
RIC.. Sal~1afUllrsli.,.,,.,et S«lUiriu

DurinK 1997, tM RtjisD'lDt issued (i) an asP" of 2,100.000 lIhares of Class A Common SlOCk in
connection ....ith the aoquilltiott of~ (n) 2,757,083 shams of Clus A Common SUd: in COIlIleCtion with
the acquisition of ETC, and (iii) 1.667.624 wbolo abateSi of Class A Common S&oek in COrm=botl with tbI>
acquiairion of BlzTeL Sa "Busincss--Otber ReceGt DcveloprrunUl'" '!be lnaea.ce of Clais A CauImon StoCk
in each ac:qulsition wu deemed c:wnpt from tbe zeptration~ts of the Securities Act pursuant to
Section 4(2) or the Securities A.ct of 1933, u amended. The JIlefpltms of C1III5 A Commoa Stock h\ eadl
lI'a.nSaCdOl1 tqJre£ented dleir imz:ntion& to 8CQ\lile the Class A CommOD Stock fur iovestmtat pur,po_ ouly and
POt wtlll a~ to or for !lale in eonnecdon with any distribution of Clua A Common $t(x:k.

Item 6. S81M:1Ml ~rumdtll D4III

The foUowiq tables pteSe1U hiatmical summary comb1M4 fiDancial dua fw tile years 1993, 1994 iuxl199S.
derived from the combined audited lUstor1cal ftDancial statement.l of TOO aod TCG Plr&ncn. l'be selected.
hIDdal data act forth below for the).... 1996 and 1997 Iwve been detiwd from the corwo11dated finamDl
SwemeDtI of TOO. 'l"ha .6rudal1taU:mentli for the yaq 1995 dxoup 1997 ba"ve bllm IUdlUtd by De10itte "
TOUche UP, independent auc!itotS, whose repotr tbereon appoarI d.8ewhcm in this form to-x...

y.......~!1.
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Opc:ndDg lOllS _.. _ ..

~:
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Loa~ IDCD.me bx£j; __ _ •••••••••••••

IDcome r:u: (]Il'OVlsloa) ben!lJjt •.••••••••••••.••••••••••

Nl:ItlQ» •.••.••••..•.••..•••••••.•........••••••••••

OdurIMtaI
EBltDA(S) _. S
Cub Bow. tkom~ aYiJies .........•..•..•....
Cull &0.1. fl'om IDftlIin; aotiYhiu •••••.• _.......••.••.
C-.b 1l01l¥1 frocn f!undD& acri'tiaa,_ .••..•••••.•.••..•••
Ciflilalexp~6) __ ..
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• _.~A! CI«pa1ICIIIe~ iDc:Duad:fet MrVic:eI p1:n'Ided 10 tbe
LocI1 Ma£bt Psr.1nIIabipI, in the amDUa.tI of $21.4 miWoo. S29.6 mlIUon, $19.4 million _ $1.4 miUi.OIl
fat the yean 1996, 1995, 1994 aDd 1993.~vdy.

(3) In Deeemher 1997. TCG PIlDaled th. acquired ..seu aDd tiabDitili of CBlPnel, .d as a resuJt of 1he
~a. Tea expenM41t:q\1irc4 m-9tOceas mseatdt IDd dovelopment eoA$.

(4) Minori~ mretat re!ecrs Fidcfuy COIDJIJl.IIlicaI Inc.'s equily intmst in Teleport C0DUD1W iQucms
BostOG for 1993 IUd 1994: a Cox aftilim's h1te... in TOO San DJaJO for 1993 tad 1994; _ TCl a
CoJUlnenatJ af&Jiata. iDtemsm in TeG St. Loois b' 1994 mil99S tad 1996. In 1996. der limg etfect
to the TOO~OD IIJd tb£ dobt ad equity offeria&s CODSJlRImIled in JUly 1996, tha JDinClrity
lmcnst tdocb Viacam Te1econL. Inc.·s equity iGtcRsts of 22.2" and n.99t in TeG Seaale ad TCG S~

FruIeireo, rcspcc;tive1y. and In~edia PIrInm' equity iuJefeat of 4.24Jfl iD TOO Sm lTaDciaco. In 1991
TeG qg looaer recorded. minority iDteroat for the Local Mad:Je( Panoc:nhip' due to tho completion ot the
TCG R!Qrpniution.

(~) EBftDA crmBiBts of ecninp (lost) beftn iJlt£mt. ill.COma tIXc6.d~ am.ar:tizatioo., lninorlty
i~ and cqu!t)' in IolSes of UIICOQSOJidaled afftll8llllS. It is a 1IlCUUfO commonty used in tbe
teIec~indus~ aJ1d is prqeDled to -.1st in undCl1tudil1l TeG's operating results. BBrrDA
is not i.ntI:nded to rept'eSCl1t cash flows or results of operations in lICCotda,nce with U.S. CJAAP fOt the
periods indioated. TCG'6 U$C of BDrrDA may Dot be comperable to ailJJi1ady tilled Q1eUtlrel du$ to the use
by other cOlDplDies of differGt ftlWlciaJ stalClIIIImI ClOmpooellts in ca1cullltinr. SrrDA.. In 1997, this
amoum teprcseots R.eclllrln: BBlTDA which is deflDed as BBlTDA excluding a one-tiu non-recuu1ng
cbarf¢ for acqa1red. in-prooest leScll'Ch and development costs.

(6) Capilal~ for 1996 ue Dt.C. of the d'fect of tM inclusion of the Local MalUt PutMrshiP3 as of
June 30. 1996.

(7) The ratio of earnlDaa to tiMId cbarges is compu.ted by dividiq pre-tax income from operaIions befole, fixed
cbaIpa (other thlll capiraliteel ia.mrest) by 1ix8d c1'wIes. Fixed ch:arg8s coosist of im«tat chatps and. tht
8.DJOI'tizIO.on of debt expense SDd dilCODIlt ot pnmlium telaled to~, wb.ethsr C«.penscd or
capira'jud., u.d that portion of reDJ:a1 C'XpcQso the Company believes to be rcpmeDlaaivc of IDteteit. For tho
year. 1997. l~ 1995. 1994 and 1993, earnings were insufficir.tlt to cover fiud cllarg" by 5221.0 mllHon.
$116.2 million, $~4.1 million. $31.0 mlllloo and $23.2 milliOll, respectively.

1_7. M4JUlIUYIIt'J DUc:rwion ;mil AftG9,ris ofF~CoDtIItIDn ad R,sultr olOpemtiDns

OVUl'lew

'rCa. the fitSt and.larpst ctEC in 'the l,;nited swes. offers compt'eb.Dve tdl.COl:l\mUD.ications aervice& in
major metrQpoliEan mllkeUl nationwide. The Company competes v,idl, n.E:Cs b)' provi<llD& high quality,
iutosmed te1t;commoniCaJiODl l«Vita. pnmatiIy O\'tOr tiber optic d1Jka1 netwcdcI. to meet the voic.e. daIa and
vI&lo transmission. needs 01 its customers. TCG'$ customers arc principally te1ec:ommuniCltious intensive.
businesses. hcalthcare and oducaQo.nal institutions, lovemmental agencies, lo~ distanct carrien: and rc:se.Ders.
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Ace CORP.

400 WEST AVENUE
ROCHESTER, NEW YORK 144511

MII'Cb 27, L99B

Our Stockholder:

You are iDvited to attend a Special Mt:eQq of Stockholders (dle "SpeQal McetiJJr") of ACe Colp., a
De.law~ c:orporation e'ACC"). 10 be held at the of6ccs of Nb.oD. Har.....,e. Devan, &. l>ayle 1J..P,
437 Midiaon Avenue, 24Eb floor, New yotk. New York 10022. on Tuesday, Apdl21, 1998 at 11:00 un.,loc:al
time.

The purpose of tbo Special Meetinl is to conaider ud vote upon a.:. ApMment and PIa of Mrqer, dated
as ofNovCl'l1ber 26. 1997 (the .'Merpr Aan=emedIU

). by ud amoag Ace, TCO MIrpr 0;), Ine., a Delaw8!C
coqxndoD (uMerprCo"), IUd Teleport ColllU1\l1lkaIiOOI Group Jnc., a DeI&WIIe~ (''TOO''), and
an maced transadion5. iDcludil1,l. witbout llmitabon. abe ~pr of MerprCo with aod into Ace (Ule
uMecaer"). ({the Mc,pt is CODIWlUDBUld. Ace '''(ill lur,..ivll tho M.erpr as a whoUy-oWilecl.ublidiary ofTOO,
and the shares of the Clill A Common Stoclc of Ace, par value SO.DIS per !Nro (the "ACe Stock"). rb&l. are
issued and outstandiDg at the 8ffecttve time of the Merle.' (other than 1b_1lt:Jd in ACC·. aeuury. or by a
whoU)""OWDed subiidiary of ACe. which will bo ~ed without any coa.side:ation beJD& i'tued or paid
Eberefot) win be COD\'I!lItcd IUllcnnadca.l1y into 1:be tiabt to n:ceive a JWdler of sbIn!I of me Oas A Conmlon
Stode of TeG, par value SO.Ol per gare (abe '''1'CG C1ass A Commoo Stock"), to Iw: determiDcd pumllnt to
the Excbanp Ratio (all defined below). A c:cpy of me Merser Apanqt Is melwJcd as ~ppendlx A Lo the
attachod Proxy SwementIPIOspeC1U8.

The ":B:lc.ehange. Ratio" means:
(i) if the Avera,gtJ Price (as ddiJled bolow) is less than 545.00, 1.11111;
(Ii) if abe Average Price is equal \0 QJ' grater tbaD S4S.oo. but DOt In o.eus of 555.00•• fraction, the

namerator of which lball be 550.00 and the deno111iDlltor of Which shall be lite Averap Pdce; 01'

(ill) tf the A\'eDge Price ilS J[O&tol" than SSS.OO. 0-9~09i

subject to pe.yment of cam in liel\ C1f any fractional share.

The •L AVf!!I1lio Price" means rbe average of me l-.t npotted sales prices per sh8l'e of cbc TCO Clus A
Common Stock. ~ reported QQ Tho Nasdaq NatioQI Market for'the tap consecutive uadinS ct.ys lmtne~tely

prec«iing the trading day immediuely prior to tho dtue on which the closina of the Mapr occutl.

Approval and adoption of the MergtfA~ntand approval of the Met&« mquire the affinnadve 'VOte of
a majority of the ouutandUa: shares of ACC StocJt, either in person or by ptOXy.

THE BOARD OF DIRECTORS OF ACe liM UNANIMOUSLV APPROVED A!\-n ADOP'IJJ'D
THE MEllGElt. AGJUmJ-.mNT AND APPROVED THE MEJlGBIt AND UNANIMoUsLy
RECOMMENDS THAT YOU VOTE li'Oll. APPROVAL A.ND ADOPTION OF THE MERGElt
AGREEMENT ~"ID APPROVAL OF THE MERGER.

This I.ea:er to Stoekboldcr$. tho aatacbed Nonc;e of Spc:cial MC2nn;. the form of prol(y and the Proxy
Statemenr!Prospectu.s were Dr;$t mailed to ACe's 5toe1chOldm 011 or about March 30, 1998.

In teaChing 'it$ detetmination rcgardin& the Merger Asreemenl and the Meller, the Board cansicleled, amOD;
other things, the opinion of Morpn StiWey 8:. CO. I~ted. as to Ihe falme$8, from a nDlDC1al pgint of view,
of the conslderarion to be ;m::olved by the stor;kholders of ACe pumant to the Merpt'. The opinion of MOlgaD
Stamey & Co.lncotpOraled js included 1$ .o\ppendix B to the att~hed Prox)' StatententlProspectU5.

The Soan:! of Dircct0{6 b8i fixed the close of business on March 18, 1998 as !be recDl'd date foe
detenniDatiOl1 of stockholders entitled to notice of and to yom at the Special Meetin&.

In view of the J.mPortance of matters to be acted upon 8I the Special Meeting. you aft i"vlced personally to
meM the Special. Meeting. Regardless (If whether you expect to be present in person at me Special Mcetin~
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CODIeII&S• .Ac:c:odqly, !heR caD be 110UI~ thM die pun::baso of~ UIetB of KCfN will be s1lCCCl~fully

~ or,.If sDCCcufuUy~ tihr:n il misht 116 comp1eb:d.

TO Subordintltad Nore. In December 1991. TOO repaid at a di.sc:ov.IMd value of appro~teIy 125.1
IIdDio4 the TCI8~ uotc (the '"TCI SUbotdiDatlld Nom"). In the original principal amount of $26
million, that it bad issued 10 'IC in tbe 1'CG~alion.

. ,. . .' .
" 1997EqIcllJl ()ffmn.g. On November 13. 1997" TOO coaswngprtrd I public offedD3 of 17,250.000~

ofTCG CJIII A Common Stock (tile &&1997 Equity OJ'fedD&U). Ofche 17.2'0.000 Ibara, 7,~408ahate.s Mre

oIl'ered by TeO (ralim", net lIl0r0=ds of~ $317.4 million to TCO) 1IICl9,IMs,592 sbala wen:
otIeted by CoatiDtDtIl Ho1dina CompaD)'. a MassllChusetts buliul' U'USt, the IhIrcs of wblc:b Ire owDCd by
MediaOnc: of Dell""- 1Dc., whidJ Is v.'boUy owned by U S WEST, ID~ (IOU S WEST'). MediaO. of
DeIa~ IDe. was fomJarly 1moWo as Cont.iDcatal Cablovilkm. 1m:.("~"). Co.vtincmbJ aequired iu
imIftIt in TCG ill May 1993. M a teSlJ1t of !be cDIIslUDDIIl100 of die 1997 Eqalty OffcdDg, C'.m)tiDeDral does
DOt bold illY abarcs ofTOO Common Stock.

'.
Bid'a CommwUc.-atitRLr,lllt:. OIl October 29,199'7, TOO aoqDiR:cl the rcmaiDiDJ SO-lfJ1 equity~t in

Biz'I'el ComInuoica&ioDs, Inc. ('~JzTe1") not ow:ned by TCG in e.xdt.np for tile jalRW1ee of 1.667.631 sMra
of Tea Cus A Cammon SlaCk (with cub paid m Ben of lOy frlIctioaIllbateII). TC(J had previously acquirecl a
49.9rG.intert.st in BizTel in PebtuaQo 1996. BizTel boIds Pee liceDses to pnMde t£lecOlDDlllaicMioos services
IIIiliziDg 38 GHz diaital milliwave uansmiuion in over 200 aeoJdPbic II'IlI8, -hidl UI.c1adI: nme Iban 95 ofdie
100 _est mea-opoUtul marIc.eU end lID markets wbere Tea ........ BizTe1's 38 OB& mDliwave aenices can
be ued by TeO to ClCQDomically connect Q,tItoJDOL'S ID TOO"s fib« opdc aetworb, r.o provIdo netwolk
redllMIDq, divane routing or quiek t.emporuy iJ2$bIIlalions ancl to provide stand-alone fadlldes wheJ:= TOO
dues DOt havo fiber optic networks. '

&uIcm Tel8Lop; C"rpomJit)n. Eft'ectiw. as of MIrch 1. 1997, TOOcomp~ its KqUisitiOll of Eucen1
TeltLo&iC Corpantion (''ETC'') for 2,757.0831lbares o£TCG C1at$ A Ccrmmon Skdt. TCG 11$0 assumed $SUi
million in STC debt IWII000cd $115 IIdlI1oJlIX) ETC, die J'l'ClO'Ods al wbich were used. by ETC to redeem the
stDct beld by c:ertain mm.onty Ibareboldet's. The qufsltloa of ETC prDv»os TOO 'With access tc) the
Philadelphia market. the oatloo's fifth 1aJgcat I11dlet, and aUO"MI TCG to establish 1 coatipoos DBaYOJt boIween
BOIbJn and WQ.biqIoIl, D.C. ETC op8QCO& a Class 5 dip" tBlepbou switdl on its S2S-JDile fiber ~tic network
'Which connects to Dlore lban 360 blIildiqa. .After tM ~lsJtion. the name of BTC wu cbaoIed to Teo
Delaware Valley, Inc.

. ."
CERFut SDviCfI. Inc. On February 4, 1997, TOO ICQUUW from Geoc:ral Atomic TecJmologies

Co%poratiOD IIDd Oeoeral Atomi<:s all the outSmodiDg capitalltock of CBRPnet SerYicc&. Inc. (uCERPIW:"), a
leIdiDg rqioaal JlfO'Yider of Imr:n,et-.relued aemccs to buIInesseI, iJdudiDg dial-ap·and dedicated Intcraer
1aZU, WoJ1d Wide Web baItiq. aDd cokndcm sCl"YicolIDd hdemet lrIiniDg. TCG 1smed to Oeneral AtomiCl,
CER.PDet's fOOllCr conttolliD.lllOCkboldcr. 2.]00.,000 shama of TCG Qus A Commm Stock aDd. J[ImId to
GeDe:al AlDmics and. Iii«talIl of ibi stockbo1Oen oetIaiJlxeptratioD. rlJbts wish respect to snch. ~bm&. After the
acquisition, the name of CERFnet was changed to 'ICG CBRFnet, I'!\C.

TCG's prindpal euartive of6ces Il'C Joeated at 437 Ridge R.oad, Bxeeutive Building 3, Dayton. Now Jeney
08810. and its tclqJbono 1111mbeds 732-392--2000.

'. .

~...... orACe Carp.

AfX. is a .switch-baled provida' of tc1r.communicat services in the UDiled States.~ tbe United
Kiqdom (che uU.K.") Uld G=nnany. ACe primarily~ lq dls1aDce ttlecnnJlDlmicaliMI aen'ice$ to a

diver:sifu:d cwtomer bue gf busiMs., residential customm aDd ednC*lional iDatitulions. ACC also provides
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local telepbonc .-vice as amrch-b8Ied locI! exc;!Jan&e rae1lcrmope_ New yurt aDd~tU ad as
a rescUer of load ndIaDp semccs in Onlllio IDll Quebec, Canada ACC eaIIDd tha GenDIIl mt.lket during
199711 .lwiteb1M raeUer gf Jaaa diltlDCe ~atioaIlIKVices IIKl became a 1WilCh-bucd pmvidor
mCJermaoy in Febr\la(y gf 1998. ~cr; opemte8 In lIdvaced telecommauicalioaa uetwork. COllIiItint of tea lona
di.daca iIIteIDMioaal aad mn.sdo &witcbr:a ]geared in me U.s,. CaMc". tb U.x. and GeImany. $Ix local
ez.dwISC ....1tcb1s Ioc.tcd. ill Ibe U.S", keIed lrJpIsmi.on 1IDes, iDdefeuibl8 ri&bts of 11Ie in iIltuDat1OD8l
aubmIDDo cable. (Umus") IIIId. netWOrk IbIDIpDtlIlt 1JStem5 desiped to~traffi~ routing.

Ace's object:ivD is ro pow itllelecomaumicIDClN castOJnc( buc in tte: oxtsdDa RlIIbts amd to establish·
itld' ill~Westem~ IIlIIk&ts tbat bave.1dJb density~onl aamc: when ACC
boUeveI that buBi.... ad roal1ll1Ur)' COIIditiOllJ WmauL 'l'lm by e1eDDts of ACC'. bnUDels S11'IIesy me: (1)
to bnaien. ACC's pe.:.ellalicm of tl\e U.s., c:aa.,HI., U.K. and GemJan~ mll1btl by
expmdiDc lis 10DK diawacc, loc&1 aDd odIcr Il:l'Yice o1fedD8a lIDd ~c: rolCb; (2) to otiliJe ACC'$
opcndDa~e II ID euly amat ill~ m.tDlB in the U.S., C.... BDd tho UJC. to peoaratc
other~ t81eoomdtllllic:atioas Il\IIkIU 1hal~e hiP deulty te1ecommmricatioaJ 1DftlC; (3) to achieve
ccxmomiae of ICa1e lad IICape in tbe atlllzuiaa of AOC', IIIICWOIt; and (4) 10 .... 'ac:qaisitiooI. inVeatmtiads or
I1:I'IIBIic aJllaDca illVolviDg I.IIeQS or buSiilleB-. Ibal Inc:o~to Aces c:um:m operations. ,

Acx:" ~d~~~ ue: (1) ACC', saleII and uabtidl gqanJzarjOllIlDd rhe castorDbJed
~ ACC offen to iq CQstome:tS; (2) ACC's offedDa of c:ompcIitift priceI, wbicb ACC believes 8eaerally
are lowe a-. prieM dIIl'Ifld by tbI: mljar QIrlen hl each ofia matbcI; (3) ACe's positiOl) II an oat1:r CIID:aDt
mthe U.s., c.n.diaa. aDd U.K. marbta as aD abmllli.w carrier; (4) ACCs fuclll 011 IIIClN profiIable iDtDmItional
relecNJ'u.uolca1iooa tmffic bctweea die U.S., CaIda IDll Cbe U.K.; aad (5) ACe, nrltcbed-baBaI nctworkina
Clplbiliclos. ACC belieYee IbIt lai oWDcnldp of swicches redllCal its re1iaace 0J1 otUr canien ad Gables ACC
to et8cieotly mut£ telocomm1ll'lic1ltiooB traf&c OYIl' mo1ciple 1eur.d tnD&mis1ion lila aDd mUB and to eontrol
COlli, c.n~ data _ CIII1D.mer iaformadon. 'Ibc: availability of C'JldItiDi triaaminion capaoily ill ita EII8!btI .
mabs leasiq of trIIDBmission JiDeI 8.tI'laetivc to ACC IDd enabIea it to FW Detwork Wl8p without baviq to
iDcur abe lipiJiCIDt capUal aDd opetalinr; cosq NIOdattld with the dewlopmem aDd operation of a tn.DlD"lsaion
line iofrutJUctnrll.

ACe primarily tqeu buiocu euato.... wi1h~y S500 to S1.5,OOO of montbly \1I&IOs:aelec:I1ld
reaidcntial customerS 8Il4 colleges and VDiversiliea. ACC bcUews thar, in Iddidon to belDI priee-driven, 1bese
customers teDd 1lO be foculIed. OIl c:astomaI K1"Yicc, JD01'e 11Uly to rely OD a &Iqle cmier for tbel.r
tcIec:ommUDieatiWlS needs lUId. less UJr:ely to c:haDp c:aniec's 1b&n 1Irpr cmnUMrCIal ClUlIOmen. 1.'bc dj:ymlly of
ACC's taxpCI:cl cuatDmer buo eJbol:el nc:twoa udlfwion by cambilliDI buslDeu-&iveD wodm8y aaftle with
Di&b1 md wccbnd off-peak tmfftc from. 'tI1dImt IIId reai_tial CUltomers. ACe ldrivcs to be more cost effective.
fteJdblc, ionovatlve ami responaive to die ueck of irs CUItomen dtaIl the major cmiors, whidt .mcipa11y focus
tl1eir d.Irect sales e.ffort$ OIllarp COItUDCrCialI.CCOUDll BDCl remtential custo.ma:s.

ACe wu origiDally1D~ in New YOlk in 1982 under tho JWDe A.C. Te1ccmmec:t Corp. and was
reiocoIporaled ill Delaware ill 198'7 UDder the DUle ACC Carp. ACe QqJ.'a CDDSOlidated subtictiariCi iDcluck
ACe National LoDa DiItam:c Corp., ACX Naliooal Tclecmn Corp. aDd. ACC Long Dlsumce Carp. (collectively,
·'ACC U.S:'), ACC TeJBacapti&es LM.. ("ACe Canadats) aDd ACC 1.oIJ,~ UK I..imited ("ACC
U.k:·). ACC's prio:ipal exeeutiYe oflcei are locatBd II 400 WeRt AVCDllO, Rocbesfl!:t, New Yort.l4611 aDd its
telepboDe nwnbc:r at lbat addtoss is 716-987-3000.

ACC Reetat DeftlopmeDfs

ACe MmuJ,.",m C1ttJn/lU. OIl Deciembet S, 1997, A.Ce aamObCCd that its <l11irman of the BDa(d of
Directors and ChIef Executive Of&er, David K. LatdIk, 62, bad died unupecredly d&1e to bealtb-reJa1ed
complicad.ODS. Aa a result. ACt:,.'s Bocci of Dh'eetors aamecl Robert M. Van Depa. auir:maD of 1he Board of
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\. .
sllJlDB8ry I&toitatJ FlDacW Data~Ace '

The following sable plQBntlIUlD.O*)'~ t1DaDcial da~ of ACe.~~d~a for 'cac:h of th~
yc:ara in thB live-year period. ea.decl Decembet ~l. 1997 have ,been ..~.rivcd from the audited triItoJical
COOSolidlted fiDlDClal~ of Ace.

These data should M read in cooj\IDctiop with, aDd etc qullifte4 iq'~ .ty by, d;te coasolidatr:d
fiDucial~ of ACC aDd tho relatod notes tbeteto, Mric:h arc included hc:rcin. Sec "InOx to PiDBPOiaI
Stuomeat&-ACC Corp. and Subadiarie$:' . ,

., y........D7'....'1
1M . 1.. lJJS(') lIN I_C.)

"(i4... ;;;;;;...GCIIPt per IbIre _II)
, I

SI05,946 $126.#4 $18$M6 SS06.767 1371.613
S 1,553 S (11,319) S.(S)54J $ ".163 *100391

S 1,653 S(ll,S2I) S (5,D4) S 5,214 S 10,391

S 0.16 $ (1.09) . $ (O,sZ) $ 0.37 S Q.62.
S 0.16 S (U19) $ (0-'2) * o.i4 S ().j9

S 0.40 . 5 O.otl S 0.02 $ $

h>wIIItr31,
1m IJN ~ 11M ltJ7(4)-

S 6t.718 $ , ...., '123.N4 S204.031 1319,618
S 1.195 S 29,914 &28,050 .$ 6,(111 t 90.221
S S - •S 9,448 $ $
S 31,51)6 S lV~ S 2G.407 5117,863 519'7,'716

14'1~ debt, ~WUIIl:Qll'lllU IDIIlIriliea .
R 1e~ $\Iol:k " , •
ShIllIIlolded' equity , .

()>>~ illlPid 01 52,160 at cI&IIps UM:ared.11I 1S)1J.4 hi r=aIlIIecltoa wfdI4DM!!NrW(!I of!hll Ace~ to prllpIRI far .11 access
for~~~. A1Io iI:r:1udeIlD... MilD-clown of Sl2,1J71r11993.

(2) 01\ J\bID 14. 1"0, die At:C BOIl'4 of Dinct<Ia audlo1:UIed a "'''cwa 'it.oct apIlt m. lhI fotJII. of a.~&¥idmId bwG4 OIl Aupst
8, 1996 ollhe MX Stod; to ~Q141cnof~ • of July 3. 1996. ShIn IIId pel' Ibn 1IDCMIII1IS for all priot pt.ritl& ."11 _
Idjaacd tor CbI~ spilt.

(3) 1bc ACt:~ IDIIIItmMlllS NItric, !be pa)'11llll1l. of diviQd.s on 1be ACe SIOCk. AO: IAlldpIICI _it will DO& pay dividlack in
die 1llI~ hie f\I&urc.

(4) Iac1lIder 6e..1\1 af apcradou of CIOIIIIlID!M acquited by Ace duriDS 1m: 1'ruIphone bta'nIdoaal Ud. fnIm 1111I& I, t9~, UDIllId
Telecora Lilli. Crocn July I, 1997, VISTA me.malioaal CommouiIl8lions JII(l, from Aqust 1. 1m', IIId Ttlcn&dcmal CommunIcar.icm
DIl*ctlI-S LimiIecl Panac:nblp hID JaI7 I, 1997.

($) ...........dIta fftlaI. 4iIcOMnId DpCI'IdoN 1I1ll1C111/11d.
(6) Iui:IuIIIs dill ,CiPIi of vp:ntiou oI'M9'DwIcIe CoaumInIcadons from AUf;IIJC I, 1995, !be daIQ of lOQ=tiOD.

T-. lllllllits) .. r , , ..

CXHMl1JI)ATED BAl.ANCE SHBBT DATA:

OTHBI. FINANCIAL DATA.:
CaIhdi~ decland pIlI sUre ofa. /I. ComQ1OC1 Swek(2)(3) •••••••••

CONSOUDATED 8TA,11lMI!NT Of OlUATlOl.'tS DATA.:

....-..c .
~ .

Hiltme- (loM) hID~ opIIItio-(l) ..
If« ......... (kIls) m-~QPEOtimli dIIa: Selia A. Prcfem4 SlDCk

IIII¥idIIIdI~~(l) , , , .. , ~ , :' ..
NaL Iaa:IIIlI Oaa> fnIIII, ClClIIII-.IIlC operatlCllll afIlIlt Sexie& A ll'raanld$~

dmdenda MIl II.C:ICledoa p:r COIIIINIII ad oommon IqUJvaIem: lIlate(2)

,.GIIl ..
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THE BUSINESS OF ACC

G8a'8l
A(X.is a awitJCh..bued pt:OYider of tcleconmumicatiaoa semc;:es in the UDi~s-. CIJIada, 1M U.K and

Oennuy. ACC primBrily povidcs long dilt8DGe tclec:onJ11111DicalionJ~ to • divati6ed. custom« b8so of
bullDeMes. r8$ideatial eustomIn· aDd cducatiaul iDltitutions. ACe also proYidei 1of:el tdephcme lleniee as a
swRch-bued local exc:haqp~ in upstare New York aDd Maasachuaeus .d as a racJler oflo~ acblmp
se.t"I1ces in ODiato and Quebec:. Canada ACC tDt£red the German market durios 1997 u a switcbleu n::seller
of Joq dllllllCe~ se.rvices aad beeIIM I switdl-bUed provider in Oermay in Pebmary of
1998. ACC operIIeIlD _VllDced feJecommumcuioas~ oo.aalstJng of -1oD& distlllee.~ and
cbnNaic~I~~ Ibc U.s., CID8d.. Ibc U.lt. IIIIi OcnnIDy, u local ueh8qe switchts looued In
me U.s., leuecl~D liDe5. mus aacl Mtwor~ ~lS£IUIIt qBIDI desipKJ 1D optimiz.e II3f& lUUWJa.

. ACC'$ objective is to grow. ita tc1ccoDllDlDlicadons cullmDer baBe in itt e:citIina mamu IDd to enabllsb
kself JIl dtnplatiq Weeffm BurapeaD market! Ihat bne high drJn&ity 1DlecolDDD1llica1iona tDffic when ACC
~ IbM bulJDelslD!I roplatory COD.di.tioD5 waaant. 'Ib& key e1emenu of ACC I basiDeu lItrateaY IR: (1)
w bnHuku ACC's~n of rho U.s.. CaoMllao. U.1t Jed Germ8DmJ~ marbu by
ClX~ ita loq dis~, 10C81 aDd orhet c«vl~o offerinIs ancl poppbie ~b; (2) to utilize ACC's
opetatillg cx:pcri.aDce ~ 8D early eimat in dempLatina marketll in '(be U.s., ClDIdalDd the U.1t 10 peDeUte
ocber clerep1atiD1 ta1ecommllllica1ioa& markets that have hiP density teJecoonnanicaliona tEallic; (3) 10 IChiove
CCODOmies of ICI10 and scope in tho 1IIi1il:ation of ACe's nctwoIk; aDd (4) to seck lICCluiaitioos, investmeDlS or
strareP: aJlisnces iovolvi.ua usea tJt bu~.ses thar ue compleoxmruy to ACe:I cwzent operationa.

ACC'. pIiaoipel competitivo sueagIhs an: (1) ACC's slles IDCl adl;etms rquizatioD aDd the cUllOmizcd
service ACC offen to its CUBtmnen; ('2) ACC'I; offeting of oompedt!ve pdces, wtdcoh ACC belitve:s poen111
a low.. than prica charged by the mljor carrlc:rs in cac:b of itllDllrkctl: (3) ACC's pasitk)o as an early enmmt
in the U.s., cuadian aDd U.K.ID.NPt$ as an almmaJive carrier; (4) ACC's fOC1lS on more~ iJuomatiODal
tU!:comm'Olrlcalioos trafllo betweea the U.S" CaudJ and tit! U.K.; 8Dd (S) ACC's switched-hued netwCllkiq
~. ACC beIi~ves tbat its owD«SbJp of switches rodoces iul~ce an oOW' cmit:ts and enables ACC
to efticie:DI17 1'0= te1ccomm.uDiCllicmll tndfic: over nmlliple leased t1'II1SIDls&Ion llDes and. BlUe and to control
eon. c;lQ. {eC(IId data 8Dd customer information. The: availability of e.xis1in3~Qt1 capacity in its marbte
mbs leulnl of traDmUMiOJJ. line$ auruliv~ ro ACC and enables it to JI'O"" network UUF ,,'ilhout ba'fiDg to
me... the significant capilli and operating costs assoclated with dIo developmant and opera.tim of a trausmission
be iJrliubW:ture.

ACC primarily~U~IS CIlS101'De1'S with approximately 5'00 to Sl'.OOO of IQQJlthly usage, sc1ectcd.
~SidCDtial CDstoma'S and colleeea and univcl8itic:s. ACC be1icveJl tMt. in addition to being prke-driven, thele
customers teDd. to be foeused on custClllH:l' s~ce, more likd.y to rely on a siq1e camet foe dleir
telecolDmlmicadcms MOds and less Ubly to dlaDp~ than Iarp' cOl'lUD.Ct'dal. customers. The diversity of

, ACC's~ euslQD1flf base Mbances DeCWOJk udllZU10D by combiDiDl bG5iPm-driven workday traffic with .
nipt lIDd weekend off-paak a-affic: fJolO StWkaI: aJ\d residetnial customets. ACC satvea 110 bo men cost effeetiw.
8cxibJe, itmovativc aDd .rc:spOasive to the Deeds of its custmncDJ tban the major c:aniet$, which pdDoipaDy focus
their dileCt sales effom on large commcrc.ia11lccounts. llIld rcsi.dcntial customers.

ReeeDt Developments

ACe /tIQIIQIUMnl ChM.ges. On December ~, 1997, Ace iIDDOunced dI&t its Cbaimuu'I UKl Cbief
Executive Officet, David It L8Di1k, 62, hacl died uocxpec:tcdly clue 10 bca1tb-related complications. As 8. result,
ACC.. Board of Dirccton named Robert M. Van Depa, Chairman of the Board of Directors. Mr. Van Depa.
hal served as i!ID~ d1nc:tor of ACe sl.nee 1995. ACC's Board ofDirectors also established aD oftiee ofthe
ClIef Br.eQntve 10jo~ pafotln !be flmctlons of Chief Execud.ve OfAcec, cOIIIsbdDg of Cbristopber Bamoft,
Bxeculi~ Victl P.t6siaeDr, M"&ebllel R. Daley, Executive Vice P.resideut IIDd OJief PiDancial Ofleer, and Steve
M. Dubnik, ExCI;Utive Vice President
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u.s. 'WATS M""". On Ootober 21. 1991, A.ce CIl1a'Id iId:o the USW~~by. aDQID&
Ace. AcquiI1d.oD SUb,. 8DI1 USW, parlUUJt to wbidJ Acquisition SUb~ bPe IDIqed wiIb 8ad iDIu USW
(l'h8 "USW Mapr"). 011 MardI 11. 1998. for I'OISOJ1I beyODd tba eoutrol of bod1 partie.s _bid! IDIcIe it
lmpOldble to ootlClul5f; the USW Merpr prior to the March 31. 1998 mmlDadon date, ACe and USW aped to
a mumal rt:rmination of the USW MergerA.~t.

Iatustry Overview

The ,lobal te1ccomlnutDcl1ioDi iDdmsay bas dramalicall)' cbaDpd during the past _m1 )'IllS. begtnnJDg
in the U.S. with AT«l"s dnWlimJ:e of its RBOC& in 1984 ad ClIlmineftUI with tile 1996~~~

U.S. Commwicuioaa Act of 1934 (the "U.S. Cnmm"~ieatioDs Aettl), IDd conrimina in em. the U.K. ad
otber coUDtrics 'Yoida VsriODl :mplUOlY c:I:IIDJes. ~D&1y. the Ion. didlnce tIlIecoaummicltiom iDdNtzy ID
the U.s.• Canada IlId the V.L coasi&tod of OIVJ or a fno lIq.e facilidel-bued can:iG1. eud1as AT&T. BeI1
ClID8da and British Telecom. AI a telSlllt of the AT8I.r divesdlUm and the rtellDt IeJi,slltfvo c1IIqes in me U.S.
and fuDdcDeJUal~ ch.p. in Cauda aDd the 'O.Jt., coupled whb *1moIDait* IDd~
lDfras~ cIe'4,'e1apmea.ts which ilUZ'CllCld sipificantly me voice IDd daIa weeCllnJnlblic:Mou tna~iPim

capacity of domimlotc~ tbe lon,di~iDda~baa developed u. IL hiIblY compctiIi.YO oae~
of DU1DCI'ODI alruDative 10DI distaDce cuNrs In each of It.lfa couDtdca. In addldoa, mace the AT«J' diftCltlaDe
in 1984. annpetiti.on has boIaJvmed in Ibe 1o~ CQtcbanp _br. in the U.S. lUUl CadI. Aa:. lDIIoipues _
d«eplatory aDd eco401nic iDBuences ",ID promote: the dn'8lopqwu.t of competitive IUoommwDcaliomllJRbbl
in oWt counlrie5.

LiJng DistmlC. M"".ut. 'l'be: O.s. 10lIl distaDGo IDIIkDt bu &town to 0..- $93 billion in amwll revamQ
durins 1996, acc:ooiiq to FCC esdmates. AT&T b8a nmIIined the lqeat 1oa& distlllCC cmier in tbe U.S.
1I1IIUt., --uin&' approx.iD.Wely 48., of 1he IIIIdr.at, with MCI IDd SprjDt with _peclive IDIIbt sUms of
~x1matoly209& ud 1~ of the Dllll'kDt during 1996. AT&T, MCI JDd Sprint ccmstIIute willE PDtfIIJy it
reprded as the hit tiel" in the U.S. long distance D1l.Ibt. Latp zecionll 10lil dillIDOe oomp.mes. some with
national Clpabilities, such III WorldCoJD. lDc.. (whidllD 1996 JDOIItd with MPS COmmunieldioos. Inc.). CWI.
Frontier Corp.. SxcBl TolClQOlDlll\1lUCitiou aDd LCI InIemalional.COIIItiIu1I: s= ICCODd tier of die industry.
alIhouah WortllCOm would become a first tier company upon CQDIU!IImatinn of ita pul(\iq merpr with MCL
The remainder of the U.S. lOflS disl:lnce mlll'b:t share i& cmnprlse(l of sevcnl _red sma11et CXX1JPIdles.
iocluding ACe U.S., kDown u third-Iia' cameR. 10 ae1ditioD, IeCODt U.S. legislatioo, which removes c::e:rtIin
long-standing ttstrictioDs on me ability.of me Rloc. to provide lone diltaDpe scrviccI. and & Wortd 'I'nIde
Orpnization ("WTO") accord on buic servic:cs, will have a &ub&tan~11 impact 00: tbe JoD&' distaDoe matka.

Commencln, in 1990, CC1mpctitian wu introduced in the Clmadian lon, dilwa matket. The CMadiln 1oD8 .
dlSW1Ce ma.:ket j$ dotmnated by a ccmsortium or ~-ouecllOCl1 aDd joDI dJst8IIDo~ compUJ.icl
(c·S·, Bell Can. Be Tel, Maritime Tel) openIiq IS the "5um1or" 3I'ODP of cocnpani.es. A IClCODd sroup of
lODi distance providers. cmuistiq priDcipdly of AT&T Cant.da LoDg DiaSIIDce Servbs COIII,PIfty ("AT&T
Canada"). Sprint CIDIda (a subsidiary of can-Net TeIecomm.uDica&ioD.s Inc.) ILIld fONOJlOL\. 1JJc.• own~
operate numissJoa :u.s 1hroup which they provide Ioag diltlmCC voice aDd data~ in the C.-:liau
mmtet5. Other long <lstana': FO"idcrs, iDcluWng ACeC~paeraUy lease uansmllllion linea lhIou&b which
mey reseJllong distanCe aeniccs in the ClIWJilll1 DWket.

The !memario:1Al, Dational and local DIIll'kets £« voice telepI10ne~ in tbt: U.K.and Noicbem Jrc1aDd
ae:coWlted for appmximat£ly (Pouuds) 1., billIon, (Pouod$) 2.0 bIDioo and (Pounds) 2..2. bi1tioIJ. mpeCuvely, .tD
revCllUeS daring die 12 months etlded March 31. 1991. accorcIiDg to eRimItes from ~ 0Bice 'of
Tdec:mnml.ln1eatioos (UOfrd"). the U.K. tcIecommumcaoom~ au1hori.ty. In Ibe U.K.. British Telecom
historically has dominatl:d 1bc telcc:ommunicatioo. mabt. Bddsh. Te1ccOC1 'WIll 1be- 1Iqeat eatrlct during 'oeb
12 InOath period, with approximatdy S8.Z~. 78.49£J aDd 88.7111 of the revenues from. interDatiOlUll, national aDd
10l:1l1 voice telephone services. ~spe<:1ivel:y. Cable k W'uclc:s8 ("cwe") which 0WIlS aad~
intercxchange and loc:aI.loop llIDSIDlssiOd facilities, is du: sc:cond largt.st c:mter of voice telecomra\lDicalions iii
the U.K. n~ {emalnder allhe Ux. hmg distance market is coxnpri5e<l of an emergiq market oflicensed public
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teIephoDe opeRIOl5, sucli U limqis .ColWD1micadons Ltd.. (uEnerps"), WoddCom, Ace U.K..aod \"8rioas
cabJe~. and lwitcbed-b~xeseJlers 9UdJ as Pint Telec;om and Esprit Ttleeom of me U.K. Ltd.
(••BIprit")~ Sprint. .

Looa distaDce carriers in tbo U.s., canada and th8 u.k. can be catesori= by ~overal distinctions. One
disdDcdoa.~ betwec:D traDeJDisIioD facilitiea-baaed CtIJ:QPIDles and DOD.-traDSmission l'adIldes·baIed, compania,
or ftIIdlets. TJ:IDIIIriuica ~"\)ued c:anicrs. sac:h as .A'T&T, Bell CarJaea and Brhiah lC1coom, OWD their
own 10118 diStlllleo~ or tra.nllmission (acUities 8.I\d origiDaie aM term.iDate caIb through local
excbaop 8)'11Cm1. PJoftlability far CrlDmaiuiDQ ~-bAsec1 earricn ]a~I not DDly upon~.. abillty
to..-rate J1IVe:nues bin abo Ilpoll 1heir ability to JnaDIp eomp1u utwoltiog and traDsmission c;:osts. AU of
the fiist- aDd DlO&I of tbc .cC:oDd-ticr Jone disr&l\Ce annpuiss in Ibe U.S. tnaJ:keta am IraDImisaion kiliCies·
baNd em1eaIlUId pnci'Illy offer service dalionwide. Most trausmiuion taeilida-baMcl ear.rtm in 1he third tier
of !be wDarDt offer tJiq~ ODly in' a limited poJt8llhic ImL Soam ctin5m!ssi~ _ilitics-based camm
COIl1nCt with odler lI'IDImiaaioD faciliti,q.buod cao:ienl to provide tADsmissiou where 1hcy have geographic
sapi III thelt facilities. Cmiers tbat operate~y lIS awitdlcd-buecl rcacl1crs. snch 15 ACe. cazy their long
dfaaDoe Idffic: over tmnlllliasloll BReI leased from nnsmissioo faci6ties-based cam-, otigiuate and. tmrUnat£
caDs tbmap iJleumbeI1t local eubaae l3I'irn or CJ..:BCs such as TCG aDd CODU'aCt with tnDBJDissiOD facffit:iee•
... CIrlicfra to prvvJde I18DlJDilaion of lOQI distanee traffic either on a fixed tare lease bais IX a call volumo
t.iJ. PJDfitabDity fot noa.·tnUJlDliuicm tadlldes.bIlsIed cau:ricrs is dependea.t larply OD their abllity 10 JeDmIe
and noln saftlcittat I'I:ftDUC va11Q1JO to negoliatl: IlU'ICtivc pridDI wllll O~ or more transmission faoiIitit£-baaea
ean:iaS.

.A .scccmd d.iscinct100 ama.'lI 104& dillallCC COJJI.pules is lhat of llWiteh-based versus switChless resellers.
Switdl-..ed IrJIBllen, S'IlCb. IS ACe, havc OM or mote awiJdlcs, wlUch ..., sopbtsdcaztd computers that direct
~tioDs ttIffic to fomt a tEIDImiIsjOD pldh bclW«m a caller and t.bc.rccipll1t of a call All
truImlsllon facilidea-baed c:mi«s are $witcb-bued cmiers, as ate many non·tmlsmlSAoD f~ilitie8-bued

~II. iocluding ACC. SwJIdJJuI reaellen, in COIlttast, depmd on OK or more transmission faciHua.basecl
CII!ias OJ' swia:h-based. JUillcn for tnrImIlsalon 8Dd switching facilities. ACC belieYe8 that its owneqbip of
mtehel leduces ita rdiance 00 Olliei' carriotS and eDIbles ACe to efflcieo~ "COUto 1Uammmme.tl0DlJ trafJlc
over mull:iple lellHd tra!lainQsion liDos fIDd to control coste, eall teOCItd data and eusteJner iDfonDalion. The
aveUahilit)- ofeUsliDg trlIJUm1slloo capacity in im msrb1a makes 1eUinJ oftrulSnQsion lines attraeli-..c to ACC
~ ...bIes it II) IEQW DOlWOrk uu.cc without having EO incur the sigmucant eapltal ad operating coats
uiOciatcd witJ\ the developmmt aad op..aOD of a t:tamImiuiOD line .11frastn:lctUte.

".

lDcGl £XCh4ltge MarkL III tbB f).S•• the existing structure of die telec04\J2l\Uli.WioDJ indaetty prineip611y
raul.,. from me ATATdi~ As p8l't of the divettiture. sevet1 DOCs W'Cl'C c:ruted to offer services in
IJMlO1ile4 ,q;nphic IRU eaDtd Local Aecesa qd TraDsport Areas ("lATh"). Tbe DOCs were sepatIted
&om the loDl tfisaDce PIOvidcr, AT~'f, xesuldDa in tbe c:reatiDD of distaD(;[ local exchaDgc and 10nI dlstaJlOe \"*_. sua me AT&tr diveltina, seveta1 factors bay~ served to pmmote competition in tho local exchauge
iarkit, iDeJodi.. (I) the 1acal wcbMae cmic:n' nUmopoly po6ilion. which ptDVidtlCllittlo incenti"¥D for die local i
""'th•• c:ompaai.. to 1'IdUco pric•• improve ~ce or upgrade their networks. at.Id relab=d .",wations wb1eh '
rICpand die 10cal oxcbaDItJ cmicn to, &JJJOnc 0Ih« tbinp,. h:aIc' transmission facilitiel to a1ternCve caalOtS, I
mch • ACC. (i1) cascotDer deIire fer all alIomaJive to &be Ioc'a1 acbaD&e carrlm. which developed iD pert as a \
~lUll of crompoWi'¥e lldiviliea in the IoD.a diMlltcc mulcet and JDcftJUinI demand fw lower COQt, biah quality,
rOhbl...,rvJcet.~ r~1 tb8~t of fiber optic: aod dlPbd e1ectmnic tecbDolOlY, which combined tho
al?J1ity~ trWmitv~ data~~ at high 5PMds with iDcreaed. capacity aDd reliability.

~ CIUda, siIirilar~. prOmoting eompedtlon in the local exchange tIl8rket developed in response to
repltlmy devdOplllleDtS in the CauadJaD long distance te!eco.mJnUnicationa mmet aDd 10 technological
~ in me relec;omm1J.DiAtfoGs induslry. The Csol'ldim Radio-telovision ancI Tdccommunieatlons
CommfMJon ("CRTCU

) bas apptOved the introduetlon of competition in localeJU:h~.~ in Canada.
~ .' ..
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~Strat8lY.

ACC wu an CIl'ly CIlInD1I1 an alternative cmir.r in tha U.S.• C.uda and tile U.K. Ace's objective is to
grow its lItIecommllnicarionJ c:ustorMr bue in i~ e;llistiq ..bcs aDd to estabUsh itself 10 orbet deR:aul*tiDs
WcSlc:l'D European markets with Jrigh density teleoommuDk.atloDS traftic. 'Th8 key eltJJnell1ts of ACes business
strategy are to~ peoettatioD of exi511D1 malbIS, enter new mefW. improve Openliol efficiency, and
punue acquisitions.in~ and stmeeio al1i.a11ces. . .

/ncrmsc PftKtrGtion of~Maritfts. ACC'a conllOlidlted rBW.DU8 bas pwD from $126.4 miWoo to
S372.6 minion over the three fiscal yean ended Dec:ember 31. 1997, a.IthouIh M:.C expects iu &towth to
decrease l)Vf::f Qa. ACC plans to '1'Drtl:1er increase lis revenue and CUSlClQ'lel" bale in tha:. U.S•• CIDdan and U.x.
marba by e.xPudh1& its~ ofrainp aDd pograpbie reach. The c:xpaasian of ACe"s aervi,a: ofmiDp is
dlI!leipd 10 reduce die etfectl of prioe per minut£ decreaIes for 1011I diltlace HrVlce and to decteaso 1M
tiblihnod that~ wW d1aDp teJeeommuDkadoDs cutlets. 'I:'broaah Ibis suarqy. ACC "iIllICCt to build
a btoad bMoof~ revenues in tho U.S., CaJWIa UId the U.K. ACC 1110 offers local telephone lICJVka·in
~ addidoiW U.S. md Canadlllll11llbt8. iDclucln., New Yorlc. Maaar:busetts. Quebec and Ontario. as ~ll
as 8dd1tioaaI data Q;IJIJIllUIQcati.OIII II.l"Jk:es in 1he U.s. aDd Canada. ACC beJie~ tba1 offeriallocal HrYices
wiD. cmbanco ill ability to a.ttrICt and rf;tain long dis~ eo.stomen and reck1co ACC's a<iCe5S clwges u a
pc:rcentage of I'evenDBS.

. .Ers.wr New Markets. ACe believes tbIt ita opcratiag cxperir.ace in dcresutattnS wa!bQ iD the U.S.•
Caaada and 1he UX and ita cxpaieDce &$ an any eatm1t II ID akwDative olll'lier in tbose """,to1li will asmst
ACC iu idePtifyiul OJ!POItUDiIlII In otIIel demguladlll c:0UDIdes wi.Ib blab dt.GsiJ:y teJuoannonicalioaa IDffic:.ln
pa1t1oal8r, M:.C believes Ibu ita poaiti.cm. ill 1be u.s., Canadian ad U.K. te1ecmmmm.icatiOJll markets and its
ClI.-perlcmce in providfDg iDtc.madonal telecoamumicaDans IIl!Ir;'Viee WJll aMst it ia establisbinl a presence In
West.em :Butopean mm:bcI wIleD Ace boUoves mat busiDoss and rogWiItOCY colldit:loD6 WatraJ1£.

r""row ap.ratu., Elficimcy. ACC strives to achieve cconomias of~ and ICCIp£ in tb8 UH of it$
netwoIk. which CODIitri of laIed ttansmi'AOIi f.c:ilities, 1eD inCemItioDll and dol'lleltio ~tches, 5ix loeal
exc:haDp swUcbel aDd lDformadoD systems. ID order EO onbaDco the eftIeleDc.y of !be ftxed cost eJemeats of its
Df4WOlk, ACe seeks m incttue ill tnf6c ...-01~ and 'baUmce bulillCll-dri'ml WOIkday tmffic with niJht Ind
weekeDd o1f'.~ 1nIfJic from student and reaideadal cas&omca. ACC antieipllel that c:ompetition amoDg
u..mi8lion facilities-hued providers of tc1ccommunicatiDns ser:vices.m rhf: U.$. and Caoadiao JElIl'Uts will
aIhd ACC opportuJWie8 for reduc:tioDs in tho cOlt of leased 11DD facilIdM ACC seeks 10 reduce irs Detwork
COlt per bUlabIo miDure by JDQfO t1wl. lI:4y tedueriCll1 in zew::uue per- billable miD... ACC .110 jnteocJa to acqLlirc
additional switdIeI and upJtlde ita uiBdDg nritehea III e!IlmK= ita netwcxk in IIDIicipatioll of growth in ACe's
cuatomer hue mi.~dB additioDll telecOlDDlmlleatioal serric:eL ACe beUofts til. its DCCWOrlt switdIcs
«DIble ACC to doleDd.y route lelflcommuaicMioaa tnffte over nmlliplt tdIlSmilllion fac:i1itica to nKluce costs,
00DU01 accas to eu.stomer infbmullioo and JIOw network usage without a coaespcmdi:ng iDcrcue in support
cosls.

PmUl AcquhilioM, lnllt.tt.Iin4tnU and Stn:II.,ic Alliance,. AI' ACe apaoda il5 scnice offi:rin,p and its .
netwCll:k. ACC qtieipal tbat it will RCk to develop~ aUiaDcca both dameatU:aD.y and intemat:i.ouUy
ad to acqm lII8CtI aad buaiDc,'. or IIIlb iDvestmeDtI in coqiaM that are eompleJM1tary to ACC's CUImlt
opcraUons. ACC bcJiewa tbIl the puquit of aD acQye ac:qa1IldoD. SCI'81e8Y Is 111 impor:t8nE JDe8I1S lOW.w

acbie\iDg srowtll _ 0C0D0DIi0s of seale and scope milS tat&efall marb&l. 1'.brou.Jh acquililion~. ACC believes
tbIt it CaD. tonher iDc.rease irs traffic volume tD furtb:r improve the UBlge of the fixed cOlt den:I!nts of its
D!tW01:k.

S-...kes
• 0

Q,l'IJI'IIftT:ltlllqn, DtIIGJIC' Sn'vlcu. ACC o:trea irs OOIDIIIm'I:ial CUllDmen in the U.S. and CanIda an
amy of cosJOmlzed servlGeS and has developed a aimilar J'IIDF oflleniGe otfcriags for cOlDDU:l'CiaI custom£rS hi
tbo V.K.
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ID _ 'U.s., ahbM1&h ACC bIatoIicaUy ..Glil\alted10q di&tua~.m.-priDcipaUy in New YMk I
IIIdM'.cblJl_ ACC iI cwrr.at1y IUthcr.f.zed to adPWe iIdniIaIe Joas dialce voice II1d data servtees 1D
48 ... 1Dd mt.cmllDaD'l~ IDd dim Iet\'Hlet in lllalateB. ACC's U.S. SIII'icts inc1Ide "1+" inIer·LATA
lcmg djltance ae£vico, aDd pD.'98IIl tiDe 8erYice for whicb. l QUICOJDII' is cbltpd .. fix.ecl monthly rate for
tnDImluJ.oa capacity dud: ia reIOJ\'Od for that CUltomBl:'r. traffic. Ares U.S. b"liDuB senicos also include toll·
flee 11800" or "888" lCll'Yic:oa. In addition. A.Ce wmmdy pmide1 inuaoLATA serricz in. eertIiD ueas for
c.-mm who make a 1arp DUJDber of iDlra-LATA caUL ACe iDIII1lIlIUtOmatic: diIlinI equipment to eMble
CllltUmm to placIluch CI1le over Ace" JIIlItWOl'k without havm, to dial ID~ oode. Howovcr, various
lilies, iDdudiDg New yt¢1Ri moviq to 1DlpI.emtnt uequallCcr::&stt for intra-LATA toU Galls such Ibat ACC's
ClIItomeft in I\IdlJ~DSwill be able 10 use ACC'a DCtwart OD a "1+" basis 10 complete intra·LATA ton
calla. ACC's abWt)' to ccrmpe~ io the iDlra-LATA taU matUt depeDds upcII} !be IDIIQiD wbicb. exists between
tbo aecea obataes it maat pey 10 1hc local cxc:ha.Dp co.mpuy:lot oGaiaatiDl" b!r'IDirwdD8 iD!ra-LATA calls.
aDd lbt xetm toO nt.ea eatM6ahr:dby the Joeal OICbenae curiers for b local mmmp cani,tq' own IDtra-LATA
IDJI IlCfYice, ACCa commerci1I ..mcee aflllta'8l1y are priced below the ftl8t ebIrpld by 1bo meJOt c&':rim for
similar It':n'ic:ets lI06 uo comped.d.ve wid:l those of otbr:r carricn.

In Cu. ACC curreody originams loq cliltl1l<io voice and ... Icrvicu ill the MODtreal. ToroDto and
Vancouver metropoliDm. IIl'eIS Q we1las t1m)1l&how:~, Britith Columbia.M~ Now BruDswlck. Nova
S~ Ontario ancl Quebec. ACC offen its Caa.dian coDllDtl'dal a11to1Dets boIb voice and dab.
telecommuDlca11oDs setvice&. ACCslcmg disttme:& voic:e services are oftefe4ro iu 1IwriDesa CUIUHDcrS in a nine·
lo\'el~ Itnletlm: mlIIketcd undc:t' tbo~ IIl!<I&e." DiKQUDll Il'e bued 01l cB1li.tlS~ aod call
deIcUtation IIDI! typicaJ1y rault ill AviDp ral\IlDs ftoIn 10911 to 2K wbaa CCDDJIBdCl ro SteD.tw memba' rates.
c.ns to abc U.S. _ pdced. at a flat ta~ zeJ*l'dlesi of Ibe d.cstiDIlicm, ad intwudoDal ealk lite pried 81 a
pc:rccntage cNcoUllt to 1ht %lIeS abaI&ed by die S1cIltOf poop. A(X 1150 0ffl1I mD.-free "800" ImVicell within
CQada. as weU as CO and fa;a the U.s., IUId aftC1'llID AOC Travel Card ptOYidiD,~ aaviDp off SteDtor
manbet "CaDiul Card" 1"lIa. ACC CImI.aa has Imroduocd a fI'8aIC rcl&y lII:tWU!k. Imomct access~
C'1DC1udiD.I Web desipJbOItins) .mel pqlq senices, 8Ild POW provides tbesc servica in aU provIDees except

. Saskatchewan. MUIitOba. New Bnmswiclc end NewfOllndlnd.

ACC oriainateB 10111 distBDce voice MrViees tllrougbout~UX ACe pnICDIly offers its U.K. CWIt~
voice telec:olDDl.llDicalimq: Mt\'ice6. 'I'beIe senices iPelude iDdi.nlct IIICCeSI (known .. "ACceslS 1601") through
the public switdled wJepboDe~rk (UpSTN") aDd the US& of di'{Cll;t accOlll UnelIO Ace's netwQ(k (known
U ••ACCess DJ1e«") for biJber-vo1ume business lJII!l'5. Bec:ause Access 1601 is a DWlI marbt service, the
prlce& offered aIt builllllOUlJd • stIUIdard pries lin with volume dJscouna for bi.lb-volume users. ACCess DUed
ls 8CJ1etaUy C05t effective amy fQ[' cn.stomers making atleut (P0UDdI) S,OOO per month in caUs.

ACe's u.s_ aud CIIIadlaD~ customm arc offered CUttQmizecl services, sucb IS compIebcm.5.ive
b.iUing pacl;;qes IDd ks ''T~ Servk:e Elite" domcsrlc t:IDiq cads, wbkh allow 1bt CQ$tomcr IQ place long
diltaoee c.a11s at COInpetitive rates from anyWhere In 1he U.s. 8JId Cuada. Ace'l staDdard moatb1y~
Includes aroanqemcnt stmllDlllY reprJlt, a call doWl tcpOIt recooliOS every lOllS di$taQ~mel f;rg.ImUo call,
UIl1 a pliciog breakdowo by call desdDatiou. 0pti0Dal calling pa!tInl repoJts, wbich are available at. no extra .
~~ call sumn1lIie$ by account code. ama or city code, LATA (for U.s. bound ca1JJ>.~al
de5tiDation and titne-pf-day. 'l'his infomatioo is avallab1e to CUIt0m:e:r8 in the .form ofhlnl copy, magnecio rape
or disk.

Universtly Pro,TtIItI. ACC·. uoivCl'Bity pmgraut offers I variety of~ St:J:Vi0e.5 to
educauQDal iustituliOGi :ranaioJ from lcmg dista1K:e servic:e foe administration and facuIry. to iIlter;ra1ed on
campus 1a:Vice6, im::ludiq locallDd lonl distance service; \'Oice man. i.Dft%com c.JliDc: and opentOr aemces for
SQIdoms, adlDiDiltntorlllld ~11lty. Are, I8Ie£, mubtins: andea~ professiOUls.WOIX ctirc:ctly willl
collese and~~ administrators to deUgn and implanqt iDwcrated soJwiclaa for providing and manalini
re1ec:ommtlDiClltions eq\1ipment aDd. services to meet !he cutl"ODt aDd pmspcctive commnDications needs of their
~OD$. Iu part of i!-, propm, ACC QMl lDstaDs teIecommunication& equips:naat 1¥h1ch, dependi~3 upon
the ~U'CWDStaDCeS. may Incl0d8 a switcb or private branch exchange. voice mall, cabling and, in the U.K., pay
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......... Pay ... 1II8F in the U.K.. puticoJady It lUIiw:nidea, is mom pmra1eDl thaa in the U.S. ad
Cauda To acceas this madmt diJect1y, ACC has c:atab1iahcd a pay pJKmrl dhilion in the UJ{.. which~~
pay pboDts IbBt will autamaticaD.y raDIE ealla fnxn univatlitiu and othc' iDltitutioIl6 0". ACe 'UIK.'.s oetwork.

. .
ACe' lloq dlance!lll& in the U.S. for lrtudeDIs poenlly a priced at a 109P discount from Iboso c.baqed

by me latJOSt 100& distm:e CflnitllS. ACC's \uuveltity 00Db1tICEI in C8IB1e. aeatDJly prOVide it with the a.cluaive
tiaht. 8Dd iD the U.K. the oppcxtuaity, to III8Ibt to !be scboo1.'. studads, faculty aDd IICImiDiltration. Mml ofACe·.~ ia CamuIa alIo pmvide for udusive univenit)' sUl'JXUl f(l{ DlBlbtiq lu lI1umoi. 'lbese
Bmllgemenh allow ACC 10 market iu services to tbeac groups dlmugh ita afIiDity pmgram&.

ACe offeaI -.mversit)' cuatOll*& ill the U.S., Cuada 8Gd !he U.K. ctttaiI1~ aeMcea. ACC offen
.....cmic institutions a gomp.rebcmlive biIIiDs p"dcIv to uaiIt tbam in IeYiewiDg aud CODImUiDs th=i.r
trJecom1DUmc:atioaa CO&tL far its univcai.ty IdDdcDl custOlDCl'! in the U.S. and CIJIBda, ACe providt& a biDing
fonnat that indi~ dmtPS ucb "tatamat period ma ,aViDp IWJ' call (in b!ImW of~ d*oWlt '-om tne J.raNt
10D1 dlstaneo c.atrler's rues) naUze4 duriq tho bJ11iD.c period, _ for III UDiverslty eustoIDm ACC pro'VIcJe& a
cII1 deIai1 tepOtt cecocdiDg ovety JoDa disranoe call. In &ddiIioD. for UDivas11J smde&lt oustlOmea, ACe ptO\'ide$
indiviclDal bllb for each II8C[ of Cb= lame teIq1bone ~n .. dormitory ;room (l{ luite so Iha1 e8Ch .tudeDt in the
dormitory room CI' suite ClUI. be bllJcd for the cllJls be or she made.

MaDyof'ACC's I1Dtwrs1ty customers in the U.s. em otleIed operator ...._ whldl are available 24 houn
per day. seven dIyi per week. ACC also offeIs ita U.s. aniwl"lity cutome.li iLl ''Travd Service Elite" domatic
calliD! card. In additian. ACe seD. a prepaid. c:a1liDg card in the U.8., whieh Illows ClllllmnrzS to prepay for a
pncIeucmlned DIIDlber of "units" repnrcmtlne loq dlltlDQO minutes. The :rate at wbich rho ODits are \lied i&
deIie:nDioed by Ibe deslinalion of the caUa made by the custoJ:Ol!t.

ACC's Illes group targcD university customers in the U.S., eao.da and in the U.K. In Ibc U.S. univemity
~ ACe puen1l)' bqols smJJJ to medimo si%e uni\1D'&Uies and coU•• wim foll time enmlJmenu in the
nmao at 1,000 to ',000 scudoms. In Canada, Ace has been able to eSOlbJifh 18latic.Ybip& with I£VerI1 1Ir!t
UDiYeDdw. ACC believe. tba.t, while io IYItIJDCioS approach In ClD8da Is sImfJar to tbal in the U.S., m
DItionwide presence in Canada assists it in marbtio,g to wpr academi<: iDstit1lliOll$. ID the U.K., ACI:. bas been
able to asQlbJish long-wrn ra1aD.aJJShip& with sev£n1large universities. ACe bcUevcs that, while ilK IJUIlbtiDi
approach in me U.K. Is similar ro 1bat in the U.S., it 15 able to eocer.s Jarpr oducatioal1 inetitotions~8 of
ita nationwide prciCDCe and bcc:ause 1rIomriuion ftclliIie$-bue4 oamers have IlOl focused 00 thil :matka. ACC
bc1icve& that competition. in the university market is bued on. price, as well u the marlc.etiDe of anique programs
aDd eustomlziq of teleeomm\1D1catioD& 5OI'Vices to tho needs of tb.e~ instimtion and that its ability to
adapt to customer needs has etlhencod its devc10pmtJIJ of telMionsbips w1dI UDiversldes.

Ruid,ruidl Long DisliJllcl! S,rvic.s. ACC offers ita R:SideDtial c:uatomen in the U.S. IDd ClIada avmety
of long dUtane£ suvice plans and iI cDUCDtly offering aDd developing similar pi... far its reaidc:Dtial Q1lltomen

in tho U.K.ID tho U.S•• ACC'5 • 'savo P!\1S" PJOJAm providN c:uaomen with t:OIDI*itivety pdcecllcms~
service. In addhioII., .U.S. customers are provided wlIb a "Phone Homo" 10Dg dtsIImce IIlrYice tbroulb wbidl,
by dia1iD3 a\D 800 Dumber plus an acce.s,l oode., e.11eu CaD call home at coflll*iti\le:rMeS. In~ ACI:.'s
J'CIic1ential services are priced. below AT&T's premium 1'IIes for similar ICI'Vkca. In CaDIda, ACC offen 1brce
difteftnt re.sidQlial suvice P'1J(11D$. The bg:jc off«riD: is a cUcount plan, widI call pcic:inI dW::ountlllld. from
tbe Stentor companies' tarlftcd. tares tot sUnilat sc:tVices dcpendUtg OIl Iht Ii~ of day and day of the week.
ACC also offen its "SUDliel. SaviDp Plan." wbid:l allows calli.na acroll CIIIIlIda and to the comiDental U.S. at a
fiat rate per minute. lIt the 'torooto metropolitan.~ ACC offen •'Bl(bmded )kim TarDl1io" c:alblo wbic:h
PfOvjdes 8_ ram c:aUiq wUbiu areas .clJaceot 10 Toronto mat are 1oD& dlstaD<;o from -.b other. OIm>mIzed.
bllUq services ale also o1'fetod to ACC', U.S. aDd Cenadiao EeSidontil1 c:ust.omers. In lhe U.K... alllt\tlideDria1
customers use ACC's ACCes.ll 1601 service. which pI"O'VicSes .Ilaviop off the ataDc1anlm=. dIupi for resideatia1
aervice by Bri.tiah Telecom or ewe, but requires the customer to dial a four digit access code before dialing the
area code and number.
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· I,It"",IfIoul LiPIgD~, S,rvt~8.· ACC cdfe:s iDtIr1lIboIW produCII I114IC11'Yices to both its emdnl!
c:u....bile IDd to potllntial CDltumeri in the U.S., ClDada and die C.lt. ACC's blwDadoaal audlolUatlons
("JntemIIianll Licenses·') allow ACC 10 resell iJdemationallOOJ diituace slll'Vice. OR leased...woall c!l'euiUi
eonnocted to the PSTN It both cda bctwcc:n the U.S. and Canada, the U.s. aod &be U.K., CanIda anclthe U.K.,
_ subjoot to cenaiD 'afo&uards on DOU-eQmpetttive routes and deltiDation cc:numy rep1l&iona, the U.K. and
aD. o1heJ:~ I\Dd rtlaitorJes. aDd to own intere* I.D intern_tiona} IUbmarine cable facilities for aerrice
between the U.S. and. the U.K. &Ad ocbe.r IntemMlonal polDts. ACC believes it can compete c:ffectivc1y for
in~ uam, because 1hese lmemJtJOIlJ! amiJorizatiOll$ allow it to offer ead-tn-cnd serrices OD c:ertain
rou1I=a aDd route 1I1Ific: ef!it:il:lldy SO as to price its services at colt-based rate8 tilIt ue k1wer man !he inIenlllionai
sea1emcmI:-bucd ra&c:s that would otbcome lII'Pb EO *Uth tmffic:. Howeve.:, o.um«ous other Can:i«1 1110 have
__ :l't8IlB Itceasea. ImpIcmmtatiOD of d:te WTO qreement is apecb=d to increase oppotl1II1idos for
l1tema1lve call routiDp but will also iDCIUSc compctilian in the industry. Mcxeovcr, • RlCent FCC decilion,
c::oaeat1y on appeal IDC1 subject 10 petltlons for ~on, is iQlll;lJdld to acce1erate reduetiOO8 in
ia.lr.:ma!ioaal calling rate. and may reduce ACC's matAio OIl mletDalionai~.

lM:al ~,SIF1IlclS. BuilctinI OIl it.6 ~p8rie.nce iii providing local tI:1ephoDe sc:ni&:e to various
Wliversit)' c:~lOdXIa, ACe lOOk advamap of leplaory devo1opmeDts in New Yode SII.Ie llIld in 19l)4 bepn
offerioJ local telepwal: eervice to coanneroi81 cu.stomets in upstate Now Yolk. As a reS\1ll of tts J\USUlt 1995
acquiaition of Metrowide ComonmieatiODli, ACe pwvide. loc:a1 Iblcpbooe seevico as a reseller In Onmio.
CaPada. and began providing such service in Quebec in 1996. ACC believe. tbBl it can 'rteI18tbR its
teWlonsblps wLcb el15tin; c:ommen:ia1. univu.sity and eollcge and resideado] custDmlD in. New York S~ 8Dd.
Qmada and. Clan~ tJ#fI CUstomllES by offorln: them loc:a1 p)d. long dilltaDc8 Bta'Yices.. thereby pnnricting a
single iOUI"Ce fO{ COInpI"eheIlai\'e It:lecOlnlnunlc8lions ser.'k:e5. ProvldiDllocal telepb__ servict may enable
ACC to serve new local exchange customers evat if thty are a1ttad.J' 'dIlde:t COIIIl'aCt with a c.tiffstmt
iJltRxchlmp caDior for lWI dis~ce lICI'Vicc. During 1997, ACC expanded its loc::a1 tdephoue opetaIions by

'iusw1m& ftlite:hes in New York ClEy, Albany and Buffalo, New YOIt. and BDStDD. aDd Springfield,
MassacbDSCUs.

ACC bas Hmlled e.xpmiooc:e in pl:QvidinS local Iclcphcmc services. haviD8 lXmlIIlIImCed providing sach
lleIVice$ in 1994. In oroer to antact local ~tomeD, ACe IDPtlt offc lIublu.Dtial discounts from the~
c:harpd by loc~ exchanp curlers aDd Jmlst compete with other altemative locJ1 C'.OQIJIIlDics thai; offer such
discounts. Larger, better capi.tali.zed alt=malive local Fovidera, iccludmg AT&T, aIDODi others. will be bedU
able to S\1Stain lossl$ associated ,with discount pricins and .iDidal invlllUDentll uti apeDSt$. 1"hc local rolephoDo
savice bllslness requ.b:es li,."Difieant iD.iljal inve,rmamtB and expenscs in capital equipment, lIS we1l11$ signiiic:anr
milial promorional &n4 sell1Dg oxpoosos. Tbero CIIl be no a5~l! that ACe wilt be able to leuc l1'ansmission
facilities from local. exchaDle cauieri at wholesale rates that will allow ACe to co~ GffllCti.v£1y with the
local exchange carriers or other alt.e:rDativc providers 01' that ACC will at:Dene positivo operating mal'Iin& or
maiD pro1ltabillty in its local telephoM seI'\ioe "bu8int:$$.

Sales and. MarkedDg

AfX. DIaIbUi iI:$ sBrVica in th£ U.S., Canada, the U.K. and Gemaany dJroup a variety of cbaDneb,
JII.C1udiD& ACe's fD.temal sales ~O&. indepeOOent sales .pnu. co-llUl!bting Brl'IDsements and affinity
programS, as desctibed below. M of December 3]. L997. ACe bad a total of approDlDInely 380 inb!nIII ,ala
per$Onuei *Btl approximately S80 independent saJ.e.~ agenu r.e:t\'i1tg iu U.S., Cadadiad, U.K. ee Ga:maD markeu.
A1thoush it has not expcrieftc:cd lipificant turnover in recent perioda, a 10Si of a Ii.lniiCllllt uamber of
Wlcpend=.t sales apnts could have a material adverse effect OD. ACC's ability to generate addilional revenue.
ACC maintaiD.l5 a number of sales offices in theNo~ U.s.• CaD• .m. the U.K-lll addition, with mspect
10 lis umverslty and $1Ddeat customers in each counrry. ACC has designuod tepreSeDtadves to assist in customer
emo11meDt, dinemination of marketing information, complaint resolution 1Dd. in some cue&, collection of
customer payments, with xeprNenta1ives loeated on fOm.e c::amP\1S~5. Ace actively seeb Dl!lW opportuniMS for
business all1.aDc:es in the fonn of Btftnll)' programs and co-martedng &J:X'8.D3emeG1ts to provide lCCeS5 to
al~"e distliblltion c:h8m1e1i.
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DuriD,s clCb of 1he laIt lbrec years, no customer acCOUl\l8d m 10'1\ or: moJe of ACC's total rnenoe.

Urdtfd Sun,s. ACe markets Its lCIr\ic:es in tbtJ u.s. lbtoup Ace'l irItenW 8_ pmoone.l and
lDdepel.dow salo& B.&dS a6 W61l as Ibtough 8tteDdaDCt and rep;aenbdicm. It aipi6cam lIBde aasoc:iatiOI1

m.eetiqs u4 mduSlX]'co~ of UItget CU8tomer 8fDUP&. ACC'. iales and marbcin.B efforts in the U.s. U'C

waete4 primarily II buaiDesa ~I),£tomen \1loilh SSOO to 515,000 of mombly us... Behlcted resideJWal customa1
IDd universities aDd co1le8OS. ACC also mllteu ita services to othe;r reseUClI'iI and rebillers. ACC plaDs to
le.\'tt8# its RJA'l::bt basie in New Yod; and M18511ChuleUi into ocher New &,landItIlteS aad PennsylvaDia. ud to
eYCDtaally extend its marbdDg focas to otbcr states. ACe has obtained wtboriwicm to otiIil1llte intmwo 1001
distance voice services in 48 state&.

CGn.Qda. Ace m8JkKs its 1on& dittanee ~s in Canada tbnnlp intcmal ules pcnonnd and
iDdcpc:ndcmt sales 1p11. co-mark.edng uregc:mcnts BDd affiDity~. Ace focu_ itS dinIclt seDiDI eft'orts
00. medium-eiMdaud lIqC! bgsiDe15~. Ace also markets ira services 1lO otber telle1lla IJllCl rebDkts.
ACC uses indepeDdeDt sales B&eQIS 10 fatIeI sman 1lO medium-si.tA!:d b.aaineas 8IId raideDlill1 euatomm
tluollgbout C8nad... Thete~t lII1ea apab market Ace'. services UDder COIItrICtB that gcaaally
provide for Ibe payment of commisBioDB bued on the.1CYCD1Ie pomlbld from new CIIItODIel'S abmiDId by te
rcprcscDllJivc. The use of 1.11 independcm ascm DIitWOrk allows A.CC to Qpand U1ro additiooa1 markets without
incurring the si.,...uticaJ)t nunal COSIS as50elated with a direct Bales~.

In tddition to maDuina il:i resi.demial servicea in Canada thruugbi~ Ides 1P'IltB, ACC bas
developeel sevenl affiDit). programs desisud to attract re&ideotial cultolDm witbiD specific target groups, such
as c1oba, alamni groups aDd buyiDg groaps. 'I1x: usc of affinity pro~ aJ'l0W1 ACC to aqet pouPl' wtth ,
natiollwide presenc;o "Without OIlgaging in costly nltioowide advetdsing ClUllpalp. Pot f1n mpJe. ACC CIftIIIda
bas established affinity proawns with such pouJHl lIS the Home Savice Club of CmIda, the Univmity of
Toronto and McGiU aDd Weslem Universities. In addition. ACC has developed a co-lftI:l'bIing acranpmmt wirh
Hudson's Bay Company (a larie canadian retailer) tbrouJb wblch ACe's telecommaDleadoas servlc:es are
marketed under the name "'1'be Bay Long Disrance Prosram" and "2'.e1L!n Lona Dislaoce.'·

Uni,.d Kingdom. In the U.K., ACC markets its services to basiness and residential CDBtomel1l. IS weD as
om telecomm.llniCuiODS restillers. throD!h a muJticban1JeJ dillmbution plan including iJ$ :im£mal sales force,
iDdopen<lent e~ lIJents. co-markl!.q ammpmelltS u.cl atftnlty propams. .

ACe gene:mlly utilizell ita internal ule:s force in the U.K. to 1aiget medium Iliad lqe business C\1SIom.eft, a
number of which have enough volume to warrant a direct access line to ACC's switdl. thereby bypassing the
PSl'N. ACC~ iU rervic:es to smID. and. medium-&zed b1JIIDe5sea tbrouJb lDdependelllt sales apnai.
TeJemarkertn also ate used to~ servic:eSl to anWl buaineas cUStlmJ,lId Mel residential cQStomen BDd 11:1

generate leads for the odJer members of ACe's iDIcmaI slles force and indepeadeat s.Ja..,emll. ACC U.K. has
cstablisbed an intcma1 madcetiDg group ItIat i$ focused on selling it$ sernc:e to adler telecommuDicati.ons Ielellm
i.n tl1a V$. and certain European countries 011 a wholeAle basis. ACe U.K. has entered Imo c:o-mark.edng
arraIlIements with utilities, llDivetSity alumni groups and othOl' otgaui2:atio:ns.

Network

In Ihc U.s., ClDIda IIId the U.K.. ACC utiliQs a netWOrk: of Un. leased gder volmoe dlscoUDt c:omn.cts
wi.1b o::ansmiBlioll facllit1e&-based cm1en, much of whiob is ftber opti~ ~. The selectiQJ1 of any pIIl1icu1ar
circuit for the uusmission of a call is contl'olled. by routinI softwlll'e, loc:ated in die swit.c:bcs, that is desigaed to
canae the most effu:ieot use of ACC's actwork. ACC evalu.atell oppon1Juiti8$ to i;n$tall rA'Rche5 ill selee1ecl
markets where the volume of its C1l$toIner traffic: mab6 suc.h an investmeDt eoonomlcally viable. Utilization ot
Ace's switches allows ACC to routec~ ca1h onr multiple net:wmks to reduce costs.

Some of ACC's contracls with transmission faci1itiu-bQed Cltrien c::ontaiD UDderudJ1zat1ou proo.1.sI0IlS.
These provisiOlU require: ACC to pay~ to the tlaDsmlssioll facilitios-based eattiers if ACC doeg not tneel:
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mjnjmmn periodic: ... teqUinrn&mb. Ace baa DOl bcal _eel lIlY UDdeNIi1iJatio1 c:Iuqes in the pur.
Howe\'W .... CtIl 1Je DO atI\D'UIICC that sacA~s 'ftCIU1d DOt be _lid in 1hr: fl1tllre. Otbef ..tilers,...n.; CC1otn1ct with ACC on a moI)IfI-~moDG1 bask. idec& ACC abnDll e:lClusiYCly ~ tbt buis of pdce
IDd. 8m nkely to tl:nDiDlle~ maqomeDts w1Ih ACCif they can obaIiD br.aBr priciJlI1lmD& elsewhere. Ace
UHI proJcelrld Illes co ok roseI1en in tNalWIiIJI the tnde-oft's bBtweeD volume dlscoums llIld Ihe minimum
ulilization mea It negoIiaw with t1'Iln8IIUaaiOl1 facilities-based cazrlers. )f Illes Ie'otJu=r ruc:Ilaa do DOl :meet
ACe's projected Ievela. ACC could incur undtmtili:catioa charges aod. be pllCed at a elilllldVUlt. in :D8gotiatlq
fucwe voluag, discounts.

Ace~y lIliliza leduodant. JDsbly antoliWed advuced l81eCCImmanicaliooa equipuIlt in itS~
8D4 has divcne ahc:matc roub:s avuJable in CUllS of COJDPODeIlt IX" r.:i1ity faiJurc. Autamaric afIk: .rout:1Dg
eaables ACC 10 pnwide a bip krYel ofDIIlblUty tot its CUiIImIeD. Complltct'imd. anto1JWlc: oetwoIk m.omtoriDg
equipment famljtl,.. fad IDCl aceurate aalyaia and resolution of IIItWOO: paobleml. ACe ptOYide8 eWltomcr
SCl'Vic£ Gd soppon, 24-bout l1etwod; nadtming, trouble~ aDd respoase. setvic:e implc:mentBlion
coordlDlIion, billiq wistaJce and problem resolution.

In the u.s., Ace JlUliDtaiDB darec lcmg disbmClB ,wllcMllDd six 10cel exd111DF .wilda. Thue lSwilebels
IDd lddiIionu pOOits of preacace ("POPI") JIlOYidO.,IA idltd'lICe with the PSTN lD leMce ACC's CUAOmerS.
Lim:s lcued from D'III8D1iNlOl1 fadJi1les--bue4 carrieIi·liok. ACC:I u.s, pojDts ofPftlIIDCe to irs lwiteb=i. AOC
u.s. maiDIalDs a le8s~ diRd Inal-AtIaDli.c liDk with Aa::. UJC.lIlu it eabIbhed in 1994 foUowmg ACC'$
receipt o! ita UX. Intcma1ional Simple RNIle Uc:eose for U.K.-U.S. cl1l. IDd iDterDtlional prj".. liDe mile
eutbority in 1be U.s. ACe ba.~ aD IRU 10 S\lpp1c:meot av.cb trlDS-At1aDtie leQed.-llDes to me U.K. IIU1d
to enable ACC til 1'Bdnca oetworlt. COSU. .

In Cuada, ACC uWataiDs 10Da dlltal1Ce. lIIwitda in TOI'ClIdO. Montreal aQd VIIlCODYe:. ACC also maiDlaiDll
fnme l'81ay flO. f<lr swkcbe4 data ill TOlVDIo, MOnDaI, VaDCOUveI' IDd. CIlp£y. ACC'del ba1lIIDis&i.on li.Des

·leped :ft'Om ttaDSmiuion faWitiea-based carrirD to link Us CaadlaD POPs to irs sWik:.Mi. 'Ibis utwark is also
UDked with ACC'. switcbcs in the U.S.... the U.K. ACC CaMda. alsu lDIintain. a lcucd. cmct ...Adllldc
liok wiIh ACC U.K. thai it..liJbed 1'DUowIDa Ibe gnut to ACC U.K. of its ISR. Uceale. 1bls U'IDIIDISlIi01l
line enables Ace Canada to IeDd r.taftic to the U.K. It raJa bc1Dw thgQ ebqocl by Teleg10be CmIda, the
~1,I5ivCl CaDadian ttaoamiBaion facili1ics·baKd camer tor in1ernat1onal oalh, 0Iher Ihan those 10 8Dd from tilt
U.s. aud Mexico.

In die UX.. ACC~s loDJ cUst8Dce switdlci in London, Manc:beat£t' qd Brlsrol. &aland. ThU
network is also~ witb ACC's S'Wil:da in Ihc U.S. and Canldar CD$tOmOll can access ACC"lII V,K. network
through d.irect~ !btl or by dial-up access uamg auto dWinC equlpmoM, iI1din::ct -=111 !:Ode dialiDg o.r
last cost routiDg sofrwate iOl".eJl'l.tl=d in the CUlromer'$ tolephono equlpmenc.1n De=nber 1996, ACC U,K. was
a1Varded In IDterIlltioml Facilities Liclpse. _ EeCOJyed I Public Telcconmumieali.olll Opa:ator liceuIe in April
1997. which licenacs have eoablod ACC to build a.~ve necwork in die UJC, and to boJl,n to use me U.K.
as a. regional hub for intemational telecommamical:ions traffic.

10 Febrlwy 1998, ACe lDsta11ed a loDs distance switch in D.eldorf, Ge!many and commenced offmng
nriteh-based IODI distuee ICIVil;:c to its CUllD!lleR.lD 1997, ACC receiWld.. CJus 4 fUll voice telepboay Uc:ense
from die Getrotm Miniab')" ofPost -.cl Teleoomm1lNcwoas, which bcamc cfle<:tivo JlDuary 1, 1998, aad wbicb
1& a ttquircment in order to provide switch-based telccommuDicati0n8 .services In Getmany.

Network. costa l!Q the _Ie lat&est~ in,mred by ACC. ACC strives to COIdroI ita network COllI IIMI
ill dependence on otbet CIt.rieni by l=sioI trarwniasion liDos on an ecooomica1 buis. ACC i8 also C:ODllcJedDg
ownc:nhip of certain tradmli.Ision facilltjca as a means of l'Cldncina ita DCtwork coata. Ace bas pmcbased IRU,
~~ leases of private line circujt3 with clftiel'Sl that operate fiber optic trazllIDIs5ion syaIlPda at rates
independem of Wlilp. particularly on I'OUIm ovet ....hich ACC cmie!l high volumes of c&lls sueh as betweea th~
U.S. aDd Canada and the U.S. and 1b.e U.K. ACC attempts to mui.mize tbe eftJ:clent utililatiOD of ita netw'(ri: in
the U.S., Canada and tb~ U.K. by Jnarketiq to comm«rcial and aoademic: in!titution culltonw:rs. who tencl to use
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its tetVicos most f1'eqUODtly em weUday' duriD& DDrJDIl1 baaioaI hauls. Md. resldtGdal and student~.
whl) UII!:~ SeMces most often duriq nisht and weeke.Dd off-peakboan.. .

lnfOrmatioD Sya1ems

ACC believes that maintaiIlilt,& sopblst1eltod aPd reJiabIa bil1iDg aDd customa' IClrYica iaformldion S)'stems

thIt iJltBBDb: b:illi11g, IQCOWlU reoeiv.'b\e IIId. WIb'l'llUY support is IL core capablUty Dl:lZlIIIJ'Y to record bel
procoss 1M dau.~ by a te1eeQlD'CDQlllcatloas I«Vi«t provider. While ACe belieYca i1s maneaemtnt
iJl£onnItion &)'Item is CUI'J'aIC1y ........ ir has DOt J1'OWJ1 II qok.kty as ACt;'. __ ad substaDtill
invesDDeDts m~ A.CC is dtNeiopiDs aad implemeutiIaI .,., IJlCOIDS deIlped 10 (i) eDbPacs 1aCC's
abilily to monitor and. respo,ad 110 the ~'OI,,",,'" of ita~ by deYelopiq~ -.1 ~1IftIDbwlsemc.,
(0) improve l=ast-colt JUUIiJw 01 ttafIlc 011 ACC'. ID1IrDItioDa1 DIJtwaJk. em) pmvide ..ticlh:d biltiD,8
iDfoDaItion tMt can be taDOIIld to meet dte~ ofils CUSIOIDIl bile, (iv)~ bigh qualitycust~
ICMte. (v) detect m:1 m1n1mi~ &aDd, (vi) verify payabln to npplilld of ......,.,..,DIcItlcmI UIIIApjI,i(JIJ
fIdliIies &Dli (vii) intqtalO addItioDs Q) ill e.... bile. A vmety of problema ale ofte.tl edCOIIDI:fnd iD
coaneetion with die impIeaI8&\WiOD c4 DeW .bI.t'o,mdoD~. t1Ic:re call be no UIUIm"'C tbal Ace wiD GOt
51.tffer :adverse consequ.ence8 or co5t 0\'CIttm8 in Ibe Imp].emeatatlon of tbe DBW iDformaDOI1 8)'Dma or thIt 1he
DeW sylfAmls will be approprilltA: for Ace.

CcmapetitioIl

The tc:lcc:cxmmmicMiona mdusuy is Idcb1Y eompiati.ve ad ia aipifiClDlly iDftllCllCed by dle mdr.dDg and
prictDl decisims of the llll.JCf iDdaatl')' pIlI1ic:ipID". In eecb at its r:DI1btJ., Ace. aampetel primadly on tb= bui&
of JIDee and. 1150 on the buill of cactclmer se.rvicc and Its ality IQ povide abroad may of III1IelccnDInaDieatioDB
services. The indusD:y b8I telatively losIpltlcant bmien to eDtJy, DlIIDl:l'OUI Clditiel competing for £he IUD
customm IIDd a high BV..,e chum llIle, 1M CUftClmetS fcect8elldy~ kms di.u1DCC provWen in respouo to
!be ofl'eriDa; of lower ToIIa at promotiaoal incaIives by compotltors. AlIbouIb naany rJf ACC's CUItoJDa'8 Ire

under multi-year comrac:ts, IOveral of ACC's 1arpII: cDltolnm (pdalarily 0Iber 10lIl diItInc:e cmiers) lie on
moDth-to-month CODIt8CtS tmd are pcdew.rly pice seasitive. :RtMIIIIICI 110m. odM:r RIeIlen~ for
a-pptOXimatdy 3290, 49&1 aDd 281JD allhe roveo\les of AfX U.S.. ACJ:. C...sa IDd ACC U.K., respecdveJy. In
1997. With teaptCt to these culltomen. ACC competeS almost ac:l1lSiW'Jy OD price aDd does not b~'e long teml
o:n\ftaClS. The ind\lsb'y hQ uperieDced IIIlCl will c:onrirme 10 spedeta npid. I8guJatory and bdmo1op':a1
chUIJrl. MIII1)' competitors In eech of ACC'. mBIbts lie lIpificudly JIqetman Ace, baYe I\1bstantiatly I'ft=lI='
resources than ACC, ClRIb'01 ttensmfssloD liDes aod 1Brgr% aeriroIb IbID ACC 8D4 have IODptandiDg
relation~ with ACC's tillct cuatomen. There C811 be DO UlNIIDce that "'0::. wiU rarnIin competm\'e in mls
eD\'irontner.\t. Rogala1lOIy tnads baw bad, IDd may hPe iD Ibe 6amre. siplflcIm elfectl 011 e:mnpetition in the
industry. As ACe ~pends its aeocraPh1c co".... it will encounter~ competlt:ion. Mor:eover. ACC
beli.Bvl!:S tba1 compedli.ou. in ooo-u.s. matkets is Ilbly to IDcnucI and bc:camD more Hk.e competitiOD db u.s.
mar'ket.s over n~ u mc:h non-U.S. DlIldt.ets coDliJme 10 oxpedeoce~ inSuC!IICCS. See ·~o11.
and Regalatlon." . .

Compdition in the lems distIlnce iQdusb1' il b8sed upon prlcllll. r:nttonJ. aenice, IlCtWcxk qualitY, \ltJUer
added services ~d c:u:Jtomer reJariOlUlhips, The IIUCCaS at .. ooo-trIIIImirslClll fadJlties·l'tNaf carrier such a
ACC depends larply upon die. amount of traffic thl1 it CIIl commit to Ole UWmilslOD 1'adHIie6-bued carrir.tS
and. the resulting vo~ ctiscoums it- caD obtain. Sabjeet to cDDtract l'DItriaimu ad cu.MOnliet brand loyalty,
J'CScUers like ACe may comp.ti1ivdy bid. tboir trafflc I1I1ODI 0Cbea' :a-nQl;lll 10Dg diSCIDce cmias to pin
lmprovemont jJ). the cost of ICn'icc. 'Ihe fCla&ioDBhip between reaeDets &DC! Ibe larpr ttlDlmilsioo faejliti£s-bued
cmien it twofold. Fh'st. I mIller is a ~\14tomer of the services provided by the 1:IaD.UnisiiOG facllitles-based.
carriers, and that CUitomc:r re1lUionsbip is pmdU:ated primlrily 'JPO'1 the pricing Bl:r'lItcsics of the nut tier
·coxnpanies. The rc.scUer and the trm8ll1juion faQilitia-baHd C8lrlers are also competiton. Tht: ...clkl will
attract CUltomm to the &xteIIt rbat its priclq for cuBtomen iI pnedlIy mote favorable tban me pridq o(fQUI

the same size CIlSCOID«S by 1arpr I:t8II$Dlisaicm facilities-based camas. Howe~. lnllUmiation f8cllities-based
cmriers have been agrMSive in developiD& dilcount~ whicb have had the effect of reducing lhe rates tbey
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cbIIF so ........ whole buaiDeiii b IOUpt by tile ftMDer. Thus, me basiaell IUCCCII or I. INe1lfr is
.......tly ded 10 me~ po1idcI eatabJistwt by me lIrpt lttAtIIIiaion flcUidcs-baed emicD. There can
be no UlUfIIlCt that favorable pt'iQn1 poUtie! will be ccmlimacd by those 1acpt cnnsmlssion facilities-based
cmIers.

UniNtI $kIru. III the U.s., ACe is authodzcd to~~ BRd inlcmll1ional lane d1KaDce
lel'\Iic:es D&1lODWfde 8IId to,~ ildrlSt8te lone diltaDCO service in 48 8ta. (aldtoup it emeotly deriVe.Sl
mOIl fit iQ u.s. reveAUes pdDcipe11y from calla origiDared in Now Yolk eud MaaachUiCltS). A.CC QO.tDPete5 for
~ aw""iiaicm fadlfdea and capital~5 wJIh~1J8lq diaamce rderommgulCiUiol1s cmiers
mdfor tead1en, IKlIIlC of which _ ...ttany IIJ1t:r, have subswldlU)' ..... 1lnaDdaI. ttdmical and
medcetiD.J leIOUI'CIlI, and 0WIl or 1eUe IaQet tttgmri..hlll syamms Ibap ACe. AT&T it !he Jarpst supplier of
1-. clillaCe I8MCes in the U.S. !DIet·LATA mubt. ACC Ilso c:ompeIIS widam ita u.s. call orisinabap I.RlIS
with adler __ long dIsIMce td8pbone a-rion. suc1Il1 Ma. Spall IIId reaiou1 comp.me. whleb nsell
trwllfllllSllOlll semces. DOCs from outside the NYNEXIBeU AJ:16ntic: Rlioa. .iDc1udiDg SBC Commuraatiom.
bPI, DDdet!he adhority coar.aiDed in the 1996 Act, bepn au offer 10Dl ctiaaace -"'ces hi Ibt: NYNEXlBell
Adtatic JeIion. In the iDtxa-LATA maabt, Ace also COIIlJl*I \\1Ib the ]oed exchaqe c:anicD scnicing Ibose
IRIS. In ita local &eMoe IteM in New Yolk State~MMsadllsetts. Ace pracntly eompete& Ot in d16 fIIt\1re
wj]] compel:D with NYNEXI.BcII Adantic. ProadK CCrp., ATM. Citizcua Telepbooe Co. IDd WorldCom and
wIIh ceJh1Jar aDd other wiUA c::mtm. TbeIe local cmiers IJl brfo loq-sraDdiJlg gLtJionabips with
mm CUlloml:rs IDd ba.ve flDacIaI. petMIIIII1el and -=cImical 1IlCOI nblcucfa1ly pella: than those of ACe.
Pudbamore. joint veaaue& saoh as tho. botweca MQ IQC1 MkIosoft Ootpadricm ("'MicroIoft")' under wbfch
Micmeoft will prom.OCle Ma'i 1CMcca. the joilX vtIIi\Iro 8IIlOIl& Sprint. Deu1Icbe Tc1ekom AG aDd PtaUee
TUc;om, elIDed Global ODe, 1he receady~ JDf:l8tt ofWorlclCom IDd MCI, .,other~c 8I1iaIu=
could JDa'we compeddvc preauxee upoD ACC. The IaceD.I JDCIFI' betwBa1 Nysox Corp. Ind Bell Atllmlic is
Hb:ly 10.~ tbe fiuncIal ros~e. of the DClW, comhUwf amJPIIQ', IIId its~ IlClWOlb may
eDbance i&s ability to oft« JoDs distaoce IerYices in the COJDbiDed NYNI!XIBe11 Atlmtic re,jon.

In a4dition. to Ibeac competitive factors. teeeGt and pending &:roplltion in each of ACC'a~ may
flI1CDUnIe DCW emrant5. for eumple, as & Rid of Ihe 1996 Ad. RBOQ; Ire aUowed to cDa'the long distauc::e
IDI!b:t immediately In "out of fCIioa." atatea, .., m die states wbert tbc DOC is ID iDc:umbent LEe upon a
shcnYiDI t1w eeaain ccmdiIiou related to compe1ition have been IMt AT&T. MCI aDd om long di,tace '
cardc::tst utiIiticB aDd cable mle'vi5ioo eomp~ am lDowed to enter the local toJeoommuoicatiollS JDIda:t. In
addition, tM FCC ba$. on several 00CIIicnIs IiD= 1984, approved Ol'requlred price te4actiOD.1l by AT&T U1d~ ill
1995 aDd 1996. tbe fCC !eClaIsi.61d AT&T as I "~I"·carlet for domestic and ~ooallong
diJtam:a.~ wbich .IUbatau£illly reduces the (8JtIJatol)' OOI\tIraiDli OIl AT&T. In Ib£ tec::ently-comp1tad
Wadel Trado 0tpDi~1di0D tIlbt the u.S. comm1tleCl to llIowing foreip carriaI beIetofore prohibitt.c1 from
compedDl in U.S.1IIlIIbcs, to •• tile U.s. 10081, 1on.Idi~ ad in1lmadonll madceu. and the FCC hIlS
amended ita JUles, effective February 1998, to imp)ement ~t ClOIIIIDiImeCRl, aIlowinz virtually open entry to
abe U.S. market by all _des fl'Om WTO mcmbet' eounaies. 1.'be WTO 8CCOl'd willlitdy increase the level of
~n ID tbc U.S. JocZ. loll! dlsWlCe, and. iDtt:L'J*icmal IDIIketa. ACC believos that abe princip&l
c:ompetltlve factors affecIing ita IDIIbt Ihate in Ihe U.S. are pricina. aastomer serviee 8Dd variety of -.rvices.
By offI:riq high qu~tY teIeconmmmcatioos services at compeCid.ve price. aud by offering a portfolio of value~
added scrvic:q mc1lldbl& customizecl biDiDa pack.., call maDa8t:meDt IDd call :reponiD1 services, lOIelbcr with
~ customer aeMce and nppart. Af:X beHevet Ibat it competea dfBcciyeJy wicb other locallDd Iong
~ 1Ol0ph0ae camera IUId. mseI1em in ilS setVioe 1II'eU. ACe'a ability to continue EO compete: r4ftdiOJely
Win depeDd On its caatinuad .omty to maintam bip quali,ty. ~"<k:I.ven~ at prices gt~ below
those chlrpd by its compet1tols•

. Q.nIda. In Canadu, ACC competes wid!. faci1i.tiea-bued <:al"tifn. other~ and rcbiUers. ACe's
princ;ipal traDsniiJsioo facilitia-baled oompetitors are the Stentor pwp ofoompuies. in particular, Bell Canada,
'tbe ~ut 5uppliers of 10118 dfstanee ielVices in CaIwta. AT.tT Cauada, which pmvide5 cortaiD. facilities
besed and long distaDce services to business and residenIia1 cualomers, and Sprint Cmada and fONOROLA Inc., .
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wbld1 )mYIde ceIIIIn UIRIIDiS&ion faailiti...b18:1 seI\'iQes IDd alto IGt IS rueDI:t of telCCODDll1UlicatimU
aemees. ACC aIIo competea apinat LaDdan Necom, ans~ of~B~.ACC belillvtl$

dIat. fot BOJDC of its CD61ODLeI'S IDd potem:ial~ it baa ... cowpctbivc adv... O'WI:I' other CaDIdlan
-uen N a reI\1h of lis operatiom in Ihe U.S. ami the U.K. In partical••.8lo tl'aDs-1t.tlImlc Jmk._,it
eII&bllsbed iJlluu 1m betwDcn tbe U.K. lUld CIDBdI allows ACC canada to sell uamc 10 !he U.K. with ~

silOitcaody lower coat BlrUC1Ufe tb&D many otbI:r 188ellen.

UniIIId Kiqdom. A~C U.K. cum:DUy bo1ds a NadOlld PrO Licente and an In1aDational Facilities
LiceoIe aDd c01DpCll:Cl wiIb facilitiel-biled eaniers IDd ocher teaeJJen. ACC'.. priDdpal competirort in tbe Ult
1m Britilh Telecom. dIo domIDaDt supplier of relecOLllUlUDiClliaos acn:ic:eI in die U.K.. aud ewc. ACe also
r.. competldon from otbel' operatDn such as EoerPs and WaddCam. ad &o.u reeeIleIs 1DCl\IdiDi EaprilIIl'd.
Spdllt. ACC believes Ihe servm of ACC U.K. arc cr.rmpetitive. in tenDs of price end quality, with dJe ICl'¥ice
offerinp of ill UX c:om,petilDD primarily~e of i1I IdvaDOed ~.rel8ted~ and softWIrc
syBteml mi the netwOlX colliiplatlon and uaffto meoagemeat~ employed by it in the U.K. .'

" .

AeqaWdon8, InveilllleulB ..Stra.Ai"...... '.
'. .

Ju ACC explDCls lIS servkc: o1!etings, PQIllIphic foc\lll aDd ita netwm:k, ACC aJUiciplltel that it will seek
to acquke asseu aD1 bl'l8iDeIRI of, make myclI&lDCD!I iD or .. jp.to strlallk: alJl,nces with. COIDPame.
pI'OWtiag Ien'ices comp1aDl:Btary to AJ::.c'& ~l_ buslMI&. ACC 'bolitNes thai, as the &lobal
teJecornmunicltions mukctp1lc£ becoxIJ.ee imauinll1. compeQdve, 5.p¥d. and BlAblreB. such tnuIIactWlIS will
be important in ;maj,n~ln.Ia competitive position in tbtJ iuduitry.

ACC's Ibility UI I:ffect lKlqaisitiOl18 and 5tratqpC allianeca and maQ tnvestmeDts may be depeDcleDt upoo
its abilily 10 oba additional finBDCiDg and. to the extoDt applicable, CODSt.t1B ftom ~ hol_ of debt and
prcfermd &tOCk of ACe. If Ace wero 10 proceed witb ooe or 1UOIe sipmelDt ItrIIeCic ,mancea, a.cquisitiOns ex
investments in. wblch tbe. considelation consia~ of cub, a substantial portiaD of ACe's available cash could be
used ID consummltC dle acquisitiOllS or mVQ". If ACC weR to ConJUIDInIte one Of more aigniAcatal
atrat£gic aJQaQcq. acquisiticms or in\'eStmeDIs in. whjch the c:onsideration c:0DIisb of stock. shareholders of ACC
couJd suffer a siprlflcaD1 dihnioo of tbtit intere.sUl in ACC.

. Muy buioells acqWSid.oDS must be accountat for sa purchases. MOlt of1be buliDellSOS Ibat mlgbJ. become
auncti.ve acquisition camtidalt:. fIX ACC 11"0 likely to have s.tanI1lOlDt goodwin and idtanJib1e asse&ll. and the
~tiOllS of tQqll buS'iDenes. If aoco1Dned for as a putebasc, wookl ~iCll1Jy Rl&Ult in lV....mAl amortiza.1ioo.
ebarIe5 to ACC. In 1bo ovent ACe consummates additioul1 w;qui.swoos in the fuIu.rc that l1'l1Il!It b£ 8CCOUDbld {Of
as purchases, such acquisitiona 'wauld 1itcly increase ACC's amortizIlion lIXpeDSos. In c:onnecdon wkb
acquiBitions, invelJtmeols or strategic allia.ncea. ACC could. incPr IlUbstIm1al expeases, htc1u.d.ing the feea of
till8DCial advis~ 8ttOmeY5 and. accountants, me eJtpease.s of ineeanIi. die bus:ineu of the acquired compmy
or tho suatogic alliance with ACe'S! baaiocu BOd lIlY cxpcmr:s usoc:iued with J'IlIi*iDI 5baes of Ares
capiral tb:lcJc. if IllCh sharca ue iSSllCd. The fiDlDCial iu:Jpaet of S\1Gh acqaiskions, i1msuneGts or stra!epc
amlnc:es could have.1 mll1Cria1 adverse 8ffect on ACC's baslDess, dDt1lcial condition ud n=aults of operatiom
and could call!~ substaatial ftuetua1:1ons in ACC's Q1WterI)" and yCl(ly operating .resuJls.

Tho Merger AgteelntDt coutains restrictions on the conduct of ACI;'5 b'OSlDes& prior to the CODSUJnmaIicn
qf the Merger 'CIthieb are likely to affect ACe's pursuit of its str&telles.

~101'CCS

At. of Decemb« 31, 1997, Ace had 1,268 full-time £mplo}reee: woddwide. Of Ihis toW. 384 emplQ)'CC3
were in the U.S., 482 were in Canada, 369 were in. 1be U.K. Ittd 33 were in Germany. ACe bas uw.:r
cxperieDced a wo.k 15topp1Qo aDd 115 employeos are 1101 repreaented by 8 labor tnJion or covend by a co1lect1ve
bQ'latnin,s: apeement. ACC coDSi&:n its employee relations to 1:1£ good.
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l'npIttet
ACe's p.dDdpI1 e*utivo offic&, m loca1ld It400W. AW2lDO.,~. New York:in carporalo ofice

1I*81ea1ed Ibrouah JUIlC 2.004. It alto lDa&es office space far its CaudilQ heldqulllta'B in TIXOI\1O, C8IIIda, IS

well .. offtoo space at varimu oCber locM10DS. For 1ddUi0Dll iafomwiC'lrl reprdiDg these: 1eues, see Note.s 7 and
9 to ACC's CODBOlidarf:d FinaDdal Statements included benlD.. .

ACC U.K.'8 bcadqull'ters are lOOlltd *l Adelaide Hou$fl In CbiS'trick. London. ACC U.x. C':Btaed into an.
.Aplaent foe Lease far sucl1 Joc;ation in Oetober 1997. The tenD is for approximat.eJ.y six years tbrOugb Marcb
2004. 'lbe leaH for tbe oummr. Madquarten will also contiJme UD1iI September 1998.

ACC bu s1xIeeD swift:biq ceaters woddwidc. ACC'a awitcbml equipmeut for the R.od1ostor call
cmJialtioa uea it loctted at ill he:1dq11anets 81 400 Weat Avenue, Rochellet. New Yon: with 8dditiou.1
IWitdIlDI eqaipmeatloc:atcd in tQe U.S. in Albay, Buffalo, New YOU City and Syracase. Now Ycak IIDd in
IJoItoD II1d SpriDcfieJd, Maslaehusettl; in Cmada in TlXOlltO, Oaarlo, Momrul. QMbec, 8Dd Vaaeoavcr.
Brililb CoIlZDlbia; and in London. Briatol and M8acrbeltct, &gland; aDd in llusIoldo.t:f, Gemway, an of' which
... ae lcaaed. BDDdl sela offices III'C 1f:Qe6 by ACC aI: "Iliou locat\oDs in meJ1~ U.S., Canada

· IIId the O-X. ACe abo leuca cquipmeut and Iipecelocated It vari0U8 I1tes In irs -=mce lII'CU.
'.

I

Ace'S flDaDciua lII'lIDF""eatJ Il{O see.ured by sabl1aDtially IIl1 of ACC'. useta. ACC's leeared lcndcra
·~ be entided to forec1ose upon thoee UIds aDd to be repaid from the procc:r.d$ of tile llquidel:ion of those
uaets in the e:vat of a default under ACC's fiDaodDB amil.gements.

.
·Lepl Proaedmp

ACC i.s a patty, in 1be 0Idinary CC11JDO of busme.. to litipDan reprdlne sel'Vicea reudt:rcd.. ctnltflct claimS!
lIDd atber mlsc:elIaueoas cause. o{ aclioD atisiDa from its buaiDeas. Mma&f:ment of ACC does not consider that
lIlY such :mailers will materiIJly adwaely affect ACCs basiDe6s. results of~ODS at 6naDdal COndition.
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SELEC1'BD aIsroRICAL CONSOLIDATID I'J1l'aANCIAL AND OP£R.\TlONS
DATAOFACC

The followiDg ICI&Cted biItoOcal cooeoJ1dMed ~al data for em:h of die yearS ~tCd haw heeD
derived fmm ACX'.s ItUl3iaId COIIIOlidaDDd flIIadcialllalalaOt8. 1be CODIoIidated finaacial stareml!lltf. of ACC 15
of~ber31, 1996 aDCll9f7 aDd for ead1 of the Ih.t= years in the paiod ended Decembe.r 31, 1997 together
wkb the QOr$$Ihed'eco'" ro1ab:d.apaa:t of Aft:bur AIlrJerscD UP. ind&paIdent pubUc~·1rO inoladcd
wwbere han. The following data aboukl be RId in COD.jl1llclim "ith. aqd. i& qN1lied by, the~
fiala.ci11S~ and le1I&ecID~ IDd. IlManapatt'S Piseuseion and ADa1Jsis of l=i"tnci.Bl Condbicm and
ae.IUI ofOpcntions of Ace,,. which lIl'Il includell • .,here bereln. .

V-.........31,

,···j
·1

I

I
I

0.62

0.34. $

0.37 S

(0.52) $

(0..$2) s

17S,269 S ZGAP7 S 127jlIW
13,597 26,2'm 08,123

1-'- .~ 372.'13
11~1 1~ 21~1

74,mS lLS.lfill B4,252

11,614 16,<C33 23,712
~~ I4.SIl 1ll,Q'l1

1,321

(l.0lI) $

om) s

55.320 TJ,JI11 lCJ0,944 Uot.739
(1,314) 218 14,224 IfJ13

124 198 . 1,151 ~U

(2~ (5.131) (5,025) ~.12'). 1U10)
-

169 (110) 509 (I~)

(l.990) ('.043) (3.365) (8.646)

(10.2#) (4,125) ·lOMSJ '0,867
3.456 396 UIS 416
2,371 (114) (909)

(1t,!19) • (5.35') 7,765 10,391

U8,331 S
',U3

126,+U
79,418
41,004

1,lJ32
.....,2.21

1,100

205
(420)

0.16 S
'0.11)
I.ot
US ':"'$~(:':"'"l.09:=:)S"':"'"~(:':"'"O-'~2) ~$-~O.34~ ~s--031-

0.16 S
(0.11)
1.13
1.16 "':"'"$~(~U=l9·) ""'5-"(0.5~2) "':"'"$-o':"":~~ "':"'"$-':'"'~f2~

9.344
(1,OM)
8,035

(3.~l)

(3.743)
1,661

1M3
(1,309)

11,531
11.875 "':"'"s-'~1t.m~) $ (3.»4) "l""s-7-.165- r 10,391

(0401) (971)
(l~) (I.D)

l1,m S (11,329) S (5,*) S 5,214 S~~lQ~,S9~1

... UI94 UfI(6) :1- JIP7(.4)
(...................,lper.........)

S 100,646 $
5JOO

IDS,Mfj
7O.ZIi
35.MO

un
21,107

~~~~aa ••••...... , ...............•.••.•••.•
.-... eclmjnjPr'Jltr,oe ,. .

"-II."~ .
· &pll1ICOlI$I obIrps .
"*- Wl.....,. _._ _ .

'I'III~ ,.,.1
r..c.ca1~aa4 ~., _,. .. r I.' II II' •• 1' •••• II' •••

'1II1II~ ,. •••• I' •• I' •• I' ••••••••• , • III 'J.• ••• t

NswS .-a ill • I - - I ..

~ PrDII&••• I I .. 1" .. 1''' ..

, Toraloko~~ ..

~~)fawIlI~I) .
0dMlr IaDcIIIIc (CItJlClllC):
·~i~ 1' •• 1' ••••••••••••••••••••••••••••••••m-CX)lIIIte .
~...c. I' •• I' •• I' ••••••••••••••••••••••••••••••••••••••••

GIIi • ,.ollablldLaty IUlCk .
JiOlllp acJIIDlt _ 0Dn) .

Tmal ok IaclllllC(~) .
.~ (IGn) be eotlIillllDl& ~CIa/l betun '5kwJ. fQr (beH\t

hi) IIUIIIId IDiIIoa1y iaIlInIt •.••.~ .
~ for (IIIDrIl1 from) iDl:oma tIXM , ...••..
MiwOdl:7~.. ill _ (eamilp) orcoaso1ialled _riel.:)' .
~ (JDII) froaa ClOIUiIlIiaI opc:ra~ ••.••••.••.••••••••••••••••••
Lou tom dlIcondnutd 0I*ati0dI (net of iDcoma I8lt beu(jt of $667 iD
· I"') .

~~~e~~.~~.~~~~.~.~.~ ..
Net i.IlllDe (lon).. • • •• • • • .. • .. • •• • . • • . • . •• .. • .. • • .. • •• .. • •.. •• S
I.Au StriM A Prtf.nd sao..k dividend .' ..
1AsI 5..A Pftfa:rcd StocIr.IDCICIioa _ .

...............!'""
laco_ (Jou) appllclbll to Cocllmod 9mct. . • • . • • . . . . . . . . • . . .. • . • .. • •• S

Net iIIlIae (Iou) per1ha:o-bu1c:(2)
CatI:IIuiJI& apeIIII:ioIl& .. .. •••••• . • •. • . • ••• •.. .. .. • •.. .. •.. • S
DiIlCllllllilllld operlI&icaI ..
GI*l 011 4IIpoIil of dllCOdliJlue4 apma~~ .. __ ., ......•..•..••.•..
Nlal iIIIOOIIIII (lm&) pel"~.,ic _•. s

~.uac..e (Jan) pc: Ibm>-dlluIId:(:2)=::.:= s
. '. opaadDalI ,

GIIR em dIIpoU1 of~ opa.ao.., .
Net~ Cbs) par~lIted _ _... .• s

Wclpm &\1U1JC JlWIlbcr of abatIS OIItm11ldi~~(2)
B.-io -. • . . • . • • • . .. • . .. .. • .. ••. . .. .• . •• . • .. .. •• 10,206,833 10.;<;6,718 UJS8,693 14.4S!.'TlS 16.B39,Q39

. Dl1lncd - 10.537,318 10,366,778 11,358$93 1.5,S4O,1IS 17.690.223
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s 3,'"
92,34.,
.,7'93
2.1Sf

115,126
)t~A1S

3,85.J
~l

y........" utuS!,

e-8tHd ......1JIee1 DUll($):
c.b IIIll ClIIIh Iq1IiYeI6DIa • • • • • •• • •• •••••• ••• • S 1,.467 S l,Oal S ~51. $ 2,033c...-a......................................................... 22,,476 2I,cM5 45,726 61.m
Cans MIJiUer ••••.•.•••••••••••••••••• - •.• ••• ••••••••••.••• •• 21••_1 32.016 56,074 71,394-
NIl \WldURs o-plll1 (dIticiI) : ; , ('TlJ) (1J7l) (10.348) (15,461)
JIrapInr, p1I4t UId aquipMD, DeC .:..................................... 27JIY1 44.011 SlS,.1 8O,C
1'oIII11U111 :.. ••. ...• • .. ••• •.. 61.111 84.448 12S,J84 204.aU
~....d* IDcIaIUnr Cllnut IIlII1IldIia$ ofqcm cIe1lt ••••••••••••••• 2A' 1.613 "'.., 4t2S1
~Mt. acIudIDS CUIIWlI Mtlmlis •• - • . • • • ••••• ••• •• • ••• ••• ••• • •• 1.m :B.914 28.0:50 6/Xj7
J'1' JIIIfazed III:ldc -.. •.. • •.. .. • .. .. .. •••••• 9,.441
~_I eqait)' 31,506 19.086 26AO'J 117,153 5131,716

oa.~"'orm«='~:
NccCM1lJlftW,idllllby(Vledil) ..... II:i!YidIs.......................... $(1I,.B21) S 1'-3 $ 3JlS7 S 24.248 S 1,&1
CuI A eo..o. SlIODk IlUh dlYicJlDdl cIec1lnI(3) ••• ... ... ... .... .•. .... • • S 4,233 S 131 $ 34] * $
Cilia dl.....dIcIaNd l* of 0115 A Coaala IlDCIc(2)(S) ••••••••... • 0.40 S O.DI $ 0.Q2 $ S
¥ V..pcuaallllDil (2) . • • •• • •• .. $ 9.09 $ 1.84 S 2.23 S 7.10 $ 8.00

(I) "'o!$2,l60 of iIllM:rcd 11II leNin~ withulluolmlcll&Gldlc ACe -..ode 10~ meqvallCOelllbr III
a.IiIII n..... A1Io~ .", aut w.cite-ciown of 512,107 in 1991.

(2) ~1.. I~ 19M, IbI~ BoItd orDiIwwA 1I1Idwc:ad.~ IIOCk i(IIit j~-. rona ofa IlIICk 1thicImI1I..atI Aupsl8. 19P6
01_ NX au. A CcnmaD SRlCt to,~.of secGCd. u r4Ju113, IH6. SbIm iIIIld plrlbae ..... Ix' all}ll1or JlIfiadc bin •
..M CIIe IItoet IJIiiL

(3) 1bINX......1lftUICIlICG1I ICIII'Ict dI6 pa1Jhll fJIdJYidcndI OD dlc ACe Cammoa SIOck.. ACe UiPipIta dill it will nDC pay 4Yid11u1c
1D.~I\Iwe.

(4) dI6" vt QPIIItio.a of DlIIIpIIIlu acqvind by ACe dIIriDIlH7:~ IDWll.tI'.iaaIaI Ltd. from lillie 1.1".,. UaIWI
T I.ld. 1toa\ JuIf 1. 1519'1. VISTA JaIorudoIIII~ IDc:. from AapIc I. 1991, IIIdT~ Coamllllicaliolll
....h d UmltellP1nDlnhip1mD111y 1,1"'.

(5) 8IIIIIcc IIbcet cIICII tnHn cIIscodIimEd opeIUoa is .....
(6) ~!hI: I'CI1IlII of gpcI'Itkmcr~ComIlUicaloDa lrcIm AapIc 1.1995.11., _ of u:quiIiIioa.
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MANAGBMBNT'SDJIICIJIIION AND ANALyg; 01'
I'INANCIAL CONDlTlON AND RBStJLTS or OPERATIONS OJ' ACC

I
I

. i
. ",

GeDeraI
ACC'$~ue ia~ ofmn tevet1utJ (per mDu1IlD cbarges for loq; cBI1IAce 1tI:'t'iet.d) _loca1setYice

and OIlIer rovenuc. Toll revenue COlIIiIbJ of l'eVIIIIUB derived flam ACC',IOll! di.baICe and opnIQr....list-J
serYicea. L<x:al service aod other Rveo1le CODllista of Ie'YeIlOe derived tium abe ]mMiUm of local ·cxct.sc
services. iDc1udiDg local dial tone. direc& ICCCII linl::I. fDIcnu:t fees ad moDlhl1 IUblCrlprlon fees. lIIId data
.eniQ&s.N~ COstS cou.i.- of apallClllaocilllal widt tbe I.cuiq of b:IDImi.aioD liDcI, accQI cMrps. IDd.
ceaatn vlllable costs ..IOdated wJdL ACC', Dl'IWOIk. TIle foUowlDc table Mows die total reYoIure (net of
iDtaCQllDplDY feVIlDU) 8D4 bmabIe mlmu.es of use aazibambIe 10 Ace's Nottb. Amc:dcan IDd FmopeaD
operations durinJ each. of 1997. 1996.1IIld 1995: .

l'.........D .... S1,

...........,-

780.n2 ~3.29fJ S90.341 32.8% 486,618 41.29&
798,458 33.9 681.200 37.9 521.764 44.2- -

1';78,690 67.l 1,27L,541 10.7 1,009.s82 85.4- ---""

710.1'1 32.7 521,905 29.3' 172,281 14.6
4.343 .2-

774,494 32.9 S27,~ 29.3 In;281 14.6- -- --
2,353,184 100mEJ 1,799,446 lOO.o9ll 1.18l,663 l00.0'f1- - --

S 120,621 32.4" S 99,461 32.2.. $ 65,97S 34.9~

U6,638 313 117.168 38.0 84,421 44.7- - -
237.265 63.7 216_ ·70.2 1.50.396 19.6

132,lSl 35.4 92.138 29.8 38,470 20.4
1.197 lJ-

13S.!48 36.3 92.138 29.8 38,470 20.4- - -
Sm61~ 100.0" S '308.7f11 l00.M; S 188,866 1OD.M6

==== ~ --

TOII1 North Amerlc;a .• 11 ... ~ t • , ••• , • , •• , ••• It •

BUlOPO;
United KiDIdoID .•... . . . •. . . . . . . . •. . . I

Germany •••••••••••••••••••••••••••••

T0IB1 Europe . •. • . . • •. • • . •• . . • . . • . . . • • . ••••

ToraI. ••••.••..••.••••••••..••.•••••••••••

TmI. ...•..............•............•....

Billable t.a DiMaw:e Minutel ofUlIe:
North .Amc:rica:

Unltecl StJtes .............•...•..• •...
Canada .

Total. Europe.. • . , •• , •• . • . • . . •• . . • •. • . • • ••••

GeImaJJy .

Europe:
United KillJdom ......••...•..•...••••

Total Nd AD1eIica. ••••• f II .

:r... JleyaIHl:

Nonh .Amedc.a:
Uoiled SlateS. . . •• . •• . .. . ..••..•......
Canada ••••••.•.•..••••..••...••.•••.

I """ -.... ""
.......... H.......... ~ ...



. 'lbI1oJ1owIq table JIL'8IeDtI cettIIn iDfomIItioD 00III0UiDI1oIII ....ce tD1l rt:YCDQC (Del ofimercomplD)'
NY"-) per bil1UJe miII_ end 'I18I:Mltt cost pet b11IIbIe __ aarlbalabJe to Acrli Nom American 'and
European opUltions duriD,g eac:b of 1997, 1996. and 1995:

TeD~ IV BlD8bJe l.oq DIsamce MlDate,
North Amc:rica:

UDi.I:Id SlIItes • • • .. • • .. • • • • • • • r I' ..... I' • • .. • • ... • • • • I' I' ...... I' • • • • • ... • • .. • • .. • • .. • •••••

CII'Il.ada • • •• • •••••• ... • I • • • • • • • • • • •• • • • III .. • • • • • • • • • ... .. • • .. • • .. I' • • • • • • • .. .. • .. .. • I'

TCIIal NortIl Allaica .II • • • • • • • • • .. • • • .. • • • .. • • • • • • • • • • • • • • • .. • • • • • , .

Europe:
t1JJiteclKiD~ .. .. • . .. . . .. • . . .. I' • I' I' I' • .. I' " .. • • .. .. • .. .. • .. .. ..

GaD.D.)' . . . • .. . • . •• •. • . . . • . • . . . , •• .. ,. . .. •••••• .. •• •••• I' • • .. • • • • • • • • • • .. .. .. • .. • ..

TotalB~ ., - ',' .

Total NOI1Il Americ::!l .... - .. .. • .. • .. .. .. • • .. • • .. • • .. • • • •.. • •• .. •• .. ••• .. •• •• • ••••• ••••••• • ••. ,
TMalB1Jropei: •• '••••• " ".. '1., .• " t,. I " " " " .

o ..

1m DP6
1_

- -
$.122 $.150 $.126
.122 .1SO .146
.122 .l~ .137

.171 .174 .220

.736

.174 .174 .220

$.084 S.lOS S.089
.110 .114 .149

AOC believes~ itJ historic !'&Venue growth u weD u its billnric network COlts and relNlu of operatiOD&
for its OmedJan and U.K. ~llalttoDi paera1ly reSecr tb£ state of dcwlopmcmt Df ACC's operations, ACC's
C1II£QDler rrWt, and the ~ve ud togUllIOry eJivtroDmeat iD mOM ..... Ace eDtand the U.S.,
c.aadbm, and UJt. tdec:onummical100B mIIbb ill 1982, 1985, ud 1993,~. In 1997. ACC
eablilbed a su'bsic1icy in Germao.y. aad commeroxl otYerl.q lons diJtIIMxl .-vice 15 a. $WilCblats resellet
.~ the thitd q,uafter of 1997. For U.S:~ 1996 teY-.me and DelWOrk: cost per minute include the
c:ffec::t of $9.0 million of non-IaCUIIiJ&&. hiSbet..pea- minute lid lower marlin imemltioDll amerl81es in the
.-cond. qulJUr. Ace believes that tDn revenue per biDable IIIiDuII:: IDd IletwOJtc CO$I pet bDlable minute ma}' be
lower In t\mue ped.ods, aDd heavily iDfluellced by comperitive prcaun::s and regulatory actions.

Der:eplatwy iJ)ftKQca have affcctcd the ce1.eeom rnunicatioDt indaltly in the U.s. smce 1984, and the U.S.
mIIIIa:It has experieDoed CiODStdcablo 00JPPe1:iti0l1 far a number of yearS. The compeUtive irdl~ on !be
pricing of ACC U.S.'s setVioes aDd nOlWork COIU hlYe bMllltabiJi.Dng during me pasI: few years. This may.
chmp in the future iii II relUlt of rlx 1996 Act tbal fu.nhet opecod th6 IDIlbt to <:ompetjt;.on, pllticulady from
theRlOCa. ACC bas acti..vely purauccl srowtb opportunitie8 in the U.S.~DurlDIIbe d1ird qtllrter of 1997.
ACC acqv.lred. VISTA In~~al CommDDicIJiDD&, Inc. ("VlSTA'"). VISTA, heldquartered. in MOlbH
AtJin&ton. New Jeaoy, provides 10RI dlstance and. other~ to 8,1'llalt and mediom-sized c:ommc:rcial
CIIstomcrs in the Nortbeutem U.S. with conct4trarions primarily m Now Jersey and PeaDliylvania. The VISTA
acqDi8ilion~ expllDSioD into a contipoas popapbic Eea, with a similar 'Wgtted customer segment
wblch is viewed. as CiOD515teD.t -irb ACC', QP8D'ion strategy.

The dClre~ b1Ind in Canada, which CODUIlCDCed in 1989, has increued competition. ACC ClIDIIda
oxpedezll;ed slplftcant downward PRl6S\11'e on die pricing of its ar:rvices during 1994 and 1995. Altboup
reveaue per mhuu.e·iDcteesed :from 1~ 10 1996 d\Ie to c:IwJps in~ aud product ;mix, mvenue per
minute feJl d.miDx 1997. and ACC UpeCb dowaward pteSSllte 10 comilUJe. The impact of 1:hIs pri.dJlI pressure
on revenues of ACe Canada is being offset by III incn:ue in the CaoadiIn COlDmexcia1 and SWIent billable
minutea of usage as a percentage of total ean,ctian billable mimnc:s of usage. and illlroduClion of new products
aud seMc::e& Includio, 800 service. local oxchaqe Rl5a1o, Intmlet ...-ieell, and., since F£bruary 1997. paging
services. .

Ace believes dW., becaaae dereaaW:ory itltllleDCe$ bl\.Ye only fairly teeendy begun to impae:t the U.K.
telecommunications industry, Ace will continue to cxpcriea:e a sign:ifica.Dl increase in reYaluc from that market,
bu1 the ratc of growth is expe:ctM to duliD&. '!'be faregoing belief is baled upon ftpectations of actions that may
~~ by U.K. IeJUlatol:y UdJoIitiOl5 and ACC'6 compet1toIa: if IlICh third J)lr:ties do not act as e~.
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Aces oppcab:iUltlls for mwae pnvdl c:au1dbe lmpIcred. If AOC U.IC. WIft to experience iacNued reveues.
ACe bel1eves it should be able It)~ its ecuu.omioI of lcalc IDd acope in tbc use of tQe fixed. 00. olemems

. (4 irs QCtwOlk. NeveI1bcle~ &:be dcreplmJJy IIaId ill 1hat mItbt if~ to result In cOlllJ*bive pticb\g
pressure on AC~ s Ux. opentiansl \Vbicb could Idvenely affed n ..... and mat3U's. Since the C.1t. JDIlbt
for DISmission facalitie6 II doJDillawcl by Bddsh Te1toom aDd Cib1e & W'n:1es', Ibe downward pmasure on
pabs for services otrertd by ACe u.x. may DOt be~ by &~ reduction in A.OC U.K.'s
AelWOl'k ¢OSU. mtho Ihmt tam. md, OOIIIeqUeDtly, could advene1y -«ea; ACC', buriDcls, rcn1&s of opemi~
aDd IlDaDCial coodition, p&di.cularly in the event rneDlIO derived from ACe', U.:K. opmQom l/X:O\1IIts for an
iDc::IelUing percentItp of ACC', rotal ftWCIUIe. Moreover, ACCs U,K. opptiOlllIRJ biIbIY depeDdent: upon me
ua.miIIioD lines lcucd &om Britilh Tel£cam. At each of tbcI celecommmdcatioDs IDI.t'b:U ill whieb it qxnIes

, coDtiDuea to II'IItUIe. tbB ra18 ofpvwt1l m its~\10 aDd QII1iODW b8so in ClICh 8\ICh mtlbt iJ likely to dIaeue
OWl(' Ii... Ace bas aeti'NIy P1Jl'lUed JfOWIh oppo.tID411ies and al.IIa.ae utwadt aoIuticms in Ihe ux. JIIItbt.
Du!lDI me second qu... of 1997, ACe Il&:qUind Txmtpbone IDIemI1ioaaI Ltd. C'Tnmspboae"). Transpl)one
provides doIneatic: uul iallmullioullloq dillaDc:e scvice 88 areaeUct, and is b..-J jll LoDdon. U.K. ID acqalriD&
TlImpbo-. ACC otaiDcd wbll it bc1icwa is a"~I"'" of~ call<lmetS in a 4e5it8b1e aeo8X*Jlbic
area. IluriDg die thUd qader til 1997, Ace also acqaired UJlite4 Telecom LId. C'OT"). tIT provides domcIdc
lDCl1DtematioaalloD& disuoce tcnice8 dKouIh a lQ-plid ca1liq CIId platform in retail rd8pboae Ihop$. lJ'l' is
buecl ill LoDdoo, U.K. Ia lCqUiriDg UT, ACC obtained whllt it~ is a new dollvery eMnnel in Il growing
nicbc marter.. '1'he~011 is mo expec:ted 1lO CIII.1Ie DelWOIt cost etAclencies, u l.TI". c1L51omen Iwve peak
CiIUlDI.ctlvtty at mIlK aDd on~dJ. 'IbIs caJlUl& peatm will CDlble ACC to facilitate routing of off-peak
uafBc aver ACC', s~h '-eel netwodt, thereby·1ddiDI to CCODOIIIiea of ICIle. T.be Trlm&phQ,. and ti'T
laJulsitiona DR~ to be accretive to eaminp cmnmc:ac.iDg in 1998. Duri.nI tbe ant qNrter of 1998, ACe
lIIticipdClI putting into opcntion& itll own microwave facility. 1i1lk:ioa its dU'Ie U.K. swJldllq COSDrS. this

. microwaft facility ",ill provide ACe with Ita own dClDOStk :rectuDdur. IW:twCI"k alternative ecca5 to ACe's
network for lrs C\1Stomm and a lower cost nerwodc platforaL T.ba foDsoillJ furwanllookiq 8bloteIneDCs lIl'e "-ed
IlpQIl expectati.oos y,idJ, Iapect to CUIlomc:r bebayjor,lDII'ket trends and ACC's ability to auccasfolly inmsrate
IlDll deYelop the busil1ossc:a acquired. If such expectations~ oot~ ae:tual results may differ materially
from dMl fo"'8oinl' dilQlllion.
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1bc Oer.man telecommunicatiODs market substanlially d.ercgulatf:d in JanUfY 1999, Q a :teIIult of the
European Union ("&J") n'I&Qdale to open te1ecommuDicatioos1DlEkNs to competltIon. Most slplflcantly; the
German IDa1bt opened for 1mletcoDDecUo.u ID January 1998. ACC has establiabed. .. 8Ilb9i4iery in C3ennIlny. IlIId 0

~ a male~ with Deataebe Tea.Jcom ("DT") on :May 20, 1997. Purt'bc=, ACC received a Class 4
full voice telephcay license from the Oenoany Ministry ofPost and Te1ecormmmicatioas which 1H:came effective
January I, 1998. 'lbia liCCDIe is a requirement for ACe to~ a swi1ehabued provider of
telcc:ommwlicarions seniccs in Germany. In <::Jer.obI!I[ 19m. ACC 5iped. a IlOtWOI:k into.rconDem~t with
l>T, Wbicb peanits odlization of DT'5 D«\YOJIc EO Unk ACC wiIh itt euauanal. With tim'apecmlern in place,
ACC bas lDstalled a S"ritch which il p1acecl in accvice in February 1998. ACe adlieved a small amouDt of
revenue in the foarth quIItcr of 1997 as a awitchlclss l'CICller and anticipates paMnliaUy IOQ('e substantialle\'ellUe
growth in 1998 as a switch-based res&llifo The ftxelOiDl fol"Vlaro 100JdDg statemeDt is based upon ~pecrations

witb J'Mpect co ~platory acd.oI1s and COopemtlO1l from Dr whid'l ACC i8 unable to control. If such expectations
are DOl: realized, the expected te'W:11Ue growth from Ibe German o.td ma.y not mareriaJjZf.. m. addition to die
core growth cxpe<:ted from switch-hued resale. At:.C has actively purs\lCld ocber poWlh opportUDilies in
Germany. During the third quarta: of 1~7. Ace acqDked ToleoatioDal e01DlnUni~8tiona DeutacbllDd Limited.
Parturlhip ('"1'NC"), I priv«ely befd. telecommu.ncati.oDs aervice provider headquartered in Hamburg,
GeJ:mapy. TNC provt.dcls prepaid caDhlg carda tbroqh' affinity propams v.i.th luge commercial cWltol'l1m

'1DclndJDg Luf'I:beasa. aribank and. Dineu Club. The TNC acquisition providea ACe an l!Ii$ri~ costomor ba5e,
proven management team and facilitates the start-up efforts in Oemlany.

Since the conuuenceutellt of ACC's opend011.S, ACe hli5 undel1ala:n a proc;ram of developing and
expandiDJ its service offerings, geographic fOCUl, and network. In CODDtctioo witb this development and
expansiou. Ace bAs made significant invest1'Mnt$ io telecommunicatiol15 clrcuits, switches, equipment. and
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......1heIe iDveetmeDIS pocnIly 1m! JUdo tipificandy In adWliaCe c4 BIIIticlpatied msmmcr 1J'OWIh.ad
lIIU1IiDI rm:n.. ACC _ bas jJMaUe4 ita ala IDd marketiD&. castom~ support,~ opentloaa. aDd
1leId lenicee c;ommitmadS iii antidpadoa ofthe axpandon of iu customer base IIld tqctcd plOIEIpbJo markets.
ACe o.xpec:ts to condmJc to _PiDd the 1m:adIh IIlcJ sca1e of its 11&tWOJt aDd relafelt sales IDd DI8IbtiDg.
COllOm. euppotl. aDd opcr8tllJl acd'Vitie:s. 'Ibese lQf.p;msion efforu are IlDly to cause Ace to lnour IiplfiClDt
iDClUMI iD~ from dIDo to lime, in anlicipadOJ1 of polcDtial foture growth in ACC'5 e11SIOllter bue and
~ &008Dpbic tnaWai. .

In 1997. ACC umounced. thD czeation of twa cOldiDelDtal apenblJI dtvlsloa in North Am«lca aocl Barope.
ID CClI\ilUl<:tion with ttD. new suu=re, ACC plaDs to limber expand Its J!W'OpeaD operatiODS as bulliness ac:tlvlty
more tully deveJcps in tho deraplatiD, GerID8G XbIIbt lItI(i by eateriDI other telecommlUlicalion$ markatplaa:s
wbea rep1atuJy and IIlIlrDt condid.o:DI1ItMrant While ACe has had a socc:ellSM biltory of eRiflrlD8 into newly
daeplltlecl madlleti. tbcn ell1 be no UIIUI'al1C8S that me 8IDle SUCC8150S wID be =pcrit;need In che future.

~CC baa aIIo expanded opetaQons in ~ U.S. lacaI =c:haQae b~s ad IDlEidpltOS that a. sigDificant
ponlon. t4 ita fDmre powIb will come fzmD tbis~a. The loeal~ buline4s is h1ab11 COIIlpetiti~ aDd
iDcluda lC\'Cn1lqer, better CIpifalized local 8Cl'Yicc pmyiders. iDdudiog AT&T. 8IrIOnI otbm, who can
.sult_ loaes 8NocUned with discoUllt prk;h1g, IDd the biBb iDldal inveatmcDt aDd expoua typically JDCImJd to
MaId local~. ACCta U.s. loca1liemce comme0ce4 gpc:ration4 in 1994 IIDd Icnerated ID operding
profit fCC' 1997 &ad 1996. HoweYet, £here C8Il be DO lJaurlllClC& that ACC will CODJinue EO 8Chi&ve positive
~tin& tMb. flow or~ in this bD$iDess in the future. .

ACC'. operatiQs results bave ftuetua1ed JD me pall aDd tboy may coatiDuc 10 f1acmate iipli6e1Dtly in the
faalrc as a re.sult of a 'iaricty of fac:tors. some of wbicb lie beyond ACes eomroL Ace =pects to 'focus in the
nar I'.Eml on ~ui1diD1l1ld ioereasJDa iD CU8lDJl'IeJ base. Iet'Viee offailJp, aDd tcpted gco,lalPbic: JlUIkets. which
will require it to increase &lgni&catJy ..~ for DWketiq aDd daYe10pmrm of its network and new
~. aDd may acMae1y iiDpact open.dDs 11lIulli fronl time to time. ACC', sales to odler long dJltIDC!
0Inier5 have been ~ing due to ACCa marke&iq f!lIfforts to promote it$ lower i~ou1 Detwo!St costI.
Revenue feom othel reaellers accouJlled f« approximately law, IIIId 27tA. of tile l'OVa1uea of ACC N'0IIh America
aDd Ace Burope.lC8pOClively. in 1997. Included in 1996 was $9 million of U.S. DOD rccmrill.l c;aaier I'C'¥C11I1C,

QI' 39& of coDSolidated revawe. AddiIionl1ly. In 1997 ACe reaUUId sigDificaotly reduced rovet)Uc from two
CaDactian cmiers of $10.8 nillJion compared to 1996. With.:respect to these customer&, ACC compeks almost
e«duivel.y on pd.Qe, does DOt ha~ long tenn contJ:8d:lS. aod~ lower pou.~ns 8i a pm;enta,at: of
raYcnue. ACC's l'riuwy iDb!test 111 carner revenue 15 to utilize exces~ capac!ty on its nma."OIt. Cltrier NveoDe

ift 1997 was 21% of COD501ldated. total reveoue oompced to 249b m1996. ManlpmODt belie..'CS that camer
revenue: will Continuo to aVCl'l8c 20% to 2SIP of CODIolidated toW nmm1le u Ibe COtC businesses OODdDue to .
grow. The foieiOJD& forward looldng £18Ie1Jlelll is baed upon expectatiQas with ~'to powth in ACC's
eUBtomc 'base ad total revooues. ]f such ~ta.t.iom lIl'e not reaIized, Ace's actual resblrs IlULy differ
materially !tom the fDnilIOiDl discUssion. '.
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