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H DAKOTA PUBLIC
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August 23, 1999
x South Dakota Public Utilities Comummission
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i Pierre, SD 57501-507C
% Re:

To Whom It May Concern:
WﬁxComhdmmmLpleaseﬁndmoﬁgimlmdten(m)oopiuofAS
Telecommunications, Inc.’s (d/b/a ALLSTAR Telecom) application for a Certificate
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Thank you for your assistance.
Sincerely,

e

Eric E. Bohman
On Behalf of AS Telecommunications, Inc.




BEFORE THE RECEIVED

PUBLIC SERVICE COMMISSION OF SOUTH DAKOTA

AUG 25 1999

Application of ) SOUTH DAKOTA PUBLIC

) UTILITIES COMMISSION
AS Telecommunications, Inc. d/b/a )
ALLSTAR Telecom ) Docket No.

)
For Authority to Operate as a Reseller )
Of Telecommunications Service Within )
The State of South Dakota )

APPLICATION

AS Telecommunications, Inc. (“Applicant”), by its undersigned officer and
pursuant to SDCL 49-31-3, hereby submits its application for a Certificate of Authority to
operate as a reseller of intrastate interexchange telecommunications services in the State
of South Dakota. In support thereof, Applicant provides the following information:

1. Applicant: AS Telecommunications, Inc.

C Head Principal Pl fBusi
223 East De La Guerra 3030 North Central Ave., Suite 702
Santa Barbara, CA 93101 Phoenix, AZ 85012

(805) 899-1962 (voice) (800) 800-3986 (voice)

(805) 899-3842 (fax) (800) 800-4554 (fax)

z ALLSTAR Telecom
3 Applicant is a corporation
(a) Applicant was incorporated in Arizona on August 30, 1997 and has
been granted authority to transact business as a foreign corporation in
the State of South Dakota. A copy of Applicant’s Certificate of



Authority to transact business in South Dakota is attached hereto as
Exhibit A.
(b) Applicant does not have an office located in South Dakota. The name
and address of the Applicant’s registered agent is:
National Registered Agents, Inc.

300 South Phillips Avenue, Suite 300
Sioux Falls, SD 57102

(c) Applicant’s parent company is:
STAR Telecommunications, Inc.
223 E. De La Guerra
Santa Barbara, CA 93101
STAR Telecommunications, Inc. (“STAR") is a 100% sharcholder of
Applicant.

4. Not zpplicable.

5. Applicant proposes to provide 24-hour intrastate interexchange
telecommunications services over the facilitics of other carriers. Applicant’s
intrastate services will include toll free service, private line service, travel card
service, and 1+ telecommunication service. Depending on consumer demand,
Applicant may subsequently offer additional services.

6. Applicant secks authority to provide service as a reseller of
telecommunications services. As a resale carrier, Applicant has not installed
nor does it plan to install any equipment, plant, or facilities in the State of
South Dakota. Applicant will provide service over the facilities of other

carriers, the selection of which will be based upon Applicant’s analysis of
facility cost, suitability and quality of service.




7. Applicant plans to provide telecommunications services to subscribers to and

from all points in the State of South Dakota and, therefore, seeks statewide

s
. Applicant’s most recent consolidated balance sheet and income statements are
attached as Exhibit B. A copy of Applicant’s parent company’s 1998 Form 10
K filed with the Securities and Exchange Commission, it’s most recent
consolidated balance sheet, income statement and cash flow statement, and
it’s 1998 Annual Report to Shareholders are attached as Exhibit C. A copy of
Applicant’s proposed tariff with the terms and conditions of service is
attached as Exhibit D.
. Applicant’s representative regarding complaints and regulstory matters:

Kathleen D. Mayer

Secretary, Manager of Legal Affairs

(805) 899-1962 (tel.)

(805) 962-3806 (fax)

(300 895.1963
Customers with billing questions or other customer service matters may reach
Applicant at its toll free number (877) 782-7911. Applicant has no less than
three customer service representatives on duty at all times, from 6a.m. to
midnight, Monday through Friday. Applicant has an answering service and a
customer service representative on-call at ail other times  Applicant’s trained
customer service representatives fully research all customer inquiries and
attempt to resolve any customer complaints.

10. Applicant is in the process of obtaining intrastate interexchange authority in

nine states throughout the United States: Delaware, Illinois, Kentucky,




Louisiana, Maryland, Mississippi, Missouri, Oklahoma and Vermont.
Applicant is certificated to operate as a reseller of all forms of telephone
service, including intrastate interexchange service, in the remaining United
States, with the exception of Hawaii.
Prior to Applicant’s being acquired by STAR, Applicant transacted business
under the name Advanced Management Services, Inc. (“AMS”™). To the best
of the undersigned’s knowledge, AMS had never been denied registration to
transact business as a foreign corporation in any state. Further, to the best of
the undersigned’s knowledge, AMS had one CPCN application rejected by the
State of Missouri until AMS obtained a bond.
To the best of Applicant’s knowledge, Applicant is in good standing with the
appropriate regulatory agency in each state where it is certified.

11. Applicant intends to market its services through direct sales agents; its target

market at this time is small, medium and large commercial businesses.
Applicant does not engage in multilevel marketing. Copies of Applicant’s
brochures are attached as Exhibit E.

12. Not applicable.

13. Applicant’s Federal Identification Number is 86-0687725.

14. No slamming complaints have been filed with a regulatory agency against
Applicant as a result of its direct sales. Applicant will not initiate service

unless and unti! it has a signed Letter of Authorization from the customer
authorizing the switch of the customers’ long distance provider. Applicant
has, however, received a few complaints from customers who were switched




to our service as 2 result of a computer or human data entry error; those
customers were retumed to their camier of choice and credited for any costs
incurred as a result of the switch. Applicant has not received any complaints
from customers being charged for services that have not been ordered with the
exception of a few calls questioning the payphone surcharge of .24 cents
which is an FCC authorized surcharge.

15. Applicant will comply with ail applicable requirements of the Commission’s
decisions and regulations applicable to resellers. Applicant does not wish to
request a waiver.

16. Other information:

Applicat is financially qualified to provide interexchange
telecommunications services in the State of South Dakota. Applicant has access
to the financing and capital necessary to conduct its tclecommunications
operations as specified in this Application. Applicant will rely upon its existing
personnel, technological and financial resources, and that of STAR's, its parent

company, in order to provide intrastate services in the State of South Dakota;

accordingly, no additional investment will be needed to offer the proposed
services.  Applicant’s and STAR’s financial qualifications to provide
interexchange telecommunications services are attached hereto as Exhibits B and
C.

Applicant’s parent company officers are well qualified to execute its business




experience. Descriptions of the telecommunications and managerial experience
of it’s key personnel are attached hereto and a part of Exhibit F.

Approval of Applicant’s application will serve the public interest by increasing
competition in the interexchange marketplace and by providing a
greater choice of long distance services. Applicant belicves that increased
alternatives in long distance will provide South Dakota cellers with the most
competitive prices and widest arrangement of service and bill'ng options possible.

Therefore, in view of the foregoing, AS Telecommunications, Inc. respectfully
requesis the South Dakota Public Service Commission to grant it a Certificate of
Authority to operate as a reseller of telecommunications services within the State of
South Dakota.

Respectfully submitted,

lutttee e

223 E. De La Guerra { treet
Santa Barbara, CA 93101
(805) 963-1619 (Tel.)
(805) 899-3402 (Fax)

Secretary of AS Telecommunications, Inc.
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(Certificate of Authority)




OFFICE OF THE SECRFTARY OF STATE

AMENDED CERTIFICATE OF AUTHORITY

I, JOYCE HAZELTINE, Secretary of State of the
State of South Dakota, hereby certify that duplicate
of the Application for an Amended Certificate of
Authority of ADVANCED MANAGEMENT SERVICES, INC. (AZ)
to transact business in this state duly signed and
verified pursuant to the provisions of the South
Dakota Corporation Acts, have been received in this
office and are found to conform to law.

ACCORDINGLY and by virtus of the authority
vested in me by law, I hereby issue this Asended
Certificate of Authority and attach hexeto a
mlmu of the application to transact business in

state under the name of AS TELECOMMUNICATIONS,
INC.

IN TESTIMONY WHEREOF, I have
hereunto set my hand and
affixed the Great Seal of the
State of South Dakota, at
Pierre, the Capital, this
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ALLSTAR TELECOMMUNICATIONS

. Batance Sheet Companative
| May 31, 199
MY APRIL VARIANCE
Asscis:
Curremt Asscrs
Cash & Cash Equivalents $2.348.844 74 $884.861 39 $1.463.983.35
Accounts Recervable net of Al owance $6.334.23099 S4582836 24 $1LI513% 75
Other Recewables $217.889.70 $217.02 00 $307.20
Preposds & Other Current Assets $224.001.17 $180,125 17 $43.576 00
Prepasd Tmues $2°.750 00 $26.000 00 ($3.250 00)
Tote! Current Assets 9.142.716 60 5.8%0.904 80 3256811 80
Propenty & Equipment
Lessohold $103.981.54 $102,966 36 $1.015.18
e sz shems ad®
1
Funirwre £ | atures $366.898.09 $286,180 45 $30,717.64
Teta: Property & Equipment 4.830,146.16 39397510 20.94.73
Less Accumulated Dopreciation & Amon zaton $2833.526.65 $2.761.731.35 $71.995.30
Net Prupenty & Equapeent 1,196.619.51 LI73.0C008 1859943
levestmend $381232900 5381232900 $0 00
Less Accumulated Amertizabon (1.499.027 43) (1462312 34) 367150m
Net lo cstawents 2313301 57 2350016 66 6e7150%
Depes:ts $35.380.75 $3R.3%0 75 $000
Total ( Nher Amsers 235165232 238239741 0671509
Total Asmcts 1269601843 945713229 323869614
Lsabelnies
Currerit Labdldiscs
Accopts Payablc. nct of dispuics $7335.019.51 $10281.003 11 (S2.942.983 60)
C Star Payable $17.464 61067 ST $6.320282 %
Accrcd Line Cost $2302.311.32 S1415003 23 $337.508 09
Excise Tax & S & U Tax Payahle $737.988 x9 $623.41032 $19.51 57
Incoone T 33 Payabic $9N.696 41 $1.001.084 57 ($30.383.16)
Accrucd & Ocher liahehities $1.486.549.2) $1.162458 08 $324491 13
Total Current Lisbiluses 30.301.0%.01 25632287.02 466873399
Long Term Debt & Copatal Lease Obliganions $234551299 237249853 (S26.985.54
Depesits £3.800 .00 $3.800 00 snoo'
Toud Long Term Lisbimes 234931299 2376298 53 (26,985 54)
Total Liahdnies 3265038900 28,008 5%5 <5 4,54) 303 45
Equaty
Common Stock $68.673 04 $68.673.04 $0.08
APIC $13.006.564.00 $13.006,564 00 $000
Retzincd Earnings (527.097 855.40) ($27.097,355 40) $0 00
Curvent Earmings ($5.856.752.21) (54.528.6 44 90) ($1.328,107.31)
Toea!l Equity (19579.3%0.57) ~ (18.551.263.26) (1.328.107.31)
Tosal Liabsisscs & Equay 12771018 43 945732229 331169 14
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ALY APRIL VAKIANC S o » nne
......,‘..s- SIS SR 10 46 $1150832° % SLLIES2 18
Servise Fer bacumee 2034700 (520 347 01) 2034700
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Tanes (611540 $e 115 1
Frmamce Cawpes $49.264 11 BN (532 363 72) -5 0% SITLI2 53
O 57504 53 $112.344 06 (537,301 33) % SIST6M 09
Coteuncy Redomds (5124 443 39) (5145252 67) £20 8% 3% 16 7% (5346530 T0)
Tousl AlStw Reven S1LYMEN $1.9%0.984 07 (51120 2e5% $11.388.658 12
Tonsd Reveme $1.909871 33 $1.950.984 07 (551112 69) 265% $11.388.658 12
COSTS OF SALES
CUGH Lwwge ot Lol 53331702 (573,19 03) A5 $4.988. 545 4
CUGS Frmane Lune-W b S2NEEH % $13,647 95 2122631 e $796,490 52
USF Charges S22 $45.869 65 (53,600 26) $5% $I8109 4
M Tunes (51,867 u3) $i8070%
#CCOGS ST SHA 882 00 (5122 109 2%) 16 39% $4.107.2002
2 Fammace Ohrpes (348,352 %1) S48 552 31
£31.00% % S0 (S13.5% 19) 44 30 755 N
P Dispanes SImx 9 $164 2 2487 131 IR el
Tousd Unage $) 49523 08 S1A36.418.35 (S141.18x 2%} 54y $11,057.627 10
Total Couns of Sakes $1.494.230 08 $1.636.418.35 ($141.183.27) 9 3% $10.057.627 10
Cross rmonT S414.64100 34488712 $90.978.53 20.73% $iJdes) @
Gain Masyss % nw 124% S 1% 27% L%
SCEA OArENNES:
Lead Goneranon $293 00 six FETR $) 6% s
Eaponcm- Leave 55200 $490.37 5101 4 1746% sLimn
M Equp 291 18 369,58 2160 24r% $2.044.9
[ e 520,000 00 (520 000 00) £22 408 00
s 04 ey st 01 $4.069.26 275 3% $4.630.18
ok Ssssuses $4.98201 514,000 26 (519.087 25) S8 1% $67.033 13
Lissnces & Fors RMR 3368 10 22782 2001% SUN M
$15.000 0 (515,006 00)
Outside Sevvicrs - Adamea $3,000 00 $4.720 40 (53 720 00) 34 a0% $13,720 00
Fers s es 194 $15.92 36 3636 siiLsoas 2
Toud Prefessammsd $4761208 S50 0 $1L7723% NN $125,530 38 1
CAMYA e - (MToce 32786 32 (32354 41) ~446 00% $ian?
Bk Service Charpes snm $1745%02 ($16.835.13) ~2953 03% $59.7138
Tempanary Help $10.507 91 $2.436.33 $2071.5% % 81% $21,781 06
Outiade Sz vaces MTSTIN » $3934801 2.0%
Bemefits SInn SIRITLSE $12.404 63 3% 51% 841201
Brmwic $15.200 0 34,200 00 000 00 NN b3 Ry
C e o ragnas $304 v 53 29929 & 5208 566 93 40 7% SLALA
Varswos Erpe: < 263 2 13267 4 $17367.04 B22% sLne
Sulnins ST 26 12 S92 0 $58.064.12 1215% LD T
Powsell fares 567491 28 361,546 9 £5.644 7% 2 36% 24271 83
Toad Powweld Erpemas SN M |S2MNe $08 047 52 7m% S0 2
Possall servece bees sisn 351 % IR S T 9% 9% i
Pramteng (3 1oy S 90 0 (520 35 30) O 0. s ™Mo
Rews-Covposane Offsce $43% 33 447000 $1.369 07 33% S0 N
&. Osteer 20 0 0 (R20%67) «100 62% 1258358
o—ry Sions o1 s e e bddad 21
Space S1L35» 51248 SLMI 7 85% $1L% M -
Toand Rrwa £51.086 0 SO0 4 $1.201.36 235% 2N
Prosectvas) 70 54 siss2 0 (s15051L.) 1905 20% $42,100. 34
Office Suppiees 20 O bl $20.765.34 5% ana
Telophone, Pagers & Celi S s 18448 29 ours $132.805 54
Puthung Fors 3500 200
w-hny L iedid 5 4631% $151.085.15
e v ’o‘?n: S17.84.7) (52.834.71) -‘s’g $101.988.26
Mapis Liner o5 AL % 100 Co% e
Kepars mm! Maotes s 3B $1.30 % 1.1 4326%
Tratmeny & Deviopement ol (5214.03)
Secway Servees 910 (3954 10) 940
Undinses £5.15.25 53 (5185.95) 3 61% $13,
Duwe. & Setac rpcuomy snn (531.97) 106 04% 25D
Toade 1m0
Trade 2900 w0 $1mo0
Trade Shove Eascrrameesd $5.000 00 $24,000 20 ($19.000.00) «130 0% $39.000.00
Trade Show-Other $44 00 $M00 340,015 92
Trade Saom - Graphacy SI0wW (3120 00) $406T) 69
Trade Show-Reprtrston fees 62057
Total Trade Show Expense B85 % 2460 (519.12u.00) 46T 12609158
T& w £3.067 20 $70096) (5.9241) ~12853% $10.648.13
T& snn 5390 M (5343 46) -4 55% $20,%08.25
et T & E-Awso Rescal $1.213 %0 2.3515.% LN «108 1% $15,99.65

T & E-Maeage ST M $9.860 08 235706 2031% 209218
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
' ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
? SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 1998

or

[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to to
Comumission file number 000-22581

STAR TELECOMMUNICATIONS, INC.

(Exact name of registrant as specified in its charter)

Delaware 770362681
(State or other jurisdiction of (LR.S. Employer Ideatification No.)
incorporation or organization)
223 East De La Guerra 93101
Santa Barbara, Califorria (Zip Code)

(Address of Principal Executive Offices)

(805) 899-1962
(Registrant’s telephone number, including area code)

Securities Registered Pursuant to Section 12(b) of the Act: None
Name of each exchange on which registered: The Nasdaq Nationa! Market
Securities Registered Pursuant to Section 12(g) of the Act:
Common Stock

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securitics Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
rep'stnmwumquéedtoﬁlcanhnpau).mda)hsbceaaﬁedlomdlﬁlingrequirmmsfonbepmw
days. Yes ] No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405
of this chapter) is not contained berein, and will not be contained, to the best of registrant’s knowledge, in
definitive proxy or information statements incorporated by reference in Part Il of this Form 10-K or any
amendment to this Form 10-K X

The aggregate market value of the Common Stock of the Registrant held by non-affiliates of the Registrant
on March 17, 1999, based on the average bid and asked prices for the Common Stock as reported by Nasdaq was
approximately $361,205,316.

As of March 17, 1999, the number of shares of the Registrant’'s Common Stock outstanding was 57,369,000
shares.

e e




PART I

This Annual Report on Form 10-K for the year ended December 31, 1998 (the “Form 10-K") contains
crtain “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as
amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the
“Exchange Act"). Forward-looking statements are statements other than historical information or state-
ments of current condition and relate to future events or the future financial performance of the Company.
Some forward-looking statements may be identified by use of such terms as “expects,” “anticipates,”
“intends,” “estimates,” “believes” and words of similar import. These forward-looking statements relate to
plans, objectives and expectations for future operations. In light of the risks and uncertainties inherent in
all such projected operation matters, the inclusion of forward-looking statements in this Form 10-K should
not be regarded as a representation by the Company or any other person that the objectives or plans of the
Company will be achieved or that any of the Company’s operating expectations will be realized. Revenues
and results of operations are difficult to forecast and could differ materially from those projected in the
forward-looking statements contained in this Form 10-K for the reasons detailed in the “Risk Factors”
section of this Form 10-K, beginning on page 15, or clsewhere in this Form 10-K.

Item 1. Business.
Overview

STAR Telecommunications, Inc. (“STAR” or the “Company”) is a multinational telecommunications
services company focused primarily on the international long distance market. STAR offers highly reliable,
low-cost switched voice services on a wholesale basis, primarily to U.S.-based long distance carriers. STAR
provides international long distance service to approximately 200 foreign countrics through a flexible
network comprised of various foreign termination relationships, international gateway switches, lcased and
owned transmission facilities and resale arrangements with long distance providcrs. STAR has grown its
revenues rapidly by capitalizing on the deregulation of international telecommunications markets, combin-
ing sophisticated information systems with flexible routing and leveraging management’s industry exper-
tise. STAR has increased its revenues and net income from $58.9 million and $3.7 million, respectively, in
1995 to $595.5 million and $13.5 million, respectively, in 1998.

Industry Background

The international long distance telecommunications services industry consists of all transmissions of
voice and data that originate in one country and terminate in another. This industry is undergoing a period
of fundamental change which has resulted in substantial growth in international telecommunications
traffic,

“rom the standpoint of U.S.-based long distance providers, the industry can be divided into two major
segments: the U.S. international market, consisting of all international calls billed in the U.S., and the
overseas market, consisting of all international calls billed in countries other than the U.S. The US.
international market has experienced substantial growth in recent years, with gross revenues from
international long distance services rising from approximately $14.9 billion in 1996 to approximately $16.3
biilion in 1997, according to FCC data.

STAR believes that a number of trends in the international telecommunicatic as market will continue
to drive growth in international traffic, including:
* continuing deregulation and privatization of telecommunications markets;

* pressure to reduce international outbound long distance rates paid by end users driven by increased
competition in newly deregulated global markets;




the dramatic increase in the availability of telephones and the number of access lines in service
around the world;

the increasing globalization of commerce, trade and travel;

the proliferation of communications devices such as faxes, cellular telephones, pagers and data
communications devices;

* increasing demand for data transmission services, including the Internet; and

* the increased utilization of high quality digital undersea cable and resulting expansion of bandwidth
ilability.

The Development of the U.S. and Overseas Markets

The 1984 deregulation of the U.S. telecommunications industry enabled the emergence of a number
of new long distance companies in the U.S. Today, there are over 500 U.S. long distance companics, most
of which are small or medium-sized companics. In order to be successful, these small and medium-sized
companics nced to offer their customers a full range of services, including international long distance.
However, most of these carriers do not have the critical mass to receive volume discounts on international
traffic from the larger facilities-based carriers such as AT&T Corp. (“AT&T™), MCI WorldCom, Inc.
{“MCI WorldCom™) and Sprint Corporation (“Sprint”) . In addition, these small and medium sized
companies generally have only limited capital resources to inves’ in international facilities. New interna-
tional carriers such as STAR emerged to take advantage of thy © mand for less expensive international
bandwidth. These emerging multinational carriers acted as aggregators of intcrnational traffic for smaller
carriers, taking advantage of larger volumes to obtain volume discounts on international roules (resale
traffic), or investing in facilitics when volume on particular routes justify such inestments. Over time, as
these emerging international carriers became established and created a high quality networks, they began
to carry overflow traffic from the larger long distance providers secking lower rales on certain routes.

Deregulation and privatization have also allowed new long distance providers to emerge in foreign
markets. By eroding the traditional monopolies held by single national providers, many of which are wholly
or partially government owned, such as Post Telegraph & Telephone operators (“PTTS”), deregulation is
providing U.S.-based providers the opportunity to negotiate more favorable agreements with PTTS and
emerging foreign providers. In addition, deregulation in certain foreign countries is enabling U.S.-based
providers to establish local switching and transmission faciliti¢s in order to terminate their own traffic and
begin to carry international long distance traffic originated in that country. STAR belicves that growth of
traffic originated in markets outside of the U.S. will be higher than the growth in traffic originated within
the US. due 10 recent deregulation in many foreign markets, relative economic growth rates and
increasing access to telecommunications facilities in emerging markets,

International Switched Long Distance Services
tics that automatically route calls to circuits based upon a predetermined sct of routing criteria. The call
typically originates on a local exchange carrier’s network and is transported to the caller’s domestic long
distance carrier. The domestic long distance provider then carries the call to an international gateway
switch. An international long distance provider picks up the call at its gateway nd sends it directly or
through one or more other long distance providers to a corresponding gateway switch operated in the
country of destination. Once the traffic reaches the country of destination, it is then routed to the party
being called though that country’s domestic telephone network.

International long distance providers can generally be categorized by their ownership and use of
switches and transmission facilities. The largest U.S. carriers, such as AT&T, MCI WorldCom and Sprint,
primarily utilize owned transmission facilitics and generally use other long distance providers to carry their




overflow traffic. Since only very large carriers have transmission facilitics that cover the over 200 countries
to which major long distance providers generally offer service, a significantly larger group of long distance
providers own and operate their own switches but either rely solely on resale agreements with other long
distance carriers to terminate their traffic or use a combination of resale agreements and owned facilities
in order to terminatg their traffic as shown below:

Operating Agreemenis. Under traditional operating agreemeats, international long distance traffic is
exchanged under bilateral agreements between international long distance providers in two countries.
Operating agrecments provide for the termination of traffic in, and return traffic to, the international long
distance providers’ respective countries at a standard “accounting rate” with that international provider.
Under a traditional operating agreement, the international long distance provider that originates more
traffic compensates the long distance provider in the other country by paying a net amount based on the
difference between minutes sent and minutes received and the settiement rate, which is generally one-half
of the accounting rate.

Under a typical operating agreement both carriers jointly own the transmission facilitics between two
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particular cable prior to the time the cable is placed in service, acquiring an “Indefeasible Right of Use™
(“IRU") in a previously installed cable, or by leasing or obtaining capacity from another long distance
provider that cither has direct ownership or IRUs in the cable. In situations where a long distance provider
has sufficicatly high traffic volume, routing calis across directly owned or IRU cable is gencrally more cost-
effective on a per call basis than the use of short-term variable capacity arrangements with other long
distance providers or leased cable. However, direct ownership and acquisition »f IRUs require a company
to make an initial investment of its capital based on anticipated usage.

Transit Amangements. In addition to utilizing an operating agreement to terminate traffic delivered
from one country directly to another, an international long distance provider may enter into transit
arrangements pursuant to which a long distance provider in an intermediate country carries the traffic to a
country of destination. Such transit arrangements involve agreement among the providers in all the
counirics involved and are gencrally used for overflow traffic or where a direct cironit is unavailable or not
volume justified.

Resale Arrangements. Resale arrangemeats typically involve the wholesale purchase and sale of
transmission and termination services between two long distance providers on a variable, per minute basis.
The resale of capacity, which was first permitted in the U.S. market in the 1980s enabied the emergence of
new international long distance providers that rely at least in part on capacity acquired on a wholesale basis
from other long distance providers. Internaticnal long distance calls may be routed through a facilities-




based carrier with excess capacity, or through multiple long distance resellers between the originating long
distance provider and the facilitics-based carrier that ultimately terminates the traffic. Resale arrange-
ments sct per minute prices for different routes, which may be guaranteed for a set time period or subject
to fluctuation following notice. The resale market for international capacity s constantly changing, as new
long distance resellers emerge and existing providers respond to fluctuating costs and competitive
pressures. In order 1o be able to effectively manage costs when utilizing resale arrangements, long distance
providers need timely access to changing market data and must quickly react to changes in costs through
pricing adjustments or routing decisions.

Altemative Termination Arrangements. As the international telecommunications market has become
deregulated, service providers have developed alternative arrangements to reduce their termination costs
by, for example, routing traffic via third countries to obtain lower settiement rates or using international
private line facilities to bypass the scitlement rates applicable to traffic routed over the public switched
telephone network (“PSTN™). These armangements include international simple resale (“ISR™), traffic
refiling and the acquisition of transmission and switching facilitics in foreign countries so as to seclf-
correspond. Refiling of traffic takes advantage of disparities in seitiement rates between different coun-
tries. An originating operator typically refiles traffic by sending it first (o a third country that enjoys lower
settlement rates with the destination country where upon it is forwarded or refiled to the destination
country thereby resulting in a lower overall termination cost. The difference between transit and refiling is
that, with respect to transit, the operator in the destination country typically has a direct relationship with
the originating operator and is awarc of the arrangement, while with refiling, the operator in the
destination country typically is not aware that it is terminating refiled traffic onginated in another country.
While the United States has taken no position with respect to whether refile comports with intemational
regulation, refile is illegal in many countrics. With ISR, a long distance provider completely bypasses the
settlement system by connecting an international private line (“IPL’) to the PSTN on one or both eads.
While ISR curreatly is only sanctioned by U.S. and other regulatory authorities on some routes, ISR
services are increasing and are expected to expand significantly as dercgulation of the intcrnational
telecommunications market continues. In addition, new market access agreements, such as the WTO Basic
Telecommunications Agreement (the “WTO Agreement”), have made it possible for many international
scrvice providers to establish their own transmission and switching facilities in certain foreign countrics,
enabling them to self-correspond and directly terminate traffic. See “—Government Regulation.”

The highly competitive and rapidly changing international telecommunications market has created a
significant opportunity for carmicrs that can offer high quality, low cost international long distance service.
Dercgulation, privatization, the expansion of the resale market and other trends influencing the interna-
tional telccommunications market are driving decrcased termination costs, 2 proliferation of routing
options, and increased competition. Successful companies among both the emerging and established
international long distance companies will need to aggregate enough traffic to lower costs of both facilities-
based or resale opportunitics, maintain systems which enable analysis of muliiple routing options, invest in
facilities and switches and remain flexible enough to locate and route traffic through the most advanta-
geoas routes.

The STAR Approach

STAR is a multinational telecommunications services company focused primarily on the international
long distance market. STAR offers highly reliable, low-cost switched voice services on a wholesale basis,
primarily to U.S.-based long distance camriers. STAR provides international long distance service to
approximately 200 foreign countries through a flexible network comprised of various foreign termination
relationships, international gateway switches, lcased and owned transmission facilitics and resale arrange-
ments with long distance providers. STAR has grown its revenues rapidly by capitalizing on the deregula-
tion of international telecommunications markess, combining sophisticated information systems with
flexible routing and leveraging management's industry expertise.




STAR markets its services to large global carriers seeking lower rates, as well .s to small and medium-
sized long distance companics that do not have the critical mass to invest in their own international
transmission facilitics or 1o obtain volume discounts from the larger facilities based carriers. During the
fourth quarter of 1998, STAR provided switched international long distance services to 151 customers and
currently provides these services to fourteen of the top forty global carriers. STAR has also recently
focused on building a customer basc overseas, particularly in Europe, and has opened offices in Dussel-
dorf, Frankfurt, Hamburg and Munich, Germany and London, England. In addition, STAR has begun to
market its international long distance services directly to certain commercial customers in the U.S. and
overseas.

Strategy

STAR's objective is to be a leading provider of highly reliable, low-cost switched international long
distance services on a wholesale basis to U.S. and foreign-based telecommunications companies, as well as
on a retail basis to commercial customers. Key elements of STAR's strategy include the following:

Expand Switching and Transmission Facilities. STAR is continuing to pursue a flexible approach to
expanding and enhancing its network facilities by investing in both switching and transmission facilities
where traffic volumes justify such investments. STAR has expanded its international gateway switching
facilities through the addition of facilities in Dallas and Miami and Dusseldorf, Frankfurt, Hamburg and
Munich, Germany and plans to put into service in 1999 switches in Atlanta; Paris, France; Geneva,
Switzerland; Vienna, Austria; and Tokyo, Japan. STAR's international gateway switch in London, England
went into service in April 1997 and four switches in Germany became operational in the second quarter of
1998.

Capitalize on Projected Intemational Long Disiance Growth. STAR believes that the international
long distance market provides attractive opportunitics due 1o its higher revenue and profit per minute, and
greater projected growth rate as compared to the domestic long distance market. STAR targets interna-
tional markets with high volumes of traffic, relatively high rates per minute and prospects for deregulation
and privatization. STAR belicves that the ongoing trend toward deregulation and privatization will create
new opportunitics for STAR in international markets. Although STAR has focused to date primarily on
providing services for U.S. based long distance providers, STAR also intends to expand the international
long distance services it offers to foreign-based long distance providers.

Leverage Traffic Volume 1o Reduce Costs. STAR continues to focus on building its volume of
international long distance traffic. Higher traffic volumes strengthen STAR's negotiating position with
vendors, customers and potential foreign partners, which allows STAR to lower its costs of service. In
addition, higher traffic volumes on particular routes allow STAR to lower its cost of services on these
routes by transitioning from acquiring capacity on a variable cost per minute basis to fixed cost arrange-
ments such as longer-term capacity agreements with major carricrs, long-term leases and ownership of
facilities

Leverage Information Systems and Swuching Capabilities. STAR leverages its sophisticated informa-
tion systems to analyze its routing alternatives, and select the most cost-cffective routing from among
STAR owned facilitics, network of resale arrangements with other long dis‘ance providers, operating
agreements and alternative termination relationships. STAR has invested significant resources in the
development of software to track specific usage information by customer and revenue and cost information
on specific routes on a daily basis. STAR's information systems are critical components in managing its
customer and vendor relationships, routing traffic to the most cost-cffective alternative, and targeting its
marketing efforts.

Mainiain High Quality. STAR belicves that reliability, call completion rates, voice quality, rapid set
up time and a high level of customer and technical support are key factors evaluated by U.S. and foreign-
based telecommunications companies and large corporate customers in selecting a carrier for their



international traffic. STAR's state-of-the-art switching equipment is fully compliant with international C-7
and domestic SS-7 signaling standards. STAR strives to provide a consistently high level of customer and
technical support and has technical support personnel at its switching facilities 24 hours per day, seven days
per week 10 assist its customers and to continually monitor network operations.

Expand Into Commercial Market. STAR plans to continue its expansion into niche commercial
markets in the U.S. and in other deregulating countrics where it believes it can leverage its international
network and where the customer base has a significant international calling pattern. To implement this
strategy, STAR is using its telemarketing sales force to target small commercial customers in ethnic
markets to increase traffic to Mexico and Latin America. Additionally, STAR intends to use the network of
independent sales agents of United Digital Network, Inc. (“UDN”) to target medium-sized commercial
customers with a demand for international calling services at competitive rates. Finally, STAR targets
larger commercial cusiomers through its direct sales forces concentrating at first on poteatial customers in
Los Angeles and New York. With respect to the offering of commercial services abroad, STAR has initially
focused on Germany and the UK. and will expand its focus to selected European cities where competition
for commercial customers is less mature.

Growth Through Acquisitions. STAR actively pursues opportunities to enhance its business through
STAR's presence in an existing territory, adding capacity or expanding into new market segments, such as
the commercial market. In addition to expanding its revenue base, STAR plans to realize operating
efficiencies by integrating newly-acquired operations into STAR’s billing, tracking and other systems.
STAR completed the acquisition of UDN, a commercial long distance provider, on March 24, 1999. On
November 30, 1997, STAR acquired LD Services, Inc., now known as CEO Telecommunications, Inc.
(*CEQ"), a long-distance provider focusing on small commercial customers throughout the United States,
for approximately 849,000 shares of Common Stock. On March 19, 1998, STAR acquired T-One Corp. (*T-
Onc”), an international wholcsale long distance provider, for 1,353,000 shares of Common Stock. Each of
these transactions has been accounted for as a pooling of interests. On August 20, 1998, STAR entered into
an Amended and Restated Agreement and Plan of Merger, which was amended on Scptember 1, 1998 and
on December 29, 1998 (as amended, the “PT-1 Merger Agreement”) to acquire PT-1 Communica-
tions, Inc. (“PT-1"). STAR consummated the merger of PT-1 with and into a wholly-owned subsidiary of
STAR (the “PT-1 Merger”) and related transactions on February 4, 1999.

Network

STAR provides international long distance services to approximately 200 foreign countries through a
flexible, switched-based network consisting of resale arrangements with other long distance providers,
various foreign termination relationships, international gateway switches and leased and owned trapsmis-
sion facilities. STAR's network employs state-of-the-art digital switching and transmission technologies and
is supported by comprehensive monitoring and technical support personnel. STAR's switching facilities are
staffed 24 hours per day, seven days per week.

Termination Arrangements

STAR sceks to retain flexibility and maximize its termination opportunities by utilizing a continuously
changing mix of routing alternatives, including resale arrangements, operating agreements and other
advantageous termination arrangements. This divessified approach is intended to enable STAR to take
advantage of the rapidly evolving international telecommunications market in order to provide low-cost
international long distance service to its customers.

STAR utilizes resale arrangemeats to provide it with multiple options for routing traffic through its
switches to each destination country. Traffic under resale arrangeme:nts typically terminates pursuant to a
third party’s correspondent relationships. STAR purchased capacity from 132 vendors in 1998. A substan-
tial portion of this capacity is obtained on a vanabie, per minute anJ short-term basis, subjectine STAR (o



the possibility of unanticipated price increases and service cancellations. STAR's contracts with its vendors
provide that rates may fluctuate, with rate change notice periods varying from five days to one year, with
certain of STAR's longer term arrangements requiring STAR to make minimum usage commitments in
order to achicve additional volume discounts. As a result of deregulation and competition in the
international telecommunications market, the pricing of termination services varies by carrier depending
on such factors as call traffic and time of day. Since STAR does not typically enter into long-term contracts
with these providers, pricing can change significantly over short periods of time. STAR's proprictary
information systems cnable STAR to track the pricing variations in the international telecommunications
market on a daily basis, allowing STAR's management 1o locate and reroute traffic to the most cost-
cffective altematives. See “Risk Factors—Operating Results Subject to Significunt Fluctuations.”

STAR currently has operating agreements with cammiers in a number of countries and is in the process
of negotiating additional operating agreements for other countrics. STAR has beea and will continue to be
sclective in entering into operating agreements. STAR also has agreements with international providers of
long distance scrvices for termination of traffic that STAR routes over its network to such countries. STAR
currently has such termination arrangements with several carriers in a number of countrics, and STAR is in
the process of expanding its coverage of such countrics and enfering into similar arrangements in
additional countrics. The FOC or foreign regulatory agencies may take the view that certain of STAR's
termination arrangements do not comply with current rules and policics applicable to international
settlements, such as current ISR rules. To the extent that the revenuc generated under such arrangements
becomes a significant portion of overall revenue, the loss of such arrangements, whether as a result of
regulatory actions or otherwise, could have a maternial adverse effect on STAR's business, operating results
and financial condition. In addition, the FOC could impose sanctions on STAR, including forfeitures, if
certain of STAR's arrangements are found 10 be nconsistent with FOC rules. See “—Government
Regulation,” “Risk Factors—Risks of Intcrmational Telecommunications Business,” and “—Potential
Adverse Effects of Government Regulation.™

Swiictes and Transwission Facilities

International long distance traffic to and from the U.S. is gencrally transmatted through an interna-
tional gateway switching facility across undersea digital fiber optic cable or via satellite to a termination
point. International gateway switches are digital computerized routing facilitics that receive calls, route
and duration of calls. STAR's global network facilitics include both international gateway switches and
undersea digital fiber optic cable.

STAR currently operates international gateway switches in New York, Los Angeles, Dallas and
Miami; 1.ondon, England; and Dusscidorf, Frankfurt, Hamburg, and Munich, Germany. In 1999, STAR
plans to put into service international gateway switches in Atlanta; Paris, France; and Tokyo, Japan. STAR
considers any of its switches to be intcrnational gateway switches if STAR can route international calls
across such switch.

STAR's switching facilitics are linked 10 a proprictary reporting system, which STAR believes provides
it with a competitive advantage by permitting management on a real-time basis to determine the most cost-
effective termination alternatives, monitor customer usage and manage gross margins by route. STAR has
installed multiple redundancics into its switching facilities to decrease the risk of a network failure. For
example, STAR cmploys both batiery and generator power back-up and has installed hardware that
automatically shifts the system to auxiliary power during a power outage, rather than relying on manual
override. STAR is in the process of adding a network control center in its Los Angeles facility, which is
expected to be completed in 1999.

STAR curreatly holds ownership positions in a number of digital undersea fiber optic cables, including
TPC-5, Gemini and AC-1 and has plans to acquire transmission capacity on additional undersea fiber optic
cable systems. STAR has recently entered into a commitment (0 acquire transmission capacity on the




Qwest domestic Macro Capacity (SM) Fiber Network, which is expected to serve over 130 cities in the U S.
STAR plans to increase its investment in direct and IRU ownersliip of cable in situations where STAR
enters into operating agreements and in other situations in which it determines that such an investment
would enhance operating efficiency or reduce transmission costs.

Through its acquisitions of T-One and UDN, STAR has acquired additional switching and transmis-
sion facilities. By acquiring T-One, STAR added a switch located in the same building as STAR's New York
international gateway switch and has added a number of operating agreements to countries in Africa and
the Middle East, among other locations. in addition, T-One owns capacity on certain cable and satellite
systems. With the acquisition of UDN, STAR acquired a switch located in the same building as STAR's
Dallas switch. STAR plans to integrate these facilities into its existing network.

Sales and Marketing

STAR markets its services on a wholesale basis to other telecommunications companies through its
experienced direct sales force and marketing/account management team who leverage the long-term
industry relationships of STAR's senior management. STAR reaches its customers primanly through
domestic and international trade shows and through relationships gained from years of experience in the
telecommunications industry. STAR had 68 direct sales and marketing employees and approximately 180
telemarketing representatives as of December 31, 1998,

In the wholesale market, STAR's sales and marketing employees utilize the extensive, customer
specific usage reports and network utilization data generated by STAR's sophisticated information systems
to cffectively negotiate agreements with customers and prospective customers and to rapidly respond to
changing market conditions. STAR belicves that it has been able to compete more effectively as a result of
the personalized service and ongoing senior management-level attention that is given to each customer.

In connection with its expansion into the commercial market, STAR targets small commercial
customers through CEO's existing telemarketing operation, and plans to deliver services to medium-sized
commnercial customers through UDN's network of independent sales agents and utilize a direct sales force
to approach larger cominercial accounts. Establishment of a sales force capable of effectively expanding
S1AR's services in1o the commercial market can be expected to require substantial efforts and manage-
ment and financial resources and will increase STAR's operating costs. See “Risk Factors—Risks Associ-
ated with Growth of Telccommunications Network and Customer Base.”

Information and Billing Systems

STAR's operations use advanced information systems including call dat.. collection and call data
stocage linked 10 a proprictary reporting system. STAR also maintains redundant billing systems for rapid
and accurate customer billing. STAR's switching facilities are linked to a proprictary reporting system,
which STAR belicves provides it with a competitive advantage by permitting management on a real-time
basis to determine the most cost-cffective termination alternatives, monitor customer usage and manage
gross margins by route. STAR's sysiems also enable it to ensure accurate and timely billing and to reduce
routing errors. As STAR's systems were designed for the wholesale marketplace, STAR is currently in the
process of modifying its systems in anticipation of its entrance into the commercial marketplace.

STAR'’s proprictary reporting software compiles call, price and cost data into 2 variety of reports
which STAR can use to re-program its routes on a real-time basis. STAR's reporting software can generate
the following reports as needed:

* customer usage, detailing usage by country and by time penod within country, in order to track sales

and rapidly respond to any loss of traffic from a particular customer;

* country usage, subtotaled by vendor or customer, which assists STAR with route and network
planning:




» vendor rates, through an audit report that allows management to determine at a glance which
vendors have the lowest rates for a particular country in a partucular time penod;

= vendor usage by minute, enabling STAR to verify and audit vendor bills;

* dollarized vendor usage 1o calculate the monetary value of minutes passed to STAR's vendors,
which assists with calculating operating margin when used in connection with the customer reports;
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Local Exchange charge audits, and protecting from Local Exchange overcharging.

STAR has built multiple redundancics into its billing and call data collections systems. Nine call
to billing, while the other copy is used for customer service internally and for traffic analysis. STAR
maintains two independent and redundant billing systems in order to both verify billing internally and to
cnsure that bills arc sent out on a timely basis. All of the call data, and resulting billing data, are
continuously backed up on tape drives and redundant storage devices, and are regularly transported to an
off-site safe location.

Competition

The nternational telecommunications industry is intensely competitive and subject to rapid change.
STAR's competitors in the international wholcsale switched long distance market include large, facilities-
based multinational corporations and PTTs, smaller facilities-based providers in the U.S. and overseas that
have cmerged as a result of deregulation, swilched-based resellers of international long distance services
and international joint ventures and alliances among such companics. International wholesale switched
long distance providers compete on the basis of price, customer service, transmission quality, breadth of
service offerings and valuc-added services. STAR also competes abroad with a number of dominant
teleccommunications operators that previously held various monopolies established by law over the
telecommunications traffic in their countries. See “Risk Factors— Significant Competition.” Additionally,
ti ¢ telecommunications industry is in a period of rapid technological evolution, marked by the introduc-
tion of competitive new product and service offerings, such as the utilization of the Internet for
intcrnational voice and data communications. STAR is unable to predict which of many possible future
product and service offerings will be important to maintain its competitive position or what
will be required to develop and provide such products and services. STAR belicves that it competes
favorably on the basis of price, transmission quality and customer service. The number of STAR's
competitors is likely (o increase as a result of the new competitive opportunitics created by the WTO
Agreement. Further, under the terms of the WTO Agreement, the Unite ) States and the other 68
countrics participating in the Agreement have committed to open their telecommunications markets to
competition, and foreign ownership and adopt measures to protect against anticompetitive behavior,
cffective February 5, 1998. As a result, STAR belicves that competition will continue to increase, placing
downward pressure on prices. Such pressure could adversely affect STAR's gross margins if STAR is not
able to reduce its costs commensurate with such price reductions.

Competition From Domestic and International Comparies. A majority of the U.S.-based international
telecommunications services revenue is cusrently generated by AT&T, MCl WorldCom and Sprint. STAR
also competes with Pacific Gateway Exchange, Inc. and other ULS. based and foreign long distance
MMWMMMW(“ RBOCs"), which preseatly have FCC authority to
resell and terminate international telecommunication services. Many of these companies have considerably
greater financial and other resources and more extensive domestic and international communications
networks than STAR. STAR's business would be materially adversely afiected to the extent that a
significant number of such customers limit or cease doing business with STAR for competitive or other




reasons. Consolidation in the telecommunications industry could not only create even larger competitors
with greater financial and other resources, but could also adversely affect STAR by reducing the number of
potential customers for STAR's services.

Expansion Into Commercial Market. With the acquisition of CEO, STAR began providing long
distance service to the commercial market, a market that is subject to intense competition from a number
of well capitalized companies. The commercial market is also characterized by the lack of customer loyalty,
with commercial customers regularly changing service providers. There can be no assurance thai STAR will
be able to continue to compete successfully in the commercial market.

Government Regulation

STAR'’s U.S. interstate and international telecommunications service offerings generally are subject 1o
the regulatory jurisdiction of the FCC. Certain telecommunication services offered by STAR in the US.
may also be subject to the jurisdiction of state regulatory authoritics, commonly known as public utility
commissions (“PUCs”). STAR's telecommunications service offerings outside the U.S. are also generally
subject to regulation by national regulatory authorities. In addition, U.S. and foreign regulatory authorities
may affect STAR's international service offerings as a result of the termination or transit arrangements
associated therewith. U.S. or foreign regulatory authorities may take actions or adopt regulatory require-
ments which could adversely affect STAR. See “Risk Factors—Potential Adverse Effect of Government
Regulation.”

U.S. Reguiation

STAR's business is subject to various U.S. and foreign laws, regulations, agency actions and court
decisions. STAR's U.S. international telecommunications service offerings are subject to regulation by the
FCC. The FCC requires international carriers (0 obtain authorization under Section 214 of the Communi-
cations Act of 1934, as amended (the *Communications Act”™), prior to acquiring international facilitics by
purchase or lease, or providing international service 10 the public. Prior FCC approval is also required to
transfer control of a certificated carrier. STAR is also subject to FCC policies and rules that regulate the
manner in which international telecommunication services may be provided, including, for instance, the
circumstances under which a carrier may provide international switched services using IPL facilities and
under which it may route traffic through third countries to or from its final destination.

The Communications Act and the FCC’s rules and policies also impose certain other obligations on
carriers providing international telecommunication services. These include the obligation to file at the
FCC and to maintain tariffs containing the rates, terms, and conditions applicable to their services; to file
certain reports regarding international traffic and facilities; to file certain contracts with correspondent
carriers; to disclose affiliations with foreign carriers and significant forcign ownership interests; to pay
certain regulatory fees based, among other things, upon the carrier's revenues and ownership of interna-
tional transmission capacity.

International Services. FCC rules require STAR to obtain prior FCC authorization to acquire and
operate international communication circuits in satellites and undersea fiber optic cables; similar FCC
authority is required for STAR to resell such capacity. STAR holds both facilitics-based and resale
international authorizations, including a *“‘global” authorization that provides broad authority to offer
switched and privatc line international services. STAR has filed tariffs for international services with the
FCC.

FCC International Private Line Resale Policy. The FCC’s IPL resale policy limits the conditions under
which a carrier may connect IPLs to the PSTN at one or both ends to provide switched services, commonly
known as ISR. A carricr generally may only oficr ISR services to a foreign country if the FCC has found
(a) the country is a member of the WTO and at least 50% of the U.S. billed and settied traffic to that
couatry is settied at or below the benchmark settlement rate adopted by the FCC in IB Docket No. 96-261;
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or (b) the country is not a WTO member, but it offers U.S. carriers equivalent opportunities to engage in
ISR and at keast 50% of the U.S. billed and settled traffic is settled at or below the applicable benchmark.
Settied traffic refers to traffic subject to an accounting rate agreement between U S. and foreign carriers.
An accounting rate is a per minute wholesale charge negotiated by interational carriers for terminating
traffic in either direction. Each carrier is paid a settlement rate for terminating traffic on its own network
which ordinarily is onc-half of the accounting rate. STAR's FCC authority currently permits it to provide
ISR service 10 Canada, the U.K.. Sweden, New Zealand, Australia, the Netherlands, Germany, France,
Belgium. Denmark, Nurway, Austria, Switzerland, Luxembourg, Italy, Ireland, Hong Kong and Japan. The
FOC is currently reviewing U S. carrier applications to provide ISR to Finland and Mexico among other
routes, and upon grant of any such ISR application to a given country, the FCC'’s rules also would permit
STAR 10 provide ISR service to that country. If ISR is not permitted on a route, absent prior FCC consent,
US. facilitics based international camers must terminate switched telephone traffic in accordance with the
ISP which is primanily intended to deter foreign carriers with market power from discriminating amongst
competing U.S. carriers by, for cxample, favoring the foreign carvier's U.S. affiliate. The ISP requires that
all US. carmriers terminate traffic with a foreign carmier on the same terms (i.c., that settiement rates be
cquivalent) and receive inbound traffic only in proportion to the volume of U.S. outbound traffic which
they generate.

On a few routes, STAR may use [PLs 10 terminate international switched telephone services where
ISR has not been authonized. In such routes, therefore, STAR's termination arrangements may not be
consistent with the FOC’s ISP. On any such route, however, to STAR's knowledge the foreiga correspon-
dent lacks market power, no U S. inbound traffic is involved, and the effective scttiement rate is lower than
the prevailing rate. Thus STAR believes its actions are not inconsistent with the ISP’s underlying purpose.
If the FCC were to determine, by its own actions or in response (o the filing of a third party that any of
STAR's IPL arrangements violate its ISR policy or STAR's ISR authorization, the FCC could order STAR
to terminate any non-conforming arrangements. In addition, STAR could be subject to a monetary
forfeiture and to other penalties, including the revocation of STAR's FCC authorizations to operate as an
international carrier. Any such FCC action could have a material adverse effect upon STAR's business,
operating results and financial condition.

FCC International Settlements Policy. The FCC's ISP places limits on the arrangements which U S.
imternational carriers may enter into with foreign carriers for exchanging public switched telecommunica-
tions traffic, which the FCC terms International Message Telephone Service. The poticy does not apply to
ISR services. The ISP is primanily intended to deter dominant foreign carriers from discriminating amongst
competing U.S. carmiers by, for example, favorng the foreign carnier’s U S. affiliate. Absent FCC consent,
the ISP requires that U.S. carriers receive an equal share of the accounting rate (i.c., that settlement rates
be equivaleat) and receive inbound traffic in proportion to the volume of U.S. outbound traffic which they
gencerate. The ISP and other FCC policies also prohibit a U.S. carrier from offering or accepting a “special
concession” from 2 foreign carner where the foreign camier possess sufficient market power on the foreign
end of the route to affect competition adversely in the U.S. market. A “special concession” is defined by
the FOC as an exclusive arrangement involving services, facilities or functions on the forcign end of a US.
international route which are nccessary for providing basic telecommunications, : ad which are not offered
to similarly situated US. carriers authorized to serve that route. U.S. international carriers wishing to
establish scttiement arrangements for IMTS which do not comply with the ISP must obtain a waiver of the
FCC's rules or a declaratory ruling from the FCC under the FCC's “flexibility” policy that the non-
standard arrangement is in the public interest. FCC policy provides that a request by a U.S. international
carmner to establish a non-standard scttlement airangement with a foreign carrier in a WTO member
country is presumptively in the public interest, and that said presumption generally may be overcome only
by a demonstration that the foreign carrier is not subject to competition in its home market from more
than one facilities-based international carrier. Notwithstanding the FCC’s ISP waiver and flexibility
policies, it is possible that the FCC could find that certain of STAR's arrangements with foreign operators
were or are inconsistent with the ISP and that STAR has not requested prior FOC authority therefore. If



the FCC were to determine by its own actions or in response to the filing of a third party that STAR has
violated the ISP. the FCC could order STAR to terminate any non-conforming arrangement. In addition,
STAR could be subject to a monetary forfeiture and to other penalties, including revocation of STAR's
FOC authorizations 10 operate as an international carrier. Any such FOC action could have 2 material
adverse effect upon STAR's business, operating results and financial condition.

The FCOC’s policies also require U.S. international carriers providing IMTS to negotiate and adopt
settiement rates with foreign correspondents for IMTS which are at or below certain benchmark rates
beginning January 1, 1999 for high income countries. Pending reconsideration, the FOC has stayed a
related policy requiring U S. international carriers to establish IMTS settiement rates at or below the
beachmark rate with any forcign affiliate beginning April 1, 1998. STAR expects that any IMTS operating
agreement which it has or may have with a foreign affiliate will satisfy the foregoing benchmarks

STAR currently has IMTS operating agreements with certain foreign correspondents which provide
for scttlement rates above the FCC's prescribed benchmarks. STAR will negotiate in good faith to
cstablish IMTS settlement rates with its foreign correspondents which satisfy the FOC's benchmarks but
there can be no assurance that such negotiations will succeed. The FOC's order adopting the foregoing
scttiement benchmarks and the timetable therefor was upheld by the US. Court of Appeals, but is
currently being reconsidered by the FOC. Subject to FOC reconsideration, if STAR is unable to acgotiate
benchmark settiement rates with certain foreign correspondents, the FOC may intervene on its own action
or in response 1o a filing by a third party. STAR is unable 1o predict the form which such intervention may
take but it could disrupt STAR's arrangement for transmitting traffic to certain countries require STAR to
suspend direct service 1o certain countries or require STAR 1o make alternative termination arrangements
with certain countries all of which could have a material adverse effect ¢cn STAR's business, operating

FCC Policies on Transit and Refile. International switched telecommunication traffic is frequently
routed indirectly via onc or more third countries 1o its final destination. When such arrangements are
mutually agreed, they are commonly based on a transit agreement under which scttiement payments are
made 1o all partics. In other cases, traffic may be sent to a thisd country and then forwarded or refiled for
delivery to its final destination without the knowledge or consent of the destination carrier. STAR uses
both transit and refile arrangements 10 terminate its international traffic. The FOC routinely approves
transit arrangements by US. international carmiers. The FOC's rules also permit carniers 10 use ISR
facilitics in many cases to route traffic via a third country for refile through the public switched network.
However, the extent to which U S. camriers may enter mnto refile arrangements consistent with the ISP is
currently under review by the FCC. In 1997, the FOC stated that above-cost accounting rates had led an
increasing amount of internatioral traffic to migrate to least cost routes through the use of practices such
as bubbing, refile and reorigination. The FOC stated that such practices are an ccononscally rational
response 10 inflated scttiement rates. Notwithstanding the FOC's past rules, policics and statements
regarding the scope of permissible transit and refile 2rrangements, the FOC could find by its own actions
or in responsc 10 the filmg of 2 thard party, that certain of STAR's transit or refile arrangements violate the
ISP or other FOC policics. In that eveat, the FOC could order STAR 1o terninate any non-conforming
transit or refile arrangements. In addition, STAR could be subject 10 a monetary forfeiture and to other
penaltics, including revocation of STAR's FOC authorizations to operate as an international carrier. Aay
such FOC action could have a matenal adverse effect on STAR's business, operating results and financial
condition.




Reporting Requirements. International telecommunication carriers also are required by the FCC's
rules timely to file certain reports regarding international traffic and revenues, the ownership and use of
international facilities; and their affiliates with foreign carners. The FCC considers a U.S. carrier to be
affiliations a foreign carnier if it has a 25% interest in the capital stock of the camner or it controls the
foreign carnier or is under common ownership or control. The FCC requires these reports so that, among
other things, it may monitor the development of industry competition and the potential for a dominant
foreign carrnier to discriminate amongst U.S. carriers. STAR generally has filed said traffic, facilitics and
foreign affiliation reports. The FCC’s rules require international telecommunication carriers *= file at the
FOC copies of their contracts with other carriers, including operating agreements, within 30 days of
execution. STAR has filed copies of its operating agreements with the FOC. Competitive U.S. international
carriers do not routinely file other carrier-to-carrier contracts with the FCC and, consistent with industry
practice, STAR has not filed certain other carrier contracts. Notwithstanding the foregoing FCC filings by
STAR, the FCC by its own action or in response to the filing of a third party could determine that STAR
has failed to mect certain of the foregoing filing and reporting requirements or that certain Company
filings are deficient. In that event, STAR could be directed to remedy any asserted non-compliance; STAR
could also be subject to a monetary forfeiture and to other penaltics, and, although STAR belicves that it
would be largely unprecedented in such circumstances, and hence unlikely, the FOC could revoke STAR's
authorizations tc operate as an international carrier. Any such FCC action could have a material adverse
effect on STAR's business, results and financial condition.

Regulatory Fees. The Communications Act, and FCC rules and policies, impose certain fees upon
carriers providing interstate and international telecommunication services. These fees are levied, among
other things, to defray the FCC's operating expenses, to underwrite universal telecommunication service
(c.g., by subsidizing certain services used by schools and libraries), such as Internet access, and by other
telecommunications users in arcas of the U.S. where service costs are significantly above average), to fund
the Telecommunications Relay Service (“TRS™), which provides special options for hearing-impaired
users, and to support the administration of telephone numbering plans.

Carriers that provide domestic interstate services must pay an annual regulatory fee based on their
interstate revenues; the fee is currently 0.11% of net revenuz. Carriers that provide domestic interstate
services to end users must pay a universal telecommunications service fee each month based upon the total
estimated demand for U.S. universal service funding. If applicable, eack carrier’s share is approximately
4% of the carrier’s annual end user revenues. STAR generaliy offers its services only to other carriers
which in tum provide services to end-users. Such carrier-to-carrier revenues arc not subject to universal
service fees, and thus STAR generzily is not liable to pay universal service fees. Carriers that only offer
international service (ic., service between the United States and 2 foreign country or service between two
foreign carriers) also are not subject to the universal service fee. However, if an international carrier has an
affiliate that provides domestic interstate services, then the carrier’s internativnal revenues are subject to
said fee. Until its acquisition of CEO, STAR did not offer domestic interstate services. As a result of the
operations of CEO, any revenue STAR receives from end users for internation services may be subject to
universal seivice fees. US. interstate and international carriers must pay a percentage of their total
revenue cach year 1o support the North American Numbering Plan Administrator. For the 1998 filing year,
the coatribution rate is less than .003% of net telecommunications revenue. U.S. carriers must pay a
certain percentage of their domestic interstate revenues to support the TRS Fund. For the 1998 filing year,
the contribution rate was less than .04% of gross domestic interstate revenue. STAR has routincly paid the
forcgoing regulatory fees: however, approximately $150,000 in additional fees may be owed by STAR to
satisfy its TRS and annual fee obligations for the 1996 and 1997 filing years. The foregoing regulatory fees
typically change annually. STAR cannot predict the future regulatory fees for which it may be liable. Said
fees could rise significantly for STAR and amount to four percent or more of STAR's gross international
and interstate revenues if STAR is no longer exempt from paying universal service fees as a result of an
affiliate’s provision of domestic interstate services, or because STAR provides service directly to end users,
or because amendments to the Communications Act repeal the universal service fee exemption for
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revenues from connecting carriers. Because the international telecommunication services business is highly
competitive, an increase in the regulatory fees which STAR must pay could inspair its market position and
have a material adverse effect on STAR's business, operating results and financial condition.

Recent and Potential FCC Actions. Recent FOC rulemaking orders and other actions have lowered
mmmummmwmmwmmmd
new applications and granting non-dominant carriers greater flexibility in cstablishing noa-standard
settiement arrangements with non-dominant foreign carriers, including the non-dominant U S. affiliates of
such carriers. In addition, the FOC's rules implementing the WTO Agrecement presume that competition
will be advanced by the U.S. catry of facilities-based and resale carriers from WTO member countries, thus
further increasing the number of potential competitors in the U.S. market and the sumber of carriers
which may also offer end-to-end services. The FCC has recently approved (he mergers of AT&T and
Teleport Communications Group and LCl International, Inc. and Qwest Communications International
Inc. FCC approval and consummation of these mergers increases concentration in the international
telecommunications service industry and the poteatial market power of STAR's competitors. The FOC also
receatly has sought 10 reduce the foreign termination costs of U.S. international carriers by prescribing
maximum or benchmark settlement rates which foreign carriers may charge U.S. carriers for terminating
switched telecommunications traffic. This FOC action may reduce STAR's settiement costs, although the
costs of other U S. international carriers also may be reduced in a similar fashion. The FOC has not stated
how it will cnforce the new settiement benchmarks if US. carriers are unsuccessful in negotiating
setticment rates at or below the prescribed benchmarks, but any future FCC intervention could disrupt
STAR's transmission arrangements to certain countries or require STAR to modify its existing arrange-
ments; other U.S. international carriers might be similarly affected. The 1996 amendment to the Commu-
nications Act permits the FCC to forbear enforcement of the tanff provisions in the Act, which apply to all
interstate and international carriers, and the U.S. Court of Appeals is currently reviewing an FOC order
directing all domestic interstate carriers 10 detariff their offerings. Subject to the Court’s decision, the FCC
may forbear its current tanff rules for U.S. international carriers, such as STAR, or order such carriers to
detariff their services. In that event, STAR would have greater flexibility in pricing its service offerings and
to compete, although amy such FCC action likely would grant other non-dominant international carriers
equivalent freedom. The FCC routinely reviews the contribution rate for various levels of regulatory fees,
including the rate for fees levied to support universal service, which fees may be increased in the future for
various reasons, including the need to support the universal service programs mandated by the Communi-
cations Act, the total costs for which are still under review by the FCC. The FCC also is reviewing the
extent to which international carriers may refile traffic using international private line facilities or
otherwise. Future FCC actions regarding refile could affect STAR by, for example, requiring it to
discontinue certain termination arrangements which it now has or to inplement altemative routing
arrangements for certain countries; on the other hand, the FOC may further liberalize its existing rules and
policies regarding refile in which case STAR is likely to be well positioned to expand certain refile
operations even though ncw opportunities may become available to its competitors. STAR can not predict
the net cffect of these or other possible future FCC actions on its business, oprrating results and financial
condition, although the net effect could be material.

State Regulation

State. The intrastate long distance telecommunications operations of STAR and its subsidiaries are
subject to various state laws and regulations, including prior certification, notification, registration and/or
tariff requirements. In certain states, prior regulatory approval is required for changes in control of
telecommunications services. The vast majority of states require STAR and its subsidiaries to apply for
certification to provide intrastate telecommunications services, or at a minimum to register or 1o be found
to be cxempt from legulauon. prior to commencing sale of intrastate scrvices. Additionally, the vast
majority of states require STAR or its subsidiaries to file and maintain detailed tariffs semng forth rates
charged by STAR to its ead-users for intrastate services. Many states also impose various reporting
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pass throughs of any access charge reductions they may realize from mcumbent local cxchange camiers.

Actions Against CEO. In 1997, prior to STAR's acquisition of CEO, it scttled disputes with the
California PUC and with the District Attorncy of Montercy, California regarding CEO's alleged unautho-
rized switching of long distance customers. As part of these settiements, CEO was subject 10 fines and
restrictions on its business operations in California. In addition, the FOC has received numerous informal
complaints against CEO regarding the alleged unauthorized switching of long distance customers, which
complaints currently remain under review

Following STAR’s acquisition of CEO and in order to comply with the settlements described above,
STAR has imposed strict restrictions on certain former CEO employees, restricting these employees with
respect to California intrastate telecommunications operations. Additionally, STAR has taken a number of
steps to reduce the risk of a repeat occurrence regarding the alleged unauthorized switching of commercial
customers in California.

Foreign Regulation

United Kingdom. In the UK., telecommunications services offered by STAR and through its affiliate,
STAR Europe Ltd. (“STAR Europe"), are subject to regulation by various \J.K. regulatory agencies. The
UK. generally permits competition in all sectors of the telecommunications market, subject to licensing
requirements and license conditions. STAR has been granted a license to provide international services on
a resale basis and STAR Europe has been granted a license to provide international services over its own
facilities, which licenses are subject to a number of restrictions. Implementation of these licenses have
permitted STAR to engage in cost-effective routing of traffic between the U.S. and the UK. and beyond.

Germany. In Germany, telecommunications services offered by STAR through its affiliate, STAR
Telecommunications Deutschland GmbH (“STAR Germany”), are subject to regulation by the Regu-
licrungsbehorde fiir Telekommunikation und Post (which is under the jurisdiction of the Ministry of
Economy). Germany permits the competitive provision of international facilities-based and resale services.
STAR Germany was granted a license for the provision of voice telephony on the basis of self-operated
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telecommunications networks in December 1997. Under this license, STAR Germany has installed
telecommunications switching facilities in Dusseldorf, Frankfurt. Hamburg and Munich and is leasing
connection transmission facilities between these switches and additional facilities. The network of STAR
Germany will be used primanily for routing international telecommunications traffic between the US,, the
U.K., Germany and beyond. There can be no assurance that future changes in regulation of the services
piovided by STAR Germany will not have a material adverse effect on STAR's business, operating results
and financial condition.

Other Countries. STAR plans to initiate a variety of services in certain European countries including
France and Belgium. These services will include value-added services to closed user groups and other voice
services as regulatory liberalization in those countries permits. These and other countries have announced
plans or adopted laws to permit varying levels of competition in the teleccommunications market. Under
the terms of the WTO Agreement, each of the signatories has committed to opening its telecommunica-
tions market to competition, foreign ownership and to adopt measures to protect against anticompetitive
behavior, effective starting on January 1, 1998. Although STAR plans to obtain authority to provide service
under current and future laws of those countries, or, where permitted, previde service without government
authorization, there can be no assurance that foreign laws will be adopted and implemented providing
STAR with effective practical opportunities to compete in these countriecs. Moreover, there can be no
assurance of the nature and pace of liberalization in any of these markets. STAR’s inability to take
advantage of such liberalization could have a material adverse affect on STAR’s ability to expand its
services as planned.

Employees
As of March 1, 1999, STAR employed 1,152 full-time employees. STAR is not subject to any collective
bargaining agreement and it believes that its relationships with its employees are good.




RISK FACTORS

In evaluating the Company, its business, operanons and financial posson, the followsng nisk factors should
be considered carefully in addition 10 the other information contamned m tius Form 10-K. Thes Form 10K
contains, in addition to histonical information, “forward-looking statements™ within the meaning of Section
27A of the Securities Act and Section 21E of the Exchange Act that swolve nsks and uncertaimnies. STAR's
actual results may differ matenally from those projected mn the forward-looking staterments. Faciors that may
cause such a difference include, but are not limited to. those set forth below and clsewhere i thas Form 10-K

No Assurance that STAR Will Realize Anticipated Benefits from the PT-1 Merger

STAR'’s acquisition of PT-1 is the most significant transaction in the history of the Company. The FT-1
Merger involves the combination of certain aspects of two companics that have operated independently.
The process of integrating the STAR and PT-1 businesses, operations and employees will present 2
significant challenge to the Company’s management and may lead to unanticipated costs. Accordingly,
there can be no assurance that PT-1 can be successfully integrated into STAR or that STAR and its
stockholders (including persons who became stockholders as a result of the PT-1 Merger) will ultimately
realize any of the anticipated benefits of the PT-1 Merger.

STAR's business has historicaily focused on providing switched voice services on a wholesale basis,
primarily to U.S.-based long distance carriers. Alternatively, PT-1's operations are primarily focused on the
marketing of prepaid telephone calling cards (“Prepaid Cards™) to the retail marketplace of individual
end-users. Thus, STAR and PT-1 operate in fundamentally different business secgments of the telecommu-
nications market. These dificrences create real challenges to the ability of STAR to integrate PT-1
operations and personnel. Difficulties in the integration process may occur due to, among other things,
PT-1's emphasis on marketing of particular Prepaid Cards to specific segments of the retail market, its
need to maintain strong ties to a network of independent distributors, PT-1's need for the continual
introduction of new products into the domestic market to achieve desired growth and the distance between
STAR’s Santa Barbara headquarters and PT-1's New York-based operations. There can be no assurance
that STAR will be able to overcome these challenges to integration.

In addition, the integration of the STAR and PT-1 accounting and personnel administrative functions
involves the risk that key employees in those operations, who can not be easily replaced, will leave even
when offered continuing employment. The integration approach adopted by STAR with respect to PT-1
requires the devotion of a significant amount of time by senior executives, which may detract from business
operations and the development of the combined companies.

In considering the PT-1 Merger, the STAR Board considered, among other things, the cost savings,
operating efficiencies and other synergies expected to result following the consummation thereof. There
can be no assurance that any of such cost savings, operating efficiencies or other synergics will be
accomplished as rapidly as currently expected or at all or that such savings and synergies will not be offset
by increases in other expenses or operating losses, including losses due to problems arising from the
integration of STAR and PT-1.

Operating Results Subject to Significant Fluctuations
STAR's quarterly operating results are difficult to forecast with any degree of accuracy because a
number of factors subject these results to significant fluctuations. As a result, STAR believes that period-

to-period comparisons of its operating results are not necessarily meaningful and should not be relied upon
as indications of future performance.

The Company’s revenues, costs and expenses have fluctuated significantly in the past and are likely to
continue to fluctuate significantly in the future as a resuit of numerous factors. STAR's revenues in any
given period can vary due to factors such as call volume fluctuations, particularly in regions with relatively




high per-minute rates: the addition or loss of major customers, whether through competition, merger,
consolidation or otherwise; the loss of economically beneficial routing options for the termination of
STAR's traffic; financial difficultics of major customers; pricing pressure resulting from increased competi-
tion; and technical difficulties with or failures of portions of STAR's network that impact STAR's ability to
provide service to or bill its customers. STAR's cost of services and operating expenses in any given period
can vary due to factors such as fluctuations in rates charged by carriers to terminate STAR's traffic;
increases in bad debt cxpense and reserves; the timing of capital expenditures, and other costs associated
with acquiring or obtaining other rights to switching and other transmission facilities; changes in STAR's
sales incentive plans; and costs associated with changes in staffing levels of sales, marketing, technical
support and administrative personnel. In addition, STAR's operating results can vary due to factors such as
changes in routing due to vanations in the quality of vendor transmission capability; loss of favorable
routing options: the amount of, and the accounting policy for, return traffic under operating agreements;
actions by domestic or forcign regulatory entitics; the level, timing and pace of STAR's expansion in
international and commercial markets; and general domestic and international economic and political
conditions. Further, a substantial portion of transmission capacity used by STAR is obtained on a variable,
per minute and short term basis, subjecting STAR to the possibility of un.aticipated price increases and
service cancellations. Since STAR does not generally have long (erm arrangements for the purchase or
resale of long distance services, and since rates fluctuate significantly cver short periods of time, STAR's
gross margins are subject to significant fluctuations over short periods of time. STAR's gross margins also
may be negatively impacted in the longer term by competitive pricing pressures.

Ability to Continue and Manage Growth; Commercial Market

STAR has increased revenues from $58.9 million in 1995 to $595.5 million in 1998, with revenues
increasing in each of the last fourteen quarters. Such growth should not be considered indicative of future
revenue growth or operating resulis. If revenue levels fall below expectations, net income is likely to be
disproportionately adversely affected becausc a proportionately smaller amount of STAR's operating
expenses varies with its revenues. This effect is likely to increase as a greater percentage of STAR's cost of
services are associated with owned and leased [acilities. There can be no assurance that STAR will be able
to achieve or maintain profitability on a quarterly or annual basis in the future. It is likely that in some
future quarter STAR's operating results will be below the expectations of public market analysts and
investors. In such event, the price of the Company's Common Stock would likely be materially adversely
affected. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

As part of STAR's significant revenuc growth, it has expanded, and plans to continue to expand, the
number of its employees and the geographic scope of its operations. Additionally, an important component
of STAR's strategy is to grow and expand through acquisition. These factors have resulted, and will
continue 10 result, in increased responsibilities for management personnel and have placed, and will
continue to place, increased demands upon STAR's operating and finan-ial systems, which may lead o0
unanticipated costs and divert management’s atiention from day-to-day operations. STAR may also be
required to attract, train and retain additional highly qualified managemen?, technical, sales and marketing
and customer support personnel. The process of locating such personnel with the combination of skills and
attributes required to implement STAR's strategy is often lengthy. The inability to attract and retain
additional qualificd personnel could materially and adversely affect STAR. STAR expects that its expan-
sion into forcign countries will lead to increased financial and administrative demands, such as increased
managing an increasing number of foreign subsidiarics and relationships with foreign partners and
expanded treasury functions 1o manage foreign currency risks. STAR's accounting systems and policies
have been developed as STAR has experienced significant growth. There can be no assurance that STAR's
personnel, systems, procedures and controls will be adequate to support STAR's future operations. See “—
Dependence on Key Personnel,” “Business—Employees”™ and “Management.”




With the acquisition of CEO, STAR began providing service to the commercial market, which is more
labor intensive than the wholesale market, and as a result has higher overhead costs. STAR 2lso may be
required to update and improve its billing systems and procedures and/or hire new management personnel
to handle the demands of the commercial market. There can be no assurance that STAR will be able to
effectively manage the costs of and risks associated with its expansion into the commercial market.

Risks Inberent in Acquisition Strategy

An important component to STAR's strategy is to grow and expand through acquisitions. This growth
strategy is dependent on the continued availability of suitable acquisition candidates and subjects the
Company to a number of risks. STAR has completed four acquisitions, CEO on November 30, 1997, T-One
on March 10, 1998, PT-1 on February 4, 1999 and UDN on March 24, 1999. These acquisitions have piaced
significant demands on STAR’s financial and management resources, as the process for integrating
acquired operations preseats a significant challenge to STAR's management and may lead to unanticipated
costs or a diversion of management's attention from day-to-day operations. There can be no assurance that
the Company will be able to successfully integrate these acquisitions or any other acquisitions made by
STAR in the future into Company operations. Integrating acquisitions may require integration of financial
and call routing systems, network and other physical facilitics and personnel. Difficulties in integrating
these and other acquisitions can cause system degradation, added costs and loss of personnel or customers.
Additionally, STAR may incur unknown liabilities despite management's efforts to investigate the opera-
tions of the acquired business. The impact of these risks, and other risks arising as a result of STAR's
acquisition strategy, could adversely affect STAR's operating results.

Risks Associated with Growth of Telecommunications Network and Customer Base

Historically, STAR has relied primarily on leased transmission capacity for the delivery of its
teiccommunications services. STAR's telecommunications expenses have in the past primarily been
variable, based upon minutes of use, consisting largely of payments to other long distance carriers,
customer/carrier interconnect charges, leased fiber circuit charges and switch facility costs. During 1997
and 1998, however, the Company made considerable capital expenditures ir. order to expand its network,
and intends to continue 10 do so in the future. Sce “Business—Network.” Although STAR's strategy is to
seek to establish significant traffic volumes prior to investing in fixed-cost {acilities, the development of
such facilities entails significant costs and prior planning, which are based in part on STAR's expectations
concerning future revenue growth and market developments. As STAR expands its network and the
volume of its network traffic, its cost of revenues will increasingly consist of fixed costs arising from the
ownership and maintenance of its switches and undersea fiber optic cables. While STAR belicves that in
the long-term these investments will allow it to reduce its cost of service and to enhance its service
offerings, in the short-term, cost increases and a decrease in STAR's operating margins may occur. If
STAR's traffic volume were to decrease, or fail to increase to the extent expected or necessary to make
efficient use of its network, STAR's costs as a percentage of revenues could increase significantly, which
could have a material adverse effect on STAR's business, financial condition or results of operations.

In addition, STAR's business depends in part on its ability to obtain transmission facilities on a cost-
effective basis. Because undersea fiber optic cables typically take several years to plan and construct,
carriers generally make investments well in advance, based on a forecast of anticipated traffic. Therefore,
STAR's operations are subject to the risk that it will not adequately anticipate the amount of traffic over its
network, and may not procure sufficient cable capacity or network equipment in order to ensure the cost-
effective transmission of customer traffic. Although STAR participates in the planning of undersea fiber
optic transmission facilities, it does not control the construction of such facilities and must seek access to
such facilities through partial ownership positions. If ownership positions are not available, STAR must
seek access to such facilitics through lease arrangements on negotiated terius that may vary with industry
and market conditions. There can be no assurance that STAR will be able to continue to obtain sufficient




transmission facilities or access to undersea fiber optic cable on economically viable terms. The failure of
STAR to obtain telecommunications facilities that are sufficicnt to support its network traffic in a manper
that ensures the reliability and quality of its telecommunications services may have a material adverse
effect on its business, financial condition or results of operations.

Risks of International Telecommunications Business

STAR has to date gencrated a substantial majority of its revenues by providing international
telecommunications services to its customers on a wholesale basis. STAR sends traffic to numerous
countries throughout the world, including India, Mexico and China. The international nature of STAR's
operations involves certain risks, such as changes in US. and foreign government rcgulations and
telecommunications standards, dependence on foreign partners, tariffs, taxes and other trade barriers, the

for nationalization and economic downtumns and political ins’ability in foreign countries. In
addition, STAR's business could be adversely affected by a reversal in the current trend toward deregula-
tion of telecommunications carriers. The Company will be increasingly subject to these risks to the extent
that it proceeds with the planned expansion of its international operavions.

Risk of Dependence on Foreign Partners. STAR will increasingly rely on foreign partners to terminate
its traffic in foreign countries and to assist in instaliing transmission facilitics and network switches,
complying with local regulations, obtaining required licenses, and assisting with customer and vendor
reiationships. STAR may have limited recourse if its forcign partners do not perform under their
contractual arrangements with STAR. STAR's arrangements with foreign partners may expose STAR to
significant legal, regulatory or economic risks.

Risks Associated with Foreign Govemment Control and Highly Regulated Markets. Governments of
many countries exercise substantial influence over various aspects of the telecommunications market. In
some cascs, the government owns or controls companies that are or may become competitors of STAR or
companies (such as national telephone companies) upon which STAR and its foreign partners may depend
for required interconnections to local teicphone networks and other services. Accordingly, government
actions in the future could have a material adverse effect on STAR's operations. In highly regulated
countries in which STAR is not dealing directly with the dominant locai exchange carrier, the dominant
carrier may have the ability to terminate service to STAR or its foreign partner and, if this occurs, STAR
may have limited or no recourse. In countries where competition is not yet fully established and STAR is
dealing with an alternative operator, foreign laws may prohibit or imped. new operators from offering
services in these markets.

Risks Associated with Foreign Currency Fluctuations. STAR's revenues and cost of long distance
services are sensitive to foreign currency fluctuations. STAR expects that an increasing portion of STAR’s
net revenue and expenses will be denominated in currencies other than U.S. dollars, and changes in
exchange rates may have a significant effect on STAR's results of operations. Although STAR utilizes
hedging instruments to reduce the risk of foreign currency fluctuations, STAR will not be fully protected
from these risks and the instruments themselves involve a degree of risk. See “Quantitative and Qualitative
Disclosure About Market Risk."”

Foreign Corrupt Practices Act. STAR is also subject to the Foreign Corrupt Practices Act (“FCPA”),
which generally prohibits U.S. companies and their intermediaries from bribing foreign officials for the
purpose of obtaining or keeping business. STAR may be exposed to liability under the FCPA as a result of
past or future actions taken without STAR's knowledge by agents, strategic partners and other
intermediaries. Such hability could have a material adverse effect on STAR's business, operating results
and financial condition.




Potential Adverse Effects of Government Regulation

STAR’s business is subject to various U.S. and foreign laws, regulations, agency actions and court
decisions. STAR's U.S. international telecommunications service offerings are subject to regulation by the
FCC. The FCC requires international carriers to obtain authorizations under Section 214 of the Communi-
cations Act, prior to acquiring international facilitics by purchase or lease, or providing international
service to the public. Prior FCC approval is also required to transfer control of a certificated carrier. STAR
must file reports and contracts with the FCC and must pay regulatory fees, which are subject to change.
STAR is also subject to the FCC policies and rules discussed below. The FCC could determine, by its own
actions or in response to a third party’s filing, that certain of STAR's services, termination arrangements,
agreements with forcign carriers, transit or refile arrangements or repot:s do not or did not comply with
FCC policies and rules. If this occurred, the FCC could order STAR to terminate noncompliant arrange-
ments, fine STAR or revoke STAR's authorizations. Any of these aciions could have a material adverse
effect on STAR's business, operating results and financial condition.

FCC International Private Line Resale Policy. The FCC's IPL resale policy limits the conditions under
which a carrier may connect IPLs to the PSTN at one or both ends to provide switched services, commonly
known as ISR. A carmier generally may only offer ISR services to a foreign country if the FCC has found
(a) the country is a member of the World Trade Organization (“WTO") and at least S50% of the U.S. billed
and settied traffic to that country is settled at or below the FCC’s benchmark settlement rate or (b) the
country is not a WTO member, but it offers U.S. carriers equivalent opportunities to engage in ISR and at
least 50% of the U.S. billed and settled traffic is settled at or below the applicable benchmark. STAR's
FCC authority currently permits it to provide ISR service to Canada, the UK., Sweden, New Zealand,
Australia, the Netherlands, Germany, France, Belgium, Denmark, Norway, Austria, Switzerland, Luxem-
bourg, Italy, Hong Kong and Japan. The FCC is currently reviewing U.S. carrier applications to provide
ISR to Finland and Mexico, among other routes. Upon grant of any such ISR application to a given
country, the FCC's rules also would permit STAR to provide ISR service to that country. If ISR is not
permitted on a route, absent prior FCC consent, U.S. facilities based international carriers must terminate
switched telephone traffic in accordance with the FCC's International Settlement Policy (“ISP”) which is
primarily intended to deter foreign carriers with market power from discriminating amongst competing
US. carriers by, for example, favoring the foreign carrier’s U.S. affiliate. The ISP requires that all US.
carriers terminate traffic with a foreign carrier on the same terms (i.e., that settlement rates be equivalent)
and receive inbound traffic only in proportion to the volume of U.S. outtound traffic which they generate.

On a few routes, STAR may use IPLs to terminate international switched telephone services where
ISR has not been authorized. On such routes, therefore, STAR's termination arrangements may not be
consistent with the FCC’s ISP. On any such route, however, to STAR's knowledge the foreign correspon-
deant lacks market power, no U.S. inbound traffic is involved, and the effective settlement rate is lower than
the prevailing rate. Thus, STAR believes its actions are not inconsistent with the ISP’s underlying purpose.

FCC International Settlements Policy. The ISP limits the arrangements which U.S. international
carriers may enter into with foreign carriers for exchanging public switched telccommunications traffic,
which the FCC terms International Message Telephone Service (“IMTS”). This policy does not apply to
ISR services. The ISP requires that U.S. carriers receive an equal share of the accounting rate and receive
inbound traffic in proportion to the volume of U.S. outbound traffic which they generate. The ISP and
other FCC policies also prohibit a U.S. carnier and a foreign carrier which possesses sufficient market
power on the foreign end of the route to affect competition adversely in the U.S. market from entering into
exclusive arrangement involving secvices, facilities o functions on the foreign end of a U.S. international
route which are neccssary for providing basic telecommunications and which are not offered to similarly
situated U.S. carriers. It is possible that the FCC could find that certain of STAR'’s arrangements with
foreign operators are inconsistent with the ISP




FCC Policies on Transit and Refile. STAR uses both transit and refile arrangements to terminate its
international traffic. The FCC routinely approves transit arrangements by U.S. international carriers. The
FCC’s rules also permit carriers in many cases to use ISR facilities to route traffic via a third country for
refile through the PSTN. The extent to which U.S. carriers may enter into refile arrangements consistent
with the ISP is currently under review by the FCC. Certain of STAR's transit or refile arrangements may
violate the ISP or other FCC policies.

Recent and Potential FCC Actions. Regulatory action that may be taken in the future by the FCC may
intensify the competition which STAR faces, impose additional operating costs upon STAR, disrupt certain
of STAR's transmission arrangements or otherwise require either compar y to modify its operations. Future
FCC action may also provide STAR additional competitive flexibility by, for example, climinating or
substantially reducing the tariff requirements applicable to STAR's nterstate and international telecom-
munications services. The FCC is encouraging new market entrants by implementing the WTO Agreement
and through other actions. The FCC may approve pending mergers which could produce more effective
competitors in STAR's market. The FCC may increase regulatory fees charged to STAR and its competi-
tors by climinating the exemption for carrier revenues obtained from other carriers for certain fees or
through other actions, which could raise STAR's costs of service without assurance that STAR could pass
such fee increases through to its customers. See “Business-—Government Regulation.” In addition, the
FCC has received a number informal complaints against CEO regarding the alleged unauthorized
switching of long distance customers and other matters, some of which currently remain under review.

State. The intrastate long distance telecommunications operations of STAR and its subsidiaries are
subject 10 various state laws and regulations, induding prior certification, notification, registration and/or
tariff requirements. The vast majority of states require that STAR and its subsidiaries apply for certifica-
mwmdemmwlekmnmwmmlnmmmdumﬂm:komuﬂmemd
obtain prior regulatory approval of tariffs for intrastate services. Certificates of authority can generally be
conditioned, modified or revoked by state regulatory authorities for failure to comply with state laws and
regulations. Fines and other penalties, including revocation of a certificate of authority, may be imposed.

Foreign Regulations. STAR is also subject to regulation in foreign countries, such as the UK. and
Germany, in connection with certain of its business activities. For example, STAR's use of transit, ISR or
other routing arrangements may be affected by laws or regulations in either the transited or terminating
foreign jurisdiction. Foreign countries, cither independently or joinidy as members of the International
Telecommunications Union (“ITU"), or other supra-naticnal organizations such as the European Union
or the WTO, may have adopted or may adopt laws or regulatory requirements regarding such services for
which compliance would be difficult or expensive, that could force STAR to choose less cost-effective
routing alternatives and that could adversely affect STAR's business, operating results and financial

sits

To the cxtent that STAR secks to provide telecommunications services in other non-U.S. markets,
STAR wili be subject to the developing laws and regulations governing the competitive provision of
telecommunications services in those markets. STAR currently plans to provide a limited range of services
in Mecxico and Belgium, as permitted by regulatory conditions in those markets, and to cxpand its
operations as these markets implement scheduled liberalization to permit competition in the full range of
telecommunications services. The nature, extent and timing of the opportunity for STAR to compete in
these markets will be determined, in part, by the actions taken by the governments in these countries to
implement competition and the response of incumbent carriers to these efforts. There can be no assurance
that the regulatory regime in these countries will provide STAR with practical opportunities to compete in
the near future, or at all, or that STAR will be able to take advantage of any such liberalization in a timely
manner. See “Business—Government Regulation.”

Regulation of Customers. STAR's customers are also subject to actions taken by domestic or foreign
regulatory authoritics that may affect the ability of customers o deliver traffic to STAR. Regulatory
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sanctions have been imposed on certain of STAR's customers in the past. While such sanctions have not
adversely impacted the volume of traffic received by STAR from such customers to date, future regulatory
actions could materially adverscly affect the volume of traffic received from a major customer, which could
have a material adverse effect on STAR's business, financial condition and results of operations.

Risks of Network Failure; Dependence on Facilities and Third Parties

Any system or network failure that causes interruptions in STAR's operations could have a material
adverse effect on its business, financial condition or results of operations. STAR's operations are depen-
dent on STAR's ability 1o successfully expand its network and integrate new and emerging technologies
and equipment into its network, which are likely to increase the risk of system failure and to cause strain
upon the networks. STAR's operations also are dependent on STAR's ability to protect its hardware and
other equipment from damage from natural disasters such as fires, flood:, hurricanes and carthquakes,
other catastrophic events such as civil unrest, terrorism and war and other sources of power loss and
telecommunications failures. Although STAR has taken a number of steps to prevent its network from
being affected by natural disasters, fire and the like, such as building redundant systems for power supply
to the switching equipment, there can be no assurance that any such systems will prevent STAR's switches
from becoming disabled in the event of an carthquake, power outage or otherwise. The failure of STAR’s
network, or a significant decrease in telephone traffic resulting from effects of a natural or man-made
disaster, could have a material adverse effect on STAR's relationships with its customers and its business,
operating results and financial condition. See “Business—Network.”

Dependence on Key Personnel

STAR's success depends 1o a significant degree upon the efforts of senior management personnel and
a group of employees with longstanding industry relationships and technical knowledge of STAR's
operations, in particular, Christopher E. Edgecomb, STAR's Chief Executive Officer. STAR maintains and
is the beaeficiary under a key person life insurance policy in the amount of $10.0 million with respect to
Mr. Edgecomb. STAR believes that its future success will depend in large part upon its continuing ability
10 attract and retain highly skilled personnel. Competition for qualified, high-level telecommunications
persoanel is intease and there can be no assurance that STAR will be successful in attracting and retaining
such personnel. The loss of the services of one or more of STAR's key individuals, or the failure to attract
and retain other key personnel, could materially adversely affect STAR's business, operating results and
financial condinon. See “Management.”

Siguificast Competition

The international telecommunications industry is intenscly competitive and subject to rapid change.
STAR's competitors in the international wholesale switched long distance market include large, facilitics-
based muitinational corporations and smaller facilitics-based providers in the U.S. and overseas that have
emerged as a result of dercgulation, switch-based rescliers of international long distance services and
international joint ventures and alliances among such companies. STAR also competes abroad with a
number of dominaut telecommunications operators that previously held various monopolies established by
law over the telecommunications traffic in their countries. International wholesale switched service
providers compete on the basis of price, customer service, transmission quality, breadth of service offerings
and value-added services. Additionally, the telecommunications industry is in a period of rapid technologi-
cal evolution, marked by the introduction of competitive product and service offerings, such as the
utilization of the Internct for international voice and data communications. STAR is unable to predict
which technological development will challenge its competitive position or the amount of expenditures that
will be required to respond to a rapidly changing techrological environment. Further, the number of

competitors is likely to increase as a result of the competitive opportunities created by a new Basic
Telecommunications Agreement concluded by members of the WTO in February 1997. Under the terms of




the WTO Agreement, starting February 5, 1998, the United States and over 68 countries have committed
to open their telecommunications markets to competition and foreign ownership and to adopt measures to
protect against anticompetitive behavior. As a result, STAR believes that competition will continue to
increase, placing downward pressure on prices. Such pressure could adversely affect STAR's gross margins
if STAR is not able to reduce their costs commensurate with such price reductions.

Compertition from Domestic and International Companies. A majority of the U.S.-based international
telecommunications services revenue is currently generated by AT&T, MCI WorldCom and Sprint. STAR
also competes with Pacific Gateway Exchange, Inc., and other US.-based and foreign long distance
providers, including the Regional Bell Operating Companies (“RBOCGCs"), which presently have FCC
authority to resell and terminate international telecommunication services. Many of these competitors
have considerably greater financial and other resources and more extensive domestic and international
communications nctworks than STAR. STAR's business would be matenally adversely affected to the
extent that a significant number of such customers limit or ccase doing business with STAR for competitive
or other reasons. Consolidation in the telecommunications industry could not only create even larger
competitors with greater financial and other resources, but could also adversely affect STAR by reducing
the number of potential customers for STAR's services.

Expansion into Commerciel Market. With the acquisition of CEO, STAR began providing long
distance service to the commercial market, a market that is subject to intense competition from a number
of well capitalized companics. The commercial market is also characterized by the lack of customer loyalty,
with commercial customers regularly changing service providers. There can be no assurance that STAR will
be able to compete successfully in the commercial market. See “Business—Strategy-—-Expansion into

Customer Concentration

While the list of STAR's most significant customers varies from quarter to quarter, STAR’s five largest
customers accounted for approximately 33% of its revenues in 1998, with one customer, PT-1, accounting
for approximaicly 15% of revenues in such period. STAR could lose a sigmficant customer for many
reasons, including the entrance into the market of significant new competitors with lower rates than STAR,
downward pressure on the overall costs of transmitting international calls, transmission quality problems,
changes in US. or foreign regulations or unexpected increases in STAR's cost structure as a result of
cxpenses related to installing a global network or otherwise.

Need for Additional Capital to Finance Growth and Capital Requirements

STAR believes that it must continue to enhance and expand its network and build out its telecommu-
nications network infrastructure in order to maintain its competitive position and continue to meet the
increasing demands for service quality, capacity and competitive pricing. STAR's ability to grow depends,
in part, on its ability to expand its operations through the ownership and leasing of network capacity, which
requires significant capital expenditures, that are often incurred prior to STAR's receipt of the related
revenue. STAR believes that, based upon its preseat business plan and its existing cash resources, available
financing and expected cash flow from operating activities, STAR will have sufficient cash to meet its
currently anticipated working capital and capital expenditure requirements for at least twelve months. If
STAR's growth exceeds current expectations, if STAR obtains one or more attractive opportunities t0
purchase the business or assets of another company, or if STAR's cash flow from operations after the end
of such period is insufficient to meet its working capital and capital expenditure requirements, STAR will
need to raise additional capital from equity or debt sources. There can be no assurance that STAR will be
able to raise such capital on favorable terms or at all. If STAR is una’ le to obtain such additional capital,
STAR may be required to reduce the scope of its anticipated expansion, which could have a material
adverse effect on STAR's business, financial condition or results of operations.
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Volatility of Stock Price

The market price of the shares of the Company’s Common Stock has risen since STAR's initial public
offering in Junc 1997 and is trading at a high multiplc of STAR's carnings. The market price for such
shares has been highly volatile and may be significantly affected by factors such as actuai or anticipated
fluctuations in STAR's operating results, the announcement of potential acquisitions by STAR, changes in
federal and international regulations, activities of the largest domestic providers, industry consolidation
and mergers, conditions and trends in the international telecommunications market, adoption of new
accounting standards affecting the telecommunications industry, ch2 nges in recommendations and esti-
mates by securitics analysts, general market conditions and other factors. In addition, the stock market has
from time to time expericnced significant price and volume fluctuations that have particularly affected the
market prices for the shares of emerging growth companies like STAR. These broad market fluctuations
may adversely affect the market price of the Company’s Common Stock.

Year 2000 Computer Program Failure

A significant percentage of the software that runs most of the computers in the United States relics on
two-digit date codes to perform computations and decision-making functions. Commencing on January 1,
2000, these computer programs may fail from an inability (o interpret date codes propeily, misinterpreting
“00™ as the year 1900 rather than 2000. STAR has implemented Year 2000 compliance programs to ensure
that its software, svstems and cquipment arc Year 2000 compliant and to ensure that the software and
technology of its third party vendors and customers are also Year 2000 compliant. STAR currently
anticapates that its information technology and non-information technology systems will be Year 2000
compliant before January 1, 2000, though no assurances can be given that its compliance testing will not
detect unanticipated Year 2000 compliance problems. While STAR intends to develop contingency plans
to prepare for a Year 2000 failure, there can be no assurance that such contingency plans will be adequate.
}{ STAR and/or third parties are not Year 2000 compliant as of such date and if such contingency plans are
inadequate or fail to address a particular Year 2000 risk, STAR may be required to incur unanticipated
costs, change relationships with third partics, forego revenues or be subjected to other material adverse
effects. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Forward-Looking Statements

Certain statements contained in this Form 10-K including without U'mitation, statements containing
the words “believes.” “anticipates,” “intends,” “expects” and words of similar import, constitute “forward-
looking statements” within the meaning of Section 27A of the Securities Act and Section 21E of the
Exchange Act. Such forward-looking statements involve known and unknown risks, uncertainties and other
factors that may cause the actual resuits, performance or achievements of the Company to be materially
different from any future results, performance or achievements expressed or implied by such forward-
looking statements. Such factors include, among others, the following: general cconomic and business
coaditions, both nationally and in the regions in which the Company opcrates; industry capacity; existing
goverament regulations and changes in, or the failure to comply with, government regulations; competi-
tion; changes in business strategy or development plans; the ability of the Company 10 manage growth; the
availability and terns of capital to fund the cxpansion of the Company’s business, including the acquisition
of additional businesses; and other factors referenced in this Form 10-K. GIVEN THESE UNCERTAIN-
TIES, THE STOCKHOLDERS OF THE COMPANY ARE CAUTIONED NOT TO PLACE UNDUE
RELIANCE ON SUCH FORWARD LOOKING STATEMENTS.




Item 2. Properties
STAR's principal offices are located in Santa Barbara, California in five facilities providing an

aggregate of approximately 38,814 square feet of office space expiring between June 1999 and Octo-
ber 2005. Additionally, STAR has office and switching sites in the following locations:

Office Sites Square Feet Expiraticn Date
Fairfax, Virginia 3909 May 2004

New York, New York 2627  December 2001

Los Angeles, CA 17500  June 2005

Houston, Texas 847  July 2003

Londoa, England 5414 December 2003

Seriteh Sites m Expirstise Date
Los Angeles, CA (multiple leases) 39,175  April 2006 - December 2008
New York, New York (multiplc lcases) 40,749  July 2003 - April 2008
Dallas, Texas 6,167  April 2007

Miami, Florida (muitiple leases) 20571  June 2008 - August 2008
Atlanta, Georgia 17300  April 2008

Scattle, Washington 7020  June 2008

London, England 8000 July 2006

Hamburg, Germany 20342  December 2007
Diisseldorf, Germany 20423  December 2007
Frankfurt, Germany 30051 December 2007
Munich, Germany 12408  December 2007

A number of the above-listed leases grant STAR the right to extend the lease term beyond the stated

expiration datc. The aggregate facility lease payments made by STAR in 1998 were approximately
$5.0 million.

On February 4, 1999, STAR completed its acquisition of PT-1, which has sales offices in Houston,
Texas, Columbus and Cleveland, Obio, Seattle, Washington, Jackson Heights, California, New York, Staten
MMMMYMMWMMmudeS?AW
square feet of office space expiring between June 1999 and December 2008. PT-1 also leases
5,565 square feet of space for its switching facilities in Jersey City, New Jersey under a lease expiring
December 2008, and approximately 10,353 square feet for its switching facility in Miami, Florida under a
lease expiring April 2008.

STAR belicves that all other material terms of its leases are commercially reasonable terms that are
Mfwﬁmmﬂh&meﬂd&wmn“%kwm%
belicves that its facilities are adequate to support its cusrent needs and that additional faclities will be
available at competitive rates as needed.

Item 3. Legal Proceedings

STAR is not presently a party to any material pending litigation. From time to time, however, STAR is
party to various legal proceedings, including billing disputes and collection matters, that arise in the
ordinary cousse of business.

Item 4. Submission of Matters to a Vote of Securityholders.
None.
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PART i
Item 5. Market for Registrant’s Common Equity and Relaied Stockbolder Matters.

The Company’s Common Stock has been traded on the Nasdaq National Market under the symbol
“STRX™ since June 12, 1997. The following table sets forth, for the fiscz | periods indicated, the quarterly
high and low sales prices for the Common Stock, as reported by Nasdaq and as adjusted to reflect the
Stock Split that occurred on March 31, 1998.

N e
Fiscal Year ended December 31, 1997
Second Quarter (from June 12, 1997) .. ... ... innnnnn T 4%
s TR e T R e S R R A e R S N e B A A e 11% 6%
e T e S B e R S Sl R S e e A D 17 9%
Fiscal Year ended December 31, 1998
8T e e R S S SRR e S SR e R G B 8% 13%
g T 2 G o s AR o o1 s oh % 1%
a b e O Sl A e ST S o el TR G S s Bt RS 23 [ 7N
T T R e S A R e G L L SRR L R g 18 ™

The last reported sale price of the Common Stock on the Nasdaq National Market on March 17, 1999
was $10'V.. per share. As of March 17, 1999, there were 177 holders of record of the Company’s Common
Setock.

The Company has never paid cash dividends on its Common Stock and has no intention of paying cash
dividends in the foreseeable future. The Company anticipates that all future carnings, if any, geoncrated
from operations will be retained by the Company to develop and cxpand its business. Any future
detcrmination with respect to the payment of dividends will be at the disrvetion of the Board of Directors
and will depend upon, amoag other things, the Company’s operating resulls, financial condition and capital
requircmceats, the terms of thea-cxisting indebtedacss, general business cnditions and such other factors
as the Board of Directors deems relevant. In addition, the Company’s existing revolving credit facility
prohibits the payment of cash dividends without the lender’s consent.
been adjusted 1o reflect the Stock Split:

1. On March 10, 1998, the Registrant issued 1,353,000 shares of its Common Stock in exchange for
ali of the outstanding capital stock of T-One Corp. in a transaction valued at $25,080,000.

2. During the year ended December 31, 1998, the Registrant granted to employees and directors
options 10 purchase an aggregate of approximately 1,026,925 shares of Common Stock pursuant to stock
option agreements and the Registrant’s stock option plans.

The sales and issuances described above were deemed 10 be exempt from registration under the
Securitics At in rekance upon Section 4(2) thereol, as transactions by an issuer not involving any public
offering, Regulation S of the Securities Act, oc in reliance upon the exemption from registration provided
by Rule 701 promulgated under the Securitics Act. In addition, the recipients of securities in cach such
transaction represeated their intentions to acquire the securitics for investment only and not with a view to
or for sale in connection with any distribution thereof and appropriate legends were affixed to the share
certificates issued in such transactions. All recipients had adeguate access, thiough their relationships with
the Registrant, 10 information about the Registrant.




Item 6. Selected Financial Data.

The following selected consolidated financial data should be read in conjunction with the Company's
Consolidated Financial Statements and Notes thereto and with “Management'’s Discussion and Analysis of
Financial Condition and Results of Operations,” each of which 1s included elsewhere in this Form 10-K.
The consolidated statements of operations data for the years ended December 31, 1996, 1997, and 1998
and the balance sheet data at December 31, 1997 and 1998 are derived from audited financial statements
included clsewhere in this Form 10-K. The consolidated statement of operations data for the year ended
December 31, 1994 and the consolidated balance sheet data at December 31, 1994 are unaudited and are
derived from unaudited financial statements not included in this Form 10-K. The consolidated statement
of operations data for the year ended December 31, 1995 and the balance sheet data at December 31, 1995
and 1996 are derived from audited financial statements not included in this Form 10-K.

Year Eaded December 31,
1994 1995 19% 1997 1998
(wnawdited)
(im thousands, except per share data)
Consolidated Statements of Operations Data:
e N NS S e AT $24512 $58937 $259697 $404,605 $595540
Operating expenses:
COot Of SEEWIORB. . i i s i Sk ae e 16,042 44270 225957 351821 504,281
Sclling, general and administrative . . .... .. 5,066 10,452 35956 36,496 56,121
Depreciation and amortization . . ......... 106 368 1,442 4,637 13,112
BECIPEr CRPEMIB. . . . i ccnvecoccitsoanns — — — 286 361
Total operating expenses . . . ............ 21,214 55,090 253,355 393,240 573,875
Income (loss) from operations . .......... 3,298 3,847 (3,658) 11365 21,665
Other income (expenses):
INterest inoome . . ... ... ...vvinnuainn 3 2 110 492 4,849
A LS SR R e g b (64) (609) (1,738) (2,828)
Legal scttlements and expenses ..., ...... - —- (100) (1,653) —
I R e e s e s (7) (33) 39 208 (304)
Income (loss) before provision for income
B s e e 3,294 3,772 (4,218) 8,674 23,382
Provision forincome taxes. . . . ............ v 66 5n 2,905 9923
Netincome (loss) . . ..........coonnunn.. $3272 S$376 § (4795 $ 5769 $ 13459
Pro forma net income (loss) (unaudited)(1) ... § 1943 $ 2140 § (5738) § 5574
Basic income (loss) percommonshare(2) .... § 018 §S 019 § (021) § 019 §$ 034
Diluted income (loss) per commonshare(2)... $ 018 S 019 § (021) $§ 017 § 032
¥ro forma basic income (loss) per common
share (unaudited)(2) .................. $ 011 § 011 § (025) $ 018
Pro forma diluted income (loss) per common
share (unaudited)(2) . ................. $ 011 § 011 § (025) § 0.17
Weighted average number of common shares
outstanding—basic(2) . ............... 18,218 19373 73292 30,221 39,924
Weighted average number of diluted common
shares outstanding—diluted(2) . . ... ...... 18,218 19373 23292 32978 41,525




1954 995 1% (322 1998
(wnomdiacd |
1ln Chemsmods )
Consclidated Ralance Sheet Dats:
Working capital (deficit) . . .. ............. $2135 S 97% S (7.729) $ 14546 S 6A377
L e 9,081 26582 63054 121002 37214
Total loag-tcrm labilitics, net of current
I s s sie vis s awasiassie ausin 21 919 6,839 13,756 32908
Retained camings (defict) .. ... ......... 137 867 (3.238) 1L.534 14993
Stockholdess’ equity . ... ... . ........... 2 3,808 6897 43201 2095612
Vear Ended Dorcaster 31,
19% 1995 199 " 1918
(ln tnmmaeds curpt moestr data)
Other Conselidsted Finnwial and
Operutimg Data:
Capital expenditures(3) .. ............. $ SIS $2716 S$13646 § 25422 S 146889
North Amcncan wholesale badlcd mimutes of
) e R S — 38106 479681 1034187 1657513
North Amencan wholesale revenue per
billed minmc of wse(S) .. ............ $ — S04102 $042838 § 0312 § 051485

(1) The pro forma net income or loss per share assumes that both STAR and CEO, which was acguived by
STAR in a pociing of interests transaction oa Novemsber 30, 1997, were C-corporations for all periods
prescated.

(2) Sec Notc 2 of Notes 10 Consolidated Financial Statemacents for an explanation of the method used to
detcrmine the sumber of shares uscd i computing basic and dilsted income (loss) per comamon share
and pro forma basic and diluted mcome (loss) per common share.

(3) Includes assets financed with capital keases or notes. See Note 2 of Notes 0 Consolidated Freancial
Statements.

{4) Does not include wholcsale billed minutes of use from T-Onc prior 10 the year ended December 31,
1997.

(5, Represcats wholcsale gross call usage revesie per billed minmte. Assoumts caclude other revenne
redated isems such as fimance charges. Thus data docs not mciude wholesale bdied mmmmtes of use from
TFOuc prior to the year eaded December 31, 1997.

hem 7. Mamsgranent's Discussion and Amalysis and Resalts of Operatinns.

Thee followeng discrsxnaon of the financal condition and resudts of apeamons ¥ she Compeny shoudd be
read ;m conjuncion with ~Sclecsed Comsoiidaicd Frnancal Data ™ and the Camsobdeted Financal Stsscreents
and the Notes thereso, each of which is mcluded clsewhere in thes Form 10-K. This discussson contarmns forwand-
loolong satements. as defined m Section 27A of the Secunties Act and Section 21E of the Exchange Act, that
volve risks and uncertainnes. STAR's actual results could differ matenclly from those ansicipased in the
Jorward-lookang ssatements as a et of cenam factors, mchuding. best noi lvwsed 10 those drscussed & ~Risk
Faciors™ and clsewhere in thas Form 10-K.
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Ovwerview

STAR s a multinational telccommunications services company focused pnmaridy on the isternational
long distance market. STAR offers hughly reliable, low-cost switched voice services on 2 wholesale basis,
primarily 10 US.-based long distance camers. STAR provides international long distance service 10
Mlﬂmtﬁ«gbmﬂaﬂemtw&eddmhmwmb

international gateway switches, Icased and owned transmission facilitics and resale arrangements
with other loag distance providers.

STAR installed its first international gateway switch in Los Angeles i Junc 1995 and imstially
recognized whoelesale reveaues through this switch in August 1995. A signilicant portion of STAR's
revenues in 1994 and 1995 were generated by the commercial operations of CEO.

Revenues.  Most of STAR's revenues are gencrated by the sale of international loag distance scrvices
on a wholcsale basis 10 other, prmarily domestic, long distance providers. STAR records reveaues from
the sale of long distance services at the time of customer usage. STAR's agreements with its wholesale
customers are short-term in duration and the rates charged to customers are subject to change from time
1o time, generally with five days notice to the customer.

Historically, STAR has increased revenues from quarter (o quarter, often times by a significant
percentage. STAR's North American wholesale minutes of use have also greatly increased from quarter to
quarter, gencrally by amounts that exceed the relative increases in reveaues. For example, in the year
ended December 31, 1998, North American wholesale revenues increased by 42.0% over revenues for
1997. Over the same penod to period companson, North American minutes of wholesale use increased by
60.3%. There arc a varicty of reasons for the growth m STAR's call volume, including growth of STAR's
North American customer base, which increased by 43.8% from 1997 to 1998, increased usage by existing
North American customers, and increased capacity over STAR's telecommunications network, with the
addition of 2 asumber of switches and growth i available fiber optic lines.

The growth in North Amencan wholesale minutes has been accompanied by a corresponding decline
in North Amcrican rates per minute. For example, for the year ended December 31, 1998, such rates
declined by 12.9% from wholcsale rates per minute in 1997. The decline in wholesale rates can be
attributed to a number of factors, induding 2 changing country mix that includes a groming number of
minutes routed by STAR 10 lower rates per minute countrics such as Mexico, Germany and the United
Kingdom and, as the wholcsale mternational long distance market coatinucs 10 mature and evolve, a
geacral downward trend in rates on competitive routes. STAR's pricing for wholesale minutes varies
materially from customer o customer and is gencrally based on the time of day, the day of the week and
the destination of the call. While STAR continues to route traffic 1o certain destinations at attractive rates,
market conditions have forced STAR to reduce its overall wholesale rates per minute.

Accordingly, STAR belicves that the growth in its revenues has been fucied almost eatirely by STAR's
ability to increase the volume of North American wholesale minutes of use, for the reasoas noicd above.
At the same time, the general erosion in the rates per minute for such wholesale traffic has partially offsct
the coatribution to the increase of revenues made by such increased volume of minutes.

STAR completed its acquisition of T-One in March 1998. Revenues from T-One's operations for the
periods set forth below were not material to the overall result of operatioas of STAR during sech periods.

Costs of Sevices (Exclusive of Depreciation and Amortization). STAR has pursued a strategy of
attracting customers and building calling volume and revenue by offering favorable rates compared to
other long distance providers. STAR continues to lower its cost of services (exclusive of depreciation and
amortization) by (i) expanding STAR's owned actwork facilitics, (ii) coatinuing to utilize STAR's sophisti-
cated information systems to route calls over the most cost-cffective routes and (iii) leveraging STAR's
traffic volumes and information systems to negotiate lower vanable usage-based costs with domestic and
forcign providers of transmission capacity.




Costs of services (exclusive of depreciation and amortization) include those costs associated with the
transmission and termination of international long distance services. Currently, 2 majority of transmission
capacity used by STAR is obtained on a vanable, per minute basis. As a result, some of STAR's current
cnsts of scrvices (exclusive of depreciation and amortization) are varisble. STAR's contracts with its
veadors provide that rates may fluctuate, with rate change notice penods varying from five days to one
year, with certain of STAR's longer term arrangements requiring STAR 10 meet minimum usage commit-
menats in order to avoid penaltics. Such variability and the short-term nature of many of the contracts
subject STAR to the possibility of unanticipated cost increases and the luss of cost-effective routing
altcrnatives. Each quarter management reviews the cost of scrvices (exclusive of depreciation and
amortization) accrual and adjusts the balance for resolved items. Costs of services (exclusive of deprecia-
tion and amortization) also include fixed costs associated with the leasing of network facilities.

STAR rccently began 1o provide international long distance services 1o commercial customers in
cial markets in the US. with sts acquisition of CEO in November 1997. STAR belicves that traffic from
commercial customers will be more profitable than wholesale traffic. STAR expects that an expansion into
this market will increase the risk of bad debt exposure and lead to higher overhead costs.

Prices in the mternational loag distance market have declined in recent years and, as competition
continucs 10 mcrease. STAR behieves that prices are likely to continue to decline. Additionally, STAR
belicves that the increasing trend of deregulation of international long distance telecommunications will
result i greater competition, which could adversely affect STAR's revenue per munute. STAR belicves,
however, that the cffect of such decreases in prices will be offset by increased calling volumes and
decreased costs.

Onlser Operating Expenses.  Sclling, general and administrative expenses consist primarily of personnel
costs, tradeshow and travel expenses, commassions and coasulting fees, as well as bad debt expense. These
cxpemses have been increasing over the past year, which is consistent with STAR's recent growth,
accelerated cxpansion into Europe, and imvestment in systems and facilities. STAR expects this trend to
continuc, and 10 mclude, aninag other things, 2 significant increase in depreciation and amortization.
Management belicves that additional selling, general and administrative expenses will be necessary to
support the expansion of STAR's network facilities, its sales and marketing cfforts and STAR's expansion
into commercial markets.

Foreggn Exchenge.  STAR™ revenues and cost of long distance scrvices are seasitive to foreign
currency fluctuations. STAR expects that an increasing portion of STAR's revenues and expenses will be
denominated in currencies other than US. dollars, and changes in exchange rates may have a significant
cfiect on STAR's results of operations. See “Quantitative and Qualitative Disclosures About Market
Risk.”

Factors Affecting Future Operating Results.  STAR's quarterly operating results are difficult to forecast
with any degree of accuracy because a number of factors subject these results to significant fluctuations. As
a result, STAR belicves that penod-to-period comparisons of its operating results are not necessarily
meaningful and should not be relied upon as indications of future performance.

STAR's rcvenues, costs and expenses have fluctuated significantly in the past and are likely to
continue 10 fluctuate significantly in the future as a result of numerous factors. STAR's revenues in any
given period can vary due to factors such as call volume fluctuations, particularly in regions with relatively
high per-minute rates; the addition or loss of major customers, whether through competition, merger,
consolidation or otherwise; the loss of economically beneficial routing options for the termination of
STAR's traffic; financial difficultics of major customers: pricing pressure resulting from increased competi-
tion; and technical difficultics with or failures of portions of STAR's netword that impact STAR’s ability to
provide service to or bill its customers. STAR's operating expenses in any given period can vary due to
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factors such as fluctuations in rates charged by carniers to terminate STAR's traffic; increases in bad debt
expease and reserves; the timing of capital expenditures, and other costs associated with acquiring or
obtaining other rights to switching and other transmission facilitics; changes in STAR's sales incentive
plans; and costs associated with changes in staffing levels of sales, marketing, techaical support and
administrative personnel. In addition, STAR's operating results can vary due 10 factors such as changes in
routing duc to variations in the quality of vendor transmission capability; loss of favorable routing options;
the amount of, and the accounting policy for, return traffic under operating agreements; actions by
domestic or foreign regulatory entitics; the level, timing and pace of STAR's expansion in international and
commercial markets; and general domestic and international economic and political conditions. Further, a
substantial portion of transmission capacity used by STAR is obtained on a variable, per minute and short-
term basis, subjecting STAR to the possibility of unanticipated price increases and service cancellations.
Since STAR does not generally have long term arrangements for the purchase or resale of long distance
services, and since rates fluctuate significantly over short periods of time, STAR's operating resuits are
subject to significant fluctuations over short periods of time. STAR's operating results also may be
negatively impacted in the longer term by competitive pricing pressures.

Recent Acquisitions and Developments

STAR has recently acquired the following companies and has taken the following actions:

* T-One Corp. On March 10, 1998, STAR acquired T-One for 1,353,000 shares of Common Stock in a
transaction accounted for as a pooling of interests. All financial data presented has been restated to
include the results of operations, financial position and cash flows of T-One.

* Stock Split. On March 31, 1998, STAR effected a 2.05-for-1 stock split with payment to the holders
of the shares of Common Stock outstanding on February 20, 1998 of a stock dividend equal to 1.05
shares of Common Stock for each such outstanding share.

* Public Offering. On May 4, 1998, STAR consummated a firmly underwritten public offering of
6,000,000 shares of Common Stock, of which 5,685,000 shares were sold by STAR and 315,000
shares were sold by a certain stockholder of STAR. On June 4, 1998, an additional 30,900 shares of
Common Stock were sold by a certain stockhoider of STAR to cover an over-allotmeat option for
the offering.

* PT-1 Communications, Inc. On August 20, 1998, the Company entered into the FT-1 Merger

Per the agreement, the Company issued 15,050,000 shares of Common Stock and
$19,500,000 in short term promissory notes for all outstanding shares, options and warrants of PT-1,
plus an additional 250,000 shares of Common Stock to certain independent distributors of PT-1.
The PT-1 Merger was consummated on February 4, 1999 and will be accounted for as a purchase.

* United Digital Network, Inc. On March 24, 1999, STAR completed the acquisition of UDN for
approximately 1 million shares of Common Stock in a transaction to be accounted for as a pooling
of interests.




Resuits of Operations
The following table scts forth cenain sclected items in STAR's statements of operations as a
percentage of total revenues for the periods indicated:

Yeae ended Decemsber 31,
19% 197 1923

S T SRR A P R R S AU SR S U 100.0% 1000% 100.0%
Operating Expenses:

R IES = 0 S e e e e s e 870 870 84.7

Selling, gencral and administrative expenses .. . ... ........... 138 9.1 95

Depreciation and amortization . . .. .........coiuianiaenians 06 1.1 22

Tl CPCEIME CXPEUBEE . . < . . . < s\ . cisccneingesansaveidenn 1014 9.2 96.4

Income (Joss) from OPerations . . . . . .........covvnunnninnnsa (14) 28 36
Income (loss) before provision for income taxes . . ... ........... (1.6) 21 39
Provision for income taxes. . .. ... ... ...... R A R P 0.2 0.7 1.7
Netincome (Joss) ... ............ Pt T T e RO (1.8)% 14% 2.3%
Proformanctincome (JOSS) . .......... .. vivurnnnncannnnn 52.2)‘5 1.4%

Years Ended December 31, 1998 and 1997

Revenues: Total revenucs increased 47.2% to $595.5 million in 1998 from $404.6 million in 1997
primarily as 2 result of the continued growth in North America wholesale operations, as described below.

Revenucs from North American wholesale customers increased 42.0% to $535.3 million in 1998 from
$377.1 million in 1997. Minutes of usc gencrated by North American wholesale customers increased 60.3%
80 1.7 talion minutes of use in 1998, as compared to 1 billion minutes of usc in 1997. The increase in
revenues and minutes of use reflects the growth in the number of North American wholesale customers
from 105 in 1997 t0 15! at the cad of 1998, as well as an increase in usage by cxisting customers, primarily
resulting from the Company’s cxpanding transmission capacity. The increase in revenues was partially
offsct by a decline in rates per minute, as average North American wholesale rate per minute of use
declined from $0.36 cents per minute in 1997 to $0.31 cents per minute in 1998, reflecting continued lower
prices on competitive routes. The decline in rates per minute is also attributabie to the change in country
mix to include a larger proportion of lower rate per minute countries such as Mexico, Germany and the
United Kingdom The period o period decline in rates per minute was not a significant factor in the
relative increase in minutes of use.

North American comimercial revenues increased 13.1% to $31.1 million in 1998 from $27.5 million in
1997 reflecting the continued success of new international rate plans that target cthnic markets for Latin
from $0.26 ceats per minute in 1997 to $0.34 cents per minute in 1998, reflecting the continued success at
targeting markets with higher rates in the intcmational murket.

In 1998 revenues generated from the European operations totaled $29.2 million. Management
belicves that the prospects for growth in Germany remain strong as Star Telecommunications Deutschland
GmbH is fully utilizing its interconnect with Deutsche Telekom, AG as well as other European PTTS, to
lower the Company’s cost of services and to grow its European commercial customer base.

Cost of Services (Exclusive of Depreciation and Amorsization): Total cost of services (exclusive of
depreciation and amortization) increased 43.3% to $504.3 miltion in 1998 from $351.8 million in 1997 and
dex reased as a percentage of total revenues for the same periods to 84.7% from 87.0%.

Cost of services (exclusive of depreciation and amortization) from North American wholesale vendors
increased 35.1% to $453.2 million in 1998 from $335.5 million in 1997 and decreased as a percentage of




North American wholesale revenues for the same periods to 84.7% from 89.0%. North American
commercial cost of services (exclusive of depreciation and amortization) increased 11.0% to $18.1 million
in 1998 from $16.3 million in 1997 and decreased as a percentage of North American commercial revenues
for the same periods to 58.2% from 59.3%. The year ended 1998 also includes cost of services (exclusive of
depreciation and amortization) of $33.0 million generated from the European operations. The growth in
cost of services (exclusive of depreciation and amortization) reflects the increase in minutes of use as well
as an increase in leased private line cost offset by an overall declining average cost per minute. The average
cost per minute declined as a result of changes in country mix to include a larger proportion of lower cost
per minute countries, competitive pricing pressures as well as an increasing proportion on traffic routed
over the Company’s proprictary network. The Company currently routes to 51 countries on its global
network up from 24 countries in 1997. Management believes that countries will continue to be added to the
Company’s global network thereby contributing to an overall decline in cost per minute.

Selling, General and Admunistrative: In 1998, total selling, general and administrative expenses,
exclusive of merger expenses, increased 53.8% to $56.1 million from $36.5 million in 1997 and increased as
a percentage of revenues to 9.4% from 9.0% over the comparable periods, due primarily to an increased
sales force, as described below. North American wholesale selling, general and administrative expenses
increased 26.8% to $32.6 million in 1998 from $25.7 million in 1997 and decreased as a percentage of
North American wholesale revenue to 6.1% from 6.8%, respectively.

North American commercial selling, general and administrative expense increased 31.9% to $12.4 mil-
lion in 1998 from $9.4 million in 1997 and increased as a percentage of North American commercial
revenues 10 39.9% during the period from 34.2% in 1997, reflecting the expansion of the telemarketing
sales force to focus on new ethnic markets. The Company expects North American commercial selling,
general and administrative costs to continue 1o increase as a percentage of revenues as additions to the
sales force are hired to expand STAR's North American commercial customer base.

general and administrative expeases related to the European operations amounted to
$11.1 million in 1998 and $1.4 million in 1997 reflecting the start up of new business efforts in Europe. The
Company cxpects overall selling, general and administrative expenses to continue to grow as a percentage
of revenues as the Company adds personnel to staff its German operations and to initiate carrier
operations in additional European countries.

Depreciation and Amortizetion: In 1998, depreciation expense attributable to North American assets
amounted to $9.1 million and European operations realized total depreciation of $4.0 million. In 1998,
total depreciation increased as a percentage of revenues to 2.2% from 1.1% for 1997. Depreciation
cxpense increased as a result of STAR's continuing expansion of its proprictary international network,
which includes purchases of switches, submarine cable and leaschold improvements associated with switch
sites. STAR expects depreciation expense (o continue 10 increase as a percentage of revenues as it
continucs to expand its global telecommunications network. As of July 1, 1998, STAR revised the
remaining lives of certain operating equipment from five to ten years. This charge reduced depreciation
cxpenses and increased income before income taxes by approximately $2.0 million.

Income from Operanions:  [ncome {rom operations increased 90.6% to $21.7 million during 1998 from
$11.4 mullion in 1997. Operating margin increased to 3.6% from 2.8%, respectively. Operating margin is
expected to cxpand as STAR continues to diversify its revenue base and as traffic is migrated from leased
facilitics onto STAR's owned network. Offsetting the declining cost of services on a per minute basis were
the startup costs of launching operations in Europe and the expansion of the North American based
commercial operations.

Orther Income (Expense): Other income (expense), net, increased to $1.7 million in 1998 from a nct
expensce of $2.7 million in 1997. Intcrest income grew to $4.8 mullion in 1998 from $492,000 in 1997 as a
result of interest carned on investing proceeds from the Company's secondary equity offering in May 1998,
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North American wholesale revenues for the same periods to 84.7% from 89.0%. North American
commercial cost of services (exclusive of depreciation and amortization) increased 11.0% to $18.1 million
in 1998 from $16.3 million in 1997 and decreased as a percentage of North American commercial revenues
for the same periods to 58.2% from 59.3%. The year ended 1998 also includes cost of services (exclusive of
depreciation and amortization) of $33.0 million generated from the European operations. The growth in
cost of services (exclusive of depreciation and amortization) reflects the increase in minutes of use as well
as an increase in leased private line cost offset by an overall declining average cost per minute. The average
cost per minute declined as a result of changes in country mix to include a larger proportion of lower cost
per minute countries, competitive pricing pressures as well as an increasing proportion on traffic routed
over the Company’s proprictary network. The Company currently routes to 51 countries on its global
network up from 24 countries in 1997. Managemeat belicves that countries will continue to be added to the
Company'’s global network thereby contributing to an overall decline in cost per minute.

Selling General and Administrative: In 1998, total selling, general and administrative expenses,
exclusive of merger expenses, increased 53.8% to $56.1 million from $36.5 million in 1997 and increased as
a percentage of revenues to 9.4% from 9.0% over the comparable periods, due primarily to an increased
sales force, as described below. North American wholesale selling, general and administrative expenses
increased 26.8% to $32.6 million in 1998 from $25.7 million in 1997 and decreased as a percentage of
North American wholesale revenue to 6.1% from 6.8%, respectively.

North American commercial selling, general and administrative expense increased 31.9% to $12.4 mil-
hion in 1998 from $9.4 million in 1997 and increased as a percentage of North American commercial
revenues 10 39.9% during the period from 34.2% in 1997, reflecting the expansion of the telemarketing
sales force to focus on new cthnic markets. The Company expects North American commercial selling,
general and administrative costs to continue 1o increase as a percentage of revenues as additions to the
sales force are hired to expand STAR's North American commercial customer base.

Selling, general and administrative expenses related to the European operations amounted to
$11.1 million in 1998 and $1.4 million in 1997 reflecting the start up of new business efforts in Europe. The
Company expects overall seiling, general and administrative expenses 1o continue 10 grow as a percentage
of revenues as the Company adds personnel to staff its German operations and to initiate carrier
operations in additional European countnes.

Depreciation and Amortization: In 1998, depreciation expense attributable to North American assets
amounted to $9.1 million and European operations realized total depreciation of $4.0 million. In 1998,
total depreciation increased as a percentage of revenues to 2.2% from 1.1% for 1997. Depreciation
cxpense increased as a result of STAR's continuing expansion of its proprictary international network,
which includes purchases of switches, submarine cable and leaschold improvements associated with switch
sites. STAR cxpects depreciation expense to continue 10 increase as a percentage of revenues as it
continues to expand its global telecommunications network. As of July 1, 1998, STAR revised the
remaining lives of certain operating equipment from five to ten years. This clarge reduced depreciation
cxpenses and increased income before income taxes by approximately $2.0 miilion

Income from Operations: Income from operations increased 90.6% to $21.7 million during 1998 from
$11.4 million in 1997. Operating margin increased to 3.6% from 2.8%, respectively. Operating margin is
expected to expand as STAR continues to diversify its revenue base and as traific is migrated from leased
facilities onto STAR's owned network. Offsetting the declining cost of services on a per minute basis were
the startup costs of launching operations in Europe and the expansion of the North American based
commercial operations.

Other Income (Expense): Other income (expense), net, increased to $1.7 million in 1998 from a net
expense of $2.7 million in 1997. Interest income grew to $4.8 million in 1998 from $492,000 in 1997 as a
result of interest carned on investing proceeds from the Company’s secondary cquity offering in May 1998.




Interest expense increased to $2.8 million in 1998 from $1.7 in 1997 in response to the additional capital
lcases for the financing of new switches.

Provision for Income Taxes: The provision for income taxes increased to $9.9 million in 1998 from
$2.9 million in 1997 primarily due to the increase in profitability of STAR.

Years Ended December 31, 1997 and 1996.

Revenues: Revenues increased 55.8% to $404.6 miliion in 1997 from $259.7 million in 1996. Whole-
sale revenues increased to $377.1 million from $229.8 million, with wholesale minutes of use increasing to
863.3 million minutes in 1997, as compared to 479.7 million minutes of use in the prior year. This increase
reflects an increase in the number of wholesale customers from 84 in 1996 to 105 at the end of 1997, as well
as an increase in usage by existing customers, primarily resulting from STAR's expanding transmission
capacity and improving transmission quality. The average rate per minute of usage for wholesale customers
declined from $0.43 cents per minute in 1996 to $0.40 cents per minute in 1997, reflecting the change in
country mix to include a larger proportion of lower rate per minute countries as well as lower prices on
competitive routes. The decline in rates per wholesale minute partially offset the increase in wholesale
minutes of use. The period to period decline in rates per minute was not a significant factor in the relative
increase in minute of use. Wholesale minutes or average rate per minute computations do not include the
revenue or minutes of T-One in 1996 and 1997; in 1997 T-One wholesale minutes and average rate per
ounute were 170.9 million and $0.17, respectively.

Commercial revenues decreased 10 $27.5 million in 1997 from $29.9 million in 1996 reflecting the
termination of the CEO customer base in California due 1o the 1997 settlement entered into by CEO with
cach of the California PUC and the District Attomey of Monterey, California. In 1997, commercial
revenues gencrated in the State of California was $10.4 million, as compared to California-generated
commercial revenues of $14.5 million in 1996. See “Business of STAR—Governmental Regulation—

Cost of Services (Exclusive of Depreciation and Amortization):  Cost of services (exclusive of deprecia-
tion and amortization) increased 55.7% to $351.8 million in 1997 from $226.0 million in 1996. Wholcsale
cost of services (exclusive of depreciation and amortization) increased to $335.5 million in 1997 from
$208.8 million for 1996 and as a percentage of wholesale revenues decreased to 89.0% from 90.9%,
respectively. Wholesale cost of services (exclusive of depreciation and amortization) declined during 1997
as traffic was increasingly routed over STAR's proprietary international network. Commercial cost of
services (exclusive of depreciation and amortization) decreased 52% to $16.3 million in 1997 from
$17.2 million in 1996 and as a percentage of commercial revenue increased to 59.3% from 57.4% over such
periods, reflecting declining prices in the competitive long distance market. As STAR migrates the CEO
commercial customer base onto STAR's network, CEO's cost of commercial long distance services
(exclusive of depreciation and amortization) is expected to decline.

Selling, General and Adminisirative: 1n 1997, selling, general and administrative expenses (exclusive
of merger related costs of $286,000) increased 1.5% to $36.5 million, from $36.0 million in 1996. Wholesale
selling, general and administrative expenses increased to $27.1 million in 1997 from $25.4 million in 1996,
but decreased as a percentage of wholesale revenues to 7.2% from 11.1% over the comparable periods.
Total expenses increased year to year in absolute dollars as STAR expanded its proprictary international
network and employee base. Included in the 1996 selling, general and administrative expense was
$11.6 million in reserves and write-offs against deposits and accounts receivable related to bad debts from
two customers. Commercial selling, general and administrative expenses decreased 10 $9.4 million in 1997
from $10.2 million in 1996 and remained (lat as a percentage of commercial revenues at approximately
34.1%. STAR expects selling, general and administrative expenses to expand in absolute dollars and as a
percentage of revenues in fiscal year 1998, as STAR cxpands its network and employee base and in
conn 2ction with STAR's entry into the commercial market.
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Depreciation and Amortization: Depreciation increased to $4.6 million for 1997 from $1.4 million for
1996, and increased as a percentage of revenues 10 1.1% from 0.6% in the prior period. Depreciation
increased as a result of STAR's continuing expansion of its proprictary international network which
includes purchases of switches, submarine cable and leasehold improvements associated with switch sites.
STAR expects depreciation expense 1o increase as STAR continues to expand its global telecommunica-
tions network.

Other Income (Expense): Other expense, net, increased to $2.7 million in 1997 from $560,000 in
1996. This increase is primarily due to interest expense of $1.7 million incurred under various capital lcases
and bank lines of credit and a legal settlement and associated expenses of $1.7 million. The legal
scttlement relates to the dispute settled by CEO with the California PUC and the District Attorney of
Monterey County. See “Business—Governmental Regulation—Actions Against CEO.” Interest income
camned on short-term investments increased to $492,000 in 1997 from $110,000 in 1996 due to interest
carned on the proceeds of STAR's June 1997 initial public offering.

Provision for Income Taxes: The historical provision for income taxes increased to $2.9 million in
1997 from $577.000 in 1996 primarily due to the increase in profitability of STAR.

Liquidity and Capital Resources.

As of December 31, 1998, STAR had cash and cash equivalents of approximately $46.7 million, short-
term investments of $0.8 million (as a result of STAR's secondary stock offering), and a working capital
surplus of $64.4 million.

On May 4, 1998, STAR completed a secondary offering of 6,000,000 shares of Common Stock of
which 5,685,000 shares were sold by STAR and 315,000 shares were sold by a selling stockholder. The net
proceeds to STAR (after deducting underwriting discounts and offering expenses) from the sale of such
shares of Common Stock were approximately $145.0 million.

As of December 31, 1998, STAR had $19.3 million outstanding on its $25 million revolving line of
credit, which bears interest at the bank’s cost of funds plus 175.0 basis points and expires on July 1, 1999.
Available borrowing under the line of credit is further reduced by outstanding letters of credit in the
amount of $5.5 million.

At December 31, 1998, STAR had capital lease obligations of $37.5 million, and $0.5 million in term
loans, relating to its switching facilitics and operating equipment.

STAR used net cash from operating activities of $13.8 million for the twelve months ended Decem-
ber 31, 1998, primarily from net income exclusive of depreciation and amortization, as well as increases in
accounts payable and accrued expenses offset by increases in accounts and other receivables. The increase
in accounts and other reccivables were due 1o general increases in volume and extended payment terms for
certain customers. The Company's investing activities used cash of $100.7 millioa during the twelve months
ended December 31, 1998, primarily from capital expenditures, offset by the sales of short-term invest-
ments. The Company's financing activities gencrated cash of approximately $159.0 million primarily from
$144.7 million net proceeds raised in the secondary stock offering as well as stock options exercised and
borrowings under lines of credit, offset by payments under capital lease obligations.

On February 19, 1999, STAR announced that it had received a fully underwritten commitment for
$275 million in senior secured credit facilities. The completion of the financing is subject to the execution
of definitive loan documents and customary conditions for financings of this type.

The Company also entered into a 20 year, $85 million agreement to purchase capacity on the Qwest
nationwide Macro Capacity (SM) Fiber network. Remaining commitments under this agreement at
March 31, 1999 equaled $85.0 million.




STAR belicves that the cash generated from operations, as well as funding under its bank line of
credit and the senior secured credit facility, will satisfy STAR’s current liquidity needs. Nevertheless, as
STAR continues to expand its network facilities and pursues its strategy of growth through acquisitions,
STAR's liquidity neceds may increase, perhaps significantly, which could require STAR to seck such
additional financing or the expansion of its borrowing capacity under current or new lines of credit.

As appropriate, STAR will use capital lease financing or raise additional debt or equity capital to
finance new projects or acquisitions. STAR had foreign currency contracts outstanding at December 31,
1997 and 1998 in the notional amount of $6.3 million and $35 million, respectively.

While the termination of the CEO customer base in California resulted in a loss of commercial
revenues from that state during 1998, management does not belicve that the loss of such revenues will have
a material impact on STAR's liquidity in the future.

Year 2000 Compliance.

A significant percentage of the software that runs most of the computers in the United States relies on
two-digit date codes to perform a number of computation and decision making functions. Commencing on
January 1, 2000, these computer programs may fail from an inability to interpret date codes properly,
misreading 00" for the year 1900 instead of the year 2000.

STAR has initiated a comprehensive program to identify, evaluate and address issues associated with
the ability of its information technology and non-information technology systems to properly recognize the
Year 2000 in order to avoid interruption of the operation of these systems and a material adverse effect on
STAR’s operations as a result of the century change. Each of the information technology software
programs that STAR currently uses has cither been certified by its respective vendor as Year 2000
compliant or will be replaced with software that is so certified prior to July 1999. STAR intends to conduct
comprehensive tests of all of its software programs for Year 2000 compliance as part of its Year 2000
readiness program. An integral part of STAR's non-information technology systems, its telecommunica-
tions switches, is not currently Year 2000 compliant. The respective vendors of STAR's twelve switches are
in the process of upgrading the switches and have informed STAR that the switches will be compliant on or
before July 1999. STAR does not believe that its other non-information technology systems will be affected
by the Year 2000, but will not know definitively until STAR tests and evaluates such equipment during
1999.

STAR'’s computer systems interface with the computers and technology of many different telecommu-
nications companics, including those of foreign companies, on a daily basis. STAR considers the Year 2000
readiness of its foreign customers and vendors of particular importance given the general concern that the
computer systems abroad may not be as prepared as those in domestic operations to handle the century
change. As part of its Year 2000 compliance program, STAR intends to contact its significant vendors and
customers to ascertain whether the systems used by such third partics are Year 2000 compliant. STAR
plans to have all Year 2000 compliance initial testing and any necessary conversions completed by
July 1999.

Historically, STAR has not incurred any costs to date to reprogram, replace and test its information
and non-information technology systems for Year 2000 compliance. The costs associated with STAR's Year
2000 compliance cfforts will be incurred during the remainder of 1998 and throughout 1999. STAR
estimates the costs of such efforts will be between $70,000 and $150,000 over the life of the project; though
such expenditurcs may increase materially following testing of non-information technology systems and the
evaluation of the Year 2000 compliunce status of integral third party vendors and customers. Costs
incurred to date in connection with STAR's Year 2000 compliance efforts have been immaterial and will be

¢ ipensed as incurred.
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STAR currently anticipates that its information technology and non-information technology systems
will be Year 2000 compliant before January 1, 2000, though no assurances can be given that STAR's
compliance testing will not detect unanticipated Year 2000 compliance problems. Furthermore, STAR does
not yet know the Year 2000 compliance status of integral third parties and is therefore currently unable to
assess the likelihood or the risk to STAR of third party system failures. However, a system failure by any of
STAR’s significant customers or vendors could have a material adverse effect on STAR's operations.

The Company belicves that the most reasonably likely worst case scenari) resulting from the century
change will be its inability to route telephone traffic at current rates to desired locations for an
indeterminable period of time. Such worst case scenario could have a material adverse affect on STAR's

results of operations and liquidity.

STAR intends to develop contingency plans to handle a Year 2000 system failure experienced by its
information and non-information technology systems and to handle any necessary interactions with the
computers and technology of any integral non-complying third party.

Item 7A. Quantitative and Qualitative Disclosures About Market Risks

Foreign Currency Risk.  As a global enterprise, the Company faces exposure to adverse movements in
foreign currency exchange rates. The Company's foreign currency exposures may change over time as the
level of activity in foreign markets grows and could have a material adverse impact upon the Company’s
financial results.

Certain of the Company’s assets, including certain bank accounts and accounts receivable, exist in
nondollar-denominated currencies, which are sensitive to foreign currency exchange rate fluctuations. The
nondollar-denominated currencies are principally German Deutschmarks and British Pounds Sterling.
Additionally, ccrtain of the Company’s current and long-term liabilities are denominated principally in
German Deutschmarks and British Pounds Sterling currencies, which are also seasitive to foreign currency
exchange rate fluctuations.

The Company employs hedges in order to mitigate foreign currency exposures and intends to do so in
the future, in the appropriate circumstances. The success of this activity depends upon the estimation of
international cash flow and intercompany balances denominated in variovs currencies, primarily the
German Deutschmark. To the extent that these forecasts are over- or understated during periods of
currency volatility, the Company could experience unanticipated currency gains or losses.

In December 1998, the Company entered into a currency rate swap agreement (the “Swap”) with a
bank in the amount of $35,000,000 denominated in German Deutschmarks. The Swap committed the
Company to buy and sell currencies at the same rate of exchange and was established in order to eliminate
the possibility of gains or losses due to currency fluctuations during its duration. The term of the Swap was
for scven days over the fiscal year-end, culminating on January 4, 1999.

Interest Ratc Risk. As of December 31, 1998 the Company had borrowings under its line of credit
facility amounting to $19.3 million. The interest rate on the line of credit is equal to the London Interbank
Offered Rate (LIBOR) plus 1.75%. At any time, a sharp rise in interest rates could have a materizi adverse
napact upon the Company's cost of working capital and the interest expense. The Company does not
currently hedge this interest rate exposure.

In addition, the Company had borrowings under long-term debt for capital equipme 1t amounting to
$471,000 at December 31, 1998. The interest rate on this long-term debt is equal to LIBOR plus 6.0%. At
any time, a sharp rise in interest rates could have a material adverse impact upon the Ccmpany’s cost of
working capital and interest expense. The Corapany does not currently hedge this interest -ate exposure.

The following table presents the hypothetical impact on the Company's financial results fo: changes in
interest rates for variable rate obligations held by the Company at December 31, 1998. T) ¢ modeling
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technique used measures the change in the Company's results arising from selected potential changes in
interest rates. Market rate changes reflect immediate hypothetical parallel shifts in the yield curve of plus
or minus 50 basis points (“BPS"), 100 BPS, and 150 BPS over a twelve month time horizon.

Interest Rate Exposure Analysis
lmw(m)hmwwduuWhmw

(Dollars in thousands)
Descripticn SOBPS 100BPS ISOBPS (S0)BPS (109) BPS (150) BFS
Lineof Credit(1) . . . ...oovvnvcinannns $97 $193 $290 $O97) $(193)  $(290)
Longerm Debt ................c..0 $2 $ 5 $ 7 $(Q s 5 s O

(1) Actual rate reflects the bank’s cost of funds plus 1.75%. Historically the banks’ cost of funds
approximates LIBOR.

Item 8. Financial Statements.

See the Index included at “ltem 14, Exhibits, Financial Statement Schedules and Reports on Form
10-K.

Im’.mmlnmmnmmmmmUuMMadmm

None.



PART III
Item 10. Directors and Executive Officers of the Registrant.
The officers and directors of the Company and their ages as of March 26, 1999 are as follows:

Nam: Aee Positon

Christopher E. Edgecomb (1) . . . . . 40 Chief Executive Officer, Chairman of the Board and
Director

Mary A. Casey(I}2) . .......... 36 President, Secretary and Director

David Vaun Crumly ........... 35 Executive Vice President—Sales and Marketing

James E.Kolsrud ............. 54 Executive Vice President—Operations and Engineering

Kelly D.Enos................ 40 Chief Financial Officer, Treasurer and Assistant Secretary

Mark Gershien .. .. ........... 47 Director

Gordon Hutchins, Jr.(3) ........ 49 Director

John R. Snedegar(2)(3). . ....... 49 Director

Arunas A. Chesonis ........... 36 Director

Semer Tk, .l . ol 33 Director

(1) Member of Non-Executive Stock Option Committee
(2) Member of Audit Committee
(3) Member of Compensation Committee

E. Edgecomb co-founded the Company in September 1993, served as Presideat of STAR
until January 1996 and has served as STAR's Chief Executive Officer and Chairman of the Board since
January 1996. Mr. Edgecomb has been a Director of STAR since its inception. Prior to that time,
Mr. Edgecomb was a founder and the Executive Vice President of West Coast Telecommunications
(“WCT™), a nation-wide long distance carrier, from August 1989 to December 1994. Prior to founding
WCT, Mr. Edgecomb was President of Teico Planning, a telecommunications consulting firm, from
January 1986 to July 1989. Prior to that time, Mr. Edgecomb held senior level sales and marketing
positions with TMC Communications, American Network and Bay Area Teleport.

Mary A. Casey has been a Director and Secretary of STAR since co-founding STAR in Septem-
ber 1993, and has served as STAR's President since January 1996. Prior to that time, Ms. Casey was
Director of Customer Service at WCT from December 1991 to June 1993, and served as Director of
Operator Services at Call America, a long distance telecommunications company, from May 1988 to
December 1991.

David Vaun Crumly has served as STAR's Executive Vice President—Sales and Marketing since
January 1996. Prior to that time, Mr. Crumly served as a consultant to the Company from November 1995
to January 1996, was Vice President of Carrier Sales of Digital Network, Inc. from June 1995 to
November 1995 and was Director of Carrier Sales of WCT from June 1992 to June 1995. Prior to joining
WCT, Mr. Crumly served in various sales and marketing capacitics with Metromedia, a long-Zistance
company, from September 1990 to June 1992 and with Claydesta, a long-distance company, from. May 1987
to September 1989.

James E. Kolsrud has scived as the Company's Executive Vice President—Operaticas and Engineering
since Scptember 1996. Prior to joining STAR, Mr. Kolsrud was an intcrnational !~‘erommunications
¢ nsultant from March 1995 to September 1996. Prior to that time, he was a Vice President, Corporate




Engineering and Administration of IDB Communications Group, Inc. (“IDB™), an international communi-
cations company, from October 1989 to March 1995, and prior to that time, he was President of the
International Division of 1DB.

Kelly D. Enos has served as the Company's Chiefl Financial Officer since December 1996 and as
Treasurer and Assistant Secretary since April 1997. Prior to that time, Ms. Enos was an independent
consultant in the merchant banking field from February 1996 to November 1996 and a Vice President of
Fortune Financial, a merchant banking firm, from April 1995 to January 1996. Ms. Enos served as a Vice
President of Oppenheimer & Co., Inc., an investment bank, from July 1994 to March 1995 and a Vice
President of Sutro & Co., an investment bank, from January 1991 to June 1994,

Mark Gershien has seived as a Director of STAR since March 1998. Mr. Gershien has been the Senior
Vice President of Sales and Marketing for Level 3 Communications, a telecommunications and informa-
tion services company, since January 1998. Prior to that time, Mr. Gershien was the Senior Vice President
of National Accounts for WorldCom, Inc., an international telecommunications company, and President
and Chief Executive Officer of MFS Telecom, a division of MFS Communications, Inc. prior to its merger
with WorldCom, Inc.

Gordon Hutchins, Jr. has served as a Director of STAR since January 1996. Mr. Hutchins has been
President of GH Associates, a telecommunications consulting firm, since July 1989. Prior to founding GH
Associates, Mr. Hutchins served as President and Chief Executive Officer of 1CC Telecommunications, a
competitive access provider, and held senior management positions with several other companies in the
telecommunications industry.

John R. Snedegar has served as a Director of the Company since January 1996. Mr. Snedegar has been
the President of UDN since June 1990. From June 1980 to February 1992, Mr. Snedegar was the President
and CEO of AmeriTel Management, Inc., a provider of long distance telecommunications and manage-
ment services. Mr. Snedegar is also a director for StarBase Corporation, a software development company,
Micro General Corporation, a full service communications service provider, TeleHub Communications
Corporation, a long-distance technology company and Techwave Inc., an electronic commerce oftware
company. Mr. Sncdegar also serves as President of Kendall Venture Funding, Ltd., a reporting company in
Alberta, Canada.

Arunas A. Chesonis has scrved as a Director of STAR since May 1998. Mr. Chesonis is presently the
Chairman and Chicf Executive Officer of PacTec Communications, Inc., a local exchange carrier located in
Fairficld, New York. From May 1987 to April 1998, Mr. Chesonis served in various executive pasitions with
ACC Corp. and its subsidiaries, including most recently President of ACC Corp. and Presideat and Chief
Operating Officer of ACC Global Corp.

Samer Tawfik has served as a Director of STAR since February 1999. Mr. Tawfix founded PT-1 in
April 1995 and bas served as Chief Executive Officer of PT-1 since that time. From 1984 to 1994,
Mr. Tawfik was principal owner and manager of three amusement companies.

Board Compesition

In accordance with the terms of the Company’s Cexrtificate of Incorporation, the terms of office of the
Board of Directors are divided into three classes: Class I, whose term will expire at the annual meeting of
stackholders to be held in 2001; Qlass I, whose term will expire at the annual meeting of st ackholders to
be held in 1999; and Class 111, whose term will expire at the annual meeting of stockholders to be held in
2000. The Class [ directors are Gordon Hutchins, Jr. and John R. Snedegar, the Class [ direc ors are Mark
Gershien, Mary A. Casey and Samer Tawfik, and the Class I11 directors are Christopher E. Tdgecomb and
Arunas A. Chesonis. At cach annual meeting of stockholders after the initial slassificatior, the successors
10 directors whose term will then expire will be elected to serve from the time of election rind qualification
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until the third annual mecting following election. This classification of the Board of Directors may have the
effect of delaying or preventing changes in control or changes in management of STAR.

Each officer is elected by and serves at the discretion of the Board of Directors of the Company. Each
of STAR’s officers and directors, other than nonemployee directors, devotes substantially full time to the
affairs of the Company. STAR's nonemployee directors devote such time to the affairs of the Company as
is mecessary to discharge their dutics. There are no family relationships among any of the directors and
officers of STAR.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act (“Section 16™) requires the Company’s executive officers, directors
and beneficial owners of more than 10% of the Company’s Common Stock (collectively, “Insiders™) to file
reports of ownership and changes in ownership of Common Stock of the Company with the Securities and
Exchange Commission and to furnish the Company with copies of all Section 16 forms they file. The
Company became subject to Section 16 in conjunction with the registration of its Common Stock under the
Exchange Act effective June 12, 1997. Based solely on its review of the copies of such forms received by it,
or written representations from certain reporting persons that no reports on Form 5 were required for
those persons, the Company belicves that its Insiders complied with all applicable Section 16 filing
requirements during 1998.
Item 11. Executive Compensation
Executive Compensation

The following Summary Compensation Table sets forth the compensation earned by STAR's Chief
Executive Officer and four other executive officers who carned (or would have carned) salary and bonus in
excess of $100,000 for services rendered in all capacities to STAR and its subsidiaries (the “STAR Named
Officers”™) for cach of the fiscal years in the three-year period ended December 31, 1998.

SUMMARY COMPENSATION TABLE

Leng-Term
S
Secwrities

Fiscal w All Other
Namec and Princpal Pesition Year  Salary ($) Bonms (3)  Options( _ Compensaticon($)

Christopher E. Edgecomb . . ........ 1998 360,000 - — “aR
Chief Exccutive Officer and 1997 360,000 — -~ 3,202(1)
Chairman of the Board 1996 360,000 — -- 9223(1)
MaryA.Casey...........c.o00uun 1998 240,000 — -- 10,413(2)
President and Secretary 1997 217,500 — - 13,615(2)
199 156,042 — — 15,028(3)
David Vaun Crumly . ............ 1998 351,005 — 4,200 7,000(2)
Exccutive Vice President—Sales and 1997 380,779 253 — 6,202(3)
Marketing 1996 298,002 1,014 410,000 3,202(3)
JamesE. Kolsrud . . .... . ......... 1998 200,833 354 4,200 9,600(2)
Executive Vice President— 1997 177,083 1,014 — 5.528(5)

Operations and Engincering 1996 25,000 — 205,000 —

Kelly D.Enos(6) ................ 1998 160,833 259 4,200 —
Chief Financial Officer and Treasurer 1997 150,000 1,014 20,500 25,9247

1996 12,500 - 153,750 —

(1) Consists of life and health insurance premiums paid by STAR.




(2) Consists of a car aliowance paid by STAR.

(3) Consists of lifc and heaith insurance premiums and a car allowance paid by STAR.

(4) Indudes $231,005 of sales commissions.

(5) Consists of health insurance premiums paid by STAR.

(6) Ms. Enos joined STAR in December 1996.

(7) Consists of a moving allowance of $22,721 and life and health insurance premiums paid by STAR.
The following table contains information concerning the stock option grants made to cach of the

Company's Named Officers named below during the year ended December 31, 1998.

Option Grants in Last Fiscal Year

Py Ny
Underlylng  Fercent of Total e
Opptsons Options Granted  Exercise Price
Grasted T In  Per Share Optien Term(1)
Name * Fiocal Year (3/sh) o CONEC )
David Vaun Crumly . . . . . 4,100(2) 0.4% $1631 2108 242054 3106575
100(4) 0.01% $27.00 5608 $i98 § 4303
James E. Kolsrud . ... .. 4,100(2) 04% $16.31 2108 $42(54 $106575
100(4) 0.01% $27.00 5N08 $1598 § 4303
KellyD.Enos ......... 4,100(3) 04% $1631 2IBN8 $42054 $106575
100{4) 0.01% $27.00 5108 $1698 § 4303

(1) The 5% and 10% assumed annual rates of compounded stock price appreciation are mandated by
rules of the Secunitics and Exchange Commission. There can be no assurance provided to any
exccutive officer or any other holder of the Company’s securitics that the actual stock price
appreciation over the 10-year option term will be at the assumed 5% and 10% Jevel: or at any other
defined level. Unless the market price of the Company’s Common Stock appred ate: over the option
term, no value will be realized from the option grants made to the executive ofl'ner.

(2) The option becomes exercisable in four equal annual installments on Fe druary 1, 1999, 000, 2001 and
2002, respectively.

(3) The option becomes exercisable in four equal annual installments on February 18, 1999, 2000, 2001
and 2002

(4) The option becomes exercisable in four equal annual installments on May 1, 1999, 2000, 2001 and
2002.




Aggregate Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

Shaces Number of Unexercised Value of Uncxercised
Acquered on (#) Valee Options at F¥-end (#) Options at FY-end (§)
E Esercise Realized ($)  exercisable/uncxercisable exercisablefenexercisable
David Vaun Crumly . . . .. 136,666 $3,580,239.64 17,084/14,450 $183,268.61/$109,956.89
James E Kolsrud ...... 51250 $ 71750000 51,250/106,700 $419,609.38/$839,.218.75
KellyD.Enos ......... - —_ 82,001/96,449 $656,879.44/3711,777.44

No stock appreciation rights were exercised during 1998 nor were any outstanding at the end of that

Director Compensztion

STAR's non-cmployee directors receive $2,000 for cach Board mecting attended and $1,000 for each
telephonic Board meeting. In addition, cach non-cmployee director is reimbursed for out-of-pocket
cxpenses incurred in connection with attendance at meetings of the Board of Dirz-tors an its committees.
In 1998, Messrs. Hutchins, Snedegar and Gershien were cach granted stock opiics to purchase 20,250
shares of Conunon Stock, and Mr. Chesonis was granted stock options to purchase 20,000 shares of
Common Stock. See “Certain Relationships and Related Transactions—Traniactions with Outside
Directors.”

Compensation Commitice Interiocks and Insider Participation

The Compensation Committee of the Board of Directors (the “Compensation (‘ommittec™) was
formed in May 1996, and, in 1998, the members of the Compensation Committee were Gordon Hutch-
ins, Jr. and John R. Sncdegar. Neither of these individuals was at any time during the year ended
December 31, 1998, or at any other time, an officer or employee of STAR. The Non-Exec itive Compensa-
tion Committee of the Board of Directors (the “Non-Executive Compensation Committer. *) was formed in
1997, and the members are Christopher E. Edgecomb and Mary A. Casey. No member >f the Compensa-
tion Committce or the Non-Executive Compensation Committee served at any time during the year ended
December 31, 1998 as a member of the board of directors or compensation committee »f any eatity that
has one or more executive officers serving as a member of the Company’s Board of Directors, Compensa-
lb-Cn—ﬂecaNm-EmmCompemoonCommee mwmmmm

interests of Messrs. Snedegar and Hutchins in certain transactions and arrangements involving the
Company.

1997 Omaibus Steck Incentive Plan

The Company’s 1997 Omaibus Stock Incentive Plan (as amended, the “Omaibus Plan™) was adopted
by the Board of Directors on January 30, 1997 as the successor to STAR's 1996 Supplemental Option Plan
(the “Supplementai Plan™). STAR has issued and reserved for issuance an aggregate of 4,075,000 shares
under the Omnibus Plan, comprised of (i) the 2,050,000 shares that were available for issuance under the
Supplemental Plan, plus (ii) an increase of 2,025,000 shares. As of December 31, 1998, 221,414 sharcs had
beea issucd under the Supplemental and Omaibus Plans, optioas for approximately 2,348,157 shares were
outstanding (696.274 of which were granted under the Suppiemental Plan) and approximately 1,505,429
shares remained available for future grant. Shares of Common Stock subject to outstanding options,
incleding options granted under the Supplemenial Plan, which expire or terminate prior to exercise, will be
available for future issuance under the Omaibus Plan. In addition, if stock appreciation rights (“SARs”)




and stock units are settled under the Omnibus Plan, then only the number of shares actually issued in
settiement will reduce the number of shares available for future issuance under this plan

Under the Omnibus Plan. employees, outside directors and consultants may be awarded options to
purchase shares of STAR Common Stock, SARs, restricted shares and stock units. Options may be
incentive stock options designed (o satisfy Section 422 of the Internal Revenue Code or nonstatutory stock
options not designed 10 meet such requirements. SARs may be awarded in combination with options,
restricted shares or stock units, and such an award may provide that the SARs will not be exercisable
unless the related options, restricted shares or stock units are forfeited.

The Omaibus Plan is administered by the Board or the Compensation Committees (the “Administra-
tor”). The Administrator has the complete discretion to determine which eligible individual's are to receive
awards; determine the award type, number of shares subject to an award, vesting requirements and other
features and conditions of such awards; interpret the Omnibus Plan; and make all other diecisions relating
to the operation of the Omnibus Plan.

The exercise price for options granted under the Omnibus Plan may be paid in cash o1 in outstanding
shares of Common Siock. Options may also be exercised on a cashless basis, by a riedge of shares to a
broker or by promissory note. The payment for the award of newly issued restricte] shares will be made in
cash. If an award of SARs, stock units or restricted shares from STAR's treasury is granted, no cash

Prssestas ired

The Administrator has the authority to modify, extend or assume outstanding uptions and SARs or
may accept the cancellation of outstanding options and SARs in return for the grant of new options or
SARs for the same or a different number of shares and at the same or a different ext rcise price.

The Board may determine that an outside director may clect to receive his or her annual retainer
payments and mecting fces from STAR in the form of cash, options, restricted sharcs, stock units or a
combination thereof. The Board will decide how to determine the number and terns of the options,
restricted shares or stock units to be granted to outside directors in lieu of annual ret:dners and meeting
fees.

Upon a change in control, the Administrator may determine that an option or SAR will become fully
exercisable as to all shares subject to such option or SAR. A change in control ircludes a merger or
coasobdation of STAR. certain changes in the composition of the Board and acquisition of 50% or more of
the combined voting power of STAR's outstanding stock. In the cvent of a merger or o her reorganization,
outstanding options, SARs, restricted shares and stock units will be subject to the agre-ment of merger or
reorganization. which may provide 1or the assumption of outstanding awards b, the surviving corporation
or its pareat, their continuation by STAR (if STAR is the surviving corporation), acceicrated vesting and
accelerated cxpiration, or settiement in cash.

The Board may amend or terminate the Omnibus Plan at any time. Amendments may be subject to
stockholder approval to the extent required by applicable laws. In any cvent, the Omnibus Plan will
terminate on January 22, 2007, unless sooncr terminated by the Board.

199 Owiside Director Nenstsintory Stack Option Plan

The Company's 1996 Outside Director Nonstatutory Stock Option Plan (the “Director Plan™) was
ratified and approved by the Board of Directors as of May 14, 1996. STAR has issucd and reserved for
issuance an aggregate of 410,000 shares of Common Stock under the Director Plan. As of December 31,
1998, 82,000 shares had been issued under the Director Plan, optioas for 71,500 shares were outstanding
and 256,500 shares remaincd available for future grant. If an outstanding option expircs or terminates
uncsercised, then the shares subject to such option will again be available for issuance under the Director
Plan.
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Under the Director Plan, outside directors of the Company may receive nonstatatory options to
purchase shares of Common Stock. The Director Plan is administered by the Board or *he Compensation
Committee (the “Administrator™). The Administrator has the discretion 10 determine which eligibic
individuals will reccive options, the number of shares subject to cach option vesting reauirements and any
other terms and conditions of such options.

The excrcise price for options granted under the Director Plan will be at least 85% of the fair market
value of the Common Stock on the option grant date, shall be 110% of the (air market value of the
Common Stock on the option grant date if the option is granted to 2 holder of more than 10% of the
Common Stock outstanding and may be paid in cash, check or shares of Common Sto. k. The exercise price
may also be paid by cashicss exercise or pledge of shares to a broker.

The Administrator may modify, extend or rencw outstanding options or accept the surrender of such
options in exchange for the grant of new options, subject (o the consent of the afficted optionee.

Upon a change in control, the Board may accelerate the exercisability of owstandiag options and
provide an exercise period during which such accelerated options may be exercised. “. he Board also has the
discretion to terminate any outstanding options that had been accelerated and Jiad not been exercised
during such exercise period. In the event of a merger of STAR into another corporation in which holders
of Common Stock receive cash for their shares, the Board may settle the option with a cash payment equal
to the difference between the exercise price and the amount paid to holders of Com:on Stock pursuant to
the merger.

The Board may amend or terminate the Director Plan at any time. In any ¢ vent, *he Director Plan will
terminate on May 14, 2006, unless sooner terminated by the Board.

Employment Agreements and Change of Control Arrangements

The Company has an employment agreement with Mary A. Casey, pursuant to which Ms. Casey holds
the position of President, is paid an annual salary of $20,000 per month, subject to adjustmeant to reflect
increases in the Consumer Price Index, was entitled to purchase 1,677,273 shares of Common Stock, and is
cligible 10 receive a bonus, as determined by the Chief Executive Officer and the Board of Directors. The
agreement also provides that Ms. Casey will receive a severance payment equal to $7,000 per month for the
first six months after termination of employment, and an additional payment of $7,000 per month for the
next six months, minus any amounts carned by her from other employnu at during such period. In addition,
the agreement provides that if Ms. Casey's employment is terminated (other than for cause) within four
months after a Sale Transaction (as defined below), she will continue to receive the compensation provided
in the agreement until the expiration of the agreement on December 31, 2000, instead of the severance
payments described above. A Sale Transaction is an acquisition of more than 75% of the voting securities
of STAR, pursuant 10 a iender offer or exchange offer approved in advance hy the Board of Directors.

in January 1996, STAR eatered into an employment agreement with David Vaun Crumly pursuant to
which Mr. Crumly became Executive Vice Presideat. The agreement provides for an annual salary of
$10,000 per moath with an annual increase, plus incentive bonuses tied to gross revenucs of STAR. The
agreement also provides for a commission on certain of the Company's accounts and an option to purchase
369,000 shares of Common Stock at an exercise price of $0.73 per share. In addition, in the event of a Sale
Transaction, Mr. Crumly will receive a bonus payment equal to the lesser of $1,500,000 or a percentage of
the monthly gross sales of accounts relating to customers introduced to the Company by Mr. Crumly. If his
cmplovment is terminated in certain circumstances, without cause, within four months after a Sale
Transaction, Mr. Crumly is entitled to reccive the compensation provided in this agreement, minus any
compensation carned by other employment, until the expiration of the agreement on December 31, 2000.

In December 1996, STAR entered into an employment agreement with Kelly D. Enos, pursuant to
which Ms. Enos became Chief Financial Officer. The agreement provides for an annual salary of $150,000




(which has been increased 1o $160,000) and an option to purchase 153,750 shares of Common Stock at an
cxercise price of $4.00 per share. The agrecment also provides that Ms. Enos will receive a severance
payment equal to the compeasation which she would have received under the remdining term of the
agreement if she terminates the agreement as a result of STAR's default of its maten! obligations and
duties under the agreement or if she is terminated by STAR without cause within four mouths after a Sale
Transaction.

In September 1996, STAR catered into an employment agreement with James E. Kolsrud, pursuant to
which Mr. Kolsrud became Executive Vice President—Operations and Engineering. The agreement
provides for a monthly salary of $16.667, an option to purchase 205,000 shares of Common Stock pursuant
to the 1996 Supplemental Stock Option Plan at a price of $4.00 per share, reimburseme at of reasonable
out-of-pocket expenses incurred in connection with Company business, and fringe ber.efits accorded to
exccutives of STAR as determined by the Board of Directors. In the event of termination pursuant to the
agrcement, Mr. Kolsrud shall be eatitled to receive compensation accrued and payab'e to him as of the
date of his termination or death, and all other amounts payable to him under the agreement shall
thereupon cease. If his employment is terminated in certain circumstances within four months after a Sale
Transaction, thea Mr. Kolsrud shall continue to receive the compensation provide ' in th agreement until
the cxpiration of the agreement on December 31, 2000.

lsem 12. Security Ownership of Certain Beaeficial Owners and Management

The following table sets forth certain information known to the Company regarding beneficial
ownership of the Company’s Common Stock as of March 17, 1999 by (i) cach person who is known by
STAR 10 own beneficially more than five percent of the Company’s Common Stock, (ii) each of the
Company's directors, (iii) cach of the Named Officers, and (iv) all current officers and directors as a group.

Shares
Owmed(1)

Namse and Address of Ecoelrad Owner Number  Percest(2)
West Highland Capital(3) .......................... 7,737,660 13.5%
Gordop Hutchins, Jr.(4) ............c.viruirininnnns 188,600 .
Jom R Sabdegmr(d) .. . il s SR 10,250 .
Mk Gersliamll) 5 e e R S 10,250 x
Arunas A. Chesonis .. ............. A SRS I L - —_
Chrstopher E. Edgecomb(5) . . . ... .................. 12,676,907 2.1%
MYy A CUsty. o o T e R S, 1,596,613 28%
David Vaua Crumdy(6) . ... ... ... ... ..ccicuiununn. 891416 1.6%
James E. Kolstud(7) . ............ AT R B e 0 174022 .
ey D Eaoul) -0t ool Ll et el 214337 .
e ot L PR A i T A 9,138,711 15.9%
All directors and executive officers as a group

gk S G R e R R s e S A 24,901,106 43.4%

* Represeats beneficial ownership of less than 1% of the outstanding shares of Common Stock.

(1) Beneficial ownership is determined in accordance with the rules of the Securities and Exchange
Commussion and includes voting or investment power with respect to securities. The address for each
histed director and officer is /o STAR Telccommunications, Inc., 223 East De La Guerra Street, Santa
Barbara, Californiz 93101. To the Company's knowiedge, except as indicated in the footnotes to this
table and pursuant to applicable community property laws, the persons named in the table have sole
voting and investment power with respect to all shares of Common Stock.
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(2) Percentage of beneficial ownership is based on 57,369,000 shares of Comnion Stock out:tanding as of
March 17, 1999. The number of shares of Common Stock beneficially owned includ:s the shares
issuable pursuant 10 stock options and warrants that are excrcisable within sixty day. of March 17,
1999.

(3) Represents 2,079.500 shares of Common Stock held by West Highland Capital, Inc., ; 789,330 shares
of Common Stock held by Estero Partners, LLC, 2,079,500 shares of Common Stnck he id by Lang H.
Gerhard, 1,539,790 shares of Common Stock held by West Highland Partners, L.P. and 249,540 shares
of Common Stock heid by Buttonwood Partners, L.P, as reported by West Highlanc Cayital, Inc. in its
Schedule 13G filed with the Securitics and Exchange Commission on February 11, 1%,

(4) Consists entirely of shares of Common Stock issuable upon the exercise of stock options exercisable
within sixty days of March 17, 1999.

(5) Mr. Edgecomb disclaims beneficial ownership with respect to 4,100 shares of Common Stock.

(6) Coasists of 737,666 shares of Common Stock, and 153,750 shares of Common Stock issuable upon the
exercise of stock options exercisable within sixty days of March 17, 1999.

(7; Consists of 101,250 shares of Commoen Stock, 20,497 shares of Common Stock held in joint tenancy
and 52,275 shares of Common Stock issuable upon the exercise of stock options exercisable within
sixty days of March 17, 1999.

(8) Consists of 96,720 shares of Common Stock and 117,617 shares of Common Stock issuable upon the
exercise of stock options exercisable within sixty days of March 17, 1999.

(9) Consists of 532,742 shares of Common Stock issuable upon the exercise 0. stock options exercisable
within sixty days of March 17, 1999.

Itema 13. Certain Relationships and Related Transactions.
Transactions With Outside Directors

Prior to its acquisition of UDN STAR provided services to Digital Network, Inc. (“DNI"), a wholly
owned subsidiary of UDN. John R. Snedegar, a Director, was a director and President of UDN. For the
year ended December 31, 1998, services provided by STAR to DNI equaled approximately $5.5 million.

On November 19, 1997, STAR entered into an agreement to acquire UDN. At that time,
Messrs. Snedegar and Edgecomb beneficially owned 11.2% and 2%, respectively, of the outstanding
common siock of UDN. In connection with its acquisition of UDN, STAR loaned $4.5 miltion to UDN at
market rates of interest.

GH Associates, an affiliate of Gordon Hutchins, Jr., a Director, provides consulting services to STAR.
For the year ended December 31, 1998, STAR paid approximately $71,000 to GH Associates for general
business consulting services relating to the telecommunications industry and for the performance of other
tasks requested by the Company’s Chief Executive Officer, President and Board of Directors.

During 1998, STAR imvested $5.1 million in the common stock of PacTec Communications, Inc.
(“PacTec™), a competitive local exchange carrier, STAR's investment represents approximately 19% of
PacTec’s outstanding equity outstanding at December 31, 1998. Arunas Chesonis, a Director, is a majority
sharcholder and the Chief Executive Oificer of PacTec.

During 1998, STAR's non-cmployee Directors were granted nonstatutory stock options under the
Director Plan. Sce “Management—Director Compensation.”



Transactions With Executive Officers

Each of Kelly D. Enos, David Vaun Crumly and James E. Kolsrud received incentive stock options to
purchase 4,100 shares of Common Stock at an exercise price of $16.31 in February 1998, and incentive
stock options to purchase 100 shares of Common Stock at an exercise price of $27.00 in May 1998.

Mr. Kolsrud has a 21.6% interest in Interpacket Group, Inc. (“Interpacket™) which has direct
termination arrangements with STAR for certain countries in Central and South America. During 1998,
STAR purchased satellite transmission equipment and services from Interpacket during (998 for approxi-
matcly $10.0 million.

Indemnification of Directors and Officers

STAR's Amended and Restated Certificate of Incorporation limits :he liability of its directors for
monetary damages arising from a breach of their fiduciary duty as directors, except to tae extent otherwise
required by the Delaware General Corporation Law. Such limitation of Hability Joes not affect the
availability of equitable remedies such as injunctive relief or rescission.

STAR's Bylaws provide that STAR shall indemnify its directors and office s t1) the fullest extent
permitted by Delaware law, including in circumustances in which indemnification i oth srwise discretionary
under Delaware law. STAR's has also entered into or will enter into indemnificatin agreements with its
officers and directors aganst certain liabilities that may arise by rcason of their status or service as
directors or officers (other than liabilities arising from willful misconduct of a culpabie nature), 10 advance
their expenses incurred as a result of any proceeding against them as to which they could be indemaified,
and to obtain directors’ and officers’ insurance if available on reasonable terms.

STAR belicves that all of the transactions set forth above were made on terms no less favorable to
loans betweea STAR and its officers, directors, principal stockholders and their affiliates will be approved
by a majority of the Board of Direciors, including a majority of the independent and disinterested outside
directors on the Board of Directors, and will continue to be on terms no less favorable to STAR than could

be obtained from unaffiliated third parties.




SIGNATURE

Pursuant to the requirements of the Section 15(d) of the Securities Act of 1934, th: Registrant has
duly caused this Report on Form 10-K to be signed on its behalf by the undersigned thereunto duly
authorized, in Santa Barbara, California on March 29, 1999.

By: i/ KELLy D. Enos

K:ily D. Eno
Chief Financia Of Scer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that cach person whose signature appears below
constitutes and appoints Christopher E. Edgecomb, Mary A. Cascy and Kelly D. Enos, and each of them,
his true and lawful attorney-in-fact with full power of substitution and resubstitution, for him or ber and in
his or her name, place and stead, in and any all capacities, to sign any and all amendments to this Report
on Form 10-K and to file same, with all exhibits thereto, and other documents in connection therewith,
with the Securities and Exchange Commission, granting unto said attorney-in-fact and agents, and cach of
them, full power and authority to do and perform each and every act and thing requisite and necessary to
be doae in and about the premises, as fully to all intents and purposes as he or she migiit or could do in
person, hereby ratifying and confirming all that said attorney-in-fact and agent, or his or her substitute or
substitutes, may iawfully do or cause 10 be done by virtue hereof.

Pursuant to the requirements of the Securitics Exchange Act of 1934, this Report on Form 10-K has
been signed by the following persons on behalf of the Registrant in the capacities and on the dates
indicated

Stpmatare Tie Due
&/ CrisTOPHER E. EDGECOMB Chief Executive Officer and
. Director (Principal Executive March 26, 1999
Christopher E. Edgecomb Officer)
/s/ MARY A. CASEY
President and Director March 29, 1999
Mary A. Casey
i/ KELLY D. ENOS Chief Financial Officer (Principal
Financial Officer and March 29, 1999
Kelly D. Enos Accounting Officer)
/s/ GORDON HUTCHINS, JR. i
S Director March 29, 1999
/s/ JOHN R. SNEDEGAR ¥
Director March 29, 1999

John R. Sncdegar
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Js/ MARK GERSHIEN

Mark Gershica

Js/ ARUNAS CHESONIS

& SAMER TAWFIK

Samer Tawfik
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PART IV
ltem 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K.

(a) Documents filed as part of this Report:
(1) Index to Financial Statements:

Report of Independent Public Accountants . .. .............c0c00 tionnnn. F-1
Consolidated Balance Sheets as of December 31,1997 and 1998 . ... . ......... F-2
W&md@axtﬁuﬁat&mwwu 1996,
g bl B I e SR T e DR e AR S F-3
Consolidated Statements of Stockholders” Equity for the years ended
December 31, 1996, 1997 and 1998 .. .. ... ... ..iiriietnannniainannnn F4
meammmuummmsl 1996,
o g B B A SRR E 7 R G SRR TS < F-5
Notes to Consolidated Financial Statements. . . . ........ ... ...cooivinuinnn F-7
(2) Index 10 Financial Statement Schedules:
Report of Independent Public Accountants on Supplemental Schedules . . . . ..... S-1
Schedule 11— Valuation and Qualifying Accounts .. .........ccoinenn.nannn S-2
(3) Exhibits:

I
i

21° Amended and Restated Stock Acquisition Agreement and Plan of Merger dated as of
November 30, 1997 by and among the Registrant, Big Dave's Acquisition Corp., LCCR,
Iac., and the sharcholders listed on the signature page thereto.

2.2t Agreement and Plan of Merger dated as of November 19, 1997 by and among the
Registrant, 1IW1I Corp. and United Digital Network, Inc.

7 g Stock Purchase Agreement dated as of January 26, 1998 by and among the Registrant,
T-One Corp. and Taha Mikati, as amended.

24~ Amended and Restated Agreement and Plan of Merger dated as of August 20, 1998 by and

among the Registrant, Sierra Acquisition Co., Inc., PT-1 Communications, Inc. and the
Stockholders listed on the signature page thereto, (the “PT-1 Merger Agreement™).

251t First Amendment to the PT-1 Merger Agreement dated September 1, 1998.

2.6t Second Amendment 1o the PT-1 Merger Agreement dated December 29, 1998.

L35 b Amended and Restated Certificate of Incorporation of the Registrant.

33 Bylaws of the Registrant.

4.1t Specimen Common Stock certificate.

42t Registration Rights Agreement, dated September 24, 1996, between the Registrant and the
investors named therein.

43t Registration Rights Agreement, dated July 12, 1996, between the Registrant and the
investor named therein.

44t Investor Rights Agreement dated July 25, 1996, between the Registrant and the investors
named therein.
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Description

46**

101t

10.2t
103t
10.4%
105t

10.61
107

10.8¢
0.9

10.10%

10.11¢

10.12¢

10.13¢%

10.14¢

10.15¢

10.16%

10.17¢

10.18%

10.19¢%

1021t

10.22¢

Registration Rights Agreement dated as of November 30, 1997 by and among the Company
and the sharcholders listed on the signature page thereto.

Registration Rights Agreement dated as of March 10, 1998 between the Registrant and
Taha Mikati.

Form of Indcmnification Agreement.

1996 Amended and Restated Stock Incentive Plan.

1996 Outside Director Nonstatutory Stock Option Plan.

1997 Omnibus Stock Inceative Plan.

Employment Agreement between the Registrant and Mary Casey date Ju'ly 14, 1995, as
amended.

Employment Agreement between the Registrant and Kelly Enos dated December 2, 1996.
Employment Agreement between the Registrant and David Vaun Crumly dated January 1,
1996.

Intentionally omitted.
Consulting Agreement between the Registrant and Gordon Hutchins, Jr. dated May 1,
1996.

Nonstatutory Stock Option Agreement between the Registrant and Gordon Hutchins, Jr.
dated May 15, 1996.
as receiver for De La Guerra Court lavestments, dated for reference purposes as of
March 1, 199%.

Standard Office Lease—Gross between the Registrant and De La Guerra Partners, LP.
dated for reference purposes as of July 9, 1996.
Junc 28, 1996, as amended.

Standard Form of Office Lease between the Registrant and Hudson Telegraph Associates
dated February 28, 1996.

Agreement for Lease between the Registrant and Telehouse Int. mational Corporation of
Europe Limited dated July 16, 1996.

Sublease between the Registrant and Bortoa, Petrini & Conron dated March 20, 199, as
amended.
Junc 28, 1996.
April 6, 1995.

Lease Agreement between the Regisirant and Telecommunications Finance Group dated
January 3, 1996, as amended.

Master Lease Agreement between the Registrant and NTFRC Capital Corporation dated
December 20, 1996.

Variable Rate Instaliment Note betweea the Registrant and Metrobank dated October 4,
1996.

Assignment of Purchase Order and Securnity Interest between the Registrant and DSC
Fmance Corporation dated January 1, 1996.
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Nu aber Description

10.23¢ Line of Credit Promissory Note between the Registrant and Christopher E. E-lgecomb
dated November 7, 1996, as amended.

10.24% Office Lease Agreement between the Registrant and Beverly Hills Center LIC effective as
of April 1, 1997.

10.25**  Credit Agreement dated as of September 30, 1997 among the Registrant, the financial
institutions party thereto and Sanwa Bank California, as amended.

10.26**  Office Lease between the Registrant, Hudson Telegraph Associates and 4 me ican
Communications Corp., as amended.

10.27** Amendment Number Three to Employment Agreement between the Registrasd and Mary
A. Casey dated as of July 1, 1997.

10.28°* Amendment Number One to Employment Agreement between thz Registrant and Kelly D.
Enos dated as of November 12, 1997.

10.29** Amendment Number One to First Restatement of Employment Agreement between the
Registrant and James Kolsrud dated as of June 16, 1997.

1030** Amendment Number One to Employment Agreement between the Registrant and David
Vaun Crumly dated as of November 11, 1997.

1031**  First Amendment to Amended and Restated 1996 Stock Incentive Plan.

10.32*** Agreement dated as of December 1, 1997 between the Registrant and Nortel Dasa
Network Systems GmbH & Co. KG.

1033**  Leasing Agreement between the Registrant and Nortel Dasa Network Systems GmbH &
Co. KG.

1034**  Guarantee Agreement betweon the Registrant and Nortel Dasa Network Systems GmbH &
Co. KG.

1035**  Note and Security Agreement dated as of December 18, 1997 between the Registrant and
NationsBanc Leasing Corporation.

1036** Amendment of Lease dated as of September 30, 1997 between the Registrant and Hudson
Telegraph (refercace is hercby made to Exhibit 10.14).

10.37 Intentionally omitted.

1038**  Lease Agreement dated July 29, 1996 between the Registrant and Telecommunications
Finance Group.

1039**  Promissory Note issued by Christopher E. Edgecomb in favor of the Registrant dated
November 26, 1997.

1040**  Stock Pledge Agreement dated November 26, 1997 between the Registrant and Christopher
E. Edgecomb.

1041** Commercial Lease dated October 11, 1997 between the Registrant and Prinzenpark GbR.

1042** Commercal Lease dated October 9, 1997 between the Registrant and WSL Weststadt
Licgenschafts GmbH.

1043**  Office Lease between the Registrant and Airport-Center KGHP Gewerbeban GmbH &
Cie.

10.44**  Lease dated November 19, 1997 between the Registrant and DIFA Deutsche Immobilien
Fonds Akticngesclischaft.

10.45+ Second Restatement of Employment Agreement between the Company and James Kolsrud

dated as of July 9, 1998,
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10.46+ First Amendment 10 1997 Omnibus Stock Incentive Plan.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders
of STAR Telecommunications, Inc. and Subsidiaries:

We have audited the accompanying consolidated balance sheets of STAR TELIZCOMMUNICA-
TIONS, INC. (a Delaware corporation) and Subsidiaries as of December 31, 1997 wd 1998, and the
related consolidated statements of operations, stockholders’ equity and cash flows for cach of the three
years in the period ended December 31, 1998. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with gencrally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principlcs used and significant estimates made by management, as well as cvaluating the overall
financial statement preseatation. We belicve that our audits provide a reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of STAR Telccommunications, Inc. and Subsidiarics as of December 31, 1997 and 1998,
and the results of their operations and their cash flows for cach of the three yeass in the period eaded
December 31, 1998 in conformity with generally accepted accounting principles.

ARTHUR ANDERSEN LLP




STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(amounts in thousands, rzorpt per share data)

ASSETS
Dosmmber 31,
s ld 1998
ASSETS:
Ol 208 Coth CPEWEIORIS . . . . .. iici.i.esessasiaacideaieeaassasesaiasienas $ 199 S&M2
SOOI MVEIIMEIME . . . . .. ... . ea e ierasdeeatecaiaiecranasoseavanans 12638 s
Accomess receiable, net of sllswsnce of $7.234 3ad $11,220 st December 31, 1997 and 1998,
s craoy Htelab it 3% igldote Sl b Gy bw bty ORGSR a4 a8
BT PO0TWIRIEE . . . . .« . s i aieeassaiareietraraaat s i wn & e 2= 266
s B e Ras s a» 14,344
RO OIS . . . oo ccosnnnsbnsonenmennasosasasesssndobsnnnnsesn G 4,485 6259
Tot) COCICRE BENEEE . . . . .. .4 cesscsaesrasraerairseant s asssan et rienn ___I!_ M
Operatmg 3340 156848
Leaschokd » S p i R e L R T R L. GAm Ame
Farniture, fistures 300 OQUIPEREEE . . . . . . . . .. ... icseicesaiiattesseea aan ey __&11.! __l_'_'.__m
Qss 1837
Los—Accumulatcd depreciation and MMOFBZIMOR . . . . . . ..o e eiaesiaesetaaaaan __(_ug; M)
159%  16956%
OTHER ASSETS:
BEWBMEIES . . . . .o iieieearanataiesuriasiaasesasaen s ttasbanasttons n 5110
oder ... XSO S NN e N 1129
6452 8447
, e S I, U I e o o o N R S S P g S s s A $12102 320
. TaaeTReT W wm R
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Revohing Bnes Of Credif . . . ... L ..ocoootenis it s I; $ 193%
T4 471
2495 8,188
14009 3sa
2,156 1,640
— 1267
565 51262
50 13514
el O BTG - - . i i iuseaeevan s easceses et niasseniaeanibionas 64,145 1295614
LONGTERM LIABILITIES:
Long-crm debt, 56t Of CRMIEM POFUIOR . . .. .. .. ooocotoon it it b —
Cagetal lcase obligations, met of COTERI POMMOR . . . . .. ... cootinooiroiaraataastonnan 1L 2,
I S S R G S G S NS URP P 2 86 299
Otherlomgterm Babdies . . .. .. ...... . ...c..  aesasiiasiiireiaatiaitanann 863 650
Total fongterm BabiIEs . . .. ... ... .. cliaeiiiaaiesiiaaeieis e 1356 32908
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:
Series A Preferred Stock, $001 par value, authonzed—S5,000 shares, inved and outstanding—anone . . . - -
c_uwa.smlp*mnm.mm—uumnmlu
4223 at December 31, lmumwn g T » «Q
Additional pasd-m capetal GREEL : G 4662 I
Accumulated other comprehensive income . . . : 6 ‘ e i - 188
Retained carmngs . . . . . . R T T R Rl Bt - R P g 5 1554 14993
Stockholders equity . . . . . ... aaa e B L Sty Sy ke 0201 20512
Total liabilitics and SIOCKROMIEIS" €QURY . . . . .. . .. ..iih i e s121102 3721

The accompaaying notes are an integral part of these consolidated balance shoets.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except per share data)

Years B dod Decesstber 31,
RPN o
REVENLIBS - e g e S S R S L $259.697 $A0A605 $595540
OPERATING EXPENSES
OOl VIR - . . s R A e e e 225957 351821 504281
Selling, general and administrative expenses . .. ............ 3595 3649 56,121
Depreciation and amortizalion . ... ..........cvveceenaaans 1442 4,637 13,112
N AR G S R G S e S — 286 361
263355 393240 ST3B5
Income (loss) fromoperations . . .. ..............00uuunn. (3,658) 11,365 21,665
OTHER INCOME (EXPENSES):
T R PR R = P SRR S R G e 110 492 4,849
e S P e LR U R S B Ry S0 (609) (1.738) (2828)
Legal scttiement and expenses .. .. ... RN T R e (100)  (1,653) —
Other Ino0ome (CXPERIL) - . .. .. .. occioeritionsninannsnsnni 39 208 (304)
(560) (2,691) 1717
Income (loss) before provision for income taxes ... .......... (4,218) 8674 23382
PROVISIONFORINCOMETAXES ..........ccovvueucanan sn 2,905 9,923
NETINCOMEB OIS ., i i an e naataiers o ol $(4795) § 5769 $ 13459
Income (loss) before provision for income taxes .. ... ........ $ (a218) $ 864
PRO FORMA INCOME TAXES (UNAUDITED) .............. 1,520 3,100
PRO FORMA NET INCOME (LOSS) (UNAUDITED).......... $(5738) $§ 5514
Income (loss) per common share:
TS SRR TR St e S R $ (021) S 019 § 034
v el S S G O SRR v DR K ORI T $ (21§ 017 § 03X
Pro forma income (loss) per common share (unaudited):
I R R e e e s e $ (025) § QI8
T S S e G Bl I L e $ (025) § 017

The accompanying notes are an integral part of these consolidated statements.
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(amounts in thousands)
referred Stock Common Sioch
Shares  Ameent  Shares  Amesst

For the Years Ended December, 1996, 1997 and 1998

§
$1
The sccompanying notes sre an integral part of these consolidated stutements.

STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED ETATEMENTS OF STOCKHOLDERS' EQUITY

Gmdnmmmwmm. (

Cash distributions to stockholders . . ... .......0000 0
Balance, December 31, 1996 . . . . . ... v uin i
Net income

Issuance of common MoK . . . . ..o e

Conversion of capital to debt . . . .. ....oovvuiivian
Compensation «zpense relating to stock options ., . ... ...
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands)

Adjestments 10 reconcile act income (loss) 10 act cash provided by (umed ) operating
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“mG (1858 -
e 3421 19330
@262)  (42005) -
m 583 n
o) @m0
200 1 =
6  (9)  (1261)
(%) (194%)  (5.9%)
5568 30,944 wom
S CIee s e
7500 - -
W 18895 159080
- - ™
m 58 “urse
k) 1545 1,903
SIS § 1903 § &S

The accompanying aotes arc an wtegral part of these comsolidated statcments.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1998

L. NATURE OF BUSINESS

STAR Telecommunications, Inc., a Delaware Corporation, and Subsidiaries (the “Company” or
“STAR"), is a multinational tcleccommunications services company focused primarily on the international
long distance market. The Company offers highly reliable low-cost switched voice services on a wholesale
basis primarily to U.S. based long distance carriers. STAR provides international long distance services
through a flexible network comprised of forcign terminition relationships, international gateway swilches,
icased and owned transmission facilitics and resale arrangements with other long distance providers.

During 1996, 1997 and 1998, the Company cstablished several wholly-owned forcign subsidiaries to
further expand its international network. The Company made substantial investments to install switch
facilitics in two of these subsidiaries, Star Europe Limited (“SEL") which is located in London, England,
and Star Telecommunications Deutschland (“GmbH™) which is located ir Frankfurt, Germany. The
Company uses these switching facilitics 10 decrease international traffic termination costs and to initiate
outbound calls from these local markets.

In November 1997, the Company entered into the domestic commercial long-distance market through
the acquisition of L.D. Services Inc., now known as CEO Telecommunications, Inc. (“CEO"). CEO is a
commercial long-distance service provider throughout the United States. In March 1998, the Company
consummated a merger with T-One Corp. (“T-One”), 2n international wholesak: long-distance telecommu-
mications provider. The mergers constituted tax-free reorganizations and have been accounted for as
poolings of interests. Accordingly, all prior period consolidated financial data has been restated to include
the results of operations, financial position and cash flows of CEO and T-One (scc Note 7). The pro forma
results of operaiioas and pro forma income or loss per common share for 1996 and 1997 assumes that both
STAR and CEO had been C-Corporations for all periods presented.

The Company is subject to vanious risks in connection with the operation of its business. These risks
include, but arc not limited 10, regulitions (both domestic and foreign), dependence on transmission
facilities-based carniers and supplicrs, price competition and competition from larger industry participants.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidati

The accompanying consolidated financial statements include the accouwr ts of STAR Telecommunica-
tions, Inc. and its wholly-owned subsidiaries. All significant intercompany balances and transactions have
been climinated.

Revenue Recognition

The Company records revenues for telecommunications sales at the time of customer usage.

Cost of Services

Cost of services for wholesale long distauce services represents direct charges from vendors that the
Company incurs to deliver service to its customers. These include leasing costs for the dedicated phoac
lincs aad rate-per-minute charges from other carriers that terminate traffic on behalf of the Company. In
services, and per minute charges from other carriers that terminate traffic on behalf of the Company.




STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 1998

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Revenues from Foreign Customers
The Company has carrier service agreements with telecommunication carriers in foreign countries
under which international long distance traffic is both originated and terminated on the Company’s
nctwork. The Company records revenues and related costs as the traffic s recorded in the switch.

Revenucs from foreign customers amounted 0 $178,000, $6.577.000 and $83,998.000 for the years ended
December 31, 1996, 1997 and 1998, respectively.

Cash and Cash Equvalents

Cash and cash equivalents consist of demand deposits and moncy market funds, which are highly
liquid short-term instruments with original maturitics of three months or less. Cash and cash cquivalents
are stated at cost, which approximates market.

Financial Instruments

The carrying amounts of long-term debt and capital lcase obligations approximate their fair value as
inferest rates approximate market rates for similar instruments.

Off balance sheet derivative financial instruments at December 31, 1997 and 1998 consist of foreign
currency exchange agreements. The Company enters into currency exchange contracts in the normal
course of business t0 manage its cxposure against foreign currency fluctuations on payable positions
resulting from fixed asset purchases and other contractual expenditures denominated in foreign currencies.
The principle objective of such contracts is to minimize the risks and/or costs associated with financial and
speculative purposcs.

The fair valuc of forcign currency contracts are cstimated by obtaining quotes from brokers. At
December 31, 1997 and 1998, the Company has forcign currency contracts outstanding with the aotional
value of $6305,000 and $35,000000. The cstimated fair value of these coetracts was $6,218000 and
$35,000,000, respectively, the difference of which has been recognized in ope ations. The Company had
contracts in Britsh Pounds and German Marks at December 31, 1997 and only in German Marks at
December 31, 1998,

At December 31, 1997 and 1998, gamns and losses on foreign cxchange contracts arc not material to
the coasohidated financial statements.

Short-Term Investments

Short-tcrm investments coasist of interest bearning securitics with original matunities in excess of three
months. At December 31, 1997 and 1998, the iair market value of temporary investments, classified as
“available for sale securities,” approximated cost, thus no unrealized holding gains or losses were reported
m the accompanying balance sheets. Durning fiscal year 1997, the Company realized gains from the sale of

securitics of approximately $48.000. Duning 1996 and 1998, the Company did not realize any gains or losses
from sale of secuntics.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contina od)
DECEMBER 31, 1998

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Property and Equupment

Property and equipment are carricd at cost. Depreciation and amortization of property and equip-

sl SEPIREEE . . o L L NS s e s e S e 5-25 years
Leaschold improvements . ... ...........cciiiinnananncanan Life of lcase
Furniture, foturcs and equipment . . .. ... ... ....ivie i iiiiaaas 3-7 years

Operating cquipment includes asscts financed under capital lease obligations of $15.921.000 and
$50,137,000 at December 31, 1997 and 1998, respectively. Accumulated amortization related to assets
financed under capital lcases was $2.123,000 and $6,976,000 at December 31, 1997 and 1998, respectively.

In addition, operating cquipment includes twelve Indefeasible Rights of Use (“IRU”) in cable systems
amounting t0 $2,669.000 and $25.060,000 and scven ownership interests in an international cable amount-
ing 10 $1,534,.000 and $6.200,000 at December 31, 1997 and 1998, respectively. These assets arc amortized
over the life of the agreements of 14 10 25 years (see Note 4).

As of July 1, 1998, the Company prospectively revised the remaining uscful lives of certain operating
cquipment from five to tea years. The increase in the estimated life of these assets was based on the
knowiedge gained by the Company in making the transition from a reseller of telephone seqvices to a
facility based provider, as well as to the fact that the Company is purchasing more sophisticated telephone
switches and has transitioned from smaller Stromberg switches to larger capacity more feature rich Nortel
taxes for the year ended December 31, 1998 by approximately $2 million. The difference between
depreciating all switch cquipment over a 5-year life verses a 10-year life since acquisition would represent
approximately $2.9 million for the year ended December 31, 1998, or 4 cents per diluted share for the year
then eaded.

Replacements and betierments, rencwals and extraordinary repairs that extend the life of the asset are
uapitalized; other repairs and maintenance are expensed. The cost and accumulated depreciation applica-
bic to assets sola or retired are removed from the accounts and the gain or loss on disposition is recognized
in operations.

Oxher Assets

During 1998, the Company made 2 $5.1 million investment in a compe-itive local exchange carrier
("CLEC™) for 2.9 million common shares, represeating 1897 percent of the CLEC's common shares
outstanding at December 31, 1998. This ownership interest is in the form of Class A common stock which
has voting nights significantly less than the respective ownership interest. A stockholder of the Company is
also an investor and board member of this company. The CLEC, which is still in the start-up phase, is
controficd by onc of the Company's board members. STAR accounts for this investment uader the cost
method.

Deposits represent payments made to long distance providers 10 secure lower rates. These deposits
are refunded or apphicd against future services.




STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continned)
DECEMBER 31, 1998

2. SUMMARY OF SIGNIFICANT ACOCOUNTING POLICIES (Continued)

Accrued Nenwork Costs

Accrued petwork costs represeat accruals for services 1o transmit and termacate long distance
telephone traffic, which has been provided to the Company but not yet billed. It also inc.-‘es differences

betweea billings received by the Company and the Liability computed by the Company’s own systems which
arc being resolved by the Company and its vendors.

Consolidated Statements of Cash Flows

During the years ended December 31, 1996, 1997 and 1998, cash paid for interest was $541,000,
$1.462.000 and $3,897,000, respectively. For the same periods, cash paid for income taxes amousted 0
$1,262,000, $3,761,000 and $4,146,000, respectively.
cash flows, arc as follows (amounts in thousands):

Vears Ended Ducessber 31,

19% 1997 7%
Equipment purchased through capital leases. . .. ... .. $5.166 $9.772 $34216
Deposit applicd against capital leases . . . ............ - — 4405
Notes issued for asset purchases . ................. — 189 —
Operating agreement acquired through issuance of note — 350 —
Equitycoavertedtodebt . ... ... ... ... ... ..., 1,200 - -
Tax benefits related to stock options .. ............. - 14 5635

Net Income (Loss) Per Comumon Share

The following schedule summarnizes the information used 1o compute actual and pro forma basic and
diluied net income or loss per common share for the years ended December 31, 1996, 1997 and 1998 (in
thousands):

Weighted average number of common shares used to

compute basic nct income (loss) per common share ... 23292 30221 39924
Weighted average common share equivalents . . ........ — 2757 1601
Weighted average aumber of common shares and common

share equivalents used to compute diluted net income

(loss) percommonshare .. . .................... 23292 32978 41525

Optioas 1o purchase 238400 shares of common stock at prices ranging from $18.48 to $27.00 were
outstanding at December 31, 1998, but were not included in the computation of diluted camings per share,
as the exercise prices of these options were greater than the average market price of the Company’s
common stock.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Co ino :d)
DECEMBER 31, 1998

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Centinued)

There were no options to purchase shares of common stock outstanding at prices greater than the
average market price at December 31, 1996 and 1997.

Concentrations of Risk

At December 31, 1997 and 1998, no individual customer had an account receivable balance greater
than 10 percent of gross accounts receivable other than PT-1 Communications, Inc. (“P1-1"), which was
acquired on February 4, 1999 (see Note 13).

The two largest customers represent approximately 26 percent, 16 percent and 11 percent of revenues
during the years ended December 31, 1996, 1997 and 1998, respectively. During 1996, sales to one
customer exceeded 10 percent of reveaues. During 1997, no customer exceeded 10 percent of revenues.
During 1998, no customer other than PT-1 exceeded 10 percent of revenues (see Note 13).

The Company performs ongoing credit evaluations of its customers. The Company analyzes daily
traffic patterns and concludes whether or not the customer’s credit status justifies the traffic volume. If the
cusiomer is deemed to carry too large a volume in relation to its credit kistory, the traffic received by the
Company’s facilitics is reduced to prevent further build up of the reccivable from this customer. The
Company’s allowance for doubtful accounts is based on current market conditions.

Purchases from the four largest vendors for the years ended December 31, 1996, 1997 and 1998
amounted to 44 percent, 34 percent and 30 percent of total purchases, 1espectively.

Included in the Company's balance sheets at December 31, 1997 and 1998 are approximately
$7,028,000 and $85,207,000, respectively, of equipment which is located in foreign countries.

Use of Estimates

The preparation of consolidated financial statements in conformity with generally accepted account-
ing principlcs requires management to make estimates and assumptions that affect the reported amounts
of asscts and liabilitics and disclosure of contingent asscts and liabilities at the date of the consolidated

financial statcments and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Recendy Issued Accounting Stundards

On January 1, 1998, the Company adopted Statement of Financial Accounting Standards (SFAS)
No. 130, “Reporting Comprehensive Income.” For the year-end financial statements, SFAS 130 requires
that comprehensive income, which is the total of net income and all other non-owner changes in equity, be
displayed in a financial statement that is displayed with the same prominence as other consolidated

financial statements. The Company displays the components of other comprehensive income in the
consolidated statements of stockholders” equity.

In June 1998, the AICPA issued SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activitics.” The Company will adopt the standard in January 2000 and is currently analyzing the statement
10 determine the impact, if any, on the Company's financial position or results of operations.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 1998

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Translation of Foreign Currency

Management determined that the functional currency of its foreign subsidiaries, excluding its German
subsidiary, is the U.S. dollar. Thus, all foreign translation gains or losses, which were immatenal for the
years ended December 31, 1996, 1997 and 1998, are reflected in the results of operations as a component
of other income (expense). On July 1, 1998, due to the fact that GmbH became self sufficient as an
operating entity, the Company changed the functional currency from the U.S. dollar to the German mark.
As a result, translation cffects of this subsidiary after July 1, 1998 are reflected as other comprehensive
income in the consolidated statements of stockholders” equity.

The foreign subsidiaries’ balance sheets, excluding the German subsidiary, are transiated into U.S.
dollars using the year-end exchange rates except for prepayments, property, other long-term assets, and
stockholders’ equity accounts, which are translated at rates in effect when these balances were originally
recorded. Revenues and expenses are translated at average rates during the year except for depreciation
and amortization, which arc translated at historical rates. The German subsidiary's balance sheet at
December 31, 1998 is transiated into U.S. dollars using the year-end exchange rate except for stockholders”
equity accounts, which arc translated at rates in cffect when these balances were originally recorded.
Revenues and cxpenses are translated at average rates during the year,

Reclassifications
Certain prior year balances have been reclassified to conform to the current year presentation.

3. LINES OF CREDIT

Revolving Lines of Credit

Effective September 30. 1997, the Company executed an agreement with Sanwa Bank, California for a
$25 million line of credit, which expires on July 1, 1999. The facility has certain financial and non-financial
covenants that include, among other restrictions, the maintenance of minimum levels of tangible nct worth.
The Company was in compliance with these covenants at December 31, 1998. Borrowings on the facility
are limited to 75 percent of cligible accounts receivable and are secured by substantially all of the assets of
the Company. The credit facility provides for borrowings at an interest rate based upon the bank’s cost of
funds plus 1.75 percent (7.75 percent at December 31, 1998). The Company plans to use the aedit facility
to support letters of credit and for working capital or other general corporate purposes. At December 31,
1998, $19.3 million was outstanding. The Company’s availability under this credit facility was further
rediced by $5.5 million in letters of credit, which were outstanding at December 31, 1998 (see Note 5).

The Company also has a $1.1 million line of credit at its German subsidiary. The credit facility has an
interest rate of 9.00 percent and may be called without notice. No amount was outstanding under this line
of credit at December 31, 1998.

The weighted average interest rate on short-term debt during the years ended December 31, 1996,
1997 and 1998, was 9.68 percent, 9.12 percent and 7.75 percent, respectively.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Coat =aed)
DECEMBER 31, 1998

3. LINES OF CREDIT (Continued)
Revolving Lines of Credit with Stockholder e
The Company had revolving lines of credit with its founder and chief executive officer. The debt
matured on March 30, 1998 with interest payable at a rate of 9 percent. The Company recognized interest
expense related to this debt of $34,000, $9,000 and $4,000 for the years ended December 31, 1996, 1997

and 1998, respectively.
4. LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS

The Company finances some of its telecommunication equipment under capital lease arrangements or
through notes payable as follows (dollars in thousands):

December 31,

FAERlc DEORNRSOCY BOBR.. 55 o oL s S L e e . $904 § —
Notes payable for Indefeasible Rights of Use, payable in quarterly
instaliments of principal plus interest at LIBOR plus 6 percent
(11.1 percent at December 31, 1998) through September 1999. ... 762 424
Note payable for Indefeasible Right of Use, payable in quarterly
installments of principal plus interest at LIBOR plus 6 percent
(11.1 percent at December 31, 1998) through September 1999. . .. 6 47

1732 47

Less—Cument portion . ... .....oiuiinuunninnsanrananns (764) (4m)
e

Minimum future paymeats under capital lease obligations at December 31, 1998 are as follows:
E Ending December 31, Leases

RO e N S e R T e R g L L $10,787
. G R e SRR T £ U Sl R R S R e 10,561
o) b R S e s R L S PRI SR S e L 9,468
i1 7 S G R RERANIR . i ke o R S TR ol 11,046
Y L e e e e tar o ORI R e g el = 2,389
44251

Less—Amount representing imerest . . . ... ... . iiie i (6,796)

Lom—Oumemt POtHON . & .. o o o i L S A TRt Y Cashs : !8:!88)

29267




STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued )
DECEMBER 31, 1998

5. COMMITMENTS AND CONTINGENCIES
Operuating Leases
The Company leases office space, dedicated private telephone lines, equipment and other items under

various agreements expiring through 2008. At December 31, 1998, the minimum aggregate payments under
non-cancelable operating leases are summarized as follows (in thousands):

Focilities snd  Dedicated

Year Ending December )1, Equipment Private Limes Total
B S e S $ 7,887 $20270 $28157
st s Bl B e o TR R SR e B I 7,786 604 83%
M s R s e s s e e 7,534 159 7693
v ¢ BRSO A L R R I A 7320 - 7320
U i S e e e e 6,501 — 6,501
AROTCMIET . oo s e A e e s 22,600 — 2,600

$59,628 $21033  $30661

Office facility and equipment rent expense for the years ended December 31, 1996, 1997 and 1998 was
approximately $1,137,000, $3,333,000 and $5,386,000, respectively. Dedicated private line expensc was
approximately $7,045,000, $9,414,000 and $24,306,000, respectively, for those same peviods and is included
in cost of services in the accompanying consolidated statements of operations.

Employment Agreements

The Company has employment agreements through December 31, 2000 with several cmaployees and
executives. Some of these agreements provide for a continuation of salarics in the cvent of a termination,
with or without cause, following a change in conirol of the Company. Ore agreement provides for a
payment of at least $1,500,000 in the event of a change in control of the Company.

The Company expeased $116,000, $64,000 and $52,000 of deferred compensation relating to these
agreements for the years ended December 31, 1996, 1997 and 1998, respectively.
Purchase Commutments

The Company is obligated under vanious scrvice agreements with long distance carriers to pay
minimum usage charges. The Company asticapates excecding the minimum usage volume with these
vendors. Minimum future usage charges at December 31, 1998 are as follows (in thousands):

Year Ending Decemsber 31,
B A G S B S s o e Pt iy S e LR $37.296
200........ NG L OB S R e g g L T L 19,776
p 1 e SNSRI R SRR Ly R R e a a7 58
$57,130
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 1998

5. COMMITMENTS AND CONTINGENCIES (Continued)

The Company signed a $85 million agreement with Qwest Communications International, Inc.
“Qwest”™) to purchase the long-term rights to use capacity over Qwest’s domes!ic network over a twenty-
year peniod. In addition, in November 1998, the Company signed an IRU agreement with IXC Communi-
cation, Inc. (“IXC”) and has a commitment to purchase $20 million of capacity on IXC's U.S. based digital
fiber network. These commitments are not included in the above table.

Legal Matters

The Company is subject to litigation from time to time in the normal course of business. Although it is
not possible to predict the outcome of such litigation, based on the facts known to the Company and after
consultation with counsel, management belicves that such litigation will not have a material adverse effect
on its financial position or results of operations.

On Scptember 4, 1997, prior to the merger between CEO and the Company, CEO entered into a
settlement agreement with the Consumer Services Division of the California Public Utilities Commission
(“PUC"). The agrecment settled the alleged unauthorized switching of long-distance customers to CEO
between the years 1995 and 1996. It included payment of $760,000 to the PUC for restitution to affected
customers as defined in the agreement. Additionally, CEO agreed to a voluntary revocation of its
operating authority in the State of California. Under the agreement, service 16 all California customers had
to be terminated within 120 days after approval of the agreement by the PUC. On November 19, 1997, the
PUC approved the agreement along with a transfer of control to STAR.

On November 15, 1997, CEO settled a civil suit with the District Attorney of Monterey, California for
a monetary payment of $700,000 and various non-monctary concessions as defined in the agreement. This
suit was of the same nature as the above action of the PUC and covers complaints from the years 1994
through 1997.

Letters of Credit

At December 31, 1998, the Company had 18 stand by letters of credit outstanding, which expire
beginning January 6, 1999. These letters of credit, which are partially secured by the bank lines of credit,
totaled approximately $6 7 million.

6. RELATED PARTY TRANSACTIONS

The founder and chief executive officer of the Company owns Star Aero Services, Inc. (“Star Aero™)
Star Acro's principal assets represent airplanes which it provides to the Company for business travel on an
as needed basis. In return, the Company pays for costs related to the airplanes. Star Aero reimburses the

for certain costs relating to the maintenance of the planes. For the years ended December 31,
1996, 1997 and 1998, the Company paid $68,000, $171,000 and $0, respectively, in costs related to the use
of Star Aero services.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 1998

6. RELATED PARTY TRANSACTIONS (Continued)

During 1997, the Company provided a short-term loan to the chief executive officer for $8.000,000.
The loan carried interest of 7 percent per annum, was secured by $30,000,000 of the stockholder’s stock in
the Company, and was repaid in seven days. During 1998, the Company paid for certain expenses for this
individual, which are to be reimbursed to the Company resulting in a receivable due to the Company of
$164,000, at December 31, 1998.

During 1995, the Company invested $128,000 in a company related to an employee of STAR. During
1996, 1997 and 1998, the Company provided services to this company in the amounts of $167,000, $926,000
and $289,000, respectively. As of December 31, 1997 and 1998, the account receivable from this related
party amounted to $41,000 and $11,000, respectively.

During 1996, 1997 and 1998, the Company purchased consulting services from a company owned by a
board member in the amount of $154,000, $72,000 and $71,000, respectively. The Company has a payable
to this company of $6,000 at December 31, 1998.

The Company purchased equipment and services from a company owned in part by an employee of
STAR in the amount of $1,114,000 and $10,013,000 in 1997 and 1998, respectively. At December 31, 1998,
the Company has a payable due to this related party of $1,261,000.

During the years ended December 31, 1996, 1997 and 1998, the Company also provided long distance
telephone service 1o United Digital Network, Inc. (“UDN”), a company controlled by another board
member, in the amount of $250,000, $1,141,000 and $5.486,000, respectively. The Company also extended
two loans to this company at an intcrest rate of prime plus one percent. At December 31, 1997,
$2,500,000 plus accrued interest of $28,000 was outstanding under the loan agreement as well as $721,000
of receivables arising from long distance services provided. These amounts were fully reserved. At
December 31, 1998, $4,500,000 plus accrued interest of $454,000 was outstanding under the loan agree-
ment plus $1,129,000 of receivables ansing from long distance services provided. None of these receivables
were reserved at December 31, 1998, as the Company consummated the merger with this company on
March 24, 1999 (sce Note 14).

During 1998, the Company provided long distance telcphone service to a company in which the
founder and chief executive officer of STAR and other STAR employees and board members are investors.
During 1998, services provided to this company amounted to $4,931,000. At December 31, 1998, the
Company has $541,000 ia receivables from this company.

At December 31, 1998, the Company has vanous receivables due from other related parties in the
amount of $46,000.

STAR beiicves that all of the transactions set forth above were made on terms no less favorable to

7. BUSINESS COMBINATIONS

In November 1997, the Company acquired CEO, a domestic commercial long distance telecommuni-
cations provider, in a transaction that was accounted for as a pooling of interests. The Company issued
849,298 shares of its common stock to CEO sharcholders in exchange for all outstanding CEO shares plus
shares of certain non-operating entitics owned by CEO sharcholders and majority ownership in an
affiliated telephone retailer controlled by CEO.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 1998

7. BUSINESS COMBINATIONS (Continued)

On March 10, 1998, the Company acquired T-One, an international wholesale long distance telecom-
munications provider, in a transaction accounted for as a pooling of interests. The Company issued
1,353,000 shares of its common stock to the T-One sharcholder in exchange for all outstanding T-One
shares.

The accompanying consolidated financial statements have been restated to include the financial
position and results of operations of CEO and T-One for all periods presented.

Revenues and historical net income (loss) of STAR, CEO and T-One through the dates of acquisitions
are as follows (in thousands):

199 1997 1998
Revenues
AR . e e s Bl st $208,086 $348,738 $584.170
R o A B i e i s s 29,905 27,460 —
I s S e istetete s oot s e heh 22,432 30,438 11,788
A e BRI R AL [P R (726) (2,031) (418)
BRI s e R e s e e e e $259,697 8404,605 $595,540
Net income (loss)
AR B e a e o SN R a oo s (6,644) § 5605 $ 13547
(o 20 ¥R A et A R S R R R e e AR 2,424 (37) —
B OINE s N S g iy (575) : 201 (88)
y T R TR R S R A Bl o B $ (4795) § 5769 § 13459

Revenues and net income (loss) subsequent to the dates of acquisitions are included in the STAR
balances above.

On February 4, 1999, the Company completed its acquisition of PT-1 and on March 24, 1999, the
Company consummated the merger with UDN (see Notes 13 and 14). In connection with these acquisi-
tions, the Company has capitalized approximately $4,800,000 of merger related costs which are included in
prepaid expenses in the accompanying consolidated balance sheet at December 31, 1998.

8. INCOME TAXES

The Company accounts for income taxes in accordance with SFAS No. 109, *Accounting for Income
Taxes,” under which deferred assets and liabilities are provided on differences between financial reporting
and taxable income using enacted tax rates. Deferred income tax expenses or credits are based on the
changes in deferred income tax assets or liabilities from period to period. Under SFAS No. 109, deferred
tax asscts may be recognized for temporary differences that will result in deductible amounts in future
periods. A valuation allowance is recognized if, on the weight of available evideace, it is more likely than
not that some portion or all of the deferred tax asset will not be realized.

The Company has recorded a net deferred tax asset of $3,278,000 at December 31, 1998. Realization

is dependent on generating sufficient taxable income in the future. Although realization is not assured,
management believes it is likely that the net deferred tax asset will be realized.
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8. INCOME TAXES (Continued)
The components of the net deferred tax asset at December 31, 1997 and 1998 are as follows (in

thousands):
1997 1998
Deferred taxes short-term:
Reserve for accounts and other receivables .. ............. $4215 $4054
Accrued network COStS . . ... ... v vveancacescannannns 798 1,707
Vacation mocreal’ & o s N BRI s s 138 157
Deferred compensation . ..........covvvieeearanenans 38 —
oy e LR e el e TR S U R R Tt 276 52
Other accrued liabilities . . .. ......... ... c.iiiiiinnnan — 151
I EDCOMIO ERNEE o . s aisiis s cinialntoin istoln i olu'o i 392 20
Changeintaxmethod .............cciviiinniinnnnnnnn 60 4]
N AR LR SIS A SR P TS SR R — (163)
5917 6,269
VEIURtION TBRBIVE 7 i Liis e iiv v m e s aivae stale drs statatviatets (1,432) —
$4485 $6269
Deferred taxes long-term:
INGLODEOREInE J088 .7 - o o o o i R $ 684 §2538
Defetred o e T s e L Bt — 313
Depreciation and amortization ... ..........ccvvvuvnnnan (786) (3.304)
(102) (453)
B Ty ey s SN e R A, T <SOSR A (684) (2,538)

§_(786) $(291)

In prior years, T-One generated net operating losses (“NOL's”) for financial statement and income
tax purposes which may be available for carryforwards against future income. As of December 31, 1998,
T-One has deductions available for carryforward in the amount of approximately $500,000. These NOL's
will expire through 2010. The Company also has foreign NOL's of approximately $5,200,000.

The results of operations and provision for income taxes for CEO through November 30, 1997 reflects
CEO'’s status as an S-Corporation. The unaudited pro forma income taxes, pro forma net income (loss),
and pro forma carnings per share information reflected in the consolidated stalcments of operations
assumes that both STAR and CEO were taxed as C-Corporations for all periods presented.
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8. INCOME TAXES (Continued)
The provision for income taxes for the years ended December 31, 1996, 1997 and 1998 are as follows
(in thousands):

Histori-al Pro Forma
1997 1998 19% 1997
(ussadited)

$4900 $7146 $1,118 $§5282
1,147 1,909 359 1,270
S 447 e A

6,047 9502 1477 6,552

(2,273) 278 63 (2512)
(869) 143  (20)  (940)

(3142) 42 43 (3452)
$2905 $9923 $1,520 $3,100

Differences between the provision for income taxes and income taxes at the statutory federal income

tax rate for the years ended December 31, 1996, 1997 and 1998 are as follows (in thousands):

Historical Pro Forma
199 1997 19% 19% 1997

(unandited)
Income taxes at the statutory federal rate $(1434) $3036 $8184 $(1,434) $3,036
State income taxes, net of federal income tax effect . . (257) 498 1,34 (257) 498
Foreign taxes at rates different than U.S. taxes o 187 (359) — 187
Changes in valuation reseive 3,124  (1,268) 422 3,124 (1,268)
35 235 108 309
97 (21) 338
$ 2,905 5 9523 $1520 §3,100

On January 22, 1996, the Company adopted the 1996 Stock Incentive Plan (the “Plan”). The Plan,
which was amended on March 31, 1996, provides for the granting of stock options to purchase up to
1,476,000 shares of common stock and terminates January 22, 2006. Options granted become exercisable at
a rate of not less than 20 percent per year for five years.

During 1996, the Company entered into three separate stock option agreements outside the Plan to
issue 1,025,000 option shares at fair market value At December 31, 1997 and 1998, 820,000 and 147,600
options, respectively, issued under these agrecments were outstanding.
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9. STOCK OPTIONS (Continued)

On September 23, 1996, the Company adopted the 1996 Supplemental Stock Option Plan. This plan,
which expires on August 31, 2006, replaces the Plan and has essentially the same features. The Company
can issue options or other rights to purchase up to 2,050,000 shares of stock which expire up to 10 years
after the date of grant, except for incentive options issued to a holder of more than 10 percent of the
comunon stock outstanding, which expire five years after the date of grant.

In December 1996, the Company issued 174,000 options at $4.00 per share. The Board of Directors
determined the market value of the December options to be $4.68 per share. The Company is recognizing
the difference between the market value at the date of grant and the exercise price as compensation
expense over the vesting period.

At December 31, 1996, 1997 and 1998, 2,358,000, 1,873,000 and 1,025,403 options, respectively, were
outstanding under the aggregate of the 1996 Stock Incentive Plan and the Supplemental Stock Option
Plan.

On May 14, 1996, the Company adopted the 1996 Outside Director Monstatutory Stock Option Plan
(the “Director Plan™). The number of shares which may be issued under this plan upon exercise of options
may not exceed 410,000 shares. The exercise price of an option is determined by the Board of Directors
and may not be less than 85 percent of the fair market value of the common stock at the time of grant and
has to be 110 percent of the fair market value of the common stock at the time of grant if the option is
granted to a holder of more than 10 percent of the common stock outstanding. At the discretion of the
administrator, the options vest at a rate of not less than 20 percent per year, which may accelerate upon a
change in control, as defined. The plan expires on May 14, 2006. At December 31, 1996, 1997 and 1998,
82,000, 41,000 and 71,500 options, respectively, were outstanding under the Director Plan.

On January 30, 1997, the Board of Directors approved the 1997 Omnibus Stock Option Incentive Plan
(the “Omnibus Plan") to replace the existing 1996 Supplemental Stock Option Plan upon the effective
date of the initial public offering. The plan provides for awards to employees, outside directors and
consultants in the form of restricted shares, stock units, stock options and stock appreciation rights and
terminates on January 22, 2007. The maximum number of shares available for issuance under this plan may
not exceed 4,075,000 shares, comprised of the 2,050,000 shares that were available for issuance under the
Supplemental Stock Option Plan, plus an increase of 2,025,000 shares. Under this Plan, options granted to
any onc optionce may not exceed more than 1,025,000 common shares per year subject to certain
adjustments. Incentive stock options may not have a term of more than 10 years from the date of grant. At
December 31, 1997 and 1998, 763,000 and 1,651,883 options, respectively, were outstanding under the
Omnibus Pian.
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9. STOCK OPTIONS (Continued)

Information regarding the Company’s stock option plans and nonqualified stock options as of
December 31, 1996, 1997 and 1998, and changes during the years ended or those dates is summarized as

follows:
Weighted- Average
Shares Exercise Price
December 31,1995 . ..o vovvirecnrnaan s — S —
Gramted . ... iicseaenesas s 3,491,355 1.89
ExerCised ......ocionecesasnsssscacannsens — —
Rofeited . . ..o oovncossanscsnasacsanaionens (26,855) 1.95
December 31,1996 . ..o oovicinrnanra s 3,464,500 1.89
e s, s e e e S A AP VS Y R 914,296 791
e R R S B e R R IR (488,925) 0.89
Forfeited. . . . «»oocovrassscnssasssssnsanens (392,774) 240
December 31, 1997 . ... vt 3,497,097 354
Geatled: s o aia sy ana msiainimmiviars s sinievln s s 1,026,925 15.37
BXerCised . . ..e--seoensenseyarsesinsacares (1,522,649) 1.57
FOrfeied . . . caasensasnsassanonosnissagsane (104,987) 10.79
December 31, 1998 .. .. ..ocvniriiiaraan e 2,896,386 $ 862

At December 31, 1998, 765317

pet:hne.’l‘bcopdomoummdingal

Number

options were exercisable at a weighted average exercise price of $4.28

December 31, 1998 expire in various ycars through 2008.
Information about stock options outstanding at December 31, 1998 is summarized as follows:

Number
Exercisable

Average
Range of Exercise Outstanding m‘ Weighted Average Weighted Avernge
Prices at 123198 Contracted Esercise Price at 123198 Exercise Price

$1.46 497,229 737 $ 146 248,615 $1.46
$4.00 to $6.83 883,132 798 $469 378,952 $4.40
$8.11 10 $11.94 788,000 9.02 $ 955 137,750 $9.05
$12.81 10 $20.94 686,925 9.29 $16.66 — $ —
$27.00 to $34.38 41,100 933 $21.12 - $ —

2,896,386 849 $ 862 765317 $4.28
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9. STOCK OPTIONS (Continued)

The fair value of cach option grant is estimated on the date of grant using the minimum value method
of option pricing with the following assumptions for the grants:

Expected:life (yeass) ... ol n LG S e St 10 6 6
I R e s R N i s beteth 6.4% 62% 52%
o R R S S AR U AR e el Uy —  31.05% 7549%%
Dividead yield oo s i s s R v s ey - — —_

The Company has elected to adopt FASB No. 123 for disclosure puiposes only and applies APB
Opinion No. 25 and related interpretations in accounting for its employee stock options. Approximately
$50,000, $88,000 and $30,000 in compensation cost was recognized relating to consultant options for the
years ended December 31, 1996, 1997 and 1998, respectively. Had compensation cost for stock options
awarded under these plans been determined based on the fair value at the dates of grant coasistent with
the methodology of FASB No. 123, the Company’s net income or loss and basic and diluted income or loss
per share for the years ended December 31, 1996, 1997 and 1998 would have reflected the following pro
forma amounts:

199 1997 1998
Pro forma Net Income (Loss) ........... (6,111,000) $4,957,000 $11,893,000
Pro forma Basic Net Income (Loss) Per
CommonShare ................... s (026) $ 016 $ 030
Pro forma Diluted Net Income (Loss) Per
CommonShare ..............c.... s (0.26) § 015 $ 029

Because the Company did not have a stock option program prior to 1996, the resulting pro forma
compensation cost may not be representative of that to be expected in futvre years.

10, CAPITAL STOCK

On February 23, 1996, the Company sold 2,049,980 shares of common stock to various investors for
$1,500,000. On July 12, 1996, the Company sold 1,874,532 shares of common stock to an investor for
$4,068,000.

On July 25, 1996, the Company sold 2,802,446 shares of Series A preferred stock to a group of
investors for $7,500,000. In connection with this transaction, the Company and buyers of the preferred
shares entered into an investors rights agreement which obiigated the Company to file up to two
registration statements to register such shaircs. These preferred shares converted to common stock at a
ratio of 3-for-2 as a result of the public offering in accordance with the investors rights agreement.

In June 1997, the Company completed its Initial Public Offering (“IPO™) of 9,430,000 shares of
common stock of which 8,097,500 shares were sold by the Company and 1,332,500 shares were sold by
certain selling stockholders. The net proceeds to the Company (after deducting underwriting discounts and
offering expenses of approximately $4.6 million) from the sale of shares was approximately $30.9 million.
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10. CAPITAL STOCK (Continued)

On November 30, 1997, the Company completed the acquisition of CEO pursuant to the terms of the
agrcement and 849,298 shares were issued for all of the outstanding shares of CEO.

On March 10, 1998, the Company completed the acquisition of T-One, and 1,353,000 shares were
issued for all of the outstanding shares of T-One.

On March 31, 1998, the Company effected a 2.05 for 1 stock split in the nature of a stock dividend.
The stock split has been reflected in the consolidated financial statements for all periods presented.

On May 4, 1998, the Company completed a secondary public offering of 6,000,000 shares of common
stock of which 5,685,000 were sold by the Company and 315,000 shares were sold by a selling stockholder.
On June 4, 1998, an additional 30,900 shares of common stock were sold by a selling stockholder of STAR.
The net proceeds to the Company (after deducting underwriting discounts and offering expenses) from the
sale of such shares of common stock were approximately $145 million.

On July 1, 1998, the Company’s stockholders voted to amend and restate the certificate of incorpora-
tion to increase the number of shares of the Company’s authorized common stock from 50 million shares
to 100 million shares.

11. BUSINESS SEGMENTS

At December 31, 1998, Star has two scparately managed business segments, Noith American and
European long distance telecommunications.

The accounting policies of the segments are the same as those described in the significant accounting
policies; however, the Company evaluates performance based on profit or loss from operations before
income taxes and non-recurring gains or losses.

For the year ended December 31, 1997, STAR evaluated performance based on profit or loss from
wholesale and commercial operations, however, the commercial segment represents less than 10 percent of
revenue, net income and assets of the Company for the periods presented. Due to the growth of its
international operations, senior management began analyzing operations by its North American and
European segments.




STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 1998

11. BUSINESS SEGMENTS (Coutinued)
Reportable segment information for the years ended December 31, 1996, 1997 and 1998 are as follows

(in thousands):
American  Eurepean Total
1996
Revenues from external CUSIOMETS .. . ..o vevnvecoascosnnsas $259.697 $ —  $259.697
INLErest iDCOME . . .o oo vneenenonnenonesssssasnancnsnnns 110 - 110
INEIESt CXPENSE . . . .« o oo v vnvenscnsasansnsananssions 609 — 609
Depreciation and amOrtization . ........cceeveesccasacnens 1,442 — 1,442
Segment net loss before provision for income taxes ............ (4,218) - (4.218)
Other significant non-cash items:
Capital lease additions . ............covieiininiiiniiaaans 5,166 - 5,166
Debt converted O EqQUILY . ... .voivunerncoanrnoannsanns 1,200 - 1,200
SCEMENt ASBELS ... ........nccnaneranraaaanneaeratonaan 63,054 — 63054
Expenditures for SCgMENt asSeS . . .. .. cvvocannnriaac i s 8,480 — 8,480
1997
Revenues from external CUSIOMETS .. ...« cvonvvronnnensueos $404,605 § —  $404,605
Revenue between SEgMENtS . . ... ....covvneanasassansanns -- 2 321
IDECIESt IMOOMC . . . o . v cvveeevnvnnennsneasissanannsnsnns 492 - 492
INEICSt CXPENSE . . . < oo ovov e ansesoncnsananascaascasnas 1,509 229 1,738
jon and AMOMIZALION . ... ....covvevrrnrenansannns 4,208 429 4,637
Segment net income (loss) before provision for income taxes . . ... 10,595 (1,921) 8,674
Capital lease additions . ............c.coiiiaiiiiains 6,507 3,265 9112
Property financed by notes payable .. ..........c0c000nnen 1,890 —_ 1,890
Operating agreement acquired through issuance of a note. .. . .. 350 — 350
R e L e S 4 N 109,170 11932 121,102
Expenditures for SCgment assets . . . ......ccciiiaiaainn s 10,961 2,799 13,760
1998
Revenues from external CUSIOMETS .. .. ....oovvvaicanannnes $766,369 § 29,171 $595540
Revenue between SEgMENtS . . ... .cvvvveencronsanes Lt 16,061 34,018 50,079
INMErest iNCOME . . .. .o vvevnvnoanncanns e R e [ 4,806 43 4,849
IDICrest EXPENSE . . . oo onnenanannsrescasannaanionens 1,525 1,303 2,828
Depreciation and amortization . ..........coieiiriancaatns 9,075 4,037 13,112
Segment net income (loss) before provision for income taxes . .. . . 25,172 (1,90) 23382
Other significant non-cash items
Capital lease additions . . . ..........ociiiiiiiiiiiiaen 11,080 23,136 34,216
Deposit applicd against capital leases. . . ... . ......oiaen — 4,405 4,405
Tax benefit related tostock options .~ .. ... .o iiea e 5,635 - 5,635
B 222223 149911 372,134
Expenditures for SCEMENt aSSEIS . . . ... ... ooeiia e 59738 52895 112,633
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11. BUSINESS SEGMENTS (Continued)

Segment information for North America represents primarily activity in the United States. In 1998,
approximately 97 percent of European revenue from external customers was gencrated in Germany.
12. QUARTERLY CONSOLIDATED INFORMATION (UNAUDITED)

The following table presents unaudited quarterly operating results, including the results of CEO and
T-One for each of the Company'’s cight quarters in the two-year period ended December 31, 1998
(amounts in thousands):

Quarter Eaded
March 35, June 38, Sepl. 30, Dec. 31,

1997

N RIS At e L R T i S e R $ 84827 $ 95250 $103297 $121.231

Operating inComMe .. ......cvvvuenvreennnosnnas 2,561 287 3072 2,861

Proformanetineome .. ......covvvunenuunnnnnns 1,347 1,037 981 2,209
1998

N SR sy L e s a I E e nts $129269 $131929 $164333 $170,009

OPETInRIBoOMS . . . .s & St dieiv s nae s s el 3,922 4944 5,648 7,151

T A N T I SR S LB e 1,893 3218 4,022 4,326
13. SUBSEQUENT EVENTS

Effective February 4, 1999, the Company completed its acquisition of PT-1. PT-1 is a provider of
international and domestic luag distance and local telecommunications services primarily through the
marketing of prepaid phone cards. STAR issued 15.05 million shares of STAR common stock and $19.5
million in short-term promissory notes for all outstanding shares, options and warrants of PT-1 plus an
additional 250,000 shares to certain PT-1 distributors. This transaction was accounted for as a purchase.
The value assigned to the common shares issued was approximately $156 million, based upon the average
of the high and low market price from August 31, 1998 through September 2, 1998, the dates surrounding
the first amendment to the Merger Agreement.

The Company recorded approximately $181 million of goodwill representing the excess of fair market
value over the net assets acquired, which will be amortized over a 20-year period. For the year ended
December 31, 1998, PT-1 had revenues and operating income of $505.4 million (unaudited) and $2.7
million (unaudited), respectively. At December 31, 1998, PT-1 had total assets of $124.7 million
(unaudited.)

During 1996, 1997 and 1998, the Company provided long distance service to PT-1. Revenue from
these services amounted to approximately $8 million, $36 million and $89 million, respectively. The
Company also made a $10 million loan to PT-1 and a $3 million loan to its founder and majority
stockholder. Accounts and other receivables outstanding at December 31, 1997 and 1998 from PT-1 and its
founder amounted to approximately $1 million and $40 million, respectively.
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14. EVENTS SUBSEQUENT TO THE DATE OF THE AUDITORS' REPORT (unsudited)

In February 1999, the Company announced a transaction with WorldPort Communications Inc. that
calls for the firms to exchange as much as $55 million worth of fiber-optic network capacity over the next
three years. WorldPort will exchange capacity on its pan-European fiber netvork with a capacity on STAR
Telecom Deutschland’s Project Apollo network in Germany. The Company purchased $8 million of pan-
European STM-1 fiber capacity from WorldPort as part of the agreement. The Company anticipates this
capacity will be activated in April 1999.

In February 1999, the Company received a fully underwritten commitment for $275 million in senior
secured credit facilities from Goldman Sachs Credit Partners L.P. ING Barings and Deutsche Bank have
also committed to the facilities and will act as the Administrative Agent and Documentation Agent,
respectively. The completion of the financing is subject to the execution of definitive loan documents and
customary conditions for financing of this type.

In February 1999, the Company’s subsidiary PT-1 signed a $170 million, 3-year exclusive distribution
agreement with Harold Levinson Associates, Inc., a distributor of tobacco, grocery and confectionary
products with annual sales exceeding $500 million, to distribute its New York Millionaire Phonecard.

On March 24, 1999, the Company acquired UDN, a telephone service provider focused on switched
and dedicated local, and long-distance, toll free and calling card services to multinational corporations, in a
transaction that was accounted for as a pooling of interests. The Company issued 1 million shares of its
common stock in exchange for all of the shares of UDN. Upon the completion of the merger, the
Company changed the name UDN to Alistar Telecom.




REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders
of STAR Telecommunications, Inc. and Subsidianes

We have audited in accordance with generally accepted auditing standards the consolidated financial
statements of STAR Telccommunications, Inc. and Subsidiaries, included in this Form 10-K, and bhave
issued our report thercon dated February 25, 1999. Our audits were made for the purpose of forming an
opinion on the basic consolidated financial statements taken as a whole. The schedule of valuation and
qualifying accounts is the responsibility of the Company’s management and is presented for the purpose of
complying with the Sccurities and Exchange Commission’s rules and is not part of the basic consolidated
financial statements. This schedule has been subjected to the auditing procecures applied in the audits of
the basic consolidated financial statements and, in our opinion, fairly states, in all material respects, the
financial data required to be set forth therein in relation to the basic consolidated financial statements
taken as a whole.

ARTHUR ANDERSEN LLP

Los Angeles, California
February 25, 1999
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

Balasce af Balance at
o i =%
Provision  Writeolf  peried
(im thowsimds )
Year ended December 31,1996 .................. $ 298 516284 $(10320) $ 6,262
Year ended December 31,1997 .................. $6262 $7220 § (6248) $ 724
Year ended December 31,1998 ... .. ... ....... ... $7234 $8711 $ (4725) $11220
Deferred tax valuation allowance
Year ended December 31,1996 .. ................ $ 30 $33%4 § — $3384
Year ended December 31,1997 ............o0.... $3384 $(1,268) $ — $2116
Year ended December 31,1998 .................. $2116 $ 42 $ - $2538
Receivable from related party
Year ended December 31,1997 ............ ..... $ — $321 s - $3221
Year ended December 31,1998 .. ................ $321 sG21)8 — 5§ —
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SUBSIDIARIES OF THE REGISTRANT
N—utsuu_c_._, Jurisdiction of Incorperation
CEO 'klecommum'anions. Inc. California
Helvey Com, Inc. California
T-One Corp. Delaware
Lucius Enterprises, Inc. California
STAR Telecommunications Australia PTY. 144 Australia
Romborg Holding, B.V. Netherlands
STAR Europe Lid. United Kingdom
STAR Telecommunications Deutschland, Gmbi Germany
STAR Telecommunications Holding, GmbH Germany
STAR Telecommunications France France
STAR Telecommunications France France
STAR Telecommunications Switzerland, S.ar ) Switzeriand
Grupo Industrial Anrvilla SA de CV Mexico
Servicios Sumosierra SA deCyv Mexico
Grupo Bunden, S.A de C.V. Mexico
Grupo Palafox-Toledo, SA. de CV. Mexico
PT-1 Communications, Inc. New York
STAR Network, GmbH Germany
Momningside, S.A do CVv. Mexico
Milhouse, S A de C.V. Mexico
United Digital Network of Texas, Inc. Texas
Advanced Magagement Services, Inc. Arizona
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EXHIBIT 23.1

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby consent to the incorporation by reference of our

mpaudzledﬁ:txuuy.s 1999 included in this Form 10-K, into the Company's previously filed

Statemcats File No. 333-29681 and 333-32083 pertaining to STAR Telecommunications, Inc.

1997 Omnibus Stock Incentive Plan, 1996 Stock Incentive Plan, 1996 Outside Director Non Statutory

Stock Option and Employment/Consulting Agreements. It should be noted that we have not audited any

financial statemeats of the Company subsequent to December 31, 1998 or performed any audit procedures
subsequent to the date of our report.

ARTHUR ANDERSEN LLP

Los Angeles, California
March 30, 1999
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Ism 1. Flaancial Statements

STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except for share data)

December 31, March 31,
1998 199
(Unanadited)
s 47297 b 3 21365
535 L7
100418 107205
765 1410
43,440 46.906
192.755 178.003
170,952 235681
- 207,115
10,944 17.875
$ ﬂﬂl $ 274
$ 19330 s 4,100
10233 16537
44,128 67.427
19.391 43,088
- 16,963
52920 79,734
: 35827
146,002 263.776
29,407 34013
T e
33,09 T
43 58
207,464 363.985
- (2.686)
188 (1,934)
- (3.559)
12,108 9.657)
195.590 336,207
us 3 e

Sec accompanying notes to the condensed consolidated financial statements.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, cxcept per share data)
Three Months Ended
March 31,
1998 1999
(Unaudited)
Revenue S 136,557 S 228209
Operating expenses:
Cost of services 116811 192914
Selling, general and
administrative expenses 13,660 31,465
Depreciation and amortization 2,150 8,730
Merger expense 314 1,442
132,935 234,551
Income (loss) from operations 3622 (6.342)
Other income (expense):
Interest income 205 729
Interest expense (789) (1,213)
Other (160) iwll
(4) —{(2,305)
Income (loss) before provision (benefit)
for income taxes 2378 (8,847)
Provision (benefit) for income taxes 1.534 (1.295)
Net income (loss) $ 134 S ‘232!
Basic income (loss) per share s 0.04 $ ’o.uz
Diluted income (loss) per share s 0.03 $ ‘0.!42

Sec accompany ing noes to the condensed consolidated financial ststements.
B




STAR TELECOMMUNICATIONS. INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(1n towsands)
Three Months Ended
Maych 31,
1998 1999
(Unandited )
Cash Flows From Operating Activitics:
Net income (loss) b 1344 s (7.552)

Adpstments %0 seconcile net income (loss) o
net cash provided by operating actvitics:

Deprecation and amortization 2150 8730
Interest on nose discount 3 .
Loss on investment - 4%
Gan on disposal of equrpment @ 5
Compensation expense relating t0 stock options 20 =
Provision for doubtful accounts 1.017 2283
Deferred mcome taxes (L4811 (131%
Deferred compensation 50 -
Change in assets and liabilitics net of effects from purchase of PT-1:
Accounts and notes recervabic. net (3.789) (20.443)
Receivabile from relased partcs (303) o 104
Other asscts 6,361 2853
Accouncs paysbic 693 10,685
Retased pasty pavable - (L.739)
Accrued network cost (736) 16,027
Other accrued expenses - 11,407
Deferred revease . (2.160)
Oxher Brabslitics (535)
Net cash provided by operanng actrvities 4864 I&
Cash Flows From Investing Activities:
Caputal expenditures (15.712) 32.021)
Short-tenn wrvesments 15,653 920
Net of cash acquired in purchase of PT-1 - 13898
Payment 10 former sharchoider of PT-1 - (2.000)
Ouher long tcrm assets 1 _(3475)
Net cash used in investing activitics (41) _(2678)

Sce accompany g notes o the condensed consolidsted finencial statcments.
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STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Three Months Ended
March 31,
1998 1999
(Unaudited)
Cash Flows From Financing Activities:
F :payments under lines of credit - (15.230)
Repayments under lines of credit with stockholder (56) -
Borrowings under long-term debt and capital lease obligations - 271
Payments under long-term debt and capital lease obligations (1,561) (6,264)
Issuance of common stock 274 -
Other financing activities - (45)
Stock options exercised 970 145
Net cash used in financing activities (373) (21,123)
Effects Of Foreign Currency Transiation - (724)
Increase (decrease) in cash and cash equivalents 4.450 (25.932)
Cash and cash equivalents. beginning of period 1,948 47&
Cash and cash equivalents. end of period $ 6.398 s 2!&

See accompany ing notes to the condensed consolidated financial statements.
6




STAR TELECOMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

{1) GENERAL

The financial statements included herein are unaudited and have been prepared in accordance with
genenally accepted accounting principles for interim financial reporting a3d Securities Exchange
Commission (“SEC™) regulations, Certain information and footnote disclosur:s normally included in
financial statements prepared in accordance with generally accepted accounting principles have been
condensed or omitted pursuant to such rules and regulations. In manager.ent’s opinion, the financial
statements reflect ail adjustments (of a normal and recurring nature) which are necessary to present fairly
the financial position, results of operations, stockholders’ equity and cash flows for the interim periods.
These financial statements should be read in conjunction with the audited financial statements for the year
ended December 31, 1998, as set forth in the STAR Telecommunications. Inc. (“STAR"™ or the
“Company”™) Annual Report on Form 10-K. The results for the three months ended March 31, 1999, are
not necessarily indicative of the results that may be expected for the year ending December 31, 1999.

STARTMMIMIDeWWMSMm(h *Company"’ or

“*STAR""), is a multinational telecommunicationsservices company focused primarily on the international
long distance market. The Company offers highly reliable low-cost switched voice services on wholesale
bmpunlylous.hnd carriers. STAR provides international long distance services

mpmed rr«m ination relationships, intemational gateway switches.
mndwmdm - m-wn:ummmmmvm

The Company operates severalwholly-owned foreign subsidiaries 1o further expand its international network. The
made substantial investments 10 install switch facilities in two of these subsidiarics, Star Europe Limited

& **) which is located in London. England. and Star TelecommunicationDeutschiand (**GmbH'") which is
located in Frankfurt, Germany. The uses these switching facilities to decrease iatemational traffic
fermination costs and to initiate outbound from these local markets.

The Company provides domestic commercial long distance services throughout the Unite 4 States through its
subsidiaries CEO Telecommunications, Inc. (**CEO""), and CEO California, Inc. ("CEO CA™). In March 199%the
Company expanded its commercial operations through the acquisition of United D gital Network, Inc. and
its affiliated companies (“UDN™ now known as “Alistar Telecom™). The merger constituted a tax-free
reorganization and has been accounted for as a pooling of interests under Accounting Principles Board
Opinion No. 16. Accordingly. all prior period condensed consolidated financial statements presented have
been restated 1o include the results of operations, financial position, and cash flows of UDN.

In February 1999, the Company completed its acquisition of PT-1 Communications, Inc. (“PT-1"). PT-1is
a provider of intemational and domestic long distance and local telecommunications services primarily
through the marketing of prepaid phone cards. The transaction constituted a tax-free reorganization and
has been accounted for as a purchase under Accounting Principles Board Opinion No. 16. Accordingly, the
condensed consolidated financial statements presented include the results of operations, financial position
and cash flows of PT-1 subsequent to the date of acquisition.




() NEW ACCOUNTING POLICIES

With the acquisition of PT-1. the Company entercd the prepaid phone card business. Sdaorq-d
recorded as deferred revenue upon shipment. Revenue 1s recognized with the terms of the
cand users utilize calling time and service fees are assessed.

Mmh“mﬂnw‘hﬂcmwwmwhpm
Mﬁru month periods ended March 31, 1998 and | No common share equivalents wiil be considered
m the computation of diluted camings per share forl 999 as the cffect would be sntidilutive (in thousands):

Three Months
Ended
March 31,
1998 1999
Weighted number of common shares used to
compute basic income (loss) per share 36.633 52.628
Weighted average common share equivalents 2.192 -
Weighted average number of common shares and
share equivalents used to compute diluted
income (loss) per share 38.825 52.628

For the three month periods ended March 31, 1998 and 1999, stock options to purchase 5.000 and 3,683,000 shares,
respectively, were excluded from the computation of diluted camings per share as such options were antlifutive.

{3) COMPREHENSIVE INCOME (LOSS)

On January 1, 1998, the Company adopted SFAS No. 130, “Reporting Comprehensive Income™. For year
end financial statements, SFAS 130 requires that comprehensive income, which is the total of net income
and all other non-owner changes in equity, be displayed in a financial statement, with the same prominence
as other consolidated financial statements. For the year end financial statements, the Company displays the
components of other comprehensive income (loss) in the consolidated statements of stockholders® equity.
During the three month period ended March 31, 1998, comprehensive income equaled net income and
during the three month period ended March 31, 1999, comprehensive loss consisting of foreign currency
transiation adjustments equaled $2,122,000, resulting in total comprehensive loss of $9,674,000.

48 SICNIFICANT EVENTS

On February 4, 1999, the Company acquired PT-1, a New York based provider of international and
domestic long distance and local prepaid phone cards. The Company issued 15,050,000 shares of its
common stock and $19.5 million in short-term promissory notes for all outstanding shares, options, and
warrants of PT-1. The Company also will issue, for no consideration, an additional 250,000 shares of
common stock to certain PT-1 distributors. The Company will recognize the related compensation expense
of approximately $2.8 million over the four year vesting period.

The acquisition has been accounted for by the purchase method and, accordingly, the results of operations
of PT-1 have been included with those of the Company since the date of acquisition. The purchase price
has been sflocated o assets and liabilities based on preliminary estimates of fair value as of the date of
acquisition. The final allocation of the purchase price will be determined when appraisals and other studies
wre completed. Based on the preliminary allocation of the purchase price over the net assets acquired,
goodwill of approximately $209 million was recorded. Such goodwill is being amortized on a straight-line
basis over 20 years.




Pro forma revenues, net income (loss) and income (loss) per share of the combining companies for the
three month periods ended March 31, 1998 and 1999, assuming the acquisition occurred at the beginning of
cach period presented, are as follows (in thousands):

Three Months
Ended
March 31,
1998 1999
Revenue: $ 254434 $ 245038
Net loss: S 163 S _(11.203)
Income (loss) per share:
Basic s - S __(0.19

e S
<
B

Diluted [3 %

§  (0.19)

The historical pro forma financial results of STAR for 1998 and 1999 have been adjusted primarily for the
historical results of PT-1, an increase in interest expense due 1o the short-term debt incusred to purchase
PT-1, forgone interest on a $2 million payment made in connection with the acquisition, amortization of
shares to be issued to distributors and amortization of goodwill. The pro forma information presented
above does not purport to be indicative of the results that actually would have been obtained if the
combined operations had been conducted during the periods presented or of future dperations of the
combined companies.

In March 1999, the Company acquired UDN, a telephone service provider focused on switched and
dedicated local and long distance, toll free and calling cards services to multinational corporations, in a
transaction that was accounted for as a pooling of interests. The Company issued approximately 1,005,000
shares of common stock in exchange for all outstanding shares of UDN., plus 63,512 stock options in
exchange for UDN options based on the exchange ratio of | to 0.1464. The accompanying condensed
consolidated financials statements are restated to include the financial position and results of operations cf
UDN for all periods presented.

Net sales and historical net income (loss) of the combining companies for the three month periods ended
March 31, 1998 and 1999, sre as follows (in thousands):

Three Months
Ended
March 31,
1998 1999

Revenue:

STAR $ 129269 $ 223274

UDN 8.673 7478

Elimination —(1389)  __(2543)
Total $ 136557 1 228209
Net income (loss):

STAR $ 1393 $ (4,086)

UDN (549) (3.466)
Total S 1344 $ {7.352)

{0 STATEMENTS OF CASH FLOWS

During the three month periods ended March 31, 1998 and 1999, cash paid for interest was approximately
$762,000 and $1.381.000, respectively. For the same periods, cash paid for income taxes amounted 10
approximasely $1.575,000 and $1.684,000, respectively.
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flows, are as follows (in thousands):

Thres Moaths
Ended
March 31,
1998 1999
Equipment purchased through capital leases $ 18098 s .
Tax benefits related to stock options 4,643 -
Detail of acquisition:
Fair value of assets acquired - 303,743
Liabilities assumed - (144,563)
Common stock issued - (153,578)
Notes payable issued - (19
S 741 3 (13.398)
{5 SEGMENT INFORMATION
At March 31, 1999, STAR has two scparately managed business segments. North Amenican and Euwropean long
. " 1L
Nerth
Three Mouths Ended, March 31, 1998 (in thousands) American European Total
Revenues from external customers $ 136557 $ $ 136557
Interest income 205 - 205
Interest expense 525 264 789
Depreciation and amortization 1851 299 2,150
Segment net income (loss) before provision (benefit) for
income taxes 3,793 915) 23573
Segment assets 117,453 35,537 152,990
Nerth
“Three Moaths Ended, March 31, 1999 (in thousands) American  Eurepean Tetal
Revenues from crtemal customers S 202718 § 25891 $ 28209
interest income 718 1 729
Interest expense 897 316 1213
Depreciation and amortization 6,598 2,132 8730
Scgment net loss before provision (benefit) for income taxes (5.762) (3,085) (3.347)
Segment assets 513.645 125029 638674

In Junc 1998, the AICPA issued SFAS No. 133 “Accounting for Derivative Instruments and Hedging
Activities.” The Company has not yet analyzed the impact of this new standard. The Compasy will adopt

the standard in January of 2000.




(19 SUBSEQUENT EVENTS

In Apnil 1999, the Company signed a commitment letier with Foothill Capital Corporation (“Foothill™) for
a fully underwritten commitment for a revolving line of credit with up to $100 million in potential
borrowings, based on cligibility. Borrowings on the facility are limited to 85 percent of eligible accounts
receivable and are secured by substantially all of the assets of the Company. The credit facility provides
for the borrowings at an interest rase of libor plus 300 basis points. The Company intends to use the credit
facility 10 supplement working capital and to pay down the Company 's existing line of credit with Sanwa
Bank, California (“Sanwa™) and PT-1"s existing line of credit with Chase Manhattan Bank Corporation
(‘Chase™). The completion of the Foothill financing is subject to the execution of definitive loan
documents and customary conditions for financing of this type.

On May 14, 1999, the Company received a waiver from Sanwa for failing to meet a financial covenant that
requires the Company to maintain profitability every quarter. Additionally, on May 14, 1999 the Company
received a waiver from Chase for PT-1"s failure to repay the Chase line of credit following the Company's
acquisition of PT-1. The Company intends 1o replace the $25 million Sanwa facility with the Foothill
facility in May of 1999




Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q contains certain “forward-looking statements™ within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. Forward-locking statements are statements other than historical information or
statements of current condition. Some forward looking statements may be identified by use of such terms
as-“believes”, “anticipates”, “intends”™, or “expects”. These forward-looking statements relate to the plaas,
objectives and expectations of the Company for future operations. In light of the risks and uncertainties
inherent in all such projected operation matters, the inclusion of forward-looking statements in this report
should not be regarded as a representation by the Company or any other person that the objectives or plans
of the Company will be achieved or that any of the Company 's operating expectations will be realized. The
Company 's revenues and resuits of operations are difficult to forecast and could differ materially from
those projected in the forward-looking statements contained in this report as a result of numerous factors
including among others, the following: (i) changes in customer rates per minute; (ii) foreign cwrrency
fluctuations; (iii) termination of certain service agreements or inability to enter into additional service
agreements: (iv) inaccuracies in the Company 's forecast of traffic growth: (v) change" in or developments
under domestic or foreign laws. regulations, licensing requircments or telecommunications standards: (vi)
foreign political or economic instability: (vii) changes in the availability of transmission facilities; (viii)
loss of the services of key officers: (ix) loss of a customer which provides significant revenues to the
Company: (x) highly competitive market conditions in the industry; and (xi) concentration of credit risk.
The foregoing review of the important factors should not be considered as exhaustive: the Company
undertakes no obligation to release publicly the results of any future revisions it may make to forward-
looking statements 1o reflect events or circumstances afier the date hereof or to reflect the occurrence of

The following table sets forth income statement data as a percentage of revenues for the periods indicated.

Three Months
Ended March 31,
1998 1999
Revenues 100% 100%
Operating expenses:
Cost of services 85.5 845
Selling. general and administrative 100 13.8
Depreciation and amortization 1.6 38
Merger expense 0.2 0.6
97.3 102.8
Income (loss) from operations 2.7 (2.8)
Other income (expense)
Interest income 2 03
Interest expense (0.6) (0.5)
Other (0.1) (0.9)
(0.5) (LD
Income before provision for income taxes 2.1 (3.9)
Provision (benefit) for income taxes 1.1 (0.6)

Net income (loss) 1.0% (3.3)%
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Three Months Ended March 31, 1958 Compared to Three Months Ended March, 31, 1999

Revenues: Total revenues increased 67.1% 1o $228.2 million in the first quarter of 1999 from $136.6
million in the first quarter of 1998. The increase is primarily a result of the continued growth in the
Ewropean operations and the acquisition of PT-1 which was consummated on February 4, 1999 and was
accounted for as a purchase. Had the merger with PT-1 not occurred during the first quarter of 1999, the
Company 's total revenues would have increased 33.8% 10 5132.8 million in the first quarter of 1999 from
the first quarter of 1998

Revenues from North Amencan wholcsale customers increased 6.6% 10 $127.7 million in the current
quarter from $119.8 million i the prior year’s first quarter. Minutes of use generated by North American
wholesale customers mcreased 59.5% 10 5173 million minutes of use (including 45.1 million minutes of
use from PT-1) m the first quarter of 1999, as compared t 324 4 million minutes of use in the comparable
quaner of the vear prior. This mcrease i revenues and mumutes reflects the continaed growth in the
number of North Amernican wholesale customers 10 179 at March 31, 1999, up from 131 customers at
March 31, 1998, as well as an increase in usage by existing customers. The increase in revenue for the first
quaner of 1999 was substantially offset by a decline m rates per minute, as the average North American
wholesale rate per minute of use declined 10 $0.25 for the current quaner as compared t0 $0.37 for the
quarter ended March 31. 1998, reflecting continued lower prices on competitive routes. This decline is also
anributable 10 2 change m country mix that includes a larger proportion of lower rate per minute countries
such as Mexico, Germany and the United Kingdom. The period 10 period decline in rate per minute was
not a sigaificant factor in the relative mcrease m manutes of use.

North Amenican commercial revenues mcreased 346 4% 10 $75.0 million (including $61.0 million of
revenue from PT-1 and $7.5 sullion of revenue from UDN) in the first quarter of 1999 from $16.8 million
(including $8.7 million of revenue from UDN) mn the first quarter of 1998. The increase is due primarily to
the consummation of the PT-| acquusition i the first quarter of 1999 which diversifies the Company's
revenue base with the addion of prepasd phone-cards and dial around programs.  Minutes of use generated
by North American commercial customers increased 343.8% 10 425.2 million minutes (including 354.7
million minates of use from PT-1) in the first quarter of 1999, as compared 10 95.8 million minutes of use
 the comparabie quarner of the prior year. The average North Amenican commercial rate per minuic
increased 1 $0.18 cents per minwte in 1999 from $0.16 cents per minute in 1998 primarily due to higher
rates per manute of use realized from the PT-1 commercial programs.

The first quarser of 1999 also includes revenues of $25.5 million dollars generated from the Ewropean
> Managemen: belicves that the prospects for growth i Germany remam a5 STAR
mm-mmmn@m AGaswellas
other Ewopem PTTs.

Cost of Services (Exclusive of Depreciation and Amortization): Total cost of services (exclusive of
depreciation and amortization) increased 65.2% 10 $192.9 million in the first quarter of 1999 from $116.8
million m the firs quaner of 1998 and decreased as a percentage of revenues for the sume periods 10 84.5%
from 85.5%. Had the merger with PT-1 not occurred. the Company 's total cost of services {exclusive of
depreciation and amortization ) would have increased 29.4% to $151.1 million in the first quarter of 1999,
and would have decreased s a percentage of revenues 1o $2.7%.

Cost of services (exclusive of depreciation and amortization) from North American vendors increased
49.5% 10 $174.6 million in 1999 from $116.8 million in 1998 and increased as a percentage of North
American revenues 10 836. 1% from 35.5%, respectively. The first quaner 1999 also includes cost of
services (exclusive of depreciation and amortization ) of $18.3 million generased from the European
operations. The growth in cost of services reflects the increase in minutes of use from the wholesale sector.
as well as commercial usage gencrased from the PT-1 customer base offset by an overall declining average
cost per mawne. The average cost per mimute declined as a result of changes in country mix that include a
larger proportion of lower Cost per munute COuntnes. competitive pricing pressures as well as an increasing
propornon of traffic routed over the Company 's proprictary nctwork. The Company currently routes to
over 55 countnics on its global network. Management belicves that countries will continue 10 be added to
STAR’s giobal actwork thereby contributing 1o an overall decline in cost per minute.

Selling. General and Admunsirative: For the first quarter of 1999, total seiling, general and administrative
13




expenses, exclusive of merger expenses, increased 130.3% to $31.5 million from $13.7 million in the first
quarter of 1998 and increased as a percentage of revenues to 13.8% from 10.0% over the comparable 1998
period. The increase is primarily a result of continued growth in the Company s North American
commercial and European operations, as well as the inclusion of selling, general, and administrative costs
of PT-1. Excluding PT-1 operations, the Company's total selling, general, and administrative expenses
increased 69.3% to $23.2 million in the first quarter of 1999 and as a percentage of revenues would have
been 12.7%.

North American selling, general and administrative expenses increased 100.8% to $25.5 million in the first
quarter of 1999 from $12.7 million in the comparable period of 1998. North American selling, gencral and
administrative expenses increased as a percentage of North American revenue 10 12.6% from 9.3%,
respectively, primarily as a result of the development of new commercial programs. During the quarter, the
established ten new sales offices to support a commercial sales force for Allstar Telecom and
added 105 new sales representatives. In addition, the Company incurred substantial advertising,
promotional, and other related expenses as it launched new phone-card and dial around programs.

Selling, general and administrative expenses related to the European operations amounted to $6.0 million in
the first quarter of 1999, an increase from approximately $986.000 in the first quarter of 1998 reflecting
continued expansion cfforts in Europe. The Company expects overall selling. general and administrative
expenses 10 continue 10 grow as a percentage of revenues as the Company adds personnel to become a
carrier in additional European countries and continues 1o hire a sales force 10 expand its commercial
customer base.

Depreciation and Amortization: Depreciation and amortization expense increased to $8.7 million for the
first quarter of 1999 from $2.2 million for the first quarter of 1998, and increased a. a percentage of
revenues 10 3.8% from 1.6% over the comparable period in the prior year. The increase is due in part to
$1.7 million of goodwill amortization expense resulting from the acquisition of PT-1. In addition,
depreciation expense increased with the operation of new switch sites, the purchase of additional fiber
capacity to connect the Company s expanding network and leasehold improvements. Depreciation and
amortization attributable to North American assets amounted to $6.6 million. European operations realized
total depreciation and amortization of $2.1 million. STAR expects depreciation and amortization expense
10 continue 10 increase as a percentage of revenues as the Company continues to expand its global
telecommunications network.

Income (Loss) from Operations: In the first quarter of 1999, loss from operations was $6.3 million
compared 1o income from operations of $3.6 million in the first quarter of 1998. Operating margin in the
first quarter 1999 was (2.8)% as compared to0 2.7% in 1998. Operating margin decreased in the first quarter
1999 due to the losses following the Con.pany 's compiction of two significant acquisitions and $1.4
million in merger expense. In addition, operating margin decreased due to the expansion of the North
American commercial sales programs.

Other Income (Expense): The Company reported other expense, net, of $2.5 million in the first quarter of
1999 as compared 10 other expense, net, of approximately $744.000 for the first quarter of 1998. This
increase is primarily due to the recognition of $1.8 million foreign currency transiation loss related 1o the
intercompany note between STAR and its German subsidiaries. Interest income camed on short-term
mvestments increased to approximasely $729.000 in the first quarter of 1999 from $205.000 in the first
quarter of 1998. Interest expense increased 10 $1.2 million during the quarter 1999 from $789,000 in the
first quarter of 1998 due to additional capital lease obligations for switches and interest incurred on
borrowings from STARs lines of credit.

Provision (benefit) for Income Taxes: The Company recorded a tax benefit of $1.3 million in the first
quarter of 1999 due to operating losses. The provision for income taxes for the first quarter of 1998 was
$1.5 million.

Liquidity and Capital Resources.

As of Masch 31. 1999. STAR hadcash and cash equivalents of approximately $21.4 million. short-tcrm investments of
$1.1 million, and 2 working copital deficit of $85.8 million.

As of March 31. 1999, STAR had $4.1 million outstanding on its $25 million revolving linc of

crodit. wiach bears interest at the bank s cost of funds plus 175.0 basis points and expires on July 1. 1999.

Available borrowmng under the line of credit is further reduced by outstanding letiers of credit in the amount of $6.5
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Az Masch 31. 1999, STAR had captall kease obligations of $37.1 million and $13 2 million m wrm loans, relatng © its
swachmng BOites and oporatmg cquEBCTL

.’rﬁuﬂhm“d $18 6 milhon for the thyee months ended Masch
prmady from morcascs m accounts payabic. accucd expeases and acoreed network costs offsct by
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1999, pramarily wcﬁqmﬂ“wmm:m
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In April 1999, the Companry signed 3 commitment konier with Foothull Capital Corporation (“Foothll™) for
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Item 3. Quaatitative and Qualitative Disclosures About Market Risks

Foreign Currency Risk. As a global enterprise, the Company faces exposure to adverse movements in
foreign currency exchange rates. The Company’s foreign currency exposures may change over time as the
level of activity in foreign markets grows and could have a material adverse impact upon the Company’s
financial results. No material changes have occurred in the quarter that would impact the Company s
exposure to foreign currency nisk.

Interest Rate Risk. The Company has borrowings under various line of credit agreements and long-term
debt for capital equipment. Some of these agreements are based on variable interest rates. At any time, a
sharp rise in interest rates could have a material adverse impact upon the Company s cost of working
capital and interest expense. No material changes have occurred in the quarter that would impact the
Company 's exposure to interest rate risk.




PART II. OTHER INFORMATION

ltem 2. Change in Securities.

On February 4, 1999, the Company issued approximately 15.05 million shares of common stock, $0.001
par value per shave, of the Company (“STAR Common Stock™) to the stockholders of PT-1
Commenications, Inc. (*PT-1") as partial consideration for all of the outstanding capital stock of PT-1. In
commection with the acquisition of PT-1, the Company will issue for no consideration 250,000 shares of
STAR Common Stock 10 selected independent distributors of PT-1. The issuance of the 15.3 million
shares of STAR Common Stock was exempt from registration under the Securities Act of 1933 (the “Act™)

pursuant 10 Section 4(2) of the Act

Itemn 3. Defauits upen Semier Securities.

Pursuant 1o the terms of the Company ’s revolving line of credit with Sanwa Bank, Califomia (“Sanwa™) the
Company was required, among other things. to maintain profitability on a quanerly basis. The Company's
net loss for the quaner eaded March 31, 1999 resulted in a breach of such covenant. On May 14, 1999 the
Company received 2 writien waiver of such breach of contract from Sanwa.  Pursuant 10 the terms of PT-
I"s revolving line of credit with Chase Manhattan Bank Corporation (“Chase™), PT-1 was 10 repay the
balance due thereunder on a change of control. To date. the Chase line of credit aas not been repaid. On
May 14, 1999 the Company received a waiver from Chase of this breach.

btew 6. Exiuibsits and Repexts en Form 8-K.

(b The Company filed 2 Carrent Report on Form 8-K on April 6, 1999 pursuant to ltem 2
“Acgusstion or Dsposition of Assets™, disclosing the Company 's acquisition of ail of the
owmtstanding capital stock of United Digital Network. Inc.

The Companry filed 2 Current Report on Form 8-K on February 19, 1999 pursuant 10 ltem 2
“Acquisition or Disposition of Assets”, disclosing the Company 's acquisition of all of the
outstanciing capital stock of PT-1.




SICNATURES

Pursuant 10 the requirements of the Securitics Exchange Act of 1934, the registrant ha s duly caused this
report 10 be signed on its behalf by the undersigned thereunto duly authorized.

STAR TELECOMMUNICATIONS, INC.

Dated: May 14, 1999 By: /s/ Christooher £, Edgecomb
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has been to enter the arena of
. competition fully prepared wo
Win games. be champions — to play to

T win or not at all. That's why
ted the major leagues
CaIMS o .

win expertise is unrivaled in the

telecommunications industry.
championships.
We want you to think of us as
more than just the best. We
want you to think of ALLSTAR
Telecom as che only company
Kouuze Rockne. you tust to peovide your

e

While we may be 2 young ceam,
we are anything bur rookies.
Our roster is comprised of
seasoned professionals who
und rstand the importance of
innovative and efficient
communication services. We
are ready to provide you with
effective solutions to your
business communications needs.

After years in the major leagues,
we are now in a league of our
own, and thac’s just the way

we like it.




one.

Hannibal,

Establishing solid business
relationships and eaming
customer loyalty are essential to

a company's success. We know

it, our customers expect it, and
our competition is waiting for

us to forget it. They're going to
be waiting a long time.

At ALLSTAR Telecom

we're a team. When one of
our teammates drifts into
uncharted waters, we pull
together to present new ideas
and innovative solutions that
exceed our customers’

It’s a personal and professional
philosophy that has enabled
our parent company to become
one of the fastest growing
telecommunications providers
in the world.

Every day we're navigating the
shifting currents of roday’s
global marketplace to ensure our
customers’ success. Let us do the
same for you. Whether your
business associates are around
the corner or around the world,
we can help, and we're ready to
prove it.



Adversity

causes some

men to break;

others to

break

records.

Competing on a global playing
field requires monumental
strength, the flexibility to seize
opportunities, and an
unwavering determination to
succeed. After all, business is
the ultimate competition, and
we'r= here to provide you with
a winning advantage.

To prove our resolve we have
structures and country specific
calling plans for all of your
domestic and international
telecommunications needs. In

cransmit your call along the
fastest, most affordable route.
What do we ask in recurn?
Nothing. No term limit and

no volume commitment.

Let us prove the

ALLSTAR advantage:

* Innovative Calling Plans -
Country-Specific, Flexible
Least-Cost Routing

* High Quality Nerwork
and Scare-of-the-Art
Services - International
and Domestic Access

* Convenient 1+Switched
Services, 1+Dedicated Services

& Toll Free Services



Pat Riley

ALLSTAR Telecom’s parent
company, STAR Telecom-
munications, Inc., has circled
the globe with a vast network
of fiber opric cable systems that
connects you to more than 200
countries and a world of

STAR Telecom
International &
Domestic Networks*
International Switch Sites
Aucisod  Betlin Dusscddorf

Fookfet Genen  Hamburg
Hasoover london  Munich

Nurembwrg  Paris Seuregare
Sydoey Tokyo Viensa
U.S. Switch Sites

Adesn  Chicge  Dalls

Flushing, NY Jersey Gty Los Angeles
Miacni NewYork  Seactle

U.S. Points of Preseace

Asscin Boswoa Denver
Detroic El Paso Houscon
LasVegs  Mibwackee  Cldahoma Cicy
Oriando Phocuix Pordand

Reno Sacramento  Sal Lake Ciey

Se. Louis Tuba
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AS TELECOMMUNICATIONS, INC.

S.D.P.U.C. Tariff No.1
d/b/a ALLSTAR TELECOM

Origina! Title Page

SOUTH DAKOTA TELECOMMUNICATIONS TARIFF

REGULATIONS, RATES, AND CHARGES APPLICABLE TO
TELECOMMUNICATIONS SERVICES FURNISHED BY
AS TELECOMMUNICATIONS, INC. D/B/A ALLSTAR TELECOM.
SERVICES ARE FURNISHED BY MEANS OF WIRE, RADIO, TERRESTRIAL
OR SATELLITE FACILITIES OR ANY COMBINATION THEREOF.

Issucd: 1999 Effective: 1599
Issued by: Kea Hilden
AS Telecommunications, Inc.
223 East De La Guerma Street

Santa Barbara, California 93101




AS TELECOMMUNICATIONS, INC. S.DP.U.C. Tariff No. |
&/v/a ALLSTAR TELECOM Original Page 1

CHECK SHEET

The Title Page and Pages 1 through 24 inclusive of this tariff are effective as of the date
shown at the bottom of the respective pages. Original and revised pages, as named below,
oompriselnchangesﬁmntheotigimlmiﬁ'mdmammtlyineﬂ'ecusofmedaconthe
bottom of this page.

All material in this tariff is new.

Issued: 1999 Effective: 1999
Issued by: Ken Hilden
AS Telecommunications, Inc.
223 Fast De La Guerra Street

Santa Barbara, California 93101
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No Concurring Carriers

No Connecting Carriers

No Other Participating Carriers

Issucd by: Ken Hilden
AS Telocommunications, Inc.
223 East De La Guerra Street
Santa Barbara, California 93101




AS TELECOMMUNICATIONS, INC. S.D.P.U.C. Tariff No. 1
db/a ALLSTAR TELECOM Original Page 4

APPLICATION OF TARIFF

This tariff contains the regulations, rates and charges applicable to the provision of
domestic interexchange telecommunications services by AS Telecommunications, Inc.
d/v/a ALLSTAR Telecom (hereinafter “Carrier”). Service is furnished subject to the
availability of facilities and subject to transmission, atmospheric, and like conditions.

DEFINITION OF TERMS AND ABBREVIATIONS

Access Line - A facility arrangement which connects Customer’s location to Carrier's

Authorization Code - A numerical code, one or more of which are available to
Customer to cnable it to access Camrier’s network, and which are used by Carrier both to
prevent unauthorized access to its facilities and to identify Customers for billing
purposes.

Carrier - STAR Telecommunications, Inc. d/b/a ALLSTAR Telecom.

Casual Calling - Service provided from a line that is not presubscribed to Carrier by
dialing a Carrier Identification Code (CIC) in the form “10 XXX or “10 10 XXX,” or
otherwise.

Commission - The Federal Communications Commission
Contrzct Service Arrangemeat - A Customer-specific form of agreement for service.
Coaversation Mimutes - For billing purposes calls are billed based on Conversation
Minutes, which begin when the called party answers, as determined by answer
Customer - The company, individual, or other entity which orders or uses Service and
is therefore responsible for the payment of charges due and for compliance with Carrier’s
tariff regulations.

Imterruption - Interruption shall mean a condition whereby the Service or a portion

1999 Effective: 1999
Issued by: Ken Hilden

AS Telecommunications, Inc.

223 East De La Guerra Street

Santa Barbara, California 93101




db/a ALLSTAR TELECOM

S.D.P.U.C. Tariff No. 1
Original Page S

thereof is inoperative. Measurement of condition begins with the notice, by the Customer
to the Carrier, that such Service is inoperative and ends at the time of restoration.

Local Access And Transport Area (LATA) - A geographically defined service area
established for the administration of telecommunications services.

Point-of-Preseace (POP) - The physical location at which Customer accesses the
network services of Carrier within a state or LATA.

Service - Any service provided by Carrier to Customers pursuant to a Service
Agreement, a Contract Service Agreement and this tariff, whether or not defined in this
section 2.

Service Agreement - Any standard form of agreement between Carrier and Customer
which, subject to the terms and conditions of this tariff, defines the relationship between
Carmrier and Customer.

Service Area - The geographic area in which Customers may access and use Service.
For Switched Access 1+ Service the Service Area includes all equal access areas within
the United States. For all other services the Service Area is the United States.

1999 Effective: 1999
Issued by: Kea Hilden

AS Telecommunications, Inc.

223 East De La Guerra Street

Santa Barbara, California 93101




S.D.P.UC. Tariff No. |
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312

313

314

3.15

db/a ALLSTAR TELECOM
3. REGULATIONS
3.1 Undertaking of the Carrier
3.1.1 Service is fumished for interstate telecommunications originating at

specified points within the United States under the terms and conditions of
Carrier shall install, operate, and maintain Service provided hercunder in
accordance with the terms and conditions set forth in this tariff.

Service may be provided over transmission facilities which the Carrier
does not own (i.c., on a resale basis). Notwithstanding the foregoing,
Customer shall be considered a customer of Carrier, and not of any other
carrier.

Carrier may, when authorized by Customer, act as Customer’s agent for
ordering dedicated Access Lines or facilities provided by other carriers to
allow connection of specified locations of Customer to the network of
Carrier. Customer shall be responsible for all charges due for such service
arrangements.

Service is provided under the terms and condit:ons of this tariff and, where
applicable, a Service Agreement or Contract Service Arrangement.
Service is available twenty-four (24) hours per day, seven (7) days per
week.

Carrier permits Casual Calling by callers without an established account.




. S.D.P.U.C. Tasiff No. |
d/b/a ALLSTAR TELECOM Original Page 7

32 Limitations on Service

3.2.1 Service is offered subject to the availability of the necessary facilities and
subject to the provisions of this tariff.

3.2.2 To the extent that any conflict arises between the terms and conditions of a
Service Agreement and the terms and conditions of this tariff, the tariff
shall prevail.

3.2.3 Carrier reserves the right to discontinue furnishing Service, or to limit the
use of Service, when necessitated by conditions reasonably beyond its
control, when Customer is using Service in violation of the law or in
violation of the provisions of this tariff, or in the event of non-payment by
Customer.

3.2.4 Service provided under this tariff is directly controlled by Carrier, and
Customer may not transfer or assign the use of Service, except with the
prior written consent of Camricr. Such transfer or assignment shall only
apply where there is no interruption in the use or location of Service, and
where all regulations and conditions contained in this tariff, as well as all
conditions for Service, shall apply to all such permitted assignees or
transferees.

325 Carmier may require Customer to sign an application form furnished by
Carmier and to establish credit as provided in this tariff, as a condition
precedent to the initial establishment of Service. Carrier’s acceptance of
an application for Service to be provided an applicant whose credit has not
been duly established may be subject to the deposit provisions described in
Section 3.9 of this tariff. Carrier may also require a signed authorization
from Customer for additions to or changes in existing Service. An
application for service canceled by the applicant or by Carrier prior to the
establishment of Service is subject to the provisions of this tariff.

Issucd: 1999 Effective: 1999
Issued by: Ken Hilden
AS Telecommunications, Inc.
223 East De La Guermra Street

Santa Barbana, California 93101



AS TELECOMMUNICATIONS, INC. S.D.P.U.C. Tariff No. 1
d/b/a ALLSTAR TELECOM Original Page 8

3.2.6 Atthe Customer’s request, Carrier may assign one or more sub-accounts
for billing purposes and direct sub-account invoices to affiliates of
Customer or other designated entities for payment purposes. Such
requests shall not affect the liability of Customer, who shall remain solely
liable to Carrier for payment of all invoices for Service requested and
obtained by Customer, whether invoiced by Carrier to Customer, its
affiliates, or other designated entities.

32.7 Service may not be used for any unlawful purpose.
33 Liability of the Carrier

33.1 Except as stated in this section 3.3, the Carrier shall have no liability for
damages of any kind arising out of or related to events, acts, rights or
privileges contemplated in this tariff. This tariff does not limit the liability
of the Carrier for willful misconduct.

332 THE CARRIER MAKES NO WARRANTY, EITHER EXPRESS OR
IMPLIED, CONCERNING THE CARRIER’S FACILITIES OR
SERVICE, INCLUDING, WITHOUT LIMITATION, WARRANTIES
OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR
PURPOSE. THE CARRIER DOES NOT AUTHORIZE ANYONE TO
MAKE A WARRANTY OF ANY KIND ON ITS BEHALF AND THE
CUSTOMER SHOULD NOT RELY ON ANV SUCH STATEMENT.

333 The liability of the Carrier, if any, for damages resulting in whole or in
part, from or arising in connection with the furnishing of Service under
this tariff (including but not limited to mistakes, omissions, interruptions,
delays, emrors or other defects in transmission, failures or defects in
facilities furnished by the Carrier or arising out of any failure to furnish
Service), shall in no event exceed the proportionate charge to the
Customer for the period of service during which such problems occurred
or continue to occur.




SDP.UC. Tanff No. 1
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334

33s

341

The Carrier is not liable for any act, omission or negligence of any
telecommunications service provider whose facilities are used
concurrently in fumishing any portion of the services received by Camier,
or for the unavailability of or any delays in the furmishing of any services
or facilities which are provided by any other telecommunications service
provider. Should the Carrier employ the service of any other common
camrier in fumishing the services provided to Customer, the Camier’s
liability shall be limited according to the provisions of this Section 3.3.

The Carmier shall not be liable for any failure of performance hercunder
due to causes beyond its control, including but not limited to fire, flood, or
other catastrophes; Acts of God; atmospheric conditions or other
phenomena of nature, such as radiation; any law, regulation, directive,
order or request of the United States Government, or any other
over the Camier.

The Cameer shall not be liable for any act or omission of any other entity
furnishing to the Customer facilities or equ’pment used with the service
furmnished hereunder; nor shall the Carrier be liable for any damages or
losses due in whole or in part to the fault or negligence of the Camier or
due in whole or in part to the failure of Customer-provided equipment or

The Carrier shall be indemnified and held harmless by the Customer from
and against all loss, Liability, damage, and expense, including reasonable
attorney’'s fees, due to claims for libel, slander, or infringement of
copyright or trademark in connection with any material transmitted by any
person using the Carrier’s Services and any other claim resulting from any
act or omission of the Customer relating to the use of the Carrier’s

faciliti

Under no circumstances whatever shall the Carrier or its officers,
directors, agents, or employees be liable for indirect, incidental, special or
conscquential damages.

34  Canceliation or Discontinuance of Service by Carrier

Without incurring any lLability, the Carrier may cancel future Service or

Ken Hilden

AS Telecommunications, Inc.
223 East De La Guerra Street
Sauta Barbara, California 93101
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discontinue existing Service to Customer for:

A

F.

Customer’s noncompliance with any of the provisions of this tariff
or any applicable state, municipal or Federal law, ordinance or
regulation.

Nonpayment of any sum due Carrier for more than thirty (30) days
after delivery of an invoice to the custody of the U.S. Mail or other
standard delivery service.

Nonpayment of any deposit requested by the Carrier under Section
3.9 of this tariff.

Use of equipment in such a manner as to adversely affect Carrier’s
equipment or Service to others.

Where Service has not been duly authorized; has been obtained by
fraud, false pretenses, or trick; or Carrier has reason to belicve that
Service has been or would be unauthorized or obtained
fraudulently, under false pretenses, or trick. Whenever Service is
canceled or discontinued pursuant to this Section 3.4.1.E., Carier
may, before restoring Service, require Customer to make, at its
own expense, all changes in facilities or equipment necessary to
eliminate unauthorized or fraudulent use and to pay to Carrier an
amount reasonably estimated by Carrier as the loss in revenues to
Carrier resulting from such unauthorized or fraudulent use plus
claims lodged against Carrier by third parties.

Any order or decision of a court or other government authority
having jurisdiction that prohibits Camri r from fumishing Service to
Customer.

342 Carrier shall give Customer such notice as is required by applicable laws
and regulations prior to canceling or discontinuing service. In the absence
of any legal requirement to the contrary, Carrier may provide Customer
with such notice as the Camrier deems necessary to give Customer an
opportunity to remedy the cause of the planned cancellation or

i . X
Issued: 1999 Effective: 1999
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343 If Customer orders Service from Carrier which requires special
construction or facilitics for Customer’s use, and that Service is canceled
or discontinued by Carrier for the reasons listed in this section 3.4, a
charge shall be made to Customer for the non-recoverable portions of the
expenditures or lisbilities incurred on behalf of Customer.

Issmed: 1999 Effective: 1999
Issued by: Ken Hilden
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35

3.7

Canceliation or Termination of Service by Customer

3.5.1 If Customer has ordered Service from Carrier pursuant to the terms and
conditions of a Service Agreement, any can ¢llation or termination of
Service is subject to the terms and conditions of that Service Agreement.

3.5.2 If Customer orders Service from Carrier which requires special
construction or facilities for Customer’s use, and then cancels its order
before Service begins, a charge shall be made to Customer for the non-
recoverable portions of the expenditures or liabilities incurred on behalf of
Customer.

353 If Customer terminates Service prior to the end of the term specified in the
Service Agreement, Customer shall be responsible for all charges incurred
to the date of termination, including, but not limited to, all charges to
Carrier by other carriers for Service provided to Customer, and any
applicable cancellation or termination charges as specified in the Service
Agreement.

Contract Service Arrangements — Customer specific Contract Service
Arrangements may be furnished by Carrier in lieu of existing tariff offerings. Any
non-standard rates, charges, terms or conditions state\] in said Contract Service
Arrangements shall prevail in the event of a conflict with like terms in this tariff,
subject to applicable Federal Communications Commission rules and regulations.
Restoration of Service — The use and restoration of Service shall in all cases be

in accordance with the priority system specified in Part 64, Subpart D, of the
Rules and Regulations of the Federal Communications Commission.

1999 Effective: 1999

Issued by: Ken Hilden
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38 Paymesat and Billing

3s1

383

385

All Service by Carrier is provided and billed on 2 monthly basis. For the
billing of fixed charges, Service is considered to be established upon the
day which Carrier notifies Customer of the installation and testing of
Customer’s Service. For the billing of usage-sensitive charges, Customer
shall be billed for all charges accrued beginning upon its initial access to
Service. All charges shall be billed monthly in arrears and are due and
payable by Customer upon receipt. When Carrier is unable to bill
Customer calls due to lack of complete billing information or for other
reasons, bills for Service may be rendered up to one hundred eighty (180)
days in arrears. The rates charged to Customer for Service shall be the
rates in effect on the first day of Customer’s billing cycle.

Bills are due and payable upon receipt. Interest at the lesser of a rate of
one and one-half percent (1.5%) per month, or the maximum rate allowed
by law, shall be charged on any amount remaining unpaid after thirty (30)
days from delivery of an invoice to the custody of the U.S. Mail or other
standard delivery service.

The security of Authorization Codes used by Customer are the
responsibility of Customer. All calls placed using such Authorization
Codes or using facilitics owned or controlied by Customer shall be billed
to Customer and must be paid by Customer.

Carrier reserves the right on an ongoing basis to examine the credit record
and payment habits of Customer. A Customer whose Service has been
discontinued by Carrier for the non-payment of bills shall be required to
pay any unpaid balance due to Carrier before Service is restored and, in
the event of such non-payment, the reactivation of Service may require the
placement of a deposit by Customer. Carrier may also require a deposit
from Customers who fail to comply with the payment terms of a Service
Agreement, a Contract Service Arrangement, or this tariff.

If notice from Customer of a dispute as to charges is not received in
writing by Carrier within thirty (30) days after delivery of an invoice to the
custody of the U.S. Mail or other standard delivery service, the billing will
be considered correct and binding.

Effective: 1999
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39

310

386 A charge of twenty-five dollars ($25.00) or the applicable statutory retum
check charge, whichever is less, shall apply whenever any check or draft
for payment of Service is not accepted by the institution on which it is
written.

Deposits — Based upon its review of applicable credit information, Camier
reserves the right to collect a deposit, or obtain other forms of security, from a

c ‘or 1o initiall PR PR ST ide Servi
Such deposit, if collected by Carrier, shall not exceed an amount equal to one (1)
month’s estimated average billable charges to Customer. Carrier shall pay interest
on deposits as may be required by law.

Advance Paymeats — Carrier does not require or collect advance payments from
Customers, unless such payments are specifically provided for in this tanifl.

1999
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3.1

Taxes and Regulatory Fees

3.11.1 Service may be subject to certain federal taxes at the prevailing rates. All

such taxes are listed as separate line items on Customer’s invoice and are
not included in the rates and charges listed herein. Service shall not be
subject to taxes for a given taxing jurisdiction if Customer provides
Carrier with written verification, acceptable to Carrier and to the relevant
taxing jurisdiction, that Customer has been granted a tax exemption.

3.11.2 Carrier may also collect from Customer a pro rata portion, including

administrative expenses, of certain regulatory fees imposed on the Carrier

by the Commission, including but not limited to fees imposed on the
Carrier to support universal telecommunications service.

3.11.3 Carrier may collect from Customer charges Carrier pays for access to local

networks, including, but not limited to, Commission-mandated charges
such as the Presubscribed Interexchange Camier Charge. Camier may also
collect from Customer administrative expenses associated with such
charges.

3.11.4 Carrier may collect from Customer that portion of payments made to other

carriers which reflects pass throughs to Carrier of payments made by such
other carriers of regulatory fees (including but not limited to fees imposed
on such other carriers to support universal telecommunications service)
and fees for access to local networks. Carrier may also collect from
Customer administrative expenses associated with such charges.

1999 Effective: 1999
AS Telecommunications, Inc.
223 East De La Guerra Street
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312

3.13

3.14

3.15

Terminal Equipment — Service may be used with or terminated in terminal
equipment or communications systems, such as a PBX or key telephone system,
provided by Customer. Such terminal equipment or communications systems
shall be furnished by and maintained at the expense of Customer, except as
otherwise provided. Customer is also responsible for all costs at its premises
incurred in the use of Service, including but not limited to equipment, wiring,
clectrical power, and personnel. When such terminal equipment or
communications systems are used, they shall in all respects comply with the
generally accepted minimum protective standards of the telecommunications
industry as endorsed by the Commission.

Iaterconmection — Service furnished by Carrier to Customer may be connected
with the services or facilities of other carriers. Customer is responsible for all
charges billed by other carriers in connection with the use of Service. Any special
equipment or facilitics necessary to achieve compatibility between carriers are the
sole responsibility of Customer.

Inspection, Testing and Adjustment

3.14.1 Carrier may, upon reasonable notice, make such tests and inspections as
may be necessary to determine whether tariff requirements are being
complied with in the installation, operation, and maintenance of
Customer’s or Carrier’s equipment. Carrier may, without notice, interrupt
Service at any time, as necessary, because of a departure from any of these
requirements and may continue such interruption until its requirements
have been satisfied.

3.14.2 Upon reasonable notice, the facilities provided by Carrier shall be made
available to Carrier by Customer for such tests and adjustments as may be
necessary for their maintenance to a condition satisfactory to Carrier.

3.14.3 Carrier shall not be liable to Customer for any damages for Service
interruption pursuant to this Section, and Custome. shall not be entitled to
any credit for interruption of Service pursuant to this Section when the
interruption of Service is less than two (2) hours.

Interruption of Service

1999 Effective: 1999
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3.15.1 Customer shall be given a credit allowance for any interruption of Service
which is not due to (a) Carrier’s inspection, testing or adjustment, if for a
period of two (2) hours or less; (b) mistakes or errors of Customer; or (c)
the failure of facilities or equipment provided by Customer.

3.15.2 Credit allowances shall be subject to the general lialility provisions set
forth in Section 2.3 herein. It shall be the obligation of Customer to notify
Carrier immediately of any interruption of Service for which a credit
allowance is desired. Before giving such notice, Customer shall ascertain
that the trouble is not being caused by action or omission of Customer, or
is not in facilities or equipment, if any, furnished by Customer and
connected to Carrier’s facilities.

3.15.3 For the purposes of credit computation, every month shall be considered to
have seven hundred twenty (720) hours.

3.15.4 No credit shall be allowed for any interruption of Service of a continuous
duration of less than two (2) hours.

3.15.5 Customer shall receive a credit against any monthly fixed charges for an
interruption of Service of two (2) hours or more at the rate of 1/720th of
the monthly non-usage sensitive charges for the Service affected for cach
hour or major fraction thereof that the interruption continues. The formula
for calculating credit shall be as follows:

Credit=_A x B
720

"A" = Qutage time in hours

"B" = Total monthly fixed (non-usage sensitive)
charge for affected Service or facility.

4. DESCRIPTION OF SERVICE

4.1  Availability of Service — Carrier offers interexchange telecommunications
service to any person or company within its service area who desires to be a
Customer, subject to the terms and conditions of this tariff. Service is available

Issned: 1999 Effective: 1999
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twenty-four (24) hours per day, seven (7) days per week.

42  Timing of Calls

421

422

B

3

Usage sensitive charges are based on the actual usage of Carrier’s network.
Such charges are measured in Conversation Minutes.

Chargeable time for Customer shall begin when the called party answers,
as determined by hardware answer supervision, provided that such
capabilities are available from the local telephone company. If hardware
answer supervision is not available, then Carmrier will employ industry
accepted standards for the timing of calls. Chargcable time for a call shall
end upon disconnection by either party.

The initial period (minimum call duration) for billing purposes may vary
by service offering, as indicated in Section 5.2 of this taniff.

Unless otherwise specified in this tariff, Customer call charges are
measured and rounded for billing purposes to the next higher six (6)
usage which is measured and rounded to the next higher (1) minute after
the initial period. Charges are then rounded up to the nearest $ .01.

No charges apply for incomplete calls. If Customer believes it has been
incorrectly billed for an incomplete call, Carrier shall, upon notification,
investigate the circumstances of the call and issue a credit when
appropriate.

Issued by: Kea Hilden
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43  Service Offerings — Applicable rate schedules for the following services are
provided in Section 5.

43.1

432

433

434

435

Switched Access 1+ Service — An outbound long distance service. This
service utilizes Feature Group D access.

Dedicated Access Outbound Service — An outbound long distance
service that utilizes dedicated Access Lines to connect the service
location(s) of Customer to Carrier's POP.

Switched Termination Toll Free Service — An inbound long distance
service that terminates calls over the local telephone lines of Customer.
Calls are toll free to the calling party.

Dedicated Termination Toll Free Service — An inbound long distance
service that terminates calls over dedicated Access Lines from Carrier’s
POP to the service location(s) of Customer. Calls are toll free to the
calling party.

Travel Card Service — An outbound long distance service that allows
Customer to place long distance calls from locations other than their
primary service location through the use of a toll free network access
number and an Authorization Code.

Casual Calling Service — A service that allows Customer to place long
distance calls from a line that is not presubscribed t» Carrier by dialing a
Carrier Identification Code (CIC) in the form “10 XXX” or “10 10 XXX,”
or otherwise.

Issued: 1999 Effective: 1999
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44  Dedicated Access Lines — Dedicated Access Lines may be required to connect
Customer locations to Carrier’s POP. Such dedicated Access Lines, when
required, shall be the sole responsibility of Customer. Notwithstanding such
responsibility, Carrier may, upon Customer’s request, order such dedicated
Access Lines on behalf of Customer and invoice Customer for all related

recurring and non-recurring charges.
5. RATES AND CHARGES
5.1 Gesenal

5.1.1 Conversation Minutes, which reflect usage sensitive charges resulting
from use of Service, are billed for all Services except Casual Calling
Service in increments of six (6) seconds with an initial period as indicated
below. Following the initial period, all charges for these Services are
rounded to the next higher six (6) second increment for billing purposes.
The charge for each call is then rounded up to the nearest § .01.
Conversation Minutes for Casual Calling Service are billed in increments
of one (1) minute with an initial period of one (1) minute, as indicated
below. Following the initial period, all charges for Casual Calling Service
are rounded to the next higher one (1) minute increment for billing
purposes. The charge for each call is then rounded up to the nearest § .01.

5.1.2 Other than the charges indicated in prior sections of this tariff, there are no
installation charges or monthly recurring charges for Service, except for
charges indicated in Section 5.3 and the installation charges and/or
monthly recurring charges associated with the use of dedicated Access
Lines ordered by Carrier on behalf of Customer.

Issued: 1999 Effective: 1999
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52 Initial Periods
5.2.1 The initial period for Switched Access 1+ Service is six (6) seconds.

5.2.2 The initial period for Dedicated Access Outbound Service is six (6)
seconds.

£

The initial period for Switched Termination Toll Free Service is eighteen
(18) seconds.

:

The initial period for Dedicated Termination Toll Free Service is eighteen
(18) seconds.

5.2.5 The initial period for Travel Card Service is thirt/ (30) seconds.
52.6 The initial period for Casual Calling Service is one (1) minute.
53  Basic Service Rates
53.1 Switched Access 1+ Service
Usage Sensitive Charges (Rate Per Minute):

United States (All Day Periods): $0.1490

Calls originating or terminating in Alaska,
Hawaii, Puerto Rico, U.S. Virgin Islands
(All Day Periods): $0.2000

Issued by: Ken Hilden
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53.2 Dedicated Access Outbound Service
Usage Sensitive Charges (Rate Per Minute):

Calls originating and terminating in continental
United States (All Day Periods): $0.0790

Calls originating or terminating in Alaska,
Hawaii, Puerto Rico, U.S. Virgin Islands
(All Day Periods): $0.1800
53.3 Switched Termination Toll Free Service
Usage Sensitive Charges (Rate Per Minute):

Calls originating and terminating in continental
United States (All Day Periods): $0.1490

Calls originating or terminating in Alaska,
Hawaii, Puerto Rico, U.S. Virgin Islands

(All Day Periods): $0.2400
Non-Usage Sensitive Charges:

Installation fee for toll free number: $ 10.00

Per Directory Listed Toll Free Number Per Month: $27.00

Monthly recurring charge: $ 500

Charge per call for all calls originating from
payphones $045
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534 Dedicated Termination Toll Free Service

Usage Sensitive Charges (Rate Per Minute):
Calls originating and terminating in continental
United States (All Day Periods):
Calls originating or terminating in Alaska,
Hawaii, Puerto Rico, U.S. Virgin Islands
(All Day Periods):

Non-Usage Sensitive Charges:

Installation fee for toll free number:
Per Directory Listed Toll Free Number Per Month:

Charge per call for all calls originating from
payphones

535 Travel Card Service
Usage Sensitive Charges (Rate Per Minuie):

Calls originating and i e i
United States (All Day Periods):
Calls originating or terminating in Alaska,
Hawaii, Puerto Rico, U.S. Virgin Islands
(All Day Periods):

Charge Per Call
Charge per call for all calls originating from
payphones

53.6 Casual Calling Service

$0.0790

$0.1800

$25.00
$27.00

$045

$0.1800

$0.2500

$030

$045
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Usage Sensitive Charges (Rate Per Minute):
All Day Periods: $0.1790
54  Other Service Charges
54.1 Returned Check Fee
Returned Check Charge (Per Check): $25.00
5.4.2 Directory Assistance Charge
Charge Per Directory Assistance Call: $0.85

55  Special Promotions

Carrier may, from time to time, waive or vary the rates and charges associated
with certain services for promotional, market research, or other similar purposes.
In no case shall the resulting rates and charges exceed the rates and charges listed

Santa Barbara, California 93101

in this taniff for the same services.
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56  Service Offerings for ALLSTAR’s Home Run, All World, Grand Slam, and
Triple Play Calling Plans— Applicable rate schedules for the following services
are provided in Section 5.8.

5.6.1 Switched Access 1+ Service — An outhound long distance service. This
service utilizes Feature Group D access.

562 Dedicated Access Outbound Service — An outbound long distance
service that utilizes dedicated Access Lines to conmect the service
location(s) of Customer to Camrier’s POP.

563 Switched Termination Toll Free Service — An inbound long distance
service that terminates calls over the local telephone lines of Customer.
Calis are toll free to the calling party.

564 Dedicated Termination Toll Free Service — An inbound long distance
service that terminates calls over dedicated Access Lines from Camrier’s
POP 1o the service location(s) of Customer. Calls are toll free to the
calling party.

565 Travel Card Service — An outbound long distance service that allows
Customer to place long distance calls from locations other than their
primary service location through the use of a toll free network access
number and an Authorization Code.

5.6.6 Casual Calling Service — A service that allows Customer to place long
distance calls from a line that is not presubscribed to Carrier by dialing a
Carier ldentification Code (CIC) in the form “10 XXX” or “10 10 XXX,”

or otherwise.
ssacd: 199 Effective: 199
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5.7 Dedicated Access Limes — Dedicated Access Lines may be required to connect
Customer locations to Carrier’s POP. Such dedicated Access Lines, when
required, shall be the sole responsibility of Customer. Notwithstanding such
responsibility, Carrier may, upon Customer’s request, order such dedicated
Access Lines on behalf of Customer and invoice Customer for all related

S8  RATES AND CHARGES
58.1 General

A Conversation Minutes, which reflect usage sensitive charges resulting
from use of Service, are billed for all Services :xcept Casual Calling
Service in increments of six (6) seconds with an initial period as indicated
below. Following the initial period, all chaiges for these Services are
rounded to the next higher six (6) second increment for billing purposes.
The charge for each call is then rounded up to the nearest $ .01.
Conversation Minutes for Casual Calling Service are billed in increments
of one (1) minute with an initial period of one (1) minute, as indicated
below. Following the initial period, all charges for Casual Calling Service
are rounded to the next higher one (1) minute increment for billing
purposes. The charge for each call is then rounded up to the nearest $ .01.

B. Other than the charges indicated in prior sections of this tariff, there are no
installation charges or monthly recurring charges for Service, except for
charges indicated in Section 5.3 and the installation charges and/or
monthly recurring charges associated with the use of dedicated Access
Lines ordered by Carrier on behalf of Customer.
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582 Inmitial Periods
A The initial period for Switched Access 1+ Service is six (6) seconds.

B The initial period for Dedicated Access Outbound Service is six (6)
seconds.

C The initial period for Switched Termination Toll Free Service is cighteen
(18) seconds.

D.  The initial period for Dedicated Termination Toll Free Service is eighteen
(18) seconds.

E. The initial period for Travel Card Service is thirty (30) seconds.
F.  The initial period for Casual Calling Service is one (1) minute.
S83 Basic Service Rates
A Switched Access 1+ Service
Usage Sensitive Charges (Rate Per Minute):
Interiata: $0.115
Intralata: $0.115

Issued by: Ken Hildea
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Usage Sensitive Charges (Rate Per Minute):
Interiata: $0.079
Intralata: $0.079

C. Switched Termination Toll Free Service

Usage Sensitive Charges (Rate Per Minute):
Interiata: $0.115
Intralata: $0.115
Installation fee for toll free number: $10.00
Per Directory Listed Toll Free Number Per Month: $27.00
Monthly recurring charge: $ 500
Charge per call for all calls originating from
payphoncs $0.45
Issard: 199 Effective: 199
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D. Dedicated Termination Toll Free Service

Usage Sensitive Charges (Rate Per Minute):

Interiata: $0.079
Intralata: $0.079
Non-Usage Sensitive Charges:
Installation fee for toll free number: $25.00
Per Directory Listed Toll Free Number Per Month: $27.00
Charge per call for all calls originating fiom
payphones $0.45
E. Travel Card Service
Usage Sensitive Charges (Rate Per Minute):
Interiata: $0.170
Intralata: $0.170
Non-Usage Sensitive Charges:
Charge Per Call $0.30
Charge per call for all calls originating from
payphones $045
bosed: 199 Effective: 199
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584 Other Service Charges

A

Returaed Check Fee

Returned Check Charge (Per Check): $25.00
B.  Directory Assistance Charge
Charge Per Directory Assistance Call: $0.85
585 Regulatory Fees

)

2

&)

Carrier may also collect from Customer a pro rata portion, including
administrative cxpenses, of certain regulatory fes imposed on the Carrier
by the Commission, including but not limited to fees imposed on the
Carmier 10 support universal telecommunications service.

Carier may collect from Customer charges Carrier pays for access to local
networks, including, but not limited to, Commission-mandated charges
such as the Presubscribed Interexchange Carrier Charge. Carrier may also
charges.

Carrier may collect from Customer that portion of payments made to other
carriers which reflects pass throughs to Carrier of payments made by such
other camiers of regulatory fees (including but not limited to fees imposed
on such other carriers to support universal telecommunications service)
and fees for access to local networks. Carrier may also collect from

586 Special Promotious

Carrier may, from time to time, waive or vary the rates and charges associated
with certain services for promotional, market research, or other similar purposes.
In po case shall the resulting rates and charges exceed the rates and charges listed
in this tariff for the same services.

Issued: 999
—

Effective: 9%




£ A SO

EXHIBIT F
(Key Personnel)




Kenneth P. Hilden
President
ALLSTAR Telecom, Santa Barbara, CA

Ken Hilden, President of ALLSTAR Telecom, possesses over 30 years of telecommunications
industry experience with particular expertise in sales management. Mr. Hilden joined ALLSTAR
Telecom's parent company, STAR Telecommunications, Inc. (Nasdaq: STRX) in 1996 afler
spending two years at Texas-based IXC as Vice President of Sales. Prior to that, he was Vice
President of Sales at West Coast Telecommunications (“"WCT™), a nation-wide long distance
carvier and spent eight years as Regional Vice President at WilTel. Mr. Hilden aiso spent seven
years at MC! in a variety of management positions at several MCl facilities across the country.

Mr. Hilden began his career in telecommunications in the mid 1960's working evenings for Pacific
Telephone Company while attending universily in the San Francisco Bay area. He held many
different posts at Pac Tel before moving to Southemn Pacific Communications Company in 1976,
which later became Sprint.

As President of ALLSTAR Telecom, Mr. Hilden is responsible for formulaling ALLSTAR's
strategic direction and overseeing all operations. ALLSTAR Telecom is a wholly owned
subsidiary of STAR Telecommunications, inc., one of the nation’s largest publicly held
infernational long distance companies. Launched in 1998, ALLSTAR Telecom specializes in
offering swilched and dedicated long distance service, toll free service and calling card service to
intemationally focused businesses. ALLSTAR has grown to ten sales offices nationwide, with
additional major account teams located in Europe and Asia. Under the leadership of Mr. Hiden
and his management team, ALLSTAR Telecom is leading STAR's expansion in the global
commercial secior.
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Carisiopner E. Edgecomb

Mr. Edgecomb co-founded the Company in September 1993,
served as President of the Company until January 1996 and
has served as the Company's Chief Executive Officer and
Chairman of the Board since January 1996. Mr. Edgecomb
has been a Director of the Company since its inception. Prior
to that time, Mr. Edgecomb was a founder and the Executive
Vice President of West Coast Telecommunications ("WCT™),
a nation-wide long distance carrier, from August 1989 to
December 1994. Prior to founding WCT, Mr. Edgecomb was
President of Telco Planning, a telecommunications consulting
firm, from January 1986 to July 1989. Prior to that time, Mr.
Edgecomb held senior level sales and marketing positions
with TMC Communications, American Network and Bay
Area Teleport.

LdlY . L AdNeY

Ms. Casey has been a Director and Secretary of the Company
since co-founding the Company in September 1993, and has
served as the Company's President since January 1996. Prior
to that time, Ms. Casey was Director of Customer Service at
WCT from December 1991 to June 1993, and served as
Director of Operator Services at Call America, a long distance
telecommunications company, from May 1988 to December
1991.

SJuvie ¥ aun Crumiy

Mr. Crumly has served as the Company’s Executive Vice
President-Sales and Marketing since January 1996. Prior to
that time, Mr. Crumly served as a consultant to the Company
from November 1995 to January 1996, was Vice President of
Carrier Sales of Digital Network, Inc. from June 1995 to
November 1995 and was Director of Carrier Sales of WCT
from June 1992 to June 1995. Prior to joining WCT, Mr.
Crumly served in various sales and marketing capacities with
Metromedia, a long distance company, from September 1990
to June 1992 and with Claydesta, a long distance company,
from May 1987 to September 1989.

JINEN L. AolsTRUa

Mr. Kolsrud has served as the Company's Executive Vice
President-Operations and Engineering since September 1996.
Prior 10 joining the Company, Mr. Kolsrud was an
international telecommunications consultant from March 1995
to September 1996. Prior to that time, he was a Vice
President, Corporate Engineering and Administration of [DB
Communications Group, inc. ("IDB"), an interational
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communications company, from October 1989 to March
1995, and prior to that time, he was President of the
International Division of IDB.

Ketly D. Enos

Ms. Enos has served as the Company’s Chief Financial
Officer since December 1996 and as Treasurer since A.pnl
1997. Prior to that time, Ms. Enos was an i

consuitant in the merchant banking field from Febmaxy 1996
to November 1996 and a Vice President of Fortune Financial,
a merchant banking firm, from April 1995 to January 1996.
Ms. Enos served as a Vice President of Oppenheimer & Co.,
Inc., an investment bank, from July 1994 to March 1995 and a
Vice President of Sutro & Co., an investment bank, from
January 1991 to June 1994.

toldddasy Caddsuinly
Mr. Chesonis has served as a Director of the Company since
May 1998. With over 14 years of telecommunications
industry experience, Mr. Chesonis comes to STAR after
serving as President and Chief Operating Officer of ACC,
Corp, now TCG, where he held responsibility for all sales,
marketing, customer service, network engineering, and
operating activities throughout ACC's U.S., Canadian, and
U.K. subsidiaries. Before his clection as President and COO
in 1994, Mr. Chesonis held the positions of President of ACC
Long Distance Corp. (U.S.), President of ACC-Tel
Enterprises (Canada), and Managing Director of ACC Long
Distance (U.K.).

iy JoNinen
Mr Gershien has served as a Director of the Company since
March 1998. Mr. Gershien has been the Senior Vice President
of Sales and Marketing for Level 3 Communications, a
telecommunications and information services company, since
January 1998. Prior to that time, Mr. Gershien was the Senior
Vice President of National Accounts for WorldCom, Inc., an
international telecommunications company, and President and
Chief Executive Officer of MFS Telecom, a division of MFS
Communications, Inc. prior to its merger with WorldCom.
Inc.

Cewtdwil drarcuiay, Ji,

Mr. Hutchins has served as a Director of the Company since
January 1996. Mr. Hutchins has been President of GH
Associates, a telecommunications consulting firm, since July
1989. Prior to founding GH Associates, Mr. Hutchins served
as President and Chief Executive Officer of ICC
Telecommunications, a competitive access provider, and held
senior management positions with several other companies in
the telecommunications industry.

it i Saeaegar

Mr. Snedegar has served as a Director of the Company since
January 1996. Mr. Snedegar has been the Presidert and a
Director of UDN since June 1990. From June 1980 to

http://www.startel.com/bios.html /15199
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wum Jawfik

Sam Tawfik has served as a Director of the Company since

; 1 Communications,
Inc. in April, 1995 and was Chairman of the Board of
Directors and Chief Executive Officer of PT-] until its merger
with STAR in February of 1999, Prior to 1995, Mr. Tawfik

invested in and managed fixed and liquid asset portfolios for
private accounts.

D wholesale services commercial services company news
VETION r3in career opportunities  site map contact STAR
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NATIONSBANK
ALLSTAR TELECOMMUNICATIONS, INC. NATIONSBANK CUSTOMER CONNECTION 402500
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South Dakota Public Utilities Commission

WEEKLY FILINGS
For the Period of August 19, 1999 through August 25, 1999

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

CONSUMER COMPLAINTS

CT99-037 In the Matter of the Complaint filed by Lyle Tunheim, Andover, South Dakota,
against MCl WorldCom Regarding Increase in Rates Without Notice.

The Complainant indicates that he was contacted by a telemarketer representing MCl offering a rate
of 10 cents per minute for long distance calling. The Complainant then received a billing in which he
was charged up to $3.04 per minute. The Complainant wishes the billing to be rerated to 10 cents
per minute.

Staff Analyst: Leni Healy
Staff Attomey: Karen Cremer
Date Filed: July 8, 1999
intervention Date: NA

CT99-038 In the Matter of the Complaint filed by Loren A. Odland, Arfington, South Dakota,
against Preferred Billing Regarding Unauthorized Switching of Services.

The Complainant indicates that phone service for Trinity Lutheran Church was switched to Preferred
Billing without authorization during December 1998. The Complainant has been unable to
successfully resolve the dispute and is seeking complete reimbursemen: of charges and penalties
assessed.

Staff Analyst: Leni Healy
Staff Attomey: Camron Hoseck
Date Filed: August 9, 1999
intervention Date: NA :

NATURAL GAS

NG99-004 In the Matter of the Filing by NorthWestern Public Service for Approval of
Contract with Deviations with Dakota Ethanol - Lake Area Comn Processors.

NorthWestermn Public Services is proposing to revise its South Dakota Natural Gas Tariff. The
proposed revision lists an additional Contract with Deviations to serve Dakota Ethanol - Lake Area
Com Processors, a new ethanol plant near Wentworth.

Staff Analyst: Dave Jacobson
Staff Attomey: Karen Cremer
Date Filed: August 24, 1999
intervention Date: September 10, 1999




NG89-005 In the Matter of the Filing by NorthWestem Public Service for Approval of Tariff
Revisions.

NorthWestermn Public Service has filed to revise its South Dakota Natural Gas Tariff by adjusting its
fuel retention percentage in Subsection 6.2. The Gas Transportation Tariff General Terms and

Conditions call for the retention percentage for the Company’s South Dakota distribution system to
be adjusted annually based upon the actual percentage incurred by the Company in the prior year.

Date Filed: August24 1999
intervention Date: September 10, 1999

TELECOMMUNICATIONS

TC99-087 In the Matter of the Application of TON Services Inc. for a Certificate of Authority
to Provide Telecommunications Services in South Dakota.

TON Services Inc. has filed a request for a Certificate of Authority to offer resold interexchange

“HCESNER in the Matter of the Application of AS Telecommunications, Inc. &/b/a ALLSTAR
Telecom for a Certificate of Authority to Provide Telecommunications Services in
South Dakota.

AS Telecommunications, Inc. db/a ALLSTAR Telecom has filed a request for a Certificate of

Authority to offer resold intrastate interexchange services, including, but not mited to, 1+
telecommunications service; and toli free, private line, and travel card services.

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



INTEROFFICE MEMORANDUM

TO: PUBLIC UTILITIES COMMISSIONERS
FROM: HEATHER FORNEY

SUBJECT: TC99-088 IN THE MATTER OF AS TELECOMMUNICATIONS, INC.
D/B/A ALLSTAR TELECOM FOR A CERTIFICATE OF AUTHORITY
TO PROVIDE TELECOMMUNICATIONS SERVICES IN SOUTH
DAKOTA

NOVEMBER 22, 1999

BILL BULLARD, ROLAYNE AILTS WIEST, GREG RISLOV, CAMRON
HOSECK, ERIC E. BOHMAN

The following information was provided to commission staff as part of a data response on
the above-mentioned docket. I thought that it would be of interest to you.




T Aocount NURBSE. Lssi Name GompemName Status
FCC
CRED: Delay in credit/refund 4
Goodson Resolved
SLAM
Rosler Resolved
Topp Resolved
Evans Norman Evans Masonry, Inc. Resolved
NOT FOUND Schuchat _|Premier Technologies Resoived
Wardell Resolved
SLAM: Forged LOA
1003476 Leong Alpha international Business, Inc. |Resolved
JOOXK: Assistance: siamming by other carriers.
Robinson Resolved
Morey Resolved
CRAM: Unauthorized cherges
Louviere Resolved
BILL: Cancelied account; still billed.
Sinatra Ann Teresa Hair Care Resolved
Colorado AG
BILL: Cancelied account; stil billed.
Mitchell Resolved
illinols AG
SLAM
Robertson Resolved
|New York AG
BILL: Cancelled account; still billed.
20137 Johnston Resolved







22819

BILL: Bl faled to identlty originating AN

|California PUC

BILL: PICC dispute




ALLSTAR Telecom

223 E. De La Guerra
Santa Barbara, CA 93101
(805) 899-1962
December 13, 1999 RECZ; e
South Dakota Public Utilities Commission 0EC 20 1999
Attention: Ms. Heather Forney SOUTHDAK
Capitol Building, 1st floor OTA Py
500 East Capitol Avenue MLTIES OOMMJss;Bg,‘c
Pierre, SD 57501-5070

Re:  AS Telecommunications, Inc.’s Application
for a Certificate of Authority

TC99-088
Dear Ms. Fomey:

Pursuant to correspondence recently received from your office, please find enclosed an
original and ten copies of the following revised original tariff pages:

Page 7 Page 13
Page 10 Page 14

As you requested, the revised pages remove any reference to AS Telecommunications,
Inc.’s collection of deposits in the State of South Dakota.

Acknowledgement and date of receipt of this transmittal letter is respectfully requested
and a pre addressed stamped envelope is enclosed for this purpose.

If you should have any questions regarding this filing or need any supplemental
information, please contact me at (805) 963-1619, extension 3711.

Thank you for your assistance.

Sincerely,
W ’Z

Eric E. Bohman

On Behalf of AS Telecommunications, Inc.

Enclosures




AS TELECOMMUNICATIONS, INC. S.D.P.UC. Tariff No. |
da ALLSTAR TELECOM Original Page 7

32 Limitations oa Service

3.2.1 Service is offered subject to the availability of the necessary facilities and
subject to the provisions of this taniff.

322 To the extent that any conflict arises between the terms and conditions of a
Service Agreement and the terms and conditions of this tanff, the taniff
shall prevail.

3.2.3 Carrier reserves the right to discontinue fumnishing Service, or to limit the
use of Service, when necessitated by conditions reasonably beyond its
control, when Customer is using Service in violation of the law or in
violation of the provisions of this tariff, or in the event of non-payment by
Customer.

3.24 Service provided under this tariff is directly controlied by Camier, and
Customer may not transfer or assign the use of Service, except with the
prior written consent of Carrier. Such transfer 2r assignment shall only
apply where there is no interruption in the use or location of Service, and
where all regulations and conditions contained in this tariff, as well as all
conditions for Service, shall apply to all such permitted assignees or
transferces.

325 Carmier may require Customer to sign an application form furmnished by
Carrier and to establish credit as provided in this tariff, as a condition
precedent to the initial establishment of Service. Carrier may also require 2
signed authorization from Customer for additions to or changes in existing
Service. An application for service canceled by the applicant or by Carrier
prior to the establishment of Service is subject to the provisions of this
taniff.

3.2.6 At the Customer’s request, Carrier may assign one or more sub-accounts
for billing purposes and direct sub-account .nvoices to affiliates of
Customer or other designated entities for payment purposes. Such
requests shall not affect the liability of Customer, who shall remain solely
liable to Carrier for payment of all invoices for Service requested and
obtained by Customer, whether invoiced by Carrier to Customer, its

affiliates, or other designated entities.
Issued: 1999 Effective: 1999
Issued by: Ken Hilden
AS Telecommunications, Inc.
223 East De La Guerra Street

Santa Barbara, California 93101



AS TELECOMMUNICATIONS, INC. S.D.P.UC. Tariff No. |
dba ALLSTAR TELECOM Onginal Page 10

34  Cancellation or Discontinuance of Service by Carrier

3.4.1 Without incurring any liability, the Carrier may cancel future Service or
discontinue existing Service to Customer for:

A. Customer’s noncompliance with any of the provisions of this tanff
or any applicable state, municipal or Federal law, ordinance or
regulation.

B. Nonpayment of any sum due Carrier for more than thirty (30) days
after delivery of an invoice to the custody of the U.S. Mail or other
standard dclivery service.

C. Use of equipment in such a manner as to adversely affect Carrier’s
equipment or Service to others.

D. Where Service has not been duly authorized; has been obtained by
fraud, false pretenses, or trick; or Carrier has reason to believe that
Service has been or would be unauthorized or obtained
fraudulently, under false pretenses, or trick. Whenever Service is
canceled or discontinued pursuant to this Section 3.4.1.E., Cammier
may, before restoring Service, require Customer to make, at its
own expense, all changes in facilities or equipment necessary to
climinate unauthorized or fraudulent use and to pay to Carrier an
amount reasonably estimated by Carrier as the loss in revenues to
Carrier resulting from such unauthorized or fraudulent use plus
claims lodged against Carrier by third parties.

E. Any order or decision of a court or other government authority
having jurisdiction that prohibits Carmier from furnishing Service to
Customer.

3.42 Carrier shall give Customer such notice as is required by applicable laws
and regulations prio: (0 canceling or discontinuing service. In the absence
of any legal requirement to the contrary, Camrier may provide Customer
with such notice as the Carrier deems necessary to give Customer an
opportunity to remedy the cause of the planned cancellation or

Issued 1999 Effective: 1999
Issued by: Ken Hilden
AS Telecommunications, Inc.
223 East De La Guerra Strect

Santa Barbara, California 93101




AS TELECOMMUNICATIONS, INC. S.D.P.U.C. Tariff No. |
db/a ALLSTAR TELECOM Original Page 13

3.8 Paymenat and Billing

3.8.1 All Service by Camier is provided and billed on a monthly basis. For the
billing of fixed charges, Service is considered (0 be established upon the
day which Carrier notifies Customer of the installation and testing of
Customer’s Service. For the billing of usage-sensitive charges, Customer
shall be billed for all charges accrued beginning upon its initial access to
Service. All charges shall be billed monthly in arrears and are due and
payable by Customer upon receipt. When Carrier is unable to bill
Customer calls due to lack of complete billing information or for other
reasons, bills for Service may be rendered up to one hundred cighty (180)
days in arrears. The rates charged to Customer for Service shall be the
rates in effect on the first day of Customer’s billing cycle.

382 Bills are due and payable upon receipt. Interest at the lesser of a rate of
onc and one-half percent (1.5%) per month, or the maximum rate allowed
by law, shall be charged on any amount remaining unpaid after thirty (30)
days from delivery of an invoice to the custody of the U.S. Mail or other
standard delivery service.

383 The security of Authorization Codes used by Customer are the
responsibility of Customer. All calls placed using such Authorization
Codes or using facilities owned or controlled by Customer shall be billed
to Customer and must be paid by Customer.

384 Carrier reserves the right on an ongoing basis to examine the credit record
and payment habits of Customer. A Customer whose Service has been
discontinued by Carrier for the non-payment of bills shall be required to
pay any unpaid balance due to Carrier before Service is restored.

385 Ifnotice from Customer of a dispute as to charges is not received in
writing by Carrier within one hundred cighty (180) days afier delivery of
an invoice to the custody of the U.S. Mail or other standard delivery
service, the billing will be considered correct and binding.




AS TELECOMMUNICATIONS, INC. SDP.UC. Tariff No. |
4b'a ALLSTAR TELECOM Original Page 14

386 A charge of twenty-five dollars ($25.00) or the applicable statutory retum
check charge, whichever is less, shall apply whenever any check or draft
for payment of Service is not accepted by the institution on which it is
written.

39 Intentionally left blank

3.10 Advaace Paymeats — Carrier docs not require or collect advance payments from
Customers, unless such payments are specifically provided for in this taniff.

Issued: 1999 Effective: 1999
Issued by: Ken Hilden
AS Telecommunications, Inc.
223 East De La Guerra Street

Santa Barbera, California 93101




BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) ORDER GRANTING
AS TELECOMMUNICATIONS, INC. D/B/A ) CERTIFICATE OF
ALLSTAR TELECOM FOR A CERTIFICATE OF ) AUTHORITY
AUTHORITY TO PROVIDE )

TELECOMMUNICATIONS SERVICES IN ) TC99-088
SOUTH DAKOTA )

On August 25, 1999, the Public Utilities Commission (Commission), in accordance
with SDCL 49-31-3 and ARSD 20:10:24:02, received an application for a certificate of
authority from AS Telecommunications, Inc. d/b/a ALLSTAR Telecom (ALLSTAR).

ALLSTAR proposes to provide 24-hour intrastate interexchange telecommunications
sex vices over the facilities of other carriers. These services will include toll free service,
private line service, travel card service, and 1+ telecommunication services. A proposed
tariff was filed by ALLSTAR. The Commission has classified long distance service as fully

On August 26,1999, the Commission electronically transmitiad notice of the filing
and the intervention deadline of September 10, 1999, to interested individuals and entities.
No petitions to intervene or comments were filed and at its January 6, 2000, meeting, the
Commission considered ALLSTAR's request for a certificate of authority. Commission
Staff recommended granting a certificate of authority, subject to the condition that
ALLSTAR 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 SDCL
Chapter 49-31, specifically 49-31-3 and ARSD 20:10:24:02 and 20:10:24:.03. The
Commission finds that ALLSTAR has met the legal requirements established for the
granting of a certificate of authority. ALLSTAR 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 ALLSTAR's
application for a certificate of authority, subject to the condition that ALLSTAR 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 ALLSTAR's application for a certificate of authority is hereby
granted, subject 1o the condition that ALLSTAR not offer a prepaid calling card or require
deposits or advance payments without prior approval of the Commission. Itis

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




Dated at Pierre, South Dakota, this Azd’dayouanuary.zooo.

===

The undersigned hereby certifies that Uds
document has been served todey upon il parties of
record in this dociet, as listed on the dockst service
Nst, by first class mal, in properly addressed
envelopes, prepad thereon.

SSION:

BY ORDER OF THE C

By.
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| SOUTH DAKOTA PUBLIC UTILITIES
COMMISSION

CERTIFICATE OF AUTHORITY

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

Authority was Granted January 6, 2000
Docket No. TC99-088

This is to certify that
AS TELECOMMUNICATIONS, INC. D/B/A ALLSTAR TELECOM

is authorized fo 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 goveming its conduct of offering telecommunications
Services.

Dmaapms«mmm@z dayof 2000.

SOUTH DAKOTA nm!c






