 seconds thereafter.

4.7 Employee Service

A switched Long Distance Product that does not require the
employee to purchase any other product or combination of
products. Only available to Convergent Communications'
employees or designated contractors. Contractors must be
approved by the Human Resource Department prior to placing
order for service.
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4.8 Calling Card Services
4.8.1 Convergent Access Service

Convergent Access Service is designed for Customers who
travel or make long distance calls away from their
primary service location. Convergent may pass through
and bill Customer-initiated charges made to BOC
calling. Calling Card calls will be billed on the
basis of 60 seconds minimum and additional increments
of 6 seconds thereafter.

4.8.2 Travel Card and Conference Services

Travel Card Service and Conference Services are
available.

Travel Card Service enables a customer to place phone
calls anywhere within the State or to manage card usage
through speed dialing and account codes.

Conference Service is an operator est iblished service.
It enables a Customer to place a telephone call between
a calling party and one or more called parties using
the Customer's calling card. Operator handled
conference services are established by an operator for
parties when at least on of the called parties in a
different state than the calling party. Convergent,
upon request, will establish conference call at a
Customer specified time.

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewocod, Colorado 80112
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TELECOMMUNICATIONS SERVICES TARIFF
4.8.3 Reserved for Future Use

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewood, Colorado 80112
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TELECOMMUNICATIONS SERVICES TARIFF

Reserved for Future Use

Issued: June 10, 1999
By: Karen Bedell, Sr. Director External Affairs
400 Invermess Drive South, Suite 400
Englewcod, Colorado 80112

Effective:
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SOUTH DAKOTA PUC TARIFF NO. 1

4.9 Toll Free Services

4.9.1

Convergent Standard Toll Free Service

Upon availability, convergent Standard Toll
Free Service provides Customers with a Toll
Free number using the 1-800-XXX-XXXX format.
When switching from their former Toll Free
service provider to Convergent standard Toll
Free service, Customers may retain their
existing Toll Free number.

4.10 Directory Assistance

Access to long distance directory assistance
is obtained by dialing 1 + 355-1212 for
listings within the origina:ing area code and
1 + (area code) + 555-1212 for other
listings. When more than one number is
requested in a single call, a charge will
apply for each number requested. A charge
will be applicable for each number requested,
whether or not the number is listed or
published.

Issued: June 10,

1999 Effective:

By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400

Englewood, Coloradn 80112
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5.1 Easy Access Rates
$0.1300 per minute
K $15 minimum usage per month
Calls are billed based on an 18-second minimum and
additional increments of six seconds thereafter.
5.2 Executive Network Rates
$0.1250 per minute
$15 minimum usage per month
Calls are billed based on an 18-second minimum and
additional increments of six seconds thereafter.
5.3 Network Plus Rates

$0.1200 per minute

Calls are billed based on an 18-second minimum and
additional increments of six seconds thereafter.

5.4 VIP Network Plus Rates
$0.1150 per minute

Calls are billed based on an 18-second minimum and
additional increments of six seconds thereafter.

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewood, Colorado 80112
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A

5.5 Dedicated Plus Rates

$0.0950 per minute

Calls are billed in six-second increments
5.6 Dedicated One Rates

$0.08500 per minute

Calls are billed in six-second increments.
5.7 BEmployee Service Rates

$0.1200 per minute

Calls are billed based on an 18-second minimum and
additional increments of six seconds thereafter.

5.8 Calling Card Service Rates
5.8.1 Irxavel Cards

Easy Access $0.200 per minute
Executive Network $0.180 per minute
Network Plus $0.170 per minute
VIP Network $0.160 per minute
Dedicated Plus $0.160 per minute
Dedicated One $0.160 per minute
Bmployee Rate $0.170 per minute

Calls are billed based on one-minute minimum and
additional increments of six seconds thereafter.

5.8.2 Resexrved for Future Use

Tseved: June 10, 1999 “Bffective:
By: Karen Bedell, S8r. Director External Affairs

400 Inverness Drive South, Suite 400
Englewocod, Colorado 80112
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5.9 Toll Free Service Rates N
Easy Access Service 0.1300 j
Executive Network 0.1000 1
Network Plus 0.0900 ;
VIP Network 0.0850
Dedicated One 0.0500
Dedicated Plus 0.0600
Employee Rate 0.0900

A $10 per month per number service charge applies.

Calls are billed based on an 18-second minimum and
additional increments of six seconds thereafter.

5.10 Directory Assistance
$.75 per listing requested
5.11 Returned Check Charge
$25.00
5.12 Payphone Dial Around Surcharge
A dial around surcharge of $.35 per call will be added to

any completed INTRAstate toll access code and subscriber
800/888 type calls placed from a public or semi-public

payphone,
p Issued: June 10, 1999 Effective:
& By: Karen Badell, Sr. Director External Affairs
¢ 400 Inverness Drive South, Suite 400

Englewcod, Colorado 80112
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5.13 Universal Secvice Fund Assessment & Presubscribed
Interexchange Carrier Charge

The Customer will be assessed a monthly federal Universal
Service Fund Contribution charge on all telecommunications
services, which in no event shall be less than the
prevailing contribution percentage rate charged the Company
on intrastate traffic by the Universal Service
Administrative Company (or any successo ). A Presubscribed
Interexchange Carrier Charge ("PICC") applies on a monthly
basis to &ll Customer monthly bills at the prevailing rate.

¢ June 10, 1999 Effective:
i By: Karen Bedsll, Sr. Director External Affairs

" 400 Inverness Drive South, Suite 400

Englewcod, Colorado 80112
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South Dakota Public Utilities Commission

WEEKLY FILINGS
For the Period of June 10, 1999 through June 16, 1999

If you need a complete copy of a filing faxed, overnight expressed, or mailed to you, please contact
Delaine Kolbo within five business days of this filing.
Phone: 605-773-3705 Fax 605-773-3809

TELECOMMUNICATIONS

TC99-059 In the Matter of the Filing by U S WEST Communicatioi s, Inc. for Approval of a
Local interconnection Agreement between U S WEST Communications, inc. and
Computer Business Sciences, Inc.

U S WEST Communications, inc. and Computer Business Sciences, Inc. (CBS) filed a negotiated
Local interconnection Agreement on June 11, 1999. "The Agreement is a negotiated agreement
selting forth the terms, conditions and prices under which U S WEST agrees to provide (a) services
for resale, (b) certain unbundied network elements, ancillary functions and additional features to
CBS (collectively referred to as "Network Elements”) for CBS's offering and provisioning of

which the parties agree to interconnect and pay reciprocal compensation for the exchange of loca:
traffic” Any party wishing to comment on the agreement may do so by filing written comments with
the Commission and the parties to the agreement no later than July 7, 1999. Parties to the
agreement may file written responses to the comments within twenty days of service of the

“ in the Matter of the Application of Convergent Communications Services, inc. for
a Certificate of Authority to Provide Telecommunications Services in South
Dakota

Convergent Communications Services, Inc. is a reseller who intends to offer interexchange

telecommunication services in South Dakota. Services include 1+ and 10100(X direct outbound
dialing, toll free inbound and travel card services.

You may receive this listing and other PUC publications via our website or via internet e-mail.
You may subscribe or unsubscribe to the PUC mailing lists at hitp:/iwww.state.sd. us/puc/
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RECEIVED

Lance J.M. Steinhart JUL 19 1999
Attorney At Law
6455 East Johns Crossing SOUTH DAKOTA PUBLIC
Suite 285 UTILITIES COMMISSION
Duluth, Georgia 30097
Also Admitted in New York Telephone: (770) 232-9200
and Maryland Facsimile: (770) 232-9208
July 16, 1999
VIA AIRBORNE EXPRESS
Mr. Keith Senger
Utility Analyst
South Dakota Public Utilities Commission
500 East Capitol Avenue
Picrre, SD 57501-5070
(605) 773-3201

Re: Convergent Communications Services, Inc.
SD PUC Docket TC99-060

Dear Keith:
Pursuant to your letter dated July 12, 1999, I provide the following information:

1. Awliamhnneverbeendeniedmgistnﬁonorwﬁﬁaﬁoninmym.

2. Awmnummofcwmm.m.mm
Wm.m,meWﬁthowaMmMWum
consolidated statements.

3. See revised tariff sheet 19.

4. See revised tariff sheet 20.

5. See revised tariff sheet 22.

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

lfymhvemyquuﬁomaiﬂmywideymwﬁhmyddiﬁoulmw
do not hesitate to contact me.

Respectfully

Lance J i

el o i v



CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 19
SOUTH DAKOTA PUC TARIFF NO. 1

AT

2.10.2

2.10.3

Service is provided and billed on a billing
cycle basis, beginning on the date that
service becomes effective. Charges are due
and payable within 30 days after the invoice
date.

The customer is responsible for payment of
all charges for services fur ished to the
Customer, as well as to all persons using the
Customer's codes, exchange lines, facilities,
or equipment, with or without the knowledge
or consent of the Customer. The sezurity of
the Customer's Authorization Codes,
presubscribed exchange lines, and direct
connect facilities is the responsibility of
the Customer. All calls placed using direct
connect facilities, subscribed exchange
lines, or Authorization Codes will be billed
to and must be paid by the Customer.

All bills are presumed accurate, and shall be
binding on the customer unless objection is
received by the Company in writing within 180
days from the invoice date. No credits,
refunds, or adjustments shall be granted if
demand therefore is not received by the
Company in writing within such 180 day
period.

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400

Englewood, Colorado 80112
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AT

2.10.2

2.10.3

Service is provided and billed on a billing
cycle basis, beginning on the date that
service becomes effective. Charges are due
and payable within 30 days after the invoice
date.

The customer is responsible for payment of
all charges for services fur ished to the
Customer, as well as to all persons using the
Customer's codes, exchange lines, facilities,
or equipment, with or without the knowledge
or consent of the Customer. The sezurity of
the Customer's Authorization Codes,
presubscribed exchange lines, and direct
connect facilities is the responsibility of
the Customer. All calls placed using direct
connect facilities, subscribed exchange
lines, or Authorization Codes will be billed
to and must be paid by the Customer.

All bills are presumed accurate, and shall be
binding on the customer unless objection is
received by the Company in writing within 180
days from the invoice date. No credits,
refunds, or adjustments shall be granted if
demand therefore is not received by the
Company in writing within such 180 day
period.

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400

Englewood, Colorado 80112



CONVERGENT COMMUNICATIONS SERVICES, INC. ORIGINAL SHEET 20
SOUTH DAKOTA PUC TARIFF NO. 1
1= ARLY

2.14

In the event Company is required to initiate legzl
proceedings to collect any amounts due to Company for
regulated or non-regulated services, equipment or
facilities, or to enforce any judgment obtained against
a Customer, or for the enforcement c¢f any other
provision of this tariff or applicable law, Customer
shali, in addition to all amcunts due, be liable to
Company for all reasonable costs incurred by Company in
such proceedings and enforcement actions, including
reasonable attorneys' fees, collection agency fees or
payments, and court costs. In any such proceeding, the
amount of collection costs, including attorneys' fees,
due to the Company, will be determined by a court of
competent jurisdiction or the Commission.

All federal, state and local taxes, assessments,
surcharges, or fees, including sales taxes, use taxes,
gross receipts taxes, and municipal utilities taxes,
are billed as separate line items and are not included
in the rates quoted herein.

If an entity other than the Company (e.g., another
carrier or supplier) imposes charges on the company, in
addition to its own internal costs, in connection with
a service for which the Company's non-recurring charge
is specified, those charges will be passed on to the
Customer.

Late Charge

A one-time late fee of 1.5% monthly or the amount
otherwise authorized by law, whichever is lower, may be
added to any unpaid balance brought forward from the
previous month's billing date.

Returned Check Charge

A fee of $25 will be charged whenever a check or draft
presented for payment for service is not accepted by
the institution on which it is written.

Issued: June 10, 1999 Bffective:

By:

Karen Bedell, 8Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewood, Colorado 80112



< Yo Timing begins when the called station is
answered and two way communication is
possible, as determined by standard industry
methods generally in use for ascertaining
answer, including hardware answer supervision
in which the local telephone company sends a
signal to the switch or th: software
utilizing audio tone detection. Recognition
of answer supervision is the responsibility
of the Underlying Carrier. Timing for each
call ends when either party hangs up. CCSI
will not bill for uncompleted calls.

3.2 Customer Complaints and/or Billing Disputes

Customer inquiries or complaints regarding service or
accounting may be made in writing or by telephone to
the Company at:

400 Inverness Drive South, Suite 400

Englewood, Colorado 80112

(800) 335-3811
Any objection to billed charges should be reported
promptly to CCSI. Adjustments to Customers' bills
shall be made to the extent that records are available
and/or circumstances exist which reasonably indicate
that such charges are not in accordance with approved
rates or that an adjustment may otherwise be
appropriate.
The Company will respond within seventy two (72) hours
of receipt of an inquiry. If the Customer is
dissatisfied with the Company's response to a complaint
or inquiry, the Customer may file a complaint with the
Commission for resclution of the conflict. The South
Dakota Public Utilities Commission can be reached at:

500 East Capitol

Pierre, SD 57501-5070

(605) 773-3201

(800) 332-1782

TTY through Relay Service South Dakota-

(800) 877-1113

Issued: June 10, 1999 Effective:

Karen Bedell, Sr. Director External Affairs
400 Inverness Drive South, Suite 400
Englewocod, Colorado 80112




Also Adminied in New York
and Maryirnd

Mr. Keith Senger
Utility Analyst

Lance J.M. Steinhart

Attorney At Law
6455 East Johns Crossing
Suite 285
Duluth, Georgia 30097

August 25, 1999

S00 East Capitol Avenue
Picrre, SD  57501-5070

RECEIVED
AUG 26 1999

SOUTH DAKOTA PUBLIC
UTILITIES COMMISSION

Telephone: (770) 232-9200
Facsimile: (770) 232-9208

Re: Convergent Communications Services, Inc.; SD PUC Docket TC99-060

Dear Keith:

Pursuant to our telephone conversation this afternoon, please be advised that the company
wiil accept restrictions regarding prepaid calling cards, advance payments and deposits, and |
have included herewith an original and ten (10) copies of revised tariff sheets 4, 17 and 18, in
which all references to the foregoing were deleted.

I have also enclosed an extra copy of this cover letter to be date stamped and returned

umnhmﬁwmm

If you have any questions or if I may
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Issued: Jume 10, 1999 Bffective:
By: Exren Badall, Sr. Director Exteraal Affairs
482 Prive 400
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2.6 Credit Allowance

2.6.1 Credit may be given for disputed calls, on a
per call basis.

2.7 Restoration of Service

The use and restoration of service i1hall be in
accordance with the priority system specified in part
€64, Subpart D of the Rules and Regulations of the
Federal Communications Commission.

2.8 Reserved for Future Use

Issued: June 10, 1999 Effective:
By: Karen Bedell, Sr. Director External Affairs
400 Invermess Drive South, Suite 400
Englewood, Colorado 80112
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Issued: June 10, 1999 " Rffective:
By: Karsn Bedell, Sr. Director External Affairs

400 Inverness Drive South, Suite 400
Englewood, Colorado 80112




BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) ORDER GRANTING

CONVERGENT COMMUNICATIONS ) CERTIFICATE OF
SERVICES, INC. FOR A CERTIFICATE OF ) AUTHORITY
AUTHORITY TO PROVIDE )
TELECOMMUNICATIONS SERVICES IN ) TC99-060

)

SOUTH DAKOTA

On June 11, 1999, the Public Utilities Commission (Commission), in accordance with SDCL
498-31-3 and ARSD 20:10:24:02, received an application for a certificate of authority from Convergent
Communications Services, Inc. (CCSlI).

CCSI proposes to offer 1+ and 101XXXX direct outbound dialing, 800/888 toll free inbound
dialing and travel card service. A proposed tariff was filed by CCSl. The Commission has classified
long distance service as fully competitive.

On June 17, 1999, the Commission electronically transmitted notice of the filing and the
intervention deadline of July 2, 1999, to interested individuals and entities. No petitions to intervene
or comments were filed and at its September 8, 1899, meeting, the Commission considered CCSl's
request for a certificate of authority. Commission Staff recommended granting a certificate of
authority, subject to the condition that CCSI not offer a prepaid calling card or require deposits or
advance payments without prior approval of the Commission.

The Commission finds that it has jurisdiction over this matter pursuant to Chapter 49-31,
specifically 49-31-3 and ARSD 20:10:24:02 and 20:10:24:03. The Commission finds that CCSI| has
met the legal requirements established for the granting of a certificate of authority. CCSI has, in
accordance with SDCL 49-31-3, demonstrated sufficient technical, financial and managerial
capabilities to offer telecommunications services in South Dakota. The Commission approves
CCSl's application for a certificate of authority, subject to the condition that CCSI not offer a prepaid
calling card or require deposits or advance payments without prior approval of the Commission. As
the Commission's final decision in this matter, it is therefore

ORDERED, that CCSi's application for a certificate of authority is hereby granted, subject to
the condition that CCSI not offer a prepaid calling card or require deposits or advance payments
without prior approval of the Commission. Itis

FURTHER ORDERED, that CCSI shall file informational copies of tariff changes with the
Commission as the changes occur.

Dated at Pierre, South Dakota, this g[d’ day of September, 1999.

CERTIFICATE OF SERVICE BY ORDER OF THE COMMISSION:
The undersigned hereby certifies that this /
documunt has been served today upon all parties of
record in this docket, as listed on the docket service
list, by first class mail, in properly addressed

“M@Mw ; ES A. BURG, Chai
By. : P
s 7///5///?7 P O ’/ |ssuoé

/
(OFFICIAL SEAL) g ’//L ”
< ASKA SCHOENFELDERZCommissioner




' SOUTH DAKOTA PUBLIC UTILITIES |
COMMISSION

CERTIFICATE OF AUTHORITY

To Conduct Business As A Telecommunications Company
Within The State Of South Dakota

Authority was Granted September 8, 1999
Docket No. TC99-060

This is to certify that
CONVERGENT COMMUNICATIONS SERVICES, INC.

is authonized to provide telecommunications services in South Dakota.

This certificate is issued in accordance with SDCL 49-31-3 and ARSD
20:10:24:02, and is subject to all of the conditions and limitations contained in
the rules and statutes governing its conduct of offering telecommunications
seivices.

Dated at Pierre, South Dakota, this /4/ %day of M 1999.

SOUTH DAKOTA PUBLIC
UTILITIES COMMISSION:

|
3
|
|
|
;
|

4

PAM NELSON, Comr?issioner

\

gt & Volthiw s N
LASKA SCHOENFELDER, Commissioner
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