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STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Covista, Inc. Case No. PU-2875-03-266
Local Exchange/lnterexchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY CERTIFIED MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that:

she is over the age of 18 years and not a party to this action and, on the 4th day of
August, 2003, she deposited in the United States Mail, Bismarck, North Dakota, one
envelope with certified postage, return receipt requested, fully prepaid, securely sealed
and each containing a photocopy of:

Order
The envelopes were addressed as follows:

Lance J M Steinhart P C

1720 Windward Concourse Ste 250
Alpharetta GA 30005

Cert. No. 7001 2410 0003 4912 3334

Each address shown is the respective addressee's last reasonably ascertainable post
office address.
Subscribed and sworn to before me ™
this 4th day of August, 2003.

e oo W Sl B
Notary Public, STATE OF NORTH DAKOTA g

My Commission Expires JUNE 11, 2004 Not ary Public

SEAL
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Public Service Commission
State of North Dakota

COMMISSIONERS
600 E Boulevard Ave. Dept. 408
Tony Clark, President Bismarck, North Dakota 58505-0480
Leo M. Reinbold web: www.psc.state.nd.us
Susan E. Wefald e-mail: sab@psc.state.nd.us
TDD 800-366-6888
Executive Secretary Fax 701-328-2410
Jon H. Mielke Phone 701-328-2400

August 1, 2003

Lance J M Steinhart
1720 Windward Concourse Ste 250
Alpharetta GA 30005

Dear Mr. Steinhart:

On July 31, 2003, the Commission issued Certificate of Public Convenience and
Necessity Nos. 4981 through 5006 to Covista, Inc. to provide local exchange
telecommunications services to North Dakota exchanges currently served by Qwest
Corporation, and Certificate of Public Convenience and Necessity No. 5007 to provide
statewide interexchange telecommunications services in North Dakota, Case No. PU-
2875-03-266. The original certificates are enclosed for your files.

Sincerely,

/
i

: I,-'i .
U LA A ey, She i d —
‘\m-/.}f"i,b g /'L/“"!”/LXJ;ALCL ’)7;\

Sharon Helbling o
Public Utiltiies Division

sdh

Enclosure
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- MOTION

APPROVERuy 31, 2003
DATE: __7-3/~03

— Kne
Covista, Inc.

Local Exchange/lnterexchange
Public Convenience and Necessity

Case No. PU-2875-03-266

I move the Commission adopt the Order and issue Certificates of Public

Convenience and Necessity authorizing Covista, Inc. to provide competitive local

exchange and interexchange telecommunications services in North Dakota.

JRL/sdh
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STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Covista, Inc. Case No. PU-2875-03-266
Local Exchange/lnterexchange
Public Convenience and Necessity

ORDER

July 31, 2003

On May 12, 2003, Covista, Inc. (Covista) of Chattanooga, TN, filed an application
for a certificates of public convenience and necessity to provide facilities-based
competitive local exchange telecommunications services in all North Dakota exchanges
currently served by Qwest Corporation and interexchange services throughout North
Dakota.

On May 21, 2003, the Commission issued a Notice of Opportunity for Hearing,
which provided until June 24, 2003 for receiving comments or hearing requests. No
comments or requests for hearing have been received. In accordance with North
Dakota Century Code chapter 49-03.1 and North Dakota Administrative Code section
69-09-05-11(3), the Commission’s notice identified the following issues to be considered
in this matter:

1. Fitness and ability of the applicant to provide service.
2. Adequacy of the proposed service.
3. Technical, financial and managerial ability of the applicant to

provide service.

On June 2, 2003, the Public Service Commission’s Director of Accounting filed a
memorandum indicating that Covista has the financial ability to provide service.

On July 16, the Commission discussed the issues in this matter with the
applicant and Commission staff at an informal hearing.

Couvista, Inc. f/k/a TotalTel, Inc. is a New Jersey Corporation and a subsidiary of
Covista Communications, Inc. f/k/a Total-Tel USA Communications, Inc. Covista has
been registered as a long-distance reseller in North Dakota since 1997 and as a reseller
of local service since May 2003. Covista currently provides long distance service
throughout the United States and is in the process of seeking authority to provide
competitive local exchange service in the 48 contiguous states plus Hawaii. At the time
of this application, Covista reported plans to begin providing competitive local exchange
services in selected markets within 90 days and that it had received authorization in 16
states plus Washington D.C. '

39 PU-2875-03-266 Pages: 2
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Couvista initially intends to provide local services through resell and UNE-P.
Covista may install its own facilities in the future, but states it has no plans to do so at

this time.

Exhibit 6 to the application provides biographical information indicating that
Covista’'s management and key personnel have extensive telecommunications
experience.

The Commission finds Covista’s proposed service adequate.

The Commission finds Covista is fit, able, and has the technical, financial and
managerial ability to provide service.

Order

The Commission Orders the application of Covista, Inc. for certificates of public
convenience and necessity to provide facilities-based competitive local exchange
telecommunications services in all North Dakota exchanges currently served by Qwest
Corporation and interexchange services throughout North Dakota is GRANTED.

PUBLIC SERVICE COMMISSION

o ya

Susan E. Tofiy Clark
Commisgioner President

Leo MJReinbold
issioner

Order in Case No. PU-2875-03-266
Page 2



Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4981

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Belfield, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

S 410t o]

Exetutive Secretary CommisSioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4982

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Bismarck, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

& st ok o)

— .
Exegutive Secretary Commissioner

-
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4983

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Casselton, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

N A il S —

Executive Secretary Commissioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4984

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Dickinson, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Adlry 24 TN J

Execlitive Secretary Commiséioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4985

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Emerado, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Ay nd ﬂw

Execlitive Secretary Commissioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4986

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Fargo, North Dakota
local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

?3“ H 77 i,e // le;/mw

Execiitive Secretary Commis'sioner

- - — - -
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4987

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Gardner, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

S g sl ot )

Execlifive Secretary Commisgioner

P

32 PU-2875-03-266 Pages: 1
Certificate # 4987

by Public Service Commission

07/31/2003 CC: Comm Legal llfona Jerry .



Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4988

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Grafton, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Qs 2l W

Exedutive Secretary Commissioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4989

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Grand Forks, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

(%* '7/ Y M/% @ W’J

Executive Secretary Commisgioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4990

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Hatton, North Dakota
local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

er// //Vz,é/% %/ZNL/

Execultive Secretary Commis$&ioner

29  PU-2875-03-266
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4991

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Hillsboro, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

/Q[» 277 el WA -

Exeedtive Secretary Commissioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4992

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Jamestown, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

A m/%,_l/

Executive Secretary Commiséioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4993

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Kindred, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Qoo 71 .24 (7 qn Yt —

Executive Secretary Commis&ioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4994

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Larimore, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

vy o /)

Executive Secretary Commisé&foner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4995

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Leonard, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Lty il o Yt

Exectufive Secretary Commiséioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4996

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Mandan, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

)v:\;:%/f?.,% /jfj Y.t
Executive Secretary Commiésioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4997

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Manvel, North Dakota
local exchange area.

This cettificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

G il 724 T o)

Execdtive Secretary Commis$ioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4998

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Mayuville, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

A A7 2t K}n o Wid

Execdtive Secretary CommisSioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4999

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Minto, North Dakota
local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Exéclitive Secretary CommisSioner

7
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5000

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Northwood, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

A 7l 2 @ﬂ%MJ—J

Executive Secretary Commissfoner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5001

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Reynolds, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

At (ot

Execdtive Secretary Commis&ioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5002

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Thompson, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Len 9] 7 e e T d—

Execufive Secretary Commissioner

-
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5003

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Valley City, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

Adrvh Tl

Exedutive Secretary Commissfoner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5004

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the Wahpeton, North
Dakota local exchange area.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges and other
conditions and limitations noted in the Order dated July 31,
2003.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

(‘Qk 4 7 N«% f @MMWA

Execltive Secretary Commissioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5005

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the suburban territory
near Fairview, Montana, part of the Fairview local exchange
area, but located in North Dakota and served from the
Fairview, Montana local central office.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

St 77.ite /W

Exécutive Secretary Commissioner
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Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5006

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide local exchange
telecommunications services inside the rural territory near
Sidney, Montana, part of the Sidney local exchange area, but
located in North Dakota and served from the Sidney,
Montana local central office.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

7. 24 .

Execlitive Secretary Commissfoner
— I—
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Certificate # 5006

by Public Service Commission

07/31/2003 CC: Comm Legal lllona Jerry .



Public Service Commission
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5007

This is to certify that public convenience and necessity
require, and permission is granted for Covista, Inc., a
telecommunications public utility, to provide statewide
interexchange (toll) telecommunications services, with
facilities, in North Dakota.

This certificate is issued in Case No. PU-2875-03-266
and is conditioned upon Covista, Inc. securing the franchise
or other authority of the proper municipal or other authority
for the exercise of these rights and privileges.

Bismarck, North Dakota, July 31, 2003.

ATTEST: PUBLIC SERVICE COMMISSION

,/Qi Hry 24 o h ) —

Executive Secretary Commis$ioner

- ] ) A
12 PU-2875-03-266 Pages: 1
Cettificate # 5007

by Public Service Commission

07/31/2003 CC: Comm Legal lliona Jerry .



INFORMAL HEARING AGENDA

July 16, 2003

PU-2875-03-266 Covista, Inc.
Local Exchange/lnterexchange
Public Convenience and Necessity

PU-2048-03-235 North Dakota Network Co.
Designated Eligible Carrier
Application

Global Information Systems (GIS) Presentation
Upper Great Plains Transportation Institute

1 PU-2048-03-235 Pages: 0
Informal Hearing held

by Public Service Commission

07/16/2003 CC: Comm Legal PUD (3)

. e Ce L ]
(N PU-2875-03-266 Pages: 0
Informal Hearing held

by Public Service Commission

07/16/2003 CC: Comm Legal lllona Jerry .



PU-2875-03-266

INFORMAL HEARING AGENDA

July 2, 2003

Covista, Inc.
Local Exchange/Intertexchange
Public Convenience and Necessity

Use of 211 in North Dakota

10 PU-2875-03-266 Pages: 0
Informal Hearing held

by Public Service Commission

07/02/2003 CC: Comm Legal lllona Jerry .



APPROVED

DATE: 7203
MOTION S *‘*L;: —

July 2, 2003

Couvista, Inc. Case No. PU-2875-03-266
Local Exchange/Interexchange

Public Convenience & Necessity

| move the Commission bill Covista, Inc. for costs incurred to date in Case
No. PU-2875-03-266, Covista, Inc., Local Exchange/Interexchange, Public

Convenience & Necessity.

9 PU-2875-03-266 Pages: 3

Utility Valuation Motion/Letter/Billing

Statement ]
by Public Service Commission

07/02/2003 CC: Comm Legal llona Jerry .



Public Service Commission
State of North Dakota

COMMISSIONERS

600 E Boulevard Ave. Dept. 408

Tony Clark, President Bismarck, North Dakota 58505-0480
Leo M. Reinbold web: www.psc.state.nd.us
Susan E. Wefald e-mail: sab@psc.state.nd.us

TDD 800-366-6888
Executive Secretary Fax 701-328-2410
Jon H. Mielke Ju|y 2’ 2003 Phone 701-328-2400

Lance J M Steinhart
1720 Windward Concourse Ste 250
Alpharetta GA 30005

RE: Case No. PU-2875-03-266
Covista, Inc.
Local Exchange/lnterexchange
Public Convenience & Necessity

Enclosed is a copy of the statement approved at the July 2, 2003 Public
Service Commission meeting for the expenses incurred to date in Case No.
PU-2875-03-266.

Under N.D.C.C. 49-21-01.7, these expenses are billed through the Valuation
Fund and must be paid for by the telecommunications company involved.

Please make your check payable to the Public Service Commission.

Sincerely,

U
- :\ v
O ‘[) A LA\
"Glona Gelger
Admin Staff Officer
701-328-2401

Enc.



Billing Statement

July 2, 2003

Covista, Inc. Case No. PU-2875-03-266
Local Exchange/Interexchange
Public Convenience & Necessity

Bill To:

CoVista, INC. oooveeeeee e e $283.84

Expenses Incurred to Date:

Advertising Costs $283.84

Send Payment and a Copy of this Statement To:
Public Service Commission

600 E Boulevard Ave Dept 408

Bismarck ND 58505-0480

Federal Tax ID 45-0309764



State of North Dakota) -

County of Burleigh )

1.

Affidavit of Publi cation

FrATETTI DY ST

AP )
oo, a.._..gé x_..7 VA

o VA
S e s A2

CAWCTI Lt ras -

) o JNIT g

: b('v‘i" = .
L LCUTvae BECIETARY
@ //53/) @/K , being duly Sworn. state as follows:™

| am the designated agent, under the provisions and for the purposes of, Section 31-04-06,
NDCC, for the newspapers listed on the attached exhibits.

The newspape‘?s listed on the exhibits published the advertisement of:

]QY), (07)'57%* %p . /time(s)

as required by law or ordinance.

All of the listed newspapers are legal newspapers in the State of North Dakota and, under the
provisions of Section 46-05-01, NDCC, are qualified to publish any public notice or any matter
required by law or ordinance to be printed or published in a newspaper in North Dakota.

Signed: MJ %ﬁk

Subscribed and sworn to before me this Z‘M/éay of j%ﬂ,b A.D. ZDB

%/é Lhibe

KELLI RICHEY
Notary Public
g State of North Dakota
My Commissuon Exp:res Oct 13 2006 >

P1-2875.03-266 Pages: 1

e

Afficavit of Publication
ny North Dakota Advizrtising Senvice, inc.

06/17/2003 CC. Comm Legal lilona Jerry .



e e T N

R - -
- H et K
D e, T TR

D (T, 'j = = .. vorth Dakota Newspaper Association
- . 1435 Interstate Loop
Bismarck, ND 58503-0567

-~
NORTH DAKOTA NEWSPAPER ASSOCIATIGH

JUN |7 Ph (701) 223-6397 « Fax (701) 223-8185
: INVOICE
Order 17628-03061PP2- = Trvoice # 18604 June 13, 2003
Attn: JONH. MIELKE Advertiser: Public Service Commission
PUBLIC SERVICE COMMISSION P.O#:
600 E. BOULEVARD AVE.
STATE CAPITOL Amount Due $283.84

BISMARCK, ND 58505
Voice: 701-328-4076

Amount Paid

Please detach and return this portion with your payment

Public Service Commission Invoice # 17628-03061PP2-18604

Ad Size Rate Type Rate Total Discount (%) Caption Page Run Date

Bismarck Tribune (Bismarck ND)

44.00 SPR2 0.64 28.16 0.00 Covista Inc. 05/28/03
Devils Lake Daily Journal (Devils Lake ND)
46.00 SPR2 0.63 28.98 0.00 Covista Inc. 05/28/03
Dickinson Press (Dickinson ND)
49.00 SPR2 0.57 27.93 0.00 Covista Inc. 05/28/03
Fargo, The Forum (Fargo ND)
43.00 SPR2 ) 0.71 30.53 0.00 Covista Inc. 06/02/03
Grand ?orks Heraid (Grand Forks ND)
41.00 SPR2 0.69 28.29 0.00 Covista Inc. 05/27/03
Jamestown Sun (Jamestown ND)
51.00 SPR2 0.54 27.54 0.00 Covista Inc. 05/28/03
Minot Daily News (Minot ND)
54.00 SPR2 0.54 29.16 0.00 Covista Inc. 05/28/03
Valley City Times-Record (Valley City ND)
47.00 SPR3 0.61 28.67 0.00 Covista Inc. 05/28/03
Wahpeton Daily News (Wahpeton ND)
52.00 SPR3 0.51 26.52 0.00 Covista Inc. 05/28/03
Williston Herald (Williston ND)
46.00 SPR2 0.61 28.06 0.00 Covista Inc. 05/28/03
Gross Advertising 283.84 Total Misc 0.00 Amount Paid 0.00
Agency Discount Tax 0.00 Adjustments 0.00
Other Discount 0.00 Total Billed 283.84 | Payment Date
Service Charge 0.00 Unbilled 0.00 Balance Due 283.84
8 PU-2875-03-266 Pages: 1

Affidavit of Publication

by North Dakota Advertising Service, Inc.
06/1712003 CC: Comm Legal lliona Jerry .

North Dakota Newspaper Association  06/13/03 OneSys sheryit # paulah
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STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Covista, Inc. Case No. PU-2875-03-266
Local Exchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY ORDINARY MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that:

she is over the age of 18 years and not a party to this action and, on the 3rd day of
June, 2003, she deposited in the United States Mail, Bismarck, North Dakota, one
envelope with postage fully prepaid, securely sealed and each containing a photocopy
of:

Staff Financial Memorandum
The envelope was addressed as follows:

Lance J M Steinhart
1720 Windward Concourse Ste 250
Alpharetta GA 30005

Each address shown is the respective addressee's last reasonably ascertainable post

office address.
Q&/\M\/\L&UM/\

Subscribed and sworn to before me

this 3rd day of June, 2003. é 0%” ; 7

~  Notary Public
SANDRA L. SCOTT

Notary Public, STATE OF NORTH DAKOTA
My Commission Expires JUNE 11, 2004

SEAL

~ S e 1
#i).0576-03-788 Frayes: |

Aot of Sevice

- Service Commission
O Comm Legal lona Jerry .

%




Public Service Commission
State of North Dakota

COMMISSIONERS
600 E Boulevard Ave. Dept. 408
Tony Clark, President Bismarck, North Dakota 58505-0480
Leo M. Reinbold web: www.psc.state.nd.us
Susan E. Wefald e-mail: sab@psc.state.nd.us
Memorandum T S00-365 6858
Executive Secretary Ty e ™ O £ Fax 701282852410
Jon H. Mielke 3 | é : g»w. 11 /7 Phone ,7’0;;3:98%2400
. . S ¥i gy : \\" [re e B e i
To: Jon Mielke D,.%/ e i
i H
From: Mike Diller W LN -3 i
i i
' i

Date: June 2, 2003

Re: Covista, Inc.
Local Exchange/Interexchange PC&N
Case No. PU-2875-03-266

B et €0 i e i P A B

.‘ (‘:'I - ol ol
EXECUTIVE S

T

The following is written to provide the commission with a very limited
review of this case regarding the applicant’s financial ability to provide
service.

Staff reviewed the financial information for Covista, Inc. for the fiscal year
ended 2002 noting shareholder equity of $1,568,839. According to Yahoo!

Finance website, Covista’s stock has recently been trading around $2 per
share.

The commission has used stockholder equity as a litmus test for showing
financial ability to provide service in North Dakota. Based on its review,

staff concludes that Covista has access to sufficient equity to provide
service in North Dakota.

Staff sees no reason to deny this application.

In accordance with the Commission’s wishes, staff will serve this document
on the applicant.

B 2875-03-285 Pages:

a3

Staft Firencia! izmorandsm

s Puslic Service Sommission

5603/2002 CC: Comm Legat llfone Jerry .



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Covista, Inc. Case No. PU-2875-03-266
Local Exchange/lnterexchange
Public Convenience and Necessity
AFFIDAVIT OF SERVICE BY CERTIFIED MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH
Sharon Helbling deposes and says that:
she is over the age of 18 years and not a party to this action and, on the 22nd day of
May, 2003, she deposited in the United States Mail, Bismarck, North Dakota, one
envelope with certified postage, return receipt requested, fully prepaid, securely sealed
and each containing a photocopy of:

Notice of Opportunity for Hearing
The envelopes were addressed as follows:
Lance J M Steinhart P C
1720 Windward Concourse Ste 250
Alpharetta GA 30005
Cert. No. 7001 1940 0005 3425 5932

Each address shown is the respective addressee's last reasonably ascertainable post

office address.
GKKAW \LZM/M, A~
) |

-~

Subscribed and sworn to before me
this 22nd day of May, 2003.

Notary Public
SEAL

K. RICHTER
Not?rlyj Eﬁ?ﬁ STATE OF NORTH DAKOTA

e

5 PU-2875-03-266 Pages: 2
Affidavits of service

by Public Service Commission

0512212003 CC: Comm Legal lllona Jerry .

My Commission Expires JUNE 15,2004 o S—



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Covista, Inc. Case No. PU-2875-03-266
Local Exchange/lnterexchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY ORDINARY MAIL OR E-MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that:
she is over the age of 18 years and not a party to this action and, on the 22nd day of
May, 2003, she deposited in the United States Mail, Bismarck, North Dakota, envelopes
by first class mail, fully prepaid, securely sealed, and e-mailed, each containing a
photocopy of:

Notice of Opportunity for Hearing
The envelopes were addressed as follows:
See Attached List

Each address shown is the respective addressee's last reasonably ascertainable post
office address.

Subscribed and sworn to before me 6
this 22nd day of May, 2003. .

7

Notary Public

CHTER
KT RT‘E OF NORTS 10;“2%";“

on Expires

SEAL




mariep@telcogroupinc.com
Marie Pierre-Paul

donlee@martin-associates.com
Don Lee

jbrowne@lga.att.com
Janet Browne

ATE&T
1875 Lawrence St 14th F1
Denver CO 80202

jtmgr@bektel .com
Jerome Tishmack

BEK Communications Cooperative
PO Box 230
Steele ND 58482-0230

ltade@czn.com
Lance Tade

Citizens Telecomm of ND

sheba .chacko@btna.com
Sheba Chacko

Concert Communications Sales LLC

11911 Freedom Dr 11th F1l
Reston VA 20190

ken@consolidatedtelcom. com
L Dan Wilhelmson

Consolidated Telcom
PO Box 1077
Dickinson ND 58601-1077

drtcedrtel .net
Darren Moser

Dickey Rural Telephone Cooperative

PO Box 69
Ellendale ND 58436-0069

wbrudvik@ohnstadlaw.com
William Brudvik

jlchapman@acomminc. com
Jerry Chapman

Acomm Inc
510 1st Ave N Ste 203
Minneapolis MN 55403-0343

smassey@bepc.com

Sheryl Massey

Basin Electric Power Coop
1717 E Interstate Ave

Bismarck ND 58501-0564

jtmgrebektel .com

Jerome Tishmack

BEK Communications I Inc
PO Box 230

Steele ND 58482-0230

mannawiz@pacbell .net
Larry Manna

Compuwiz
1012 Industrial Blvd
South Lake Tahoe CA 96150

paul@consolidatedtelcom. com
Paul Schuetzler
Consolidated Telcom

PO Box 1077

Dickinson ND 58601-1077

mjrasher@msn.com
Mary Jane Rasher

DCI Group

bgipson@vartec.net

Becky Gipson

eMeritus Communications Inc
1600 Viceroy Dr

Dallas TX 75235



bgipson@vartec.net meredith.giffordegecapital.com

Becky Gipson Meredith Gifford

Excel Telecommunications Inc GE Business Productivity Solutions Inc
1600 Viceroy Dr 6540 Powers Ferry Rd

Dallas TX 75235 Atlanta GA 30339
glenn.richards@shawpittman.com cooperstown@mlgc.com

Glenn Richards Ray Brown

Glenn Richards Griggs County Telephone Company
ShawPittman Cooperstown ND 58425

2300 N St NW

rlaqua@rrv.net holdetexas.net

Ronald Laqgua Dana Wilson

Halstad Telephone Company Home Owners Long Distance Inc
PO Box 55 8647 Wurzbach R4 #M-1

Halstad MN 56548-0055 San Antonio TX 78240-1245
dbachman@ideaone.com carl.billek@corp.idt.net

Darrel Bachman Carl Billek

IdeaOne Telecom IDT America, Corp.

3239 39th St Sw 520 Broad St 7th F1

Fargo ND 58104 Newark NJ 07102

jamie@ignus.com karen.johnson@integratelecom.com
Jamie Kubik Karen Johnson

Ignus Inc Integra Telecom of North Dakota Inc
P O Box 9202 19545 Von Neumann Dr Ste 200
Fargo ND 58106-9202 Beaverton OR 97006-6902
kander@ictc.com : susan.p.green@lmco.com

Keith Anderson Susan Green

Inter-Community Telephone Company LLC Lockheed Martin Global Telecomm
PO Box 8 12506 Lake Underhill Rd MP 836
Nome ND 58062-0008 Orlando FL 32825
gsusan.a.travis@wcom.com dconn@mcleodusa.com

Susan Travis ‘ Dave Conn

MCI Worldcom McLeodUSA

201 Spear St 9th Fl1 6400 C St SW

San Francisco CA 94105 Cedar Rapids IA 52406-3177
knationse@emmfn.com gerryaemidrivers.com

Karen Nations Gerry Anderson

Metromedia Fiber Network Services Inc Mid-Rivers Telephone Coop Inc
360 Hamilton Ave PO Box 280

White Plains NY 10601 Circle MT 59215-0280



rostberg@nemontel .net

Ron Ostberg

Missouri Valley Communications Inc
P O Box 600

Scobey MT 59263-0600

hfuglest@ndarec.com

Harlan Fugelsten

ND Assn Rural Electric Coops
PO Box 727

Mandan ND 58554-0727

pschaner@ndarec.com

Patti Schaner

ND Assn Rural Electric Coops
PO Box 727

Mandan ND 58554-0727

info@newaccess.cc
Steven C Clay
New Access Communications LLC

801 Nicollet Ave Ste 350
Minneapolis MN 55402-2519

rer@norlight.com
Robert E Rogers

NorLight Inc
275 N Corporate Dr
Brookfield WI 53045

pat@ndta.net

Patricia Gisinger

North Dakota Telephone Assoc
PO Box 2614

Bismarck ND 58502-2614

ddunning@polarcomm.com

David Dunning

Polar Commun Mut Aid Corp
PO Box 270

Park River ND 58270-0270

ddunning@polarcomm. com

David Dunning

Polar Telecommunications Inc
PO Box T

Park River ND 58270

sbunn@mlgc.com
Shelie Bunn

Moore & Liberty Telephone Co
Enderlin ND 58027

dhill@ndarec.com

Dennis Hill

ND Assn Rural Electric Coops
PO Box 727

Mandan ND 58554-0727

jsilveira@netlojix.com
Janet Medeiros-Silveira

NetLogix Telecom Inc
501 Bath St
Santa Barbara CA 93101

lclemense@nft.net
Larry Clemens
Noonan Farmers Tele Co

Noonan ND 58765

laurie.willman@nbne.info
Laurie Willman
North By NortheastCom LLC

klund@nccray.com
Kenneth Lund

Northwest Communications Corp
PO Box 38
Ray ND 58849-0038

ddunning@polarcomm. com
David Dunning
Polar Telcom Inc
PO Box 270

Park River ND 58270-0270

donn@srt.com

Don Negaard

Pringle and Herigstad P C
PO Box 1000

Minot ND 58702-1000



sschwan@gwest . com
Suzy Schwandt

Qwest Corporation

mkambei@gwest .com
Mel Kambeitz

Qwest Corporation
220 N 5th St
Bismarck ND 58501

maneill@gwest.com
Mary Ann Neill

Qwest Corporation
1801 California St Rm 4700
Denver CO 80202

wbauza@telfile.com
Avanery Reyes

QX Telecom LLC

230 5th Ave Ste 800
New York NY 10001

jeffolson@rrt.net

Jeff Olson

Red River Rural Tele Assoc
PO Box 136

Abercrombie ND 58001-0136

royce@restel.net
Royce Aslakson
Reservation Telephone Cooperative

Parshall ND 58770

shaneh@restel .net
Shane Hart
Reservation Telephone Cooperative

Parshall ND 58770

bobhill@skylandnd.net
Bob Hill

Skyland Technologies Inc
P O Box 939
Williston ND 58802-0939

kblicke@gwest .com
Kent Blickensderfer

Qwest Corporation
PO Box 5508
Bismarck ND 58502-5508

smacint@qwest.com
Scott Macintosh

Qwest Corporation
PO Box 5508
Bismarck ND 58502-5508

saberry@gwest.com
Sharon Berry
Qwest Corporation
409 1st Ave N

Fargo ND 58102-4802

pam@tnics.com
Pamela Harrington

RC Communications Inc
PO Box 197
New Effington SD 57255-0197

jeffolson@rrt.net

Jeff Olson

Red River Telecom Inc

PO Box 136

Abercrombie ND 58001-0136

mbrestel@ndak.net
Marcia Burckhard

Reservation Telephone Cooperative
Parshall ND 58770

pam@tnics.com
Pamela Harrington

Roberts Cty Tele Coop Assoc
New Effington SD 57255

suelhe@srttel.com

Sue Hamilton

SRT Communications Inc
P O Box 789

Minot ND 58702-0789



stevedl@srttel.com christm@srttel.com

Steve Lysne Chris Morsefield

SRT Communications Inc SRT Communications Inc
P O Box 789 P O Box 789

Minot ND 58702-0789 Minot ND 58702-0789
janehp@srttel.com johnar@srttel.com

Jane Petersen John Reiser

SRT Communications Inc SRT Communications Inc
P O Box 7889 P O Box 789

Minot ND 58702-0789 Minot ND 58702-0789
kimrwe@srttel.com mdickers@state.nd.us

Kim Weydahl Marcy Dickerson

SRT Communications Inc State Tax Department

P O Box 789 State Capitol

Minot ND 58702-0789 Bismarck ND 58505
sthomas@talk.com jennifer.arnocld@uslink.com
Sharon Thomas Jennifer Arnold

Talk America Inc U S Link Inc

12001 Science Dr Ste 130 P O Box 327

Orlando FL 32826 Pequot Lakes MN 56472-0327
lahalleusgs.gov kjvannin@usgs.gov

Lenora Hall K Vannin

U S Geological Survey U S Geological Survey
kander@ictc.com anthony.gillman@verizon.com
Keith Anderson Anthony Gillman

Valley Communications Inc Verizon Select Serxrvices Inc
P O Box 8 P O Box 110

Nome ND 58062 Tampa FL 33601-0110
bonniek@westriv.com mickg@westriv.com

Bonnie Krause Mick Grosz

West River Telecomm Coop West River Telecommunications Coop
PO Box 467 PO Box 467

Hazen ND 58545-0467 Hazen ND 58545-0467

paulihlande@wtc-mail.net
Paul Thland

Wolverton Telephone Company
Wolverton MN 56594



Carolyn Fodor Jennifer Sikes

Winstar Communications 1-800 Reconex

21290 Melrose Ave 2500 Industrial Ave

Southfield MI 48075-7901 Hubbard OR 97032

Ann Faught

Absaraka Co-op Tele Co ACN Communications Services Inc
Absaraka ND 58002 32991 Hamilton Ct

Farmington Hills MI 48334

Advanced Telcom Inc Arch Paging

19 0ld Courthouse Sg 11437 Valley View Rd

Santa Rosa CA 95404-4920 Eden Prairie MN 55344
Kimberly Nielsen Jack Medaris

AT&T Wireless Atlas Communications LTD
7277 1l64th Ave NE RTC-1 P O Box 807

Redmond WA 98052 Conshohocken PA 19428-0807
John Broten Jennifer Whitley

Bell Atlantic Communications Inc Business Discount Plan Inc
1320 N Court House Rd 9th Fl1 1 World Trade Ctr Ste 800
Arlington VA 22201 Long Beach CA 90831-0800

Scott Geston

C1l2 Inc Cable One of Fargo

200 Galleria Pkwy Ste 1200 P O Box 10624

Atlanta GA 30339 Fargo ND 58106-0624

Citizens Telecomm Co of Minnesota Citizeng Telecomm Co of ND

3 High Ridge Park 3 High Ridge Pk

Stamford CT 06905 Stamford CT 06905

Robert Fallan Beth Choroser

Coast International Comcast Business Communications Inc
14303 W 95th St 1500 Market St

Lenexa KS 66215-5210 Philadelphia PA 19102

Murray Barr

Competitive Strategies Group Inc Computer Integrated Communications Inc
164 N Buclid Ave 8502 Bells Mill Rd

Oak Park IL 60302-2106 Potomac MD 20854-4071

Consolidated Telcom Contact Communications

PO Box 1077 937 W Main St

Dickinson ND 58601-1077 Riverton WY 82501



Keith Larson

D DD Calling Inc Dakota Central Tele Coop
6300 Richmond Ave Ste 304 PO Box 299

Houston TX 77057 Carrington ND 58421-0299
Keith Larson Robert Hill

Dakota Central Telecom I Daktel Communications LLC
PO Box 299 P O Box 299

Carrington ND 58421-0299 Carrington ND 58421-0299

Dave Dircks

DCN LLC Dickey Rural Communications Inc
P O Box 180 PO Box 69

Devils Lake ND 58301-0180 Ellendale ND 58436-0069
Dickey Rural Services Inc DIECA Communications Inc

P O Box 69 3420 Central Expy

Ellendale ND 58436 Santa Clara CA 95051-0703
DSLnet Communications LLC Easton Telecom Services Inc
545 Long Wharf Dr 3046 Brecksville Rd #A

New Haven CT 06511 Richfield OH 44286-9399
Regulatory Dept Maria Abbagnaro
Essential.com Inc Essex Communications Inc

5 Bragdon Ln Ste 200 543 Main St

Kennebunk Me 04043 New Rochelle NY 10801-7214

Dave Waters

Evercom Systems Inc Fairpoint Communications Solutions
8201 Tristar Dr 521 E Morehead St Ste 250
Irving TX 75063-2824 Charlotte NC 28202-2695
Lawrence Freedman Ronald Rodemerk
Fleischman & Walsh Frontier Comm International
1400 16th ST NW 180 S Clinton Ave
Washington DC 20036 Rochester NY 14646-0500
Lucille Nilson
Global Tel*Link Corporation Griggs County Telephone Company
2609 Cameron St Cooperstown ND 58425

Mobile AL 36607-3104

Group Long Distance Inc HJIN Telecom Inc
9500 Toledo Way 3235 Satellite Blvd Bldg 400 Ste 300

Irvine CA 92618-1806 Duluth GA 30096



Houlton Enterprises Inc HTC Services Inc

2201 W Bdwy Ste 1 P O Box 55

Council Bluffs IA 51501 Halstad MN 56548

Julia Waysdorf Robert K Johnson

ICG Telecom Group Inc IdeaOne Telecom Group LLC
161 Inverness Dr W 3239 39th St SW
Englewood CO 80112 Fargo ND 58104

Ken Hanks

International Telcom Ltd Intrado Communications Inc
417 2nd Ave W 1601 Dry Creek Dr

Seattle WA 98119 Longmont CO 80503-6493
David A. Huberman Russell Merbeth

Intrado Communications Inc Ionex Communications Norxth Inc
1601 Dry Creek Dr 15305 Dallas Pkwy Ste 1500
Longmont CO 80503-6493 Addison TX 75001-6768
Nanette Edwards Larry Barnes

ITC DELTACOM INC IXC/SSC-Regulatory Affairs
4092 Memorial Pkwy SW 1122 S Capital of TX Hwy
Huntsville AL 35802-1382 Austin TX 78746-6426

James Valley Coop Telephone Co Katherine E Ford

P O Box 69 U S WEST

Ellendale ND 58436-0069 1801 California St Ste 5100

Denver CO 80202

KMAV AM/FM RADIO KMC Telecom V Inc

PO Box 216 1545 Rt 206

Mayville ND 58257-0216 Bedminster NJ 07921

Myer Shark Thomas K Crowe

Knollwood Place Apts #221 Law Offices of Thomas K Crowe PC
3630 Phillips Pkwy 2300 M St NW Ste 800

St Louis Park MN 55426 Washington DC 20037

Level 3 Communications LLC Local Telcom Holdings LLC
3555 Farnam St 485 Madison Ave 15th F1
Omaha NE 68131 New York NY 10022-5803
Jan Lowe Steven Katka

Long Dist Consolidated Billing Co Loretel Systems Inc

145 S Livernois Rd #199 13 E 4th Ave

Rochester MI 48307-1837 Ada MN 56510



Marilyn Foss

MCI WorldCom Inc

707 17th St Ste 3600
Denver CO 80202

MCImetro Access Transmission Services

707 17th ST Ste 3600
Denver CO 80202

Midcontinent Communications
410 South Phillips Ave
Sioux Falls SD 57104

Gordon Wilhelmi

Midstate Communications Inc
PO Box 400

Stanley ND 58784-0400

Minnesota Independent Equal Access

Corp

c¢/o Onvoy Inc

300 S Hwy 169

Mimmedpedyis MN 55426

National Multi Housing Council
1850 M St NW Ste 540
Washington DC 20036

Richard Thronson
Nemont Telephone Cooperative Inc
Scobey MT 59263

Nextel West Corxrp
2001 Edmund Halley Dr
Reston VA 20191-3436

Dave Dircks

North Dakota Telephone Company
PO Box 180

Devils Lake ND 58301-0180

Mary Buley

Onvoy Inc

300 South Highway 169
Minneapolis MN 55426

Michel Murray

MCI WorldCom Inc

707 17th St Ste 3600
Denver CO 80202

McKenzie Consolidated Telecom LLC

P O Box 1140
Watford City ND 58854-1140

Mid-Rivers Telephone Coop Inc
P O Box 280
Circle MT 59215

Mark Wilhelmi
Midstate Telephone Co
PO Box 400

Stanley ND 58784-0400

Mike Strand

MITS

PO Box 5237

Helena MT 59604-5237

Dave Crothers

NDATC

Box 1144

Mandan ND 58554-1144

New Edge Network Inc
3000 Columbia House Blvd Ste 106
Vancouver WA 98661

Dave Dircks

North Dakota Long Distance Inc
P O Box 180

Devils Lake ND 58301-0180

NOW Communications Inc
711 S Tejon St Ste 201
Colorado Springs CO 80903

Holly Sasscer

Operator Communications Inc
3530 Forest Ln Ste 200
Dallas TX 75234-7910



Brad Van Leur
OrbitCom Inc

1701 N Louise Ave
Sioux Falls SD 57107

Premiere Network Services Inc
1510 N Hampton Rd Ste 120
DeSoto TX 75115

Scott Lee

Protel Advantage Inc
3145 Hafner Ct
Shoreview MN 55126-3802

Heather Troxell

Qwest Communications Corporation
4250 Fairfax Dr

Arlington VA 22203

Dean Polkow

RCC Network Inc

PO Box 2000

Alexandria MN 56308-2000

Sandra Adams

NewPath Holdings Inc

4364 114th St

Des Moines IA 50322

Lisa Dabkowski

SNET America Inc

310 Orange St

North Haven CT 06510-1719

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

Harris Saele

T P C Inc

PO Box 180

Devils Lake ND 58301-0180

Al Bosch

Tele-Beep Company

PO Box 7072

Bismarck ND 58502-7072

Jeff Walker

Preferred Carrier Services Inc
14681 Midway Rd Ste 105

Dallas TX 75001

Primus Telecommunications Inc
1700 0ld Meadow Rd 3rd F1l
McLean VA 22102

QuantumShift Communications Inc
88 Rowland Way Ste 200
Novato CA 94945-5000

Qwest Interprise America Inc
1801 California St 49th F1
Denver CO 80202

Kimberly Nielson

RTC-1

Legal & External Affairs
7277 164th Ave NE
Redmond WA 98052

ServiSense.com Inc
115 Shawmut Rd
Canton MA 02021-1438

Andrew Jones

Sprint

6391 Sprint Pkwy

Overland Park KS 66251-6100

Randy Burckhard

SRT Communications Inc
P O Box 789

Minot ND 58702-0789

Jack Medaris

Telco Partners Inc

P O Box 807

Conshohocken PA 19428-0807

Telera Communications Inc
910 E Hamilton Ave Ste 200
Campbell CA 95008



Tele-Tech Inc
2900 W 11th St
Sioux Falls SD 57104-3660

T-Netix Inc
P O Box 701028
Dallas TX 75370-1028

Kenneth Carlson

Turtle Mountain Communications
PO Box 729

Langdon ND 58249-0729

United Communications HUB Inc
10390 Commerce Ctr Dr Ste 250
Rancho CA 91730-5860

Kenneth Carlson
United Telephone Mut Aid Corp
Langdon ND 58249

Dennis Houston

Universal Network Services of ND
1572 North Batavia St Ste 1A
Orange CA 92867

VarTec Telecom Inc
1600 Viceroy Dr
Dallas TX 75235

David Armey

Verizon Communications

600 E Hidden Ridge HQE02i33
Irving TX 75038

West River Coop Telephone Co
P O Box 39
Bison SD 57620-0039

Doris Cooper

West River Long Distance Co
PO Box 467

Hazen ND 58545-0467

Jonathan Marashlian

The Helein Law Group P C
8180 Greensboro Dr Ste 700
McLean VA 22102

Touch America Inc
40 E Bdwy
Butte MT 59701

Renata Dias

UKI Communications Inc

100 N Biscayne Blvd Ste 400
Miami FL 32132

Sam Billingsley

United States Advanced Network Inc
3080 Northwoods Cir

Norcross GA 30071-1562

Christina Tygielski

Universal Access Inc

Sears Tower 233 S Wacker Dr Ste 600
Chicago IL 60606-6307

Val-Ed Joint Venture LLP
150 2nd St SW
Perham MN 56573

Randy Houdek

Venture Communications Inc
PO Box 157

Highmore SD 57345-0157

Molli Harper

Verizon Wireless

6350 E Crescent Pkwy Ste 200
Greenwood Village CO 80111

Darrell Henderson

West River Cooperative Telephone
Company

PO Box 39

Bison SD 57620-0039

Mick Grosz

West River Telecomm Coop

PO Box 467

Hazen ND 58545-0467



Western CLEC Corporation WTC Competitive Services Inc
.3650 131st Ave SE #400 P O Box 129

Bellevue WA 98006 Wolverton MN 56594

Z-Tel Communications Inc
601 S Harbour Island Blvd Ste 220
Tampa FL 33602-5925
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Helbling, Sharon D.

From: Helbling, Sharon D.

Sent:  Wednesday, May 21, 2003 10:29 AM
To: ndna (E-mail)

Subject: Attached Notices

Colleen Park
North Dakota Newspaper Association

Colleen:

Please have the attached Notice of Opportunity to File Written Comments,
Notice of Hearing, and Notice of Opportunity for Hearing published in the next
issue of the ten North Dakota daily newspapers, and run them as "News ltem
Only" articles as well.

Send the bills to the Public Service Commission, along with tear sheets for
billing purposes.

If you have any questions, please call me at 328-4076.
Thank you.

Sharon Helbling
Public Utilities Division

T ——

¢ PU-2875-03-266 )

Pages: 1

Notice e-mailed to NDNA .
publication equesting

by Public Service Commission

05/21/20 .
5/21/2003 03 CC: Comm Legal liona Jerry |



APPROVED MOTION

DATE: D 2/-03
o= May 21, 2003

Covista, Inc.
Local Exchange/lnterexchange
Public Convenience and Necessity

Case No. PU-2875-03-266

I move the Commission issue a Notice of Opportunity for Hearing in the

application of Covista, Inc. for certificates of public convenience and necessity to

provide competitive local exchange and interexchange telecommunications services in

North Dakota.

JRL/sdh

e

3

PU-2875-03-266 Pages: 1
Motion

by Public Service Commission

05/21/2003 CC: Comm Legal lliona Jerry .



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Covista, Inc. Case No. PU-2875-03-266

Local Exchange/lnterexchange
Public Convenience and Necessity

NOTICE OF OPPORTUNITY FOR HEARING

May 21, 2003

On May 12, 2003, Covista, Inc. of Chattanooga, TN, filed an application for a
certificates of public convenience and necessity to provide facilities-based competitive
local exchange telecommunications services in all North Dakota exchanges currently
served by Qwest Corporation and interexchange services throughout North Dakota.

The issues to be considered in this matter are:

1. Fitness and ability of the applicant to provide service.
2. Adequacy of the proposed service.
3. Technical, financial and managerial ability of the applicant to

provide service.

Those interested are invited to comment on the application in writing. Persons
desiring a hearing must file a written request identifying their interest in the proceeding
and the reasons for requesting a hearing. Comments and requests for hearings must
be received by June 24, 2003. If deemed appropriate, the Commission can determine
the matter without a hearing.

For more information contact the Public Service Commission, State Capitol,
Bismarck, North Dakota 58505, 701-328-2400; or Relay North Dakota 1-800-366-6888
TTY. If you require any auxiliary aids or services, such as readers, signers, or Braille
materials please notify Jon Mielke, Executive Secretary.

PUBLIC SERVICE COMMISSION

Susan E. Wefald Téhy Clark Leo M. Reinbold
Commissiioner President Commissioner
2 PU-2875-03-266 Pages: 1

Notice of Opportunity for Hearing

by Public Service Commission

)

05/21/2003 CC: Comm Legal llona Jerry .



Lance J.M. Steinhart, P.C.

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

Email: Isteinhart@telecomcounsel.com

Attorney At Law
1720 Windward Concourse
Suite 250

Alpharetta, Georgia 30005
Also Admitted in New York
and Maryland

May 9, 2003

YIA FEDERAIL EXPRESS

Mr. Jon Mielke

Executive Secretary

Public Service Commission
State Capitol

600 E. Boulevard
Bismarck, ND 58505-0480

Re:  Covista, Inc.

Dear Mr. Mielke:

J)ECEIVE

MAY 12 2003

ND PUBLIC SERVICE COMMISSION

PUBLIC UTILITIES DIVISION J

Enclosed please find for filing an original and seven (7) copies of Covista, Inc.'s
Application for a Certificate of Public Convenience and Necessity to Provide Telecommunications
Services. Please note that the company is simultaneously filing an Application for Certificate of
Registration to provide resold local exchange services, which contains an original certificate of
good standing issued by the Secretary of State. This filing includes a copy of such certificate.

I have enclosed an extra copy of this letter to be date stamped and returned to me in the
enclosed preaddressed-postage-prepaid envelope. If you have any questions or if I may provide you
with any additional information, please do not hesitate to contact me. Thank you.

Respectfully submitt

. Steinhart

Attorney for Covista, Inc.

Enclosures
cc: Thomas P. Gunning

1

PU-2875-03-266 Pages: 107

Local ExchangefIinterexchange PC&N

filing
by Covista. Inc.

05/1212003

CC: Comm Legal liona Jerry .
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I;UBLIC SERVICE COMMISSION

'STATE OF NORTH DAKOTA
In the matter of the Application of )
Covista, Inc. ) -
for a Certificate of ) Docket No.
Public Convenience and Necessity to ) '
provide Telecommunications Services )

, The applicant, )Covista, Inc. (“Covista™) a Corporation organized and existing under the
laws of the State'of New Jersey with its principal place of business of 721 Broad Street, 2nd Floor,
Chattanooga, Tennessee 37402, does hereby represent and show the Commission as follows:

1. On November 20, 1997, the North Dakota Secretary of State issued to Covista (fk/a
TotalTel, Inc.) a Certificate of Authority under the provisions of North Dakota law governing
foreign corporations, giving it authority to do business in the State of North Dakota and a copy of

such certificate is submitted with this application.

2. Covista was organized as a New Jersey Corporation to engage in the business of
offering telecommunications services, including local exchange and toll telephone service, and
intends to offer these services throughout the United States. By this application, Covista requests a -
Certificate of Public Convenience and Necessity to provide facilities-based/UNE-P local exchange
along with other telecommunications services at all locations throughout the State of North Dakota
that are currently served by Qwest Communications, Inc., and to provide interexchange services
statewide. '

3. Covista was issued a Certificate of Registration No. 506 to resell long distance services
the State of North Dakota. ‘The company is simultaneously filing an application to obtain a
Certificate of Registration to resell local services in North Dakota.



The following exhibits are attached to this application and incorporated herein by this
reference:

Exhibit 1: A copy of the Certificate of Authority of Covista issued by the State of
North Dakota;

Exhibit 2: A certificate of Good Standing from the State of North Dakota; |
Exhibit 3: Service Area Map |

Exhibit 4: A copy of Covista Communications, Inc.’s Form 10-K for the year ended
January 31, 2002 and Form 10-Q for the period ended October 31, 2002

Exhibit 5: Affidavit of A. John Leach

Exhibit 6: Biographjcél Information

3. All correspondence and notices regarding this application should be directed to Lance
J.M. Steinhart, Lance J.M. Steinhart, P.C., 1720 Windward Concourse, Suite 250, Alpharetta,
Georgia 30005, whose telephone and fax numbers are 770-232-9200 and 770-232-9208

respectively. :

4. The rate structure for providing local exchange is intended
to be Competitive with the rates charged by the incumbent provider(s).

'5. Covista is fit and has the experience and ability to provide the local exchange for which
authority is sought herein. Covista intends to provide all forms of intrastate service including:



A. Local Exchange Services that will enable customers to originate and
terminate local calls in the local calling area served by other LECs.
B. Switched local exchange services; vertical services, Direct Inward and
' Outward Dialed trunks, carrier access, and any other switched local
services that currently exist or will exist in the future.

C. Non-switched local services (e.g., private line) that currently exist or will
exist in the future.

D. Centrex and/or Centrex-like services that currently exist or will exist in the
future.

E. Digital subscriber line, ISDN, frame-relay, and other high capacity line
services.

Ancillary Services (911, directory listing, directory ass1stance etc.).
Interexchange (switched and dedicated services): 1+ and 101XXXX
outbound dialing; 800/888 toll-free inbound dialing; calling cards and data
services.

Q=

6. Covista has the technical, financial and managenal ability to provide the
indicated services.

7. By enacting the Telecommunications Act of 1996, Congress has established a national
public policy of opening the local exchange to competition and increasing the level of competition
in all other areas of telecommunications services. Congress perceived a need for such competition,
and Covista hopes to meet this need to the ultimate benefit of North Dakota consumers.

8 Covista intends to provide local exchange telecommunications services in those
geographic areas in North Dakota currently served by Qwest as illustrated in the exchange area
maps attached hereto as Exhibit 3.

9. The Public Service Commission (“Commission”) for the State of North Dakota has
Authority to grant this application under the provision of Chapter 49-03.1 of the North Dakota
Century Code and the Commission’s Rules of Practice and Procedure.



WHEREFORE, Covista respectfully requests that a Certificate of Public Convenience and
Necessity be issued for the services sought herein following appropriate notice; and further,
Covista respectfully requests that the Certificate of Public Convenience and Necessity be issued
without hearing, if appropriate, according to the applicable statutes and the rules and regulations of
the Commission. ‘ -

Dated this a\v\of W , 2003.
v \

Covista, Inc.

Lance J.M. St , Bsq.
Lance JM Ste , PC
1720 Windward Concourse
Suite 250

Alpharetta, Georgia 30005
(770) 232-9200

Attorney for Applicant

By:




Exhibit 1: A copy of the Certificate of Authority of Covista issued by the State of
North Dakota



WY ’,
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The undersigned, as Secretary of State of the
State of North Dakota, hereby certifies that an
Application of

P
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TOTALTEL INC.

NN

for an Amended Certificate of Authority to
transact business in this State, duly signed and
verified pursuant to the North Dakota statutes
governing a FOREIGN BUSINESS CORPORATION, have
been received in this office and are found to
conform to law. \ : :
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ACCORDINGLY the undersigned, as such
Secretary of State, and by virtue of the authority
vested in him.by law, hereby issues this Amended
Certificate of Authority to - '

- COVISTA, INC.
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= under the name of .
COVISTA, INC..
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Effective date of amendment: August 4, 2000
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 Exhibit 2: A certificate of Good Standing from the State of North Dakota
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COVISTA, INC.

A

CLRELAE:
L

The undersigned, as Secretary of State of the State of North
Dakota, hereby certifies that COVISTA, INC. , a New Jersey
corporation, authorized to transact business in the State of North
Dakota on November 20, 1997, and according to the records of this
office as of this date, has paid all fees due this office as required by
North Dakota statutes governing foreign corporations.
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- ACCORDINGLY the undersigned, as such Secretary of State, and
by virtue of the authority vested in him by law, hereby issues this
Ceritificate of Good Standing to
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COVISTA, INC.
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Issued: May 8, 2003
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Exhibit 3: - Service Area Map
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Exhibit 4: A copy of Covista Communications, Inc.’s Form 10-K for the year ended
January 31, 2002 and Form 10-Q for the period ended October 31, 2002
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, UNITED STATES
: SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
- FORM 10-K
(Mark one)’
X ANNUAL REPORT PURSUANT TO SECTION 130R 15 (d) OF THE SECUHITIES
. EXCHANGE AC'T OF 1934 :
* For the Fiscal year ended Januag at, 20Q -
OR

' TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934 [NO FEE REQUIRED]

For the transition period from_____ 1o, N
Commlssion File Number- 0-21 80

COV|ST A COMMUNICATIONS, INC. .
‘.(Exact name of Company as specified in its charter)

New Jersey ‘ ) . 22-1656895 .

. {State or other juisdicionof .~ . ~ : (L.R.S. Employer -
Incorporation-or organization) . o . . Identification No.)

4803 Highway 58 North, Chattancoga, TN 37416
(Address of princxpal executive offices)(Zip Code)

. Company’s telephone number. including area code: (423) 648-9700 -

Secuntles regtstered pursuant to Section 12 (b) of the Act
c None

Secunties registered pursuant to Section 12 (g) of the Act:
"Common Stock, $.05 par value per share .

Indicate by check mark whaether Covista commmwations, Inc. ('Covlsta‘ or the 'Gompanﬂ(ﬂ has filed all reports
required to be filed by Secticn 13 or 15(d) cf the Securities Exchange Act of 1934 during the preceding 12 months.” .
(or for such shorter period that Covista was requlred to file such raporte), and (2) haa been eublect to such fillng -

requlrementsforthepestSOdays. . .
.+ .YesX No__

lndlcate by check mark if dhdosure of delinquent filers pursuant to ltern 405 of Hegulaﬂon S-K Is not eontalned
herein, and will nct be contained, to the best of Company’s knowledge, In definitive proxy or information statements
Incorporated by referencs In Part I of this Form 10-K or any amendment: o this Form 10K

e

Aggmgatemametvalue(beeedupmaﬂzsdwmpm)ofmewﬂngahdthehbynanaﬂmmeaofmhtaasof

April 30, 2002: $18,360,911

Number of shares of Commion Stock outstand!ng on Apnl 30 2002: 12,636,949 .

Documents lncorporated By Reference
None _



PART|
1 D RE A

Caitain matters discussed In this Annual Report on Form 10-K are-“forward-lcoldng statements” intended to
qually for the safe harbor from llability provided by the Private Securities Liigation Reform Act of 1995. These forward-
looking statements can generally be identified as such because the context of the statement will inciude words such as

~ Covista “belleves”,’ ates”, “axpects”, or words of similar impert.  Similarly, statements which describe Covista’s
~future plans, cbjectives or goals are also forward-icoking statements. Such forward-locking statements are subject to
: . ‘ certain risks and uncertainties which are described in ciose proximity. o such statements and which could cause actual
‘ - * results to differ materdally from those anticipated as of the data of this' Repart. Shareholders, potential Investors and -
1 other readers are urged to consider these factors In evaluating the forward-locking statements and are cautioned not to
‘ L place undue rellance on such forward-looking statements. The forward-locking statements Iricludéd herein are onty
S . made as of the date of this Report and Covista undertakes no cbiigation to publlcly update such forward-looking
{ statements to reflect subsequent events or clircumstancss. S ' . '
3 : ATEM1.: - Business
& TR Covista'was Incorporated In 1959 as Faradyne Electronics Corp. In November 1991, Covista changed its
name from Faradyne Electronics Com. to Totai-Tel USA Communications, Inc. In September, 2000, Covista
adopted iis present name, Covista Communications, in . ;

. A,

Cavista Is a long distance telecommunications, intemet and data services provider. Covista operates two
distinct business segments: retail and wholesale. The retail segment pravides long distance, data and intenet
services to small and medium sized businesses, pincipally In the Northeast region of the United States. The
wholesale segment sells long distance telecommunication services to other carrfers for resale. Covista utllizes ts
own switching equipment and leased fiber optic transmission cable. Cavista's products and services Include a

- broad range of voice, data and Intemet solutfons, Including long distance and toll-free services, calling cards, data,
Intemnet access, virtual private network, directory assistance and teleconferencing services. The wholesals division
provides domestic and intermnational lermination services to cdrriers wordwide at competitive .rates. Covista-
currently owns and operates three switches, one In New York Clty , one In Newark, New Jersey, and one in °
Philadeiphia Pannsylvania and announced plans to expand to additional switch sites in Minneepolis, Dallas and
Chattanocga. In July 2001, Covista announced that it had acquired long-term access to natlonwide network
faciliies comprising 2,822,400,000 channel miles of telecommunications capacity measured by length of voice-
grade circuits. In addition, Covista cumently offers Intemnet services using two routers that it owns and operates
located in New York City and Northem New Jarsey. Covista processes approximately 85 percent of all its call
valume through its own facilitles. Covista also cperates a netwark operations center in Northem New Jersey to

-. monitor and control its New Jersey network and to coordinate its various sarvices. In October, 2001, Covista

* announced the opening of a new call center facility in Chattancoga, Tennessee, and that it Is planning to relocate
its corporate headquartars to Chattdnooga from Little Falls, New Jersey. Covista previously was known as Total-
Tel USA Communications, Inc.- T

" In the retall market, Covista has segmented potsntial customers and taflored its service offerings, sales,
marketing approach and network development to provide senvce In a cost-effective manner. Covista belleves:its
customer servica to be one of its principal competitive advantages. Covista applies a dedicated team approach to
sollciting and servicing its cllents, with substantial invoivement of sales, customer service and technical personriel
in all aspects of customer relations. Covista intends to continue to focus its efforis on small o medium-sized
businesses with..sales of $1 milllon to $60 milllon and monthly commiunications- bills that range from $500 to

s . $30,000. Covista's focus on customer service has also enabled It to aftract larger customers. g the fourth .
5 A " quarter 2002, Covista continued expanding servicss into the residential retail mamat‘ with a new product offering.

2 . _For Fiscal 2002, Covista had gross ravenués of approximately $95 milllon, derived approximately 50% -
. - from wholesale and 50% from retail services. For Flscal 2001, Covista’s gross revenues were approximately $134
A million. Covista’s retail sales activities have been concentratedin Northem New Jersey and New York Cn;. where,
et Covista believes, approximately half of all United States muitinational corporations have headquarters. Based on

industry sources, this area Is belleved to represent 40% of the total United States telecommunications market. For
the near term, at least, Covista Intends o continue fts efforts on further penetrating commercial users of its services

= . . in the Northeast, from the Washington, D.C. market through Boston, Massachusetts, and to augment the servicas _
%] . offered to its customers. _ : ‘ : :

S Covista’s principal executive offices are located at 4803 Highway 58 North, Chattanocga, TN, 37416, and
...t telephone number is (423) 648-97C0. . - e e .




INDUSTRY OVERVIEW _ =
History and Industry Development - * -~ N
Prior to 1984, AT&T dominated both the local exchange and long distance marketplaces by cwning the -

. operating eritities that provided both local exchiange and long distance services to most of the United States

population. Although leng distance competition began to emerge In the late 1970, the criical event triggering the
growih of long distance competition was the breakup of AT&T and the separation of Its local and long distance

- businesses as mandated by the Madifled Final Judgment (the "MFJ") relating to the breakup of ATAT. To foster

competition In the long distance markat, the MFJ prohibited AT&T's divested local exchange businesses, the
Regional Bell Operating Companies ("RECCs"), from acting as single-source providers of telecommunications
servicas, ) S e

Although the MFJ establlshed the preconditions for competition In thé markat for long distance services in
1984, the market for local exchange services has, untl recently, virtually baen closed to competition and has
largely- been ‘dominated by regulated monopoiles. Efforts to open. the lccal exchange markst began in the late-

* 1980s on a-state-by-state basis. .

The Telecommunicaions Act of 1986, (the *1996 Act), Is considered 1o be the most comprahensive’

" reform of the'natign’s telecommunications laws, affect the development of competition for local telecommunications -

services. The 1996 Act provides for the removal of legal barriers to entry into the local telecommunications

services markat, the Interconnection of the Incumbent Local Exchange.Carrler (the “ILEC™) network with:

competitors’ networks and the relaxation of the-regulation of certain telecommunications services provided by Local

_“Exchange Camlers ("LECs”) and others. Procedures and requirements wers established o be followed by the

RBOCs, Including the requirement that RBOCa offer local services for resale as a preconditian to their entering ithe
long distanca and telecommunications equipment manutacturing markets. " . : .

. The continuing deregulation of the telecommunications Industry and technological change has resulted in
an Increasingly Information-intensive business envircnment. Regulatory, technological, marketing and competitive
trends have substantlally expanded Covista's opportunities In the converging voice and data communications
services markets. For example, technological advances, Including rapid growth of the Internet, the Increased use -

. of packet switching technology for velce communications, and the growth of multimedia applications, are expected

to result in substantial growth In the high-speed data services markat. - A

This new market opportunity should permit COmbet!ﬂve Local Exchange Carrlers ("CLECs") with cperating
and marketing expertise to offer a full range of telecommunications services, including local and long distance
caling, toll-free calling, custom calling features, data services, and Intemet access and services.

* Telecommunications companies with an established base of long distarice qustomers may have an cpportunity to

sell additional services to such customers.

“

Covista has observed that RBOCs and the Tler | carrlers (carrlers' with annual revenues In excess of $5
billion), primarily concentrats their sales and marksting efforts on residential and large business customers. Thus,
Covista bellaves thers Is a significant markat opportunity with respect to small and medium-sized businesses to
which customer service may be a significant part of their buying decision. Covista has alse entered the residential
long distance businesa which Covista had not previcusly concentrated its marketing efforts. )

.

’
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Network

Covista’s strategy has been to develop a geographic concentration of revenue-producing customiors
through the sale of telecommunications services In areas where it has installed switching platforms, 9 mers

Current Network : o _
Switches. Currently, Covista operates an advanced telecommunleaﬂor;s _net\%odi that Includes three

. Alcatel switches, located In New Yark Ciy, Newark, New Jorsey and Philadéliphia, Pennsyivania. The Philadeiphia

¥

-

-switch was acquired from a merger with Capsule Communications (ses Subsequent Events). Covista has Installed

Alcatel DEX 600 switches in Newark and' Philadelphia and.a Megahub DEXE00E switch In New York, which

‘provides Interexchange switching capabilities and s currently being used as Covista's International gateway

switching platform. Covista Is Installing three Alcatel DEX 600 switches, one in Minnsapols, one in Dallas and one
In Chattancoga which are scheduled to be operational in FY'2003. - : .

In July-2001, Covista announced that t had acquired long-term access to nationwide network facifies
:'ompr!sing 2,822,400,000 channel miles of telecommunications capacity measured by length of voice-grade

During Fiscal 2002, Covista billed- approximatsly 1.08 billion minutes, with approximately 85% of fts
* minutes over-its own switches. Covista belleves that Increasing the traffic carried on is own network would Improve

operating margins. 3 .
Intemational. Covista ls Interconnected with a .number -of United States and forsign wholesale
Intemational carriers through its New York switch. The. purpose of connecting to a variety of carriers i3 to provide
state-of-the-art, lowest-cost routing and network rellability. These interconnected International carrlers are also a
source of wholesale Intemational-traffic and revenue, : S  also

Intsmet. Currently, Covista owns and operates an IP (Intemet Protocsl) Network that includes two Clsco
7500 routers, located in New Yori City. Covista also owns and operates-an Ascend TNT remote access server
(RAS) located in New York. The RAS provides dial-up Intemet access services. Through associations with
providers- of wholesale Digital Subscriber Lines ("DSL"), Covista offers DSL intemet servica In the Philadeiphia,
New York, New Jersey and Connecticut markets. Covista also offers intemet services over dedicated DSO, DS1
and DS3 digital transmission circuits. = * - L ) :

Other Features. Covista Is Interconnected by SS7 out-of-band digital-signaling throughout its network.
The SS7 signaling system reduces connect time delays, thereby enhancing overall network efficiencies.
Additionally, the SS7 technclogy s designed to permit the anticipated expansion of Covista’s Advanced intelligent

Network (“AIN") capabilities throughout its network. Covista's advanced switching platform would enable 1t to () -

deploy features and functions quickly throughout its entire network, (1) expand switch capacity in a cost-effective

manner, and (iif) lower maintenance costs through (aduceq training and spare parts requirements. -

- Product and Service OMgs

Security and Rellabifity. Covista has a Network Operating Center {NOC) In Northern New Jérsey. which

) 'monitors and controls Covista’s network and coordinates its various services from a central location, Increasing the .
. sscurity, reliabillty and efficiency of Covista’s operations. Centrallzed electronic monitoring and control of Covista's .

network allows: Covista to avoid duplication of thia function in each awitch site. The NOC aiso-helps reduce

N

Coviata’s per-clstomer monitoring and customer service:costs. In addition, Covista’s network employs an . .

*authorized access® architecture. . Unilke many- telecommunications companles, which allow universal access to
their network, Covista utilizes an automatic number Identification security screening architecture which ensures
only the Automatic Number identification (ANIs) of those users who have subscribed to Covista's services and

have satisflad Covista's credit and provisioning criteria have access to the network. Covista belleves that this -

architecture provides Covista the ability to better control bad debt and fraud. In a mannar which is Invisible and
nonintrusive to the customer. This architecture alsc allows Covista o better.manage network capacity, as

unauthorized and unplanned users cannot accass the network. Covista plans to relocate tha NOC to the Carporate
* Headquarters In Chattanccga TN In Fiscal Year 2003. , . .

PRINCIPAL PRODUCTS AND SERVICES

Covista offers retall telecommunications services primarly to small and medium-sized businesses and

'residanﬂal long distance users. Covista's retail service offerings currently Include long distance and toll-free

services (both with and without an AlN), mylﬂple_access._qptlons, calling card, data, Intemet access, DSL, e-malil,

A dada Wihalaaala candanes Inninda dinmastic and
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Y . Ratail Services. Covista bmvldes telacomunlaﬂona‘senﬂces to ovar 10,000 commercial customers.’

primarily small and medium-sized businesses located In thie Northeastem region af the United States. Covista seils.
retail services through its independent marketing representatives. Retail commercial communications senvices

- accounted for approximately 50% of Covista's Fiscal 2002 revenues, and producad revenues of approximate|

$47,423,000 in Fiscal 2002 and $53,487,000 In Fiscal 2001. Retall revenues fell' in fiscal 2002 due to cbhl%nue&
downward pricing pressure and reductions in volume, which Covista attributes to aver Increasing competition within
the industry. " In.addition, the attack on the World Trade Center on September 11, 2001 had a direct negative
Impact on the retail‘sales of Covista due to damage to the switch located in New York City.  While Covista

- belleves that it may retum to its previous volume levels, as the woridwide demand for communications servicas

increases, it also belleves that the intense competition for those minutes from other telecommunications providers
will continue to force down prices. This continued downward effect on price may adversely affect aperations.

.Covista’s retall services Include the following:

e Long Diatance: Covista affers a full range of switched and dedicated domestic and International long
distance. services, Including “1+* cutbound service In ail §0 states along with global termination to over
1200 countries. Long distance services Include intra-LATA (Local Access Terminating Area), inter-LATA,
and worldwide Intematicnal services. Long distanca features Include both verified and non-verified -
munﬁng codes, station-to-station calling, third-party calling, directory assistance and operator-assisted
e Toll-free Services: Covista offers a full range of switched and dedicated domestic toll-free services,
. Including toll-free origination in all S0 states, Intemational toll-free origination from over 30 countrles, and
" toll-free directory assistance. AIN enhanced toll-free services Include the following features: Command
Routing, Dialed Number' Identification Service Area Code/Exchange Routing, Real Time Automatic
Number Identification Delivery, Day-of-Year Routing, Day-of-Week Routing, Time-of-Day Routing,
rercentaga Allocation Routing, PIN protected 800 services, integrated voice responsa services and store -
ocator services. : : :

e Access Optlons: Covista offers its Idng distance and toll-free customers multiple access options,
. Including dedicated access at DSO, DS1, and DS? speed(s) and switched access. :

_e Calling Card and Services: ‘Covista offers natlonwide switched access, customized calling card
services. Customers have the option of calling cards, which are personalized, branded or generic.

e, Intemet Covista currently offers high-qualﬂy. dedicated DSL and dlal-up Intemet access, e-mall, P -
addressing and Domain Name Services. ) . : .

o Data Services: Covlslabﬂars'adv_anced data transmission services, Inciuding private line and, Frame
Relay services, Data services have multiple access options, including dedicated access at DSO, DS1,
and DS3.spesd(s) and switched access. : .

 'Customer Management Control Features: All of Covista's customers have.the cption of custemized

. management reporting festures, including Interstate/Intrastats area code summarles, Intemational

destination matrix, daily usage summaries, state summaries, tima of day summaries, duration distribution
matrix, exception reporting of long duration calls, and incomplete and blocked call reparting.

Wholesaie, Services, Covista offers the following wholesale services: domestic and intemational termination, switch
ports, colocation facillties and transport services to a broad spectrum of domestic and Intemational carriers. Covista

. offers intemational wholesale termination and transport services primarlly to domestic -and Intemational

telecommunications carrlers. Once Covista Interconnects with a canier customer, the carrier may utilize Covista on
an as-needed hasis, depending upon the pricing offered by Covista and its competitors as ' well as capacity.
Covista has been tested and approved as an authorized carrler for, and included In the routing tables of all of its
long distance and Intemational carer customers, Covista's whelesale resulls were seversly affected by the -
September 11 ferrorist attack. The Company sufferad the temporary loss of its New York City switch, which Is
situated in the immediate vicinity of the World Trade Canter. As a result, Covista incurred a significant reduction In -
wholesale revenues, The impact of the revenue loss, combined with additional expenses, was In excess of
approximately $5,000,000, Covista has flled an Insurance claim for losses and expenses associated with the

....events of September 11, and received an Initial $1,000,000 In the FY 2002. Tha total claim and final gettlement.. .

cannct be determined at this time. Wholesale revenues wefa a‘p_p[o?dmately $47,889,000 and $79,743,000-during -

e M Wendnasla cmcimmisan ara avnant
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CUSTOMER BASE

. Overview of the United States Market. The Unitect States markst for telecommurications sefvicss can be
divided Into four basic service sectors: long distance, local exchange, Intemet access and intemational.

‘ Long Distance Sarvicss. . A.long distancetelephone call can be envisioned: as consisting of three

.segments, Starting with the originating customer, the call fravels along a local exchange network to a long distancs

carrier's- paint -of ‘presence ("POP”). At the POP, the call is combined with other calls and sent along a long

. -distance network to a POP on the long distance carier's network near where the call will terminate. The cail is

then sent from this POP along a local network to the terminating customer. Long distancs carriers provide only the -

; ‘connection between the two local networks; and, unless the long distance’ carrler is a local service provider, pay

access charges to LECs for originating and terminating calls. ] .

Local Exchange Sarvicss. -A local cal s one that does not require the services of a long distanca carier.
In general, the local exchange carrier connects end-user customers within a locally defined area known as a Local -
Access and Transport Area or "LATA" and also provides the local access (Ingress and egress) of most long

. distanca calls.. .

Intemnet .Service. Intemnet services are generdlly provided In at least two distinct segments. A local -
network connection Is required from the Intamet Service Provider (ISP") customer to the ISP’s local faciliies. For
large,. communication-intensive users and for content providérs, the connections are typicaily unswitched,
dedicatad connections provided by LECs; Intelligent Call Processing (ICP*), or cther providers, either as

. Independent servica providers or, In some cases, by a carrler that Is both a Competitive Lacal Exchange Carrier
~ (CLEC ) and an Intemet Service Provider ( ISP). For residential and small and medium-sized business users,

these connections are generally Public Switched Telephone Network ("PSTN") connections obtained on a dial-up
access basis as a local exchange telephone call. Once a local connection Is made to the ISP’s local facilities,
Information can be transmitted and obtained over a packet-switched IP data network, which may consist of
segments provided by many Interconnectad networks operated by a number of ISPs. = The callection of
Interconnected networks makes up the Intemet. A key feature of Intemet ‘architecture and packet awitching is that
a single dedicated channel between communication points Is never established which distingulshes Intemet-based -
services from the PSTN.

Intemnational Servics. A typical intemational long distance call originates on a local exchange network or
private line and Is carrled to the International gateway switch of a long distance carrier. The call is then transported
along a fiber optic cable or a satellite connection to an intemational gateway switch in the terminating country and,
finally, to ancther. local exchange network or private line where the calil'ls terminated. Generally, only a small
number of caniers are licensed by a foreign country for intemational long distance and, in many countries, only the
Postal Telephone & Telegraph administration ("PTT") s licensed or authorized to provide Intemational long
distance service. Any carrler which desires to transport switched calls to or from a particular country, in addition to -
obtaining a license or other permission (if required), must enter into operating agreements or ather arrangements
with the PTT or ancther intemational carrier in that country or leasa capacity from a carrier which already has such

_ amangements., .

Market Opporfunities . . .

As a resuit of the 1996 Act and other Federal, state, ‘and’ Intemational Initiatives, ‘numercus
telecommunications markets have been opened to competition. In addition, the Increasing globalization of the -
world economy, along with: increased rellance upon data transmigsion and Intemet access, has expanded .
traditional telecommunications markets. Covista has targeted its services principally to small and medlum-sized
businesses based upon its bellef that such customers are not aggressively targeted-by Tler | providers and are

‘underserved with respect to customer service and support. Also, Covista, through a recently introduced product .

offering, is targsting residential long distance users with comipetitive rates for domestic and intemational long
distance usage. : -
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- COMPETITION
Overview

Covista cperates In a highly compstitive industry and estimates that it has no greater than a 1% sharg of -
the market in which it operates. Covista expects that competition will continue to Intensify in the future dus to
regulatory changes, including the continued implementation of the 1988 Act, and further Increases In the size,
resources, and number of market participants. In each of its markets, Covista will faca compaetition from larger,
better capitallzed Tler | and Tler Il providers and ILECS and CLECs. While new business opportunities may be
made available to Covista through the 1996 Act and cther federal and state reguiatory Initiatives, regulators are

* niikaly.to provide ILECs with an lnc;eased degree of flexibility with regard to pricing of their services as competition -

Increasas,

- ¥ .+ Competition for Covista's products and services Is based upon price, quallty, the ability to bundle services,

name recagnition, network rellability, service features, biling services, perceived quality and responsiveness to

_ customers’ needs. While Covista belleves that it currently has certain advantages relating to prics,”

customer service and responsiveness -to .customer needs; there Is no assuranca that Covista will be able to

malntain these advantages or cbtain additional advantages. A continulng trend toward business combinations and
_ alllances In the telecommunications industry may create significant new competitors to Cavista. Meny of Covista’s
++ exdsting"and: potential competitors have financial, technical, and other resources significantly greater than those of

-"Covista. In addition, in-December, 1997, the FCC Issued rules to implement the provisions of the World Trade
Organization Agresment on Basic Telecommunications, which was drafted to liberalize restrictions on foreign
ownership of domestic telecommunications companies and to. allow foreign telecommunications companles to -

- enter domestic markets. The new FCC rules went Into effect in February, 1998 and ‘are expected to ‘make It

substantially easier for many non-United States telecommunications companies to enter the United States market,
thus turther incraasing the number of competitors. The new rules will also give non-United States individuals and -
corporations greater ability to invest In United States telecommunications companies, thus increasing the financial .
and technical resources potentially available to existing and pote_ntlal competitors as well as Covista, :

'Long Distance Market

. The long distance telecommunications Industry Is highly competitive and affected by the Introduction of
new services by, and the market activitles of, major Industry participants. - Covista competes ‘against various.
national and" regional long distance carriers, including both facilltiea-based: providers and switchless resellers
offering essentlally the same seivices as Covista. In addition, significant competition is expected to be provided by
ILECs including RBOCs. Recently, Verizon, the RBOC for Covista's region, has been authorized to provide long
distanca services in certain states. Covista’s success will depend upon its ability to provide high-quality services at
prices competitive with, or lower than, those charged by its competitors. In addition, a high lavel of customer
attrition or “chum” has characterized the long distance industry. Such attrition Is atiributable to a varlety of factors,
including initiatives of competitors as they engage in advertising campaigns, marketing programs, and provide cash
payments or other Incentives. End users are often not cbligated to purchase any minimum usage amount and can
discontinue service without penality at any time. Covista's revénue has been, and Is expected to continue to be,
aftected by chum, . . L - ‘

. Tier | providers and other earriéts have Implemented new prica plans aimed at residentlal customers with
-significantly simplified rate structures, which may have the impact of lowering overall long distance prices. There
can also be no assurance that long distance carmriers will not make similar offerings available to the smalil to

"*’ medium-sized businesses, which Cpvista primarily serves. While Covista belleves that small and medium-sized
. business customers are not aggressively targeted by large long distance providers, such as the Tler | providers,

“ there can be rno assurance that Covista's customers and potential customers will not be targeted by these or other
providers in the future, Additicnal pricing pressure may come from IP_transport, which Is a developing use of
packet-switched technology which can transmit voice communications. at a cost which may be- below that of
traditional circuit-switched long distance servica. While IP transporf is net yet available In all areas, its use requires .
the dialing of additional digits.- While the service has generally produced sound quality Inferior to traditional long
distancs sarvica, it could eventually be perceived as a substitute for traditicnal long distance service. This, In tum,
could put further pricing pressure on long distance rates. Any reduction in long distance prices may have a
material adverse effect on Covista’s business, financlal condition and resuits of operations. .

' ~ Some of Covista's principal competitors ara.also major suppliers of services to Covista. Covista both links
 Its switching equipment with transmission facifities and services purchased or leased from these suppliers, and also

_ resells services obtained from these suppliers. ‘There can be no assurance that these supplilers will continue to

offer services to Covista at competitive rates or on attréctive terms, if at all, and any failure to do so-could have a
_materialadverseeffecton Cousta. . ... . . e e e L e e : .-

- . o~ .-
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"+ #“lcensing.requirements. Many of the regulations Issued by these regulatory bodles may be subject to judicial

" Seasonal Nature of Business _ _
Company's tiusiness is not seasonal. .
Patents, Trademarks, Licanses, etc. _
. Company does ﬁot hold any material patents, franchises or concessions. -
R " GOVERNMENT REGULATIONS
 Overvaw . - L. : -

.. - Covista's servicss are subject to regulation by federal, state and local-govemmental agencies. The FCC
_ exercises jurisdiction over all facilites and services of telecommunications common caniers to the extent those - -
facilities are used to provide, originate or terminate Interstate or international communications. State regulatory
agencies retain jurisdiction over camiers’ facilities and services to the extent they are used to ariginate or teminate
Intrastate communications. Municipalities, and cther local government agencies may require caniers to obtain
. licenses or franchises regulating use of public rights-o-way necessary to instail and operate their networks. The
networks are also subject to numerous local regulations such as building codes, franchises, and rights of way

t

%

* Teview, the results of which Covista is unable to predict,

- <

. Federal Regulations - The 1998 Act _ L

: Statutory Requirements. The 1998 Act requires all LECs (Including ILECs and CLECs, (1) net to prohibit
or unduly restrict resale of their services; (ii) to provide local number portability; (iif) to provide dlaling parity and’
nondiscriminatory access to telephone numbers, operator services, directory assistancs, and directory listings; (iv) -
to afford access to poles,.ducts, conduits, and rights-of-way; and .(v) to establish. reciprocal compensation
arrangements for the transport and termination of local telecommunications traffic. It also requires ILECs to

" negotiate local interconnection agreements in good faith and to provide intercannection (a) for the transmission and’
routing of telephone exchange service and exchange access, (b) at any technically feasible point within the ILEC's
network, (c) which is at least equal in quality o that provided by the ILEC to itsalf, its affillates, or any other party to
which the ILEC provides intarconnection, and (d) at rates and terms and conditions which are just, reasonable and
nondiscriminatory. ILECs also are required under the 1996 Act to provide nondiscriminatory access to network”

- elements on an unbundled basis at any technically feasible point, to offer their lacal telephone services for resale at
wholesale rates, and to facilitate colocation of equipment necessary for competitors to interconnect with or.access
Unbundied Network Elements (‘UNEs”). ) ’

The 1998 Act also eliminates the existing AT&T antitrust consent decres, which barred the provision of
long distance services and manutacturing by the RBOCs. 'In addition, the 1996 Act requires RBOCs to comply with
certain safeguards and offer Interconnection which satisfies a prescribad 14-point competitive checklist before.
RBOCs ara permitted to provide In-region inter-LATA services. These safeguards are designed to ensure that.the
RBOCs competitors have access to local exchange and exchange access services on nondiscriminatory terms and
that the subscribers of regulated non-competitive RBOC services do not subsidize thelr provision of competitive
services. ‘The safeguards also are intended to promote competition by preventing RBOCs from using thelr market

" -power In local exchange services in order to obtain an anti-competitive advantage In tha provision of cther services.

RBOCs have the ability to provide out-of-reglon long-distance services and, if they obtain authorization and under
prescribed circumstances, may provide additional in-region long-distance services. 'In December 1989, the FCC

. granted Bell Atiantic's (now Verizon) application to offer In-region long distance services in New York, marking the
“first time since the breakup of AT&T that an RBOC has been able to provide its customers with both local and long
distanca servics. - . - e p . : o '

The 1996 Act also granted important regulatory relléf to industry segments which compete with CLECs.
‘ILECs were given:substantial new pricing flexibility. RBOCa also were granted new rights to provide certain cable -
" TV services. Inter Exchange Carriers (*IXCs") were permitted ta construct their own local facilities and/or resell
local services. Stats laws may no longer requira CATVS to obtain a franchise before cffering telecommunications-
services nor permit CATVa' franchise fees to be based an their telecommunications revenue.” In addition, under the
1996 Communications Act, all utility holding companies are permitted to diversify into telecommunications services
~through separate subsidlaries. = o ' ' S . .

FCC Rules Implementing the Local Competition Provisions of the 1996 Act. In August 1998, the FCC
released a First Report and Order, a Second Report and Order and a Memorandum Opinion and Order (combined,
the “Interconnectinn Orders™) which estahiished a framewnrk of minimum, national rules enabling state Public.Utility ... .
Caommissions (“PUCs”).and Public Service Qon!mlsslgng ("?SCa").- and the FCC to begin Implament!ﬂg many of — .-
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ma!m'avaﬂablotocon;peﬁtom upon;mquestand_amamwologyforatatastouae in estab
intercannection and the purchasas of UNEs. The FCC also adopted a methodology for States to useusi\:j:gn l:!pmw{:,o .
the 1996 Act “avoided cost standard” for setting wholesale prices with respect to retail services. ’ Pying

The U.S. Supreme Court affirmed the authority of the FCC to establish rules goveming Interconnection, Ccvlsta

. belleves that additional disputes regarding interconnection Issues and other related FCC actic '
- particular, the Supreme Court remanded to the FCC lssues regarding what UNEs the FCC will ":&Te'?{'é%am

- make available to competitors. In November 1989, the FCC released a decision modifyin which
all ILECs must offer to other cariers.. The Eighth Circult decisions and their @%gby;?éﬁpwmez Court

_continue to cause uncertainty about the rules goveming the pricing, terms and conditions of Interconnection

_agreements. The Supreme Court's ruling-and further procesdings on remand (either at the Eighth Clrcuit or the
FCC) may affect the scope of the PUCS’.and PSCs’ authority to conduct arbitration proceedings or to implement or -
“enforce intarconnection agreements. The ruling could alsa result in new or additional rulea being promulgated by
the FCC. Given the ongoing uncertainty surrounding the effect of the Eighth Clrcuit decisions and the decision of
the Supreme Court reversing them, Covista may not tie able to obtain. or enforce Interconnection terms acceptable
to'it or that are consistent with its business pians. : .

:Other Federal Regulations

|ﬂ"genel.‘al. the FCC has a policy of encouraging the.entry of new campetitors in the telacommuni o
*Industry” and praventing anti-competitive practices. Therefore, the FCC has established different Ievw:l':n r:;_

" regulation for dominant carrlers and non-dominant camiers. For purposes of domestlc common camer

telecommunications requiation, large ILECs are cumently considered dominant caners, while CLECs ars-
considered non-dominant carriers. - - ' ‘ ’ C

e  Tariffs. As a non-dominant canier, Covista may Install and operate facilliles for the transmission of
domestic Interstate communications without prior FCC authorizatlon. Services of non-dominant
carriers have been subject to relatively limitad regulation by the FCC, primarily consisting of the filing
of tariffs and perlodic reports. However, nori-dominant carriers like Covista must offer interstate

-services on a nondiscriminatory basis, at just and reasonable rates, and remain subject to FCC - -
complaint procedures. With the exception of informational tariffs for operator-assisted services and
tariffs for interexchange casual calling services, the FCC has ruled that IXCs must cancel their tariffs
for domestic interstate Interexchange services. Tariffs continue to be required for Intemational
services. Pursuant to these FCC requirements, Covista has filed and maintains tariffs for its
Interstata services with the FCC. All of the Interstate access and retail “basis® services (as defined by
the FCC) provided by Covista are described thersin. “Enhanced” services (as defined by the FCC)

_ need nct be tariffed. Covista belleves that its proposed enhanced voice and Intemet services are

. “anhanced” services which need not be-tariffed. However, the FCC Is reexamining the “enhanced® -
definition as it relates to IP transport and Covista cannot predict whether the FCC will change the
classification of such services. . . ) :

s _ International Services. Non-dominant carriers such as Covista ars required to cbtain FCC

authorization pursuant to Section 214 of the Communications Act and file tariffs before providing

_ International communication services. Covista has. cbtained authority from the FCC to engaga in

business as a resale and facilies-based Intemational - carrier to provide voice and data
commurications servicas between Unitad States and all foreign paints. , .

o ILEC Price Cap Regtilation Reform. In 1991, the FCC replaced traditional rate of retum regulation
for large ILECs with price cap regulation. Under price caps, ILECs can raise prices for certain
servicea by only a small percentage each year. In addition, there are constraints on the pricing of

* |LEC services which are competitive with those of CLECas." In September 1995, the FCC proposad a

three-stage plan which would substantiaily reduce ILEC pri¢e cap regulation as local markets.become

" Increasingly competitive and, ultimately, would result in granting ILECs nondominant status. Adoption

. of the FCC's proposal ta reduca significantly its regulation of ILEC pricing would significantly enhance

- the ability of ILECs to compete against Covista and could have a material adverse effect on Covista.

The FCC released an order In Decamber 1996 that adopted csrtain of these propesals, including the

elimination of the lower servica band Index limits on price reductions. within the access service

category. The FCC's December 1998 order also eased the requirsments necessary for the
introduction of new services by ILECs. In May 1997, the FCC took further action updating and

reforming its price cap plan for the ILECs. Amang cther things, the changes require price cap ILECs

to reduca their price cap Indices by 6.5 percent annually, less an adjustment for inflation. The FCC

also ellminated rules that require ILECS eaming more than ceriain specified rates of retum to “share”

.. portions of the excess with their access customers during the next year in the form of lower access

“rates, “In August, 1888, the FCC again ook action designed io grant greater fiexbilty to prica.cab ~~"."

"1 BMa"aa ramnatition develons... These reforms should facilitate the. removal of services from price



deaveraging of rates for services In the trunking basket, and removal, upon implementation of toj .
dialing parity, of certain Interstate interexchange services from price cap regulation. These actions
could have a significant impact on the interstate access prices charged by the ILECa with which
Covista expects to compste, .

RTINSl . -0y

e  Access Charges. Over the past several years, the FCC has granted ILECs significant flexdbility in
; their pricing of interstate special and switched access services. Under this pricing scheme, ILECs -
! may establish pricing zones based on access traffic density and charge different prices for each zone

; - Cavista anticipates that this pricing flexibillty should result in ILECa lowering their prices In high traffic

i density arees, the probable area of competition with Cavista. Covista also anticipates that the FCC

1 will grant ILECs incredsing pricing flexibilty &3 the number of Interconnections and competitors

i Increases. In May, 1997, the FCC took action to reform the current interstate access charge system.

: The FCC adopted an order which makes various reforms to existing rate structures for interstate

i : access designed to move access charges, over iime, to more economically efficient rate levels and

l ' structures. The FCC recently granted LECs additional pricing flexibility. As such, the carriers may

\ . _offer volume discounts which may benefit larger long distanca carrlers. . S

|

g

. .. The FCC has also implemented changes In Intarstate access rules that result in restructuring of the - *
L " ‘access charge system and changes In access charge rate levels. As of January 1998, access
. charges Incurred by Covista are being passed on to end users; In May 1999, the U.S. Court of
Appeals (D.C. Circult) sent the access Fate fomula back to the FOG for further explanation regarding
S L how cartain factors were’ calculated. Thdse and related actions. may change access rates. If the
& A ' ‘ - formuia Is upheld, and access rates are reduced,. the result will be a lower cost of providing long
distance service, especially to business customers. - The Impact of these new changea will not be
known until they are fully implemented over the next several years. In a related proceeding, the FCC
has adopted changes to the methodology by which access has been used In part to subsidize
S —_— " . universal telephone service and other public policy goals. Telecommunications providers ke Covista
o o . pay fees calculated as a percentage of revenue to support these goals. The full implications of these
% . ) ~ changes remains uncertain and subject to change. . . ,

e PICC. As part of Access Reform mandated in the Telecommunications Act of 1996, beginning in
1998, local phone companies were permitied to assess the Pre-subscribed Interexchange Carrier
Charge, also known as *PICC." The "PICC? Is a monthiy per line cost charged by the local telephone
company to every long distance garter for each customer phone line that Is pre-subscribed to that
carrier. PICC charges are billed to the end users. ) :

Vo o Universal Service Reform. In May, 1997, the FCC released an order which reforms the current.
system of Interstate universal service support and implements the universal service provisions of the
. . - 19968 Act. The FCC established a set of poilcles and rules designed to ensure that low-income
- . consumers and consumers who live In rural, Insular and high-cost areas receive a defined set of local
: — telecommunications services -at affordable rates. This was to be accompiished in part.through
N _ expansion of direct consumer subsidy programs and In part by ensuring that rural, small and high- .
o . cost LECs continue to raceive universal service subsidy support. The FCC also created new
o . programs to subsidize connection of telecommunications networks to eligible schools, librades and
i . ) " . . ruralheaith care providers. These programs were to be funded by assessment of eligible revenue of .
o ) nearly-all providers of interstate telecommunications carriers, including Covista. - ,

Covista, like other telecommunications caniers providing Interstate telecommunications services, is
- required to contribute a portion of its end-user telecommunicaticns revenua to fund universal service
programs. These contributions became due beginning in 1998 for all providers of interstate
telecommunications services. Such contributions were to be assessed based on intrastate, Interstate
- and International snd user telecommunications reévenue: Contribution factora vary quarterly and
T carriers, Including Covista, are billed each month. In addition, mary state regulatory agencles have
instituted procaedings to revise staté universal fund contribution requirements which will vary from.
. ‘ state 1o state. Recently, the U.S. Court of Appeals for the Fifth Clrcuit rejected the FCC's affort to
base contributions in part on Intrastate revenues. The FCC's universal service program may be
altered as a result of appeals, agency reconsideration ot its actions, or future Cangressional
. . ‘ legisiatfon. o et -

Pursuant to the Universal Service Order, all carrlers are required to submit a Universal Service Fund

worksheet. ‘Cavista has filed its Universal Service Fund workshest. The amounts remitted to the

4 Universal Service Fund are billed to Covista's customers, Covista Is sligible to qualify as a recipient

T e e e T OF Uinlversal-service support if-i-elects to provide facilities-based senvice to areas dssignated for~ .
: - universal sarvica support and if it complles with federal and state regulatory vequirements o be an =

daen chee o e s
‘ .



-relations with-iis emsloyees ta be satistuctory. -~ - -

In October, 1999 the FCC adopted a new high-cost universal service support mechanisn

rural carriers. The new mechanism is based on the forward-looking m of provldln;na'uf:;on::é
services as determined by the Commission’s cost madel. The forward-looking support mechanjsm. ..
provides support to nen-fural carriers in those states that have a statewids averagafmwam-looung '
cost per line greater than the national benchmark, which s set at 135 percent of the national average
forward-looking cost per line. The FCC's decisions regarding .universal service could have g
significant Impact on future operations of Covista. . i .

e Colocation. In March, 1989, the FCC released fis Colocation Order which requires ILECs to pemnit
CLECs o calocate any equipment used for interconnection or access to unbundled network elements .
even if that equipment includes switching or erianced service functions. Among other things, the
Colocation Order also prehibits ILECs from placing any limits on the use of switching or enhaﬁced
features for collocated equipment, and requires ILECs to make cageless colccation available and
permit CLECs to construct their own cross-connect facilities. ‘ :

" In March, 2000, the U.S. Court of Appeals for the District of Colimbia Circult vacated lmited portions
of the Collocation Order, holding certain definitions contained in FCC rules were impermissibly broad.
The Court remanded the Colldcation Order, In par, for further FCC consideration of thess Issues..

s - Line.Sharing. In November, 1999, the FCC adopted a new order requiring ILECs to provide Iine .
sharing, which will allow CLECs to offer data services over the same line the consumer uses for voice
services, without the CLECs being required to offer the voica services. State commissions have been’
authorized to estabilsh the prices to the CLECa for such services. The decision has been appealed.

State hggulgilon ) =

. Some states In which Covista operates are considering legislation which could fmpede efforts by
new entrants in the local services market to compete effectively with ILECs. Howsver, Covista does not have any

. Intention to pursue the local services market.

Compilance with Environmental Provisions . . B . .
Company belleves that it complles in all material respects with current pertinent federal, state, and local
provisions relating to the protection of the environment and does not belleve that continued compllance would .

. require any material capital expenditure.

~ Subsequent Events

A Joint broxy 'st;tement/'prospecms dated January 9, 2002 and malled to stockholders on or about January
11, 2002 detailed a merger agreement hetween Covista and Capsule Communications, Inc. which had been

.approved by the Covista and Capsule boards of directors. Capsule is a telecommiunications carrier providing local -

and long-distance telephone communications services primarily to small- and medium-size business customers as
well as residential customers utilizing its own equipment. Capsule provides inbound long-distance services and °
local resale services as well as other telecommunications services including calling cards, cellular, paging, Intemet
service, dedlcated .access, data servicas, and carrier temmination services. Capsule uses its own switch located in
Philadelphia to originate, transport and terminate calls for customers generally located in the Mid-Atlantic region

" and In" Galifomia. For calls originating or terminating outside fis own network, Capsule rasells services provided by

other long-distance comparies. Capsuls Is'the successor corporation to' US Wats, inc. During the scheduled
annual meeting of .stockholders on February 8, 2002, the merger was approved by the requlsite vote of

stockholders of Covlgta and Capsule. The merger was consummated on-February 8,2002.

On February 12, 2002, Covista announced a redué,ﬁon In force of 26% of iis New YorkNew Jersey. .
workforcs related to a reduction in revenue due to the decline in the wholesale markst and the World Trade Center -

. attack of September 11, 2001 and the move of operations to Tennesses. .

ONN

. As of the April 15, 2002, Covista and its subsidlaries employed 243 full-ime and part-time employeesin -
is long distance telecommunication business, of whom 20 were engaged In sales activitles, 82 in customer sarvice
and support, 52 In. technical and fleld services, 22 in data processing, and 67 In general and administrative
activities, Covista also utilizes the services of approximately 950 independent sales agents. Covista considers its

LI
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ITEM2. orties

On November 15, 1993, and Decembior 28, 1993, Cavista entered into leases for an aggregata of

-approximately 3,500 square feet of space at 744 Broad Street, Newark, New Jersey, for Its switching equipment.

The lease ran from January 1, 1984 through December 31, 1998, with an option to renew the lease through August -
31, 2002, which has been exercised. The annual rental of $63,200 also requires the tenant to pay a proportionate

_ share of any increase in the "Consumer Price Index®, U. 8. Clty Average aver the base year. Covista does not

oy e
G

A

have plans to renew the lease and the switching companents are to be relocated to another site.

' On February 22, 1994, Covista entered Into a lease, subsequently modified on April 15, 1994, for
approximately 17,700 square feet of space at 150 Clove Road, Litle Falls, New Jersey to be used as ‘sales
executive and administrative offices. The lease provided for a rent hollday until July, 1985, after.which the annual
rental would be approximately $360,000. The lease Is for five years and ten months and has been amended by a -
second lease modification’ agreement dated February 9, 1995 whersby Covista leased approximatsly. 8,700
additional squara feet of space at the same location at an additional annual rental of $121,707 for the first four
years-and $138,154 for the next year and two months. The modifled agreement also extended the term cof the
existing lease for an additional two years to August 14, 2002 at a then annual rental of $583,000. The lease
requires the payment of the tenant’s proportionate share of operating expenses and real estate tax Jncreases aver

* the base year. There are two flve year renewal options. There grq’no-plans to exercise renewal options.

. :. square feet of additional office space at its existing'

On January 30, 1997, Covista entered Into fé“thltd modification of its lease for approximately 16,840
ty at' 150 Clove Road, Little Falls, New Jersey. . The
annual rental on the additional space was $357,760 per annum from July 1, 1997 through February 14, 1998, Is
$366,800 per annum from February 15, 1998 through August 14, 2000, and will be $384,820 per annum from
August 15, 2000 through August 14, 2002. In addition, Covista Is cbilgatad for its proportionate share of increases
In real estats taxes and operating expenses over the basa year. There are two five year renewal cptions, requiring
nine months’ prior notice. There are no plans to exercise the renewal options. Covista plans to move the existing
office staff to a smaller location In the general area of Little Falls, NJ and certain operational units of Covista to
Chattancoga, Tennessee. ‘ . ' ' :

’ On November 1, 1996, Covista entered into a lease for approximately 8,300 square feet of space at 40
Rector Street, New York City, New York, for use as a second switching facility. The term of the lease Is for fitteen
years and ten months from the date of commencement, which was March 1, 1997, Rental payments are $163,918
per annum for the first five years after commencement, $166,480 per annum for the next flve years, and $183,128
per annum for the remaining five years and ten months. ' The lease requirés the payment of the tenant's
proportional share of Increased operating expenses and real estate taxes over the base year.

On November 8, 1996, a subsidiary of Covista entered into a lease for approximately '2.300 square feet of
offica spaca in New York City, New York at an annual rental of approximately $77,781. The lease commenced
February 1, 1997 and Is for sixty three (63) months. The lease requires the payment of the tenant’s proportionate

- share of Increased operating expenses and real estate taxes over the base year. s

On February 6, 1998, Covista entered into a lease for approximately 5,000 square feet of spéce at 28 W,
Flagler Street, Mlami, Florida. The term of the lease Is 15 years, commencing February 1, 1998. The annual rental
Is approxdmately $118,160, with an annual adjustment based on the Revised Urban Wage Eamers and Clerical
Workers Index, capped at a maximum of 3% increase over the pricr year's rental payment. In addition, Covista Is
llable for its proportionate, share of increases In real estate taxes and operating expenses over the base year.
Covista sublet this space on January 1, 2000 for the balance of its term, to another tenant at an annual rate of
approximately $116,160, subject to adjustments. The tenant has defauited on the sublease and Covista Is
currently considering uiilizing the space. . . ‘

dn Septeinber 1, 1998, Covlsta entared Into a five year lease, éommenc!ng Sepmmbér 1, 1998 for 3,008
square fet of space at 500 Cypress Creek Read, Fort Laudsrdale, Florida. Rental payments were $48,128 per

 annum from September 1, 1998 to August 31, 1999, $50,554 from September 1, 1999 to'August 31,2000, $53,061

from September 1, 2000 to August 31, 2001, $55,708 from September 1, 2001 to August 31, 2002 and $58,506
from September 1, 2002 to August 31, 2003. The lease requires the payment of the tenant’s proportionate share of
incréased operating expenses and real estate taxes over the bese year. in January, 200Q Covisla entered Into a
modification of the lease whereby the space was reduced to 1,200 square feet. Rental payments have baen modified to
be $30,300 from February 15, 2000 to February 14, 2001, $33,033 from February 15, 2001 to February 14, 2002,
$34,587 from February 15, 2002 to February 14, 2003 and $32,538 from February 15, 2003 to February 14, 2004.
Covista has sublet this space to another tenant. ' : )
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October 1, 1989 to August 31, 2000, and are $84,818 from September 1, 2000 to August 31, 2001 and $87,422

from September 1, 2001 to August 31, 2002, The lease requires the payment of the tanant's proportionate share of

Lxma:ed operating expenses and real estate taxes over the base year. Covista has sublet this spacs to. another
nan . . .

" * On November 17, 1999, Covista entered Into a three year lease, commencing November 17, 1998 for 2,188 square.

feet of space at One Landmark Square, Stamford, Connecticut. Rental payments were $50,278 per annum from

* November 17,1999 to November 16,2000, are $51,371 from November 17,2000 to November 16; 2001, and’

$51,558 from November 17, 2000 to November 18, 2002, There I3 an option to renew for three years, upon nine

- months’ -prior written nctice. The lease requires the payment of the tenant's proportionate share of increased
* opetating expenses and real estats taxes over the base year. Covista has sublet this space to another tenant. ‘

On October 11, 1959, Covista entered into a three year lease, commencing Octof:,er 11,1999 leasing 1,926 square

. fast of space at 1810 Chapel Avenus West, Chenry Hill, New Jersey. Rental payments are $38,520 per annum

from October 11,1999 to Octcber 31,2002, There Is an-option to renew for three years, upon nine months’ prior .
written notice. The lease requires the payment of the tenant's proportionate share of increased operating expsnses

. and real estate taxes over the base year. . Covista has sublet this space to ancther tenant.

- Covista has entered Into a lsase agreement for approximately 28,000 -square feet of cffice space In
Chattancoga, Tennessee, with Henry G. Luken lil Chairman of the Board and a principal shareholder of Covista. The
term of the lease Is for five years beginning September 1, 2001, The lease provides for annual rent of $86,400 from
September 1, 2001 to August 30, 2002; $115,200 from September 1, 2002 to August 30, 2003; $144,000 from -
September 1, 2003 to August 30, 2004, with the last two years to be $144,000 annually adjusted for the Consuimer -
Price Index. Covista belleves that such premises are leased on tenms not less favorable than an amm’s -length

ITEM 3. Pending Legal Procsedings

Thera are no pending legai praceedings that could be expected to have a materal adverse effect on
TEM4.  Submission of Matters to a Vote of Security Holders

A]olﬁt proxy statament/prospéctus dated January 9, 2002 and mailed to stockholders on or about January

11, 2002 detailed a merger agreement between Covista-and Capsule Communications, inc. which had been

approved by the Covista and Capsule boards of directors, During the scheduled annual meeting of stockholders
on February 8, 2002, the merger was approved by the requisits vote of stockholders of Cavista and Capsule. The
merger was consummated on February 8,2002.  Other matters presented to stockholders included election of
elight directors of Covista , adoption. of the 2001 Equity Incentive Plan, and to ratify the selection of Deloitte & .

" Touche LLP as Independent auditors of Covista for the flscal year ending Jangaly 31, 2002,
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PART It
TEMS. bfor : Comman Stack and .edSecu Halder

Commeon Stock ]
 Covista’s authorized capnal stock consists solely of 50,000,000 shares of Cammon Stock, Holders of -

- Covista's Common Stock are entiied to receive such dividends, it any, as may be-declared from time to time by the

Board of Directors in its discretion from funds legally available.therefor. Each holder of Common Stock Is entitied to

‘onevots'for each'share held. There Is no right to cumulative voting. Upon liquidation, dissclution, or winding up of

Covieta, the halders of Common Stock are entitied to receive a pro rata shars of all assets available for distribution to
stockhclders. The Common Stock has no pre-emptive or ather subscription rights, and there are no conversion or
redemption rights with respect to such shares.

Effective on July 15, 1898, Covista dstributed 4,207,887 shares of Comman Stock In connection with a 2-

. . for-1 stock spiit of all outstanding shares as of June 30, 1998, As of the date of this report, there wera 12,636,949~ )
- - ghares of Common smbklssuadgnd outstanding, held by 840 persons, as reportad by Covista’s transfer agent.

~ -PriésRange of the Comman Stock

GCovista’s Common Stock Is traded In the dVer-the-counter market on the NASDAQ National Market

- System under the Symbol CVST. The following table sets forth, for the quarterly fiscal periods indicated, the high

and low closing sales prices for Covista's Common Stock in such market, as reported by the Natlonal Assaciation
of Securities Dealers, Inc. . . ) .

EISCAL 2002 =~ © HIGH LOW -

February1,2001 thuApl 30 *$ 6.188. - § 1547
. May 1 thru July 31 . 725 3.25
August 1 thru October 31 . 1025 4.50
November 1 thru January 31, 2002 1025 5.62
* FISCAL 2001 | HIGH Low
Fehmgd 1,2000thruApri30 1500 - 91875
May 1thuduy 31 12.375 800
August1thu October3! . 950 . 3825
November 1 thru January 31,2001 - 48975 | o._sas‘ 3

’

Covista has not pald o deciared any cash dividends during the past two fiscal years and does nét-
anticipate paying any in the foreseeable future. . , ) .

3
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ITEM 8. Selected Financial Data

(In thousands emept per share amou;ﬂs)

RESULTS OF OPERATIONS: “Z002 - jl% T J— Y
Netsales - . § 95313 - 133230 § 138760 8. i37,gaa $ 129298
Net(oss)eaimings ¢ S (11970) § (B829)- $ (G414 $ (@41 S 1084
Weightad average -

common shares - «

outstanding (a) L

‘Basic L 10,204 7324 . 7089 - - .egia . 8213

Diluted . T 10204 7324 7069 et f 6,842
m)'.eaminga per common and. S

comman equivalent shares ) .
‘Basic (Loss) eamingspershare §  (L17) $  (118) .$ (139) § 050 $ o018
_Diluted (Loss) eamlng; pershare $ (1.17) $ (1.18) $- (1.35) $ (0..50)'. 3 018"
‘cagmmdne:r?;rew . ' None None . Néna . None . . None
Mgmemﬁgn':?w $ 5465 § 3227 § 3019 $ A7 $ 3288
‘°°2.':§’£3§30?."" $ 4569 $ 3578 § 2985 § 278 § 2028
FINANCIAL POSTION: ~ * - | , . S .
WchdngCapltal' $ 32N $ @734 3 1222 § 1261 $ . 7836 °
Property and equipment-net - § 12450 § 18021 $ 133178 14473 ' $° 12,408
 Tolalassets $ 81267 § 39007 $ 451843 4562 $ " 40245
Long-term debt $ 4400p) $ %82 $ 9978 158§ 2,002
* Sharsholders’ Equty $ 1569 § BT $ 140078 16442 § 18598
‘ coomtgg‘n:nhn?(:), AR 10840 ' 7869  7.94 7,605 8,679

: s Hiave been retated to reflect the 2 for 1 stock spit distributed July 1, 1998, .
g ﬁ%ﬁamm of a note from Cavistas’ Chalnmen of the Board which Is planned o be converted to an equily
position (see [TEM 13). . ~ ) : . :
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* Long-Lived Assets to be Disposed Of'. SFAS 144 requires that

The following discussion Is presented to assist in assessing the changes in financial condition and
performance of Covista for the fiscal years ended January 31, 2000 (Fiscal 2000) and January 31, 2001 (Fiscal
2001) and January 31, 2002 (Fiscal 2002). The following information should. be read in conjunction with the
financial stitements and relatad notes and other detailed Information regarding Covista included elsewhere In this
report and should not be construed to Imply management's bellef that the results, causes or trends presented will

- necessarily continue In the future. Certain information contained belew and elsewhere in this annual report,
including Information with respect to Covista’s plans and strategy for fis business, are “forward-locking statements.”

"’ Récent Accounting Préno'uneements

" Statement of Financlal Accounting Standards (SFAS) No. 133, Accounting for Derivative Instruments and
Hedging ‘Activities, Is effective for all flscal years beginning after June 15, 2000, SFAS 133, as amended,
establishes accounting and reporting standards for derivative Instruments, including certain derivative instruments . -
embedded in other contracts and for hedging activities. Under SFAS 133, cartain contracts that were not formedy = -
cansidered derivatives may now meet the definition of a derjvative. Covista adopted SFAS 133 effective February

~1,2001. The adoption of SFAS 133 did not have a significant impact on the financlal position, resuits of operation,

or cash flows of Covista.

In June 2001, the Financial Accounting Standards Board (FASB") Issued Statement of Financial Accounting Standards
No. 141 ("SFAS 141"), "Business Combinations.” SFAS 141 requires the purchase method of accounting for business
combinations Initiated after June 30, 2001 and eliminates the pocling-of-interests method. Covista does not belleve that

the adoption of SFAS 141 will have a significant impact on Jis flnancial statements, beyond the cessation of goodwill

“amortization on future business combinations. As of January 31, 2002 Covista has no Goodwill recorded on its books.
" In June 2001, the FASB Issued Statement o Financlal Accounting Standards No. 142 ("SFAS 142"), *Gaodwill and

Other Intangible Assets®, which Is effective February 1, 2002. SFAS 142 requires, among other things, the
discontinuance of goodwill amortization. In addition, the standard inciudes provisions for the reclassification of certain *
existing recognized Intangibles as goodwill, reassessment of the useful lives of existing recognized Intangibles,
reclassification of certain: intangibles out of previcusly reported goodwill and the Identification of reperting: units for.
purposes of assessing potential future Impairments of goodwil. SFAS 142 also requires Covista to complete a

" transitional goodwill impairment test six months from the date of adoption. Covista is cumrently assessing but has not yet

dstermined the impact of SFAS 142 onlis financial position and results of operations.

In August 2001, the FASB Issiled Statemel:\t of Financial -Accoimﬂng Standards No. 143 ("SFAS 143", "Accounting for

Asset Retirement Cbligations®, which Is effective for all fiscal years beginning February 1, 2003. SFAS 143 requires
recording the fair value of a [llability for an asset retirement obligation In the pericd in which it is Incunred, and a
corresponding. increase In the canrying value of the related long-lived asset. Over time, the liabilily Is accrated to iis -
present value each period, and the capitalized cost Is depreciated over the .useful Ife of the related asset. Upon
settlement of the llability, it Is either.settled for its recorded amount or-a gain or loss upon settlement Is recorded.
Covista Is currently assessing but has not yet determined the Impact of SFAS 143 on Its financial position and results of |
operations, . © . - ‘ . .

. "In October'2001, the FASB Issued Statement of Financial Accounting Standards No. 144 ('SFAS 144"), * Accounting
* for the Impairment or Disposal of Long Lived Assets”, which s effective February 1, 2002, SFAS 144 replaces the

Statement of Financial Accounting Standards No. 121, Amounun? for the Impaiment of Long Lived Assets and for

ong-lived assets be measured at the lower of the'
canrying amount or fair value, less cost to sell, whether included in continuing opsrations or in discentinued cperations.
Covista Is curently assessing but has not yet determined the impact of SFAS 144 on its financlal position and results of

operaﬂons.
| TSOF OPERATIONS -
' * FISCAL 2002 AS COMPARED TO FISCAL 2001
_ Revenues

e

Net sales of telecommunications services for the fiscal year ended January 31, 2002 were approximately

- $95,313,000, a decrease of approximately $37,917,000 or 28.5% from the approximately $133,230,000 of net
- sales In Fiscal 2001, Theze roverues wasa comprised of retall salss of appraximately $47,424,060 and wholesale -

sales of approximately $47,889,000. Covista billed approximately 1,075,758,000 minutes l|:| Flscal 2002 as
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Net retal sales for Fiscal 2002 were approximately $47,424,000, a decrease of approximately

$6,083,000, or 11.3% from the -approximately $53,487,000 billed In Fiscal 2001. Retal biled minutes wery

approximately 618,546,000, an Increase of approximately 18,185,000 minutes or 3%, over the retail minutes of
approximately 600,381,000 billed in Fiscal 2001. The average price per minute decreased approximately 17.3% ag

the Industry continued to experience decreased price per minute of usage. Covista does not foreses that this trend

a

In pricing will abate In the near future. .

Net wholesale (carrier) gales for Fiscal 2002 were approximately W,aaé,uoo, a decrease of
approximately $31,854,000 or 39.9% from the approximately $79,743,000 billed in Fiscal 2001. Billed wholesale
minutes amounted to approximately 467,211,000, a decrease of approximately 197,844,000 minutes or 30.2% from
the billed wholesale minutes of approximatsly 655,055,000 billed In Fiscal 2001. The sales mix continued to move

. -*towardhigher priced intemational traffic from the lower priced domestic traffic. Intemational carrier traffic decreased

162,049,000' minutes or approximately 28.1% to approximately 395,619,000  minutes. Domestic minutes-

decreased approximately 35,794,000 or appraximately 36.8% to approximately 61,592,000 minutes. The average

zhmolesale price per minute fell 16% due to continuing competition In the industry, a trend, which Covista belleves,
continue. .

* CostofSales . . .

Cost of sales consists of access fees, line Installation expenses, switch experises, Network Operating

o caniérfCNOC' ) expenses, network depreciation, transport expenses, and local and long-distance expenses. Cost
of sales for Fiscal 2002 was approximately $76,478,000, a decrease of approximately $39,583,000 or 34.1% from

the approximately $116,059,000 of cost of sales in Fiscal 2001. Included In cost of sales are direct line costs,
- usage.charges and the direct costs of Covista's switches and NOC. The decrease in cost of sales was primarily
due 1o the decrease in lower margin wholesale volume of approximately $24,401,000; a decrease In technician

salary, wages. and fringe benefits of approximately $48,000; decreased consulting expense of approxmately ‘

$174,000 an improvement in rates cbtained from vendors of approximately $15,298,000 ; other. nef savings In the
NOG and switches of approximately $123,000; an Increase in depreciation expensa resulting from upgrades to the
switches of approximately $130,000; an Increase In equipment rental resuiting from a switch sale/leaseback

agreement In the amount of approximately $329,000; and the effect of the access charge settlement recorded In -

Fiscal 2001. S

Selilng, General and Administrative:.

Semng. general and adm!nlstfaﬂve (S; G&A) ex'péﬂ;es are comprised of selling and marketing costs, and -
general and administrative costs. S, G & A expenses for Fiscal 2002 increased to approximately $30,987,000, an

increasa of approximately $4,083,000 or 152% from the approximate $26,03,000 in Fiscal 2001. This increase
was primarily due to Increases In salary, wages and benefits due to the new residential servica and call center
being established In Tennessee of approximately $412,000; a $570,000 severancs accrual established for New
Yori/New Jersey staff reductions taking place In fiscal 2003; an Increase In marketing cost related- to new
residentlal service of approximately $177,000; and increase In general office expense of approxdmately $272,000;

an Increase In' bad debt expense of $2,758,000 due to the write off of a portion of certain carrier recsivables; an .
increase In depreciation and amortization due to amortization of customer lists (tfrom customer lists acquired from -

' Blink Data Corporation) of approximately $731,000; and an increase In travel and entertainment of approximately
$98,000. These Increases were offset by reductions in commissions due to decreased sales volume of
approximately $497,000; decreases in selling expense of approximately $90,000; and a decreasa In professional
fees and consulting of $252,000.  * . .- ~

Stock Compensation Expenie ) . . ,

 Stock compensation expenses for Fiscal 2002 deéreased to, aphrq:dmately $12,000, a decrease of
approximately $255,000, or 95.5%, from the approximately $267,000 charged In Fiscal 2001, The decrease is due
to a majority of stock grants being fully vested. , . .
.Other lncpms and Expenso

Total cther Income, net for Fiscal 2002 Increased approximately $88,000. The companents of other
income and expense are Interest expense, Interest income and other items, Interest income dscreased

approximately $8,000; Interest expense Increased approximately $137,000; and gains on sales of securites .
- increased appfoxmarely $232,000.7 T T S



Net Loss

e e

The net loss for- Fiscal 2002 of approximately $11,970,000 represents an Increass In net loss of
approximatsly $3,340,000 over the net loss of approximately $8,629,000 reported In Fiscal 2001, based on the

%if explanations of changes ebove. . '
: " . . - BESULTS OF OPERATIONS
. Revenues .. .- . - : g N | .

) : . Net sales of telecommunicatioris services and systems for the fiscal year ended January 31, 2001 were  *

. . ‘approximately $133,230,000, a.decrease of approximately $8,530,000 or 4.7% from- the appraximately
$139,760,000 of net sales In Fiscal 2000. These revenues were comprised of retall sales of approximately L

+-$53,487,000 and wholesale sales of approximately $79,743,000. Covista billed approximately 1,255,437,000 °

' _ . .minutes in- Fiscal 2001 as compared-to approximately 1,242,942,000 minutes In Fiscal 2000, an increase of

Ao * 12,495,000 minutes or 1.0%. 3 , . ' o

Net retail sales for Fiscal 2001 were approximately $53,487,000, a decrsase of appraximately
- $15,536,000, or 22.5% from the approximately $69,023,000 billed in Fiscal 2000. Retail billed minutes were
approximately 600,381,000, a decrease of approximatsly 80,333,000 minutes or 11.8%, from the retail minutes of
=¥ R approximately 680,714,000 billed In Fiscal 2000. The average price per minute has decréased approximately
& 13.8% as tha industry continues to experience decreased price per minute of usage. Covista does not foresee that -
W this trend In pricing will abate in the near future. - ' \ . : "

Net wholesale (carrer) sales for Fiscal 2001 were approximately $79,743,000, an Increass of
approximately $9,006,000 or 12.7% over the approximately.$70,737,000 billed in Fiscal 2000. Billed wholesale
minutes amounted to approximately 655,055,000, an Increase of approxmately 92,828,000 minutes or 18.5% over -
the billed wholesale minutes of approximately 562,227,000 billed in Fiscal 2000. The sales mix continued to move
toward higher priced international traffic from the lower priced domestic traffic. International caner traffic Increased
177,978,000 minutes or approximately 46.9% to approximately 657,669,000 minutes. Domestic minutas decréased
: approximately 85,149,000 or approximately 46.6% to approximately 97,387,000 minutes. The average wholesale

price per minute fell 4.1% due to continuing competition in the industry, a trend, which - Covista belleves, will
continue.. . : ‘ ) .

| Cost of Sales

i R . . Cost of sales consists of access fees, fine Installalion expenses, switch expenses, NOC expenses,’
k> S network depreciation, transport expenses, and local and long-distance expenses. Cost of sales for Fiscal 2001 was
- . ° approxmately $116,059,000, an Increase of approximately $3,265,000 or 2.9% over the approximately

$112,794,000 of cost of sales in Fis¢al 2000. Included In cost of sales are direct line costs, usage charges and the .

" direct costs of Cavista’s switches and NOC. The Increase In cost of sales was primarily duse to the Increase In lower
*.margin wholesale volume of approximately $10,319,000; Increases in salary, wages and fringe benefils of

. approximately $881,000; Increased consulting expense of approximately $178,000, and an increase In depreciation
N expenss resulting from upgrades to the switches of approximatesly $239,000. This was offset by the reduced
i : volume of retail traffic amounting to approximately $5,297,000; an Improvement in cost rates cbtained from vendors
of approximately $2,924,000 and other net savings in the NOC and switches of approximately $131,000.

Aecasscmrgasmment: _ o

" " In the second quarter of the fiscal year ended January 31, 2001, Covista recelved a cash payment of -
& ' $1,264,483 from certain Bell Companies In settiement of a class action suit, to which Covista ‘was a party, filed In 1952
o relating to alleged overcharges by those companies. The settiement concluded the class action with the Bell
Companies. Covista's portion cf the setiement was not datermined until the second quarter of the fiscal year. The cash

5 * payment was recorded as a separate line item as a reduction of costs and expenses In the quarter ended July 31,
e 2000. ‘ S

. [ .
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Selllng, Genefal and Administrative:
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Saillna. aeaneral and administrative (S, G & A) -axpenses are comprised of selling and marketihg costs, and’ L
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processing services resuiting from bringing the billing system In house of approximately $165,000; a decreass In
salaries, fringe benefits and taxes of approximataly $311,000; a reduction of meals and entertainment expense of
approximately $63,000; a reduction of legal fees of approximately $185,000; a reduction of selling expense of
- approximately $191,000, and other net savings of ‘approximately $256,000. These decreases wers offset by
- additions to the bad debt provision, due to the failure of certain wholesale accounts, of approximately $1,272,000:
. Increased spending for general office of approximately $302,000; an Increase-in recruiting and training, for new
sales employees of approximately $180,000; and an Increase in depreciation expense cn. new ISP equipment of
approximately $332,000. : : : . '

Restructuring Expense e -

. In Fiscal 2000, approximately $319,000 of a prior accrual for restructuring expenses was reversed, This
amount included an approximately $87,000 reduction In the severance accrual; a reduction of approximately $20,000
for fringe benefits and an approximately $202,000 reduction in the accrual on the Fort Lauderdsale lease, dus to -
Jevisions In the lease. There were no charges to restructuring expense in Fiscal 2001; however, Covista settled, for .-
approximately $12,000, the balance on the lease In Fort Lauderdale, Florida, which was charged against accrued  *
restructuring costs. - . . SR .

3

. Stock Compensation Expenss - _ N
Stock compensation expenses for Fiscal 2001 Increased to approximately $267,000, an. Increase of
. - approximately $63,000, or 30.9%, from the approximately $204,000 charged in Fiscal 2000. The increase Is dusto ..
having fewer cancellations of certain restricted stock grants to employees in the current year over the prior year.

Other Compensation

. On September 21, 1999, Covista entered Into an agreement with Warren Feldman, the then Chaihan of the
Board of Directors and a shareholder of Covista. As part of this agreement, a lump sum payment in the then amount of
$900,000 was made to Mr. Feldman in setlement of his employment agreement. Covista paid $650,000 and Mr, Wait
Andersen, a major sharehalider, paid $250,000. Mr. Feldman’s Employment Agreement was to have been In effect until
December 31, 2001. Covista ‘expensed $900,000 In Fiscal 2000 with $250,000 being accounted for as a capital
contribution. .. . . _ : .o

Simultaneously, Revision LLC and Mr. Walt Anderson (“Revision/Andersen”) and Covista entered Into Put
Option agreements with Warren Feldman, Sol Feldman (the Feldmans™) and Leon Genet, ("Genet’) a director of
Covista, These Put Option agreements allowed the Feldmans and Genet the right to sell their shares of Co\vista to
Revision/Anderson at a price of $16.00 per share and obligated Ravision/Anderson to purchase the shares during an
exercise period beginning on December 11, 1999 and ending on February 10,2000, Revision/Anderson purchased the
shares under the put option agreements prior to the expiration, with the exception of 100,778 shares still held by the
Feldmans, Covista had no obligation to purchase any shares from the Feldmans or Genet. The. closing market price of
Covista's shares on September 21, 1999, the date of the agreements, was $12.25, and the total number of shares
covered by the agreements was 1,208,137. Using a binomial valuation model with an interest rate of 5% and a volatility
rate of 50%, the fair valus of the Put Option agreements was determined to be $4.03 per share or $4,870,654. Covista
accounted for this non-cash transaction as a charge to expense and a cradit to pald-in capital during Fiscal 2000. -

4

Other Income and Ex;;ense -

Total other income and expense for Fiscal 2001 increased approximately $135,000. The components of

other Income and expense are Interest expense, Interest income and other items. Interest income Increased

) approximately $52,000; Interest expense decreased approximately -$42,000; and.approximately $41,000 In
:L- . Insurance claims were recsived. . L ;o : ’

. Net Loss

..
»

. ' ' The net loss for Fiscal 2001 of aﬁpro;dmately $8,629,000 represents a decrease In net loss of
: approximately $785,000 from the net loss of appraximately $9,414,000 reported in Fiscal 2000, based on the
explanation of changes above. » :

. -

L!QU!blTY AND CAPITAL RESOURCES

- ' Warkina Canitai . - , T
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a reduction In investments of approximately $87,000; a reduction in accoiints recaivable of approximately $9,361,000;
an Increase In prepaid ‘expenses of approximately $149,000; an Increase In allowance for doubtful awoun;gog;
approximately $912,000; and an Increase In accrued {labiliffes of approximately $1,600,000. Also affecting working
capital were an increase In notes recsivable of approximately $500,000 frsm Capsule Communications Inc.; a reduction
In accounts payables of approximately $8,496,000; a decrease in accrued salaries and wages of approximately
$313,000; and a decrease in current portion of long term debt of $234,000. The current ratio of 0.5 to 1, decreased from.
the 0.8 10 1 ratlo at the end of Fiscal 2001. - ‘

r 2 S

. On February 21, 2002, Covista announced that on February 20, 2002, its Board of Directors had approved the
private sale of additional Common Stock of up to $12,500,000. The Investment will include a cash Infusion of
-* $4,800,000; contribution .of $3,300,000 of fixed asssts for debt or Common Stock and the conversion of all existing
long-term debt for debt or Common Stock to Common Stock at the rate of $5.00 per share, which was the closing price
for tha Common Stock on the date authorized by the Board. The commitment for funding for the Investment and the
conversion of the indebtedness is anticipated to come primarily from the-cument Chaimman of Covista's Board or his
designes’s and Is subject to shareholder's approval at the next Annual Meeting, or a special mesting of Shareholders to
be convened for such purposa. As of May 14, 2002, $2,600,000 of cash was received from the Chalrman of Covista’s -
Board in exchange for debt. - Finally, the company Is planning to cbtain a line of credit from a bani. fsuch line of credit -
Is not obtained, the Chalrman of the Board has committed to loaning $2 milllon to the Campany through at least the -
second quarter of fiscal 2004, : ' , N

-
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' . Cash Flow Statement '

The cash flow statement of Covista for Fiscal 2002 Indicated a decreasa In cash and cash equivalents of °
approximately $1,313,000. Non-cash adjustments (depreciation, amortization, reserve for bad debt, nan-cash
compensation expense, and gain on Investments,) of approximately $8,697,000 and net changes in assets and
liabilities of approximately $1,690,000 added back to the net loss of approximately $11,970,000 resulted in net
- cash used by operations of approximately $3,963,000. Cash used In Investing activities amounted to approximately
$7,477,000, of which approximately $5,465,000 were used for the purchase of capital additions and approximateiy
$58,000 was used for the purchase of additional circuits 1 build out the network, the proceeds from sale
investments of approximately $118,000, a note from Capsule Communications, a related party, of $500,000 and
payment for prepald network capacity of $4,000,000. These additions were partiaily offset by proceeds from and
the sale of fixed assets of approximately $2,338,000. The cash used In financing activities of approximately
$10,128,000 consisted primarily of the repayment of bank. borrowings of approximately $616,000, offset by cash
1 " - received from the exercise of stock options of approximately $43,000, proceeds from the Issuance of Common
o Stack of $8,300,000, a note payable to a related party of $4,400,000. S : R

Accounts Recelvable

R 'Tha Company has entered Into bﬂset arrangements with certain customers, who are also vendprs,
o allowing for the ability 1o offset payable balances against the Company’s receivable balances. '

The retail segment of Covista experience an approximate accounts recelvable tumover of 53 days;. while
the wholesale segment has an accounts recsivable tumover of 64 days. ‘ 1

I - x - . CRITICALACCOUNTING POLICIES

M . ~ -

B : The Company’s revenues, net of sales discounts, are recognized In the period In which the service s
S R - provided, based on the number of minutes of telecommunications traffic carred, -and a rate per minute. Access and
& ) omerservbefaeschargedtowstomers.typlcaﬂymnmly.mm@gnlzedmmapedodtnwhld\sendcelspmvlded.

. Deferred Line Installation Costs .

. Deferred line Installation costs are costs Incurred by the Covista for new facilities and costs Incurred for
connections from within the Cavista’s network to the netwerk of other telecomimunication suppilers (such as
Verizon, MFS, GTE and other carriers). Amortization of these line Installation costs is provided using the straight-
- - "« lina method ovar the contract Iifs of the llnes ranging from thres to five yeara: - - * - -+ e meen e e
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_ The Company accounts for the impaiment of long-lived assets and for long-lived assets

evaluating the camrying value of iis long-lved assets In relation to the cperating performanca mmﬁm&fmﬁ

cash flows of the underlying businesses annually and when indications of impaimment are present. Long-lived assets to

be disposed of, if any, are evaluated in relation to the net reaiizabls value. If impaimnent Is Indicated, the amount of the

Impairment s typicaily calculated using discounted expected future cash flows. The.dlscount rate applled to these cash

flows Is based on the Company’s weighted average cost of capital. If the canying-value of the asset excseds the fair
value of the asset, the difference will be charged to the resuits of operations in the period that the impaiment occured.

Based on the Company’s analysis of future undiscounted cash flows which are In excess of the camying vaiue of s °
long-lived assets, there does not appearto be an Impaimment as of January 31, 2002, o

L

CAPITA IDITURES

Capital expenditures for Fiscal 2002 {ntaled approximately $5,485.000,.ana were financed from funds
provided from. Covista’s working capital, sale and lease back of two switches, and a private sale of equity and a
loan. The capital' expenditures wers used for the addition of the IP netwark of approximately $168,000; upgrades

. to Covista’s switches.and switch sites of approximately $4,439,000; software and hardware upgrades to Covista's

computer network of approximately $304,000; and fumiture, fitures and equipment for new sales oifices of

approximately $511,000, and cther fumiture and fidures of $43,000.

Capital expenditures for Fiscal 2003 are estimated at spproximately $5,000,000 and are expected o be -

financed from funds. provided from operations, and a cash Infusion of $4,800,000 from a related party of Covista. *

Inflation -

Sincs Inflation has slowed In recent years, Covista does not belleve that its business has been lﬁétedany .
affected by the relatively modest rate of price increases in the economy. However, pressures In the industry to

- reduce prices, which have Impacted Covista in the past, are expected to continue. Also the telecommunications

industry has recently experienced the fallure of severai businesses, some of which are Covista's wholesale
customer and suppliers. These failures not only have affected Covista’s FY 2002 results, but may impact future
results. Covista contlnues to seek improvements in operations and efficiency through capital expenditures.
Expenditures to improve the signaling system, information systems and the local area network are expected to
result In operating costs savings, which could partially offset any future cost increases. 4 . :

Covista Is ot a party to any legal procsedings or the subject of any claim regarding’ environmental

matters generally Incidental to its business. - In-the opinion of Management, compllance with- the present
environmental pretection laws should not have a material adverse effect upon the financlal condition of Covista

¢

’,

MEM7A. and Qu Disc! b t ik -

Market risk-represents the risk of changes In value of a financial instrument, derivative or non-derivative,
caused by fluctuations In Interest rates, foreign exchange rates and equity prices. Covista's cash and investments
exceed long-term debt; therefore, the exposure to interest rata risk relates primarily to the marketable securities

"held by Covista. Covista only Invests in instruments with high credit quallty where a secondary market exists.

Covista does not hold any derivatives related to its Interest rate exposure. Covista also maintains long-term debt at

fixed-rates. Due to the nature and amounts of Cavista’s note payable, an immediate 10% changs In Interest rates

would not have a material effect in Covista's resuits of operations over the next fiscal year. Covista's exposure to
adverse changes In forelgn exchange rates Is also immaterial to the consolidated statements as a whole. '

[TEMS... - . ---Financial Statoments and Supplemartany DalR - - v o e s o - eeen A
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"| ITEMS. Changes in a{ Disagree ents: With Accou .o Accou ﬁn and Fina Disclosure
§ Not applicable. | ' '
o \
Do . PARTH
. TMEM10.  Direciors and Executive Officers of Covist
l  Tha directors and offcars of Covista are as folows:
'ﬂl . - Henry G, Luken Il o | . B .40 Chaimman ofthe Board' ‘
A A. John Leach, Jr. : 8 - Director, President, Chiet Execuﬂva Officer ‘
-.-.-u o Kevin Alward | L - ;3'5' ghlef Operaﬂng Officer and Dlrector
: ' B Jay JMiller , . 68 ' Director ' ‘
. Nicholas Merrick 38 Dlrector
Walt Anderson - - | 48 Dlrectnr
" Leon Genet B S 70 " Director
 Donald Jones - - 66 Director- .
Thomas P. Gunhlng - o 64 Treasurer, Se'cretary and Chléf Financial Officer

: S Covista’s directors all serve for one year ierms and until thelr successors ara elected and quamy Officers serve at
: the plaasure of the Board of Directors. - : . . -

Henry Q. Lukan, ill was elected a Dltector of Covista In February. 1999 and Chalrman of the Board In
. - February, 2001, Currently, he Is President of Mont Lake Properties, Inc., a real estate development firm;a director
of Equity Broadcasting Corp., a TV network; a director of ACNTV, a home shopping company selling through TV; -
: . Managing Agent of Henry IV LLC, an aircraft sales company. A co-founder of Telco Communications Group Inc.,
i R he served as Chief Executive Officer and-Treasurer from July, 1993-to April, 1996, and Chairman from July, 1993
) - to October, 1997. Mr. Luken has also served a3 Chairman of Tel-Labs, Inc., a telecommunications billing firm - -
. ("Tel-Labs”) since 1991, and as Chairman of Telco Developrnent Group, Inc,, 2 compuhar systems ﬂrm owned by
M. Luken, since 7967, both of which entities he founded. - _

: Walt Anderson waa electad a Dlractor of Covista in February 1999 and as Chalrrnan of the Board in

. November , 1999, Hs stepped down as Chairman in February, 2001. He has been Manager of Revision LLC from
ki ' June 1998 to the present; President and Chairman of Entree Intemational Lid. (Financlal Cansulting. -Services) from
: July, 1997 to the present; Chalrman of Capsule Communications, Inc, as of April 2001,  Chairman of Teleport UK
Lid. (Satellits Communications) from May, 1998 to the present; Chairmanrof Espirit Telacom Group ple. (Telecom

. . Sarvices) from October, 1992 to November, 1998 and President and Chairman, Mid Atlantic Telecom (Telecom

% ) ‘ Services), from May, 1984 to December, 1993. Mr. Anderson’ls also a director of American Technology Labs

Y ~+ (Network Equipment) and Aquadua Holdings Ld. (Water Transpart Systems), , .

Leon Genet has setved as a Director since October, 1998, For more than the past five years, he has been a
partner in Genet Realty, a commercial and industrial real estate brokerage fim. He serves as a member of the Naticnal
Commercs and Industry Board for the Stata of lsrael-Bonds Organization and Is a sharehclder, director and officer of
LPJ Communications, Iric., which has eamed commissions from Covista on the same basis as other Indapendent sales
representatives. See “Certain Relationships and Related Transact!ons" , :

-

DY W ) Legch Jr. was appointed Rres!dant and Chict Executive- Officer and a-Divsctor-of Cavista-on May—— -
0 “ 18,2000. He had been Senior Vice Frasldent of Sales at B'ﬂ Telecomm, lnc., from Decsmber, 1999 to May, 2000;
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that, M. Liach was Vice President of Agant Senvices at BT] Telecomm, from Decermber, 1989 to June, 1996, Fegional |

Sales Manager of Mobilecomm (a Beil South Company) where he started In sales and rose to a.Regional
Manager position May, 1985 to December, 1989. . o Sales

Jay J. Miller, Esq. has served as 4 Director since 1983. He has been a practicing attomey for more
years n New York. He s Ghairmen of the Board of AmiTrust Pacfic Lit., a New Zealand roal estat compeny. Lo .
also a director of Technology Insurance Company, Inc., a provider of various Insurance products o the technology
industry, and certain. of its affillates. Mr. Miller has' performed legal services on behalf of Covista: Ses "Certain
Relationships and Related Transactions.” : A ' :

Thomas P. Gunning was appointed Vice President, Secretary / Treasurer of Covista n May 1999, l-ie was - . .

appointed Chief Financial Officer in September, 1994 and served In that capacity untl May Of 1999. He was again
appointed Chief Financial Officer in May of 2000. He was appointed Secratary of Covista In January of 1995, He
has served as Controller of Covista sinca September, 1982. He Is a Certiflad Public Accountant licensed by the
~ States of New York and New Jersey. From 1989 until joining Covista, Mr. Gunning was the Senior Audit Manager
- at Rosenberg Selsman & Company, a certfied public accounting firm. From 1978 to 1989, he was Chief Financial
Offlcer of Fiyfaire, Incorporated, a travel wholesale operator. Prior to such time, Mr. Gunning held various pesitions

" Inboth public and private accounting fims.. .

" Donald Jones recently ratired from his position as Senior Vice President for Chapter Servicas ofthe *
American Red Cross, for which he worked since 1891. Prior to Joining the Red Cross, Mr. Jones was Deputy
- Assistant Secretary of Defense for Military Manpower and Personnel Policy. Mr, Jones served in the United Statss
Amy for over 35 years and retired in 1391 with the permanent rank of Lieutenant General. :

. Nicholas Merrick currently serves as President of Mt Vernon Investments, LLC, an Investment company,
which he has served as President since January 2002. Mr. Merrick served as Senlor Vice President and Chief
Financial Officer of Telergy, Inc., a high-speed fiber optic communications network company, from May, 2000 to
July, 2001, Telergy filed for reorganization under the bankruptcy laws in October 2001 and is currently inthe
process of liquidation: Prior to joining Telergy, Mr. Merrick was Chisf Executive Officer of Up2 Technalogles, Inc. -
and Executive.Vice President of Excel Communications, each of which Is a subsidiary of Teleglobe, Inc. (global
communications, e-business services), from 1998 until 2000. From 1996 to 1997, he'was Vice President and Chief
Financlal Officer of Telco Communications Group, Inc., and from 1985 to 1998, he was Vice President of Corporate
Financa at the Robinson-Humphrey Company, Inc. and Managing Director of R-H Capital Partners. - Lo

Kevin A. Alward was appointed Chief Operating Officer of Covista on March 29, 2001 and was elected a
director of Covista on July 17, 2001. He had previously served TotalTel USA as President and Chief Operating

Officer from 1994 to 1998, when he left the company to become President of North America for Destia

Communications, Inc. (formerly known as Econophone, Inc.) and its successor bymerger, Viatel, Inc. In April 2000,

he co-founded Blink Data Corp., a telecommunications and data services provider headquartered in northern Ne:

. Jersay, whera he was PresidemandChlefExacuﬂve Officer untll his retumn to Covista. ‘ .
Board of Directors: .~ -

' Covista’s Board of Direciors currently consists of eight persons, two of whom ame members of
management and six.of whom are non-management directors. During the fiscal year ended January 31, 2002, the
Board held two meetings, each of which was attended by 80% of the Mm then serving. . S

' Covista's Board of Directors has Audit and Compensation Committees, but does not have a Nominating
Commitee or a committes performing a similar function. The Audit Committee currently consisis of three non-
management directors, Messrs. Nicholas Merick, Donald Jones and Lecn Genet. The Commilttee reviews, analyzes
and may make recommendations to the Board of Directors with respect to Covista's financial staternents and controls.
The Committee has met and Intends to meet from time to time with Covista's Independent public accountants to monit.cr
thelr activiies. The Compensation Committee consists of Messrs. Henry Luken and Jay J. Miller and s charged with
. reviewing and recommending the compensaiion and benefits payable to Covista's senior executives. Mr. Leachis an

ex-officlo member of both the Compensation and Audit Committees. :
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ITEM 11

. Executive Compensation . ' ;

mafollmulngtablesatsformmacompensaﬁonwhu\mpddmmumeﬂwmmdedmrym 2002,

2001andznootonscmefEmwﬂvaOfﬂcerandbead:mctﬁvaoﬂlcerowalsﬂorpemnpeﬂonﬂn

functions whose aggregate remuneration exceeded $100, 000 during Covlstas ﬂscql year endad January 31, 2001 (the
Emwtlves’)

Similar

@
| é) |
“@
®

NORS

" “Named
Summary chp'ensaﬂqn Table A
. Nameand ° Fiscal Year - | Other - ~
. Pusition Janmary 31 mm mm Conmensation($) Qnﬂmm Smmm
John Leach 2002 -  $300,000 3400.000(3) s o . - 3§ 5250(4)
Presidentand =~ 2001 . - $210000 § 0 T $1546(5)
Officer (2) o : _ .
. Thimas P, ‘200z . -$155000 - $15060 0§ O _o $11,085 (6)
Guoning - 2001 . $14730 $ 0 §$ O - 311,427
VicePresident, 2000 _ sM0000 $ O $ . O COS1IM™ @) -
and Secretary ’
Kevia-Alward 202 - $2355T7 8104167 $ 0 . - C 8 356709 ’
Officer
(1)  See Optxon Grant Table below.

Mr. ImchjomedCovxstaonMayls.ZOOO Seepart(e)faradlscussmnoer Imchsemployment
agreement |

mamommwnmmduszsoooombommmmm IuchfmmOSIOlIOOtoMBOlOlbutnotpmd
until FY 2002. .

RcﬁremmtSavmgsPlanofﬁ.?.‘SO. ’

'mmoumshomrepxumComswm'bunmmda‘mMI(K)Defadeompmsanmmd »

mamomtshomrcpxuemCovishswnﬁmemdansMI(K)D&udeompmmmd

Retirement Savings Plan of $346 : zmd$15 000 in reimbursement for certain relocation expenses.

Theamomnshownrep:amBCom'swnnibuﬂmmdamwl(K)DefmedCompmmnmd
Retirement Savings Plan of $4,505; Covista company auto expensu of $1,780; and Covista 3 group major

.. m«hcalbwﬁtofsﬂ.,soo.

®

©

’

ThnmomnshnmrepxmemCOWMswnﬂmﬁmmdam'MI(K)DefchedCampémnmmd

Retirement Savings Plan of $4,460, $2,167 fortbcnscofaCompany svel:nnleformn—businuspmposuand
MBOOformhfehsmmp:m\m

»

‘MamoumshommgmmCom’smnnibmmdemmux)DefmedCampMnmd

Retirement Savings Plan of $4,200, $2,179 fcrthemedfaCompany s vehiclcfornon—busmsspmposs and

Wfortumhfemsmmepxmﬁm

TheamoumﬁownmpmmCowmswnm’buﬂmmdmﬁmnK)DefmedCompmsauonmd
RenrementSavingsPlanofﬁﬁT

TR e
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In October, 1996, adopted its 1996 Stock Option Plan and in February, 2000,adopted its 1989 Equity
Incentive Plan, and in February, 2002 adopted fts 2001 Equity incentive Plan (the “Option Plans™). The Option
Plans provide that cartain options granted thersunder are Intended to qualify as “Jncentive stock options” within the

- meaning of Section 422A of the United States Intemal Revenue Code, while non-qualified options may also be
granted under the Option Plans. Incentive stock options may be granted only to employees of Covista, while non-
qualified options may be granted to nen-executive directars, consultants and others as well as employees. -

The bpﬂon Plans may be acministered by the Compénsaﬂon Committae of Covista’s Board of Directors,

- Covista has reserved 600,000 shares of Common Stock under the 19968 Opticn Plan and 750,000 shares of
Common ‘Stock under its 1999  Equity Incentive Plan, and 900,000 under its 2001 Equity Incentive Plan for.

lssuanca to employees, officers, directors and consultants of Covista.

No option may be transtemred by an optionee other than by will or the laws of descant and distribution, and
during the lifetime of an optiones, an option may be exercised only by him. In the event of termination of
employment other than by death or disabillty, the optionee will have one month (subject to extension not to exceed
an additional two months) after such termination during-which he may exsrcise his option. Upon temmination of
employment of an cptiones by reason of death or permanent total disability, his optiori remains exarcisable for one

year thereafter to the extent it was exercisable on the date of such termination. No similar limitation applles to non-

»quaiffied options. .-

Options under the Option Plans'mist be granted within 10 years from the effective.data of the respective
Option Plan. Incentive stock options granted under the Option Plans cannct be exarcised later than 10 years from
the date of grant. Options granted under the Option Plans permit payment of the exercise price In cash or by
delivery to Covista of shares of Common Stock already owned by the optionee having-a falr market value equal to

the exarcise price of the options being exercised, or by a combination of such methods of payment. Therefars, an . - ‘
optionee may be able to tender shares of Common Stock to purchase additional shares of Commen Stock and may .

theoretically exercise all of his stock options with no additlonal investment other than his original sharas.

Any option which expires unexercised or that terminates upon an employes's ceasing to be employed by

* Covista become available again for lssuance under the Option Plana. .

For further Information related to stock option plans, refer to item 9 In the Nates to the Consolldated
.Financial Statements. -

[



'OPTION GRA FISCA

Valne At Assumed

| A . - . Batesof Stack

Number of Secnrittes % of Total Opti/SARS * . ‘ | OvtonTem

o . Underlying Options/ - Gnmadbmnphygsh Exercise - Expiration _

. Namg SARs Granted(h) | Beol¥er Brice Dats i 10%
Aldmleh . . 20y . - - 185% - $200  Reb1,2006 SI2412 2673

.. ,IMM .. mm ' ls.l% . . m Mﬂ!m 3107'753 3232,050

Thomas P, Gumning - . 25,000 . 13% -$200  Feb 1,2006 $10775  '$23208
Thomas P: Guming 12000 2% 965 RLLIG UG S3ides

(1) Stock oﬁﬁongmmdundeﬂhe 1996 Stock OpthnPlan. Vesting in six equal semi-anmal installments, .

¢

" The following table sets forth inforination concerning each exercise of a stock option during 'Covista';
- “fiscil 'year ended January 31, 2002 y each of the Named Executives, and the number and value of unexercised
options granted by Covista held by each of the Named Executives on January 31, 2002 '

 Aggregited Optioh Exercises In Last Fiscal Year -

And Fiscal Year-End Option Values
Number of Securities Value of Unexercised
) Underlying Usiexercised In-the Money Options/SARs
S Shares Acquired Optiony/SARsat Fiscal YearEnd . at Fiscal Year End-
Name on Exercise Value Réalized () Exercisable/Unexercimble Exercisable/ Unexercisable
Thomas P. Gamaing © 16,500 $111,285 18.500/18,500 © $110,159/8110,159

Compensation of Directors o S o
. For the fiscal year ended January 31, 2002, each director who was not an employee of Covista was
entitfed 1o recsive a director's fee of $15,000 per year, andto be reimbursed for out-of-pocket expenses incurred in

. connection with attendance at meetings. However, Messrs. Anderson and Luken waived the right to receive such-
compensation. - - S ) : :

. - . As'Covista's Chief Exscutive Officer, Mr. Leach has;a three-year employment agreement with Covista
- effective as of May 18, 2000, pursuant to which Mr. Leach was, paid basersalary at the rate of $300,000 per annum

during fiscal 2001. Pursuant to this agreement, Mr. Leach was also entitled to receive a signing bonus Inthe -
amount of $25,000 to cover relocation and other expenses, but to date Mr. Leach.has been pald only $15,000 of
this amount. Mr. Leach is also entitied to recelve an annual banus in an amount not to exceed 100 percent of his
then effective base salary, based upon Mr. Leach's attainment of annual revenue and eamings targets as well as
manegement goals set by the Board of Dirsctors. Mr. Leach was guaranteed a minimum bonus payment of.
$150,000 during the first year of this agreement. : :

In connection with his appointment as Chlef Executive Officer of Covista, Mr. Leach was granted an option
under-Covista's 1996 Stock Option Plan to purchase 288,000 shares of Covista Common Stock, The option
- gramtad to-Mr., Leach was-scheduled io vest over a pericd of three yeais; in six squal semi-annual Installmaiiis, the - - -~
- firet nf which sommenend on November 18, 2000. The exarcise price for the option was $14.25 and was based on-
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calculated based on the avirage closirig price of the Covista Common Stock for the 40 trading days pricr to May
18, 2001. In lieu of adjusting the exercise price of Mr. Leach's options In the manner provided In his empioyment .
agreement, on February 1, 2001 Covista granted to Mr. Leach an option to purchase 288,000 shares of Covista
Common Stock, vesting over a period of thrae years, in six equal semi-annual installments, the first of which
commencad on August 1, 2001. The exarcise price for the option is $2.00 per share and is based on the fair mariet
value of the Covista Common Stock on the date of grant. The option expires after a term of ten years. -

In the event of a “change of control® of Covista, as defined In his employment agreement, Mr. Laach's

: * stock option, and similar benefits, If any, shail be deemed to vest in full on the effective date of such change of-

control. Pursuant to the agreement, a "change of control® shall be deemed to accur if: (1) any "persen® or *group®
(as such terms are used In Sections 3, 3(a), 9 and 13(d) of the Securities Exchanga Act of 1934, as amended (the

"*Act")) ather than Walt Anderson, Revision LLC or any of their respective affillates becomes a beneficial owner (as

such term I3 used in the rules promulgated under the Act), directly or indirectly, of securities of Covista representing

50 percent or more of the combined voting power of Covista's then outstanding securities; (1) a ¢hange in "control®

_ of Covista (as such temm Is defined In Rule 12b-2) shall have occurred; (1ii) the majority of the Board of Directors, as

I .

such entire Board of Directors was composed as of May 18, 2000, no longer serve asa directors of Covista, except
that thera shall not bie counted toward such majority who no longer setrve as directors Mr. Leach or any director
who ceased to serve éither prior to the date of the change in control, for any reason, or at any, other time due to .
voluntary resignation (cther than in connection with an event described In (iv) or (v) below), death, disability or-
termination for cause; (iv) the stockholders of Covista approve a plan of complets liquidation of Covista oran-
agreement-for the sale or disposition by Coviata of all or substantially ail of Covista's assets; or (v) the stockhoiders

of Covista approve a merger or consolldation of Covista any other company, other than a merger or

. cansolidation which would resuit in the combined voting ptiwer of Covista's voting securitles outstanding -

immediately prior thereto continuing to represent (either by remaining outstanding or by being converted Into voting

- “securities of the surviving entity) more than 50 percent of the combined voting power of the voting securities of

Covista or such surviving entity outstanding Immadiately aftar such merger or conscildation; provided, however,
that no change in control shall be deemed to have occurred in any plan of liquidation, sale of assets, mergeror .
consolidation provided In (iv) and (v) above is not consummated. In addition, any transaction involving a leveraged
buyout or other acquisition of Covista which would otherwise constitute a change in control, in which Mr, Leach’

participates In the surviving or successor entity (otheg‘ihan solely as an employee or consultart) will not constitute '

a change in control. '

As Covista's Chief Operating Officer, Mr. Aiward has a iwo-year employment agreement effective as of
March 29, 2001, pursuant to which Mr. Alward is paid an annual base salary of $250,000. Pursuant to this - .
agreement, Mr. Alward received a signing bonus In the amount of $24,000. Mr. Alward is also entitled to receive
an annual bonus in an amount not to exceed 100 percent cf his then effective base salary, basad upon Covista's
attainment of annual revenue and eamings targets as well as management goals set by the Board of Directors. Mr.
Alward's agreement provides that he shall receive the same percentage bonus as Mr. Leach. Mr. Alward is

guaranteed a minimum bonus payment of $125,000 for each year of this agresment.

. In connectlon with his appointment as Chief Operating Officer of Covista, Mr. Alward was grantedan .
option under Covista's 2001 Equity Incentive Plan to purchase 250,000 shares of Covista Commen Stack. The
option granted to Mr. Alward vests over a period of five years, In ten equal semi-annual instaliments, the first of
which commenced on September 29, 2001. The exercise price for the option is $2.00.-

In the evént ofa 'chﬁnge of controi® of Covista, as deflned In his employment agreement, Mr. Alward's
stock option, and similar benefits, if any, shall be deemed to vest in full on the effective date of such change of -

~ control, Mr. Alward's employment agreement defines "change of control® in the same manner as Mr. Leach's

employment agreement, as described abave. . .
Compensation Committes Interlocks and Insider Participation '

Jay J. Miller, a director of Covista, provided varlous legal services for Covista during fiscat 2002. In fiscal
2002, Covista paid $144,574 to Mr. Miiler for services rendered gnd accrued during fiscal 2002. As of February 22,
2002, Covista had Invoices payableto Mr. Miller totaling $179,316. Covista belleves that Mr. Miller's fees were
reasonable for the services performed and were no less favorable to Covista than could have been obtained from

an unrelated third party.

e ca o . Reeena



- The following report describes the policles pursuant to which compensation was paid to executive officers - .
" of Covista for performance during the fiscal year ended January 31, 2002. . :

Compensation Philosophy and Approach. Generally, Covista seeks to attract, retain and motivate its exacutive
officers through a combination of base salary, incentive awards based upon Individual performance and stock

option awards under The Covista Communications, Inc. 2001 Equity Incentive Plan and otherwise. The Board of
Directors belleves that a substantial portion of the aggregate annual compensation of eath executive officer should

be Influenced by the performance of Cavista and the individual contribution of the exacutive officer. - S

.  Base Salaries, The Board of Directors belleves that the base salarles of Covista's exacutive cfficers for
fiscal 2001 were generally below those for other comparable positions within the telecommunicationa servica. .
Industry and'similar indisstries. However, Covista places significant emphasis on incentive awards and stock option
grants as a means of motivating and rewarding its management. The Board of Directors belleves that this strategy
provides cptimal Incentives for management to create long-term steckholder value. - - -

Incentive Compensation Payments. n addltion to base pay, some of Covista's senior executives o
(including its Chief Executive Officer) are eligible to recaive bonuses and stock option awards. Bonuses and stock
opticns may be awarded, based upon the individual performancs of each exacutive officer at the sole discretion of

the Board of Directors., During the Fiscal Year 2002 John Laach recsived a cash bonus of $400,000 of which -
$250,000 was payable to Mr. Leach for the pericd May 1, 2000 to April 30, 2001 but not paid until FY 2002; Kevin )
Alward recsived a bonus of $104,187; and Thomas Gunning received a bonus of $15,000. Stack option grants ’ b
made to the Named Executive Officers during fiscal 2002 are described in "Optlon/SAR Granta in Last Fiscal Year.”’

~

Compensation of the Chief Executive Officer. The compensation pollcles applicable to Covista's Chief
Exacutive Officer are similar to those appiicable to Covista's other exacutive officers. Mr. Leach has a three-year
employment agreement with Covista effective as of May 18, 2000, pursuant to which Mr. Leach was pald base
salary at the rate of $300,000 per. annum during fiscal 2001. Pursuant to this agreement, Mr. Leach-was also. . )
. _entitled to receive a signing bonus In the amount of $25,000 to cover relocation and other expenses, but to date Mr.
Leach has heen paid only $15,000 of this amount. Mr. Leach s also entitled to recelve an-annual bonus in an
amount not to exceed 100 percant of his then effective base salary, based upon Mr. Leach’s attainment of annual
revenue and eaming targets, as well as management goals set by the Board of Directors. Mr. Leach was
guaranteed a minimum bonus payment of $150,000 during the first year of this agreement.

-
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Security Ownership.of Certain Beneficlal Owners. The following table sets forth the beneficial .
ownership of Covista's Common Stock as of April 30, 2002 by each person or group known by Covista
to be the beneficial owner of five percent or more of the outstanding shares of Covista Common Stock,
Unless otherwise indicated, each such person (alone or with family membBers) has sole voting and

4 dlspositlve power with respect to the shares listed opposrte such person's name.

Percentage

:Nameand Address ~ - . Amount and Nature of of

Of Beneficlal Owner . e == Beneficial Ownership(1) . Ciass(2)

Kevin A. Aard - . . B 1,255,779(3) ' g9%

182 Powell Road
Allendale, NJ-07401 -

Walt Anderson - : - 2,023,4254) 0 1ea%

* 2000 L Street, NW., #202
. ‘Washlngtnn, DC 20036

 Waren Feldman - o AMesTaE) - as%.
*45A Samworth Road : ' ‘

Clifton, NJ 07012

. ‘Foundation for the International ' o
 Non-Govemmental Development of Spaca . 823,844(8) L 7.3%

1023 31* Street NW
Suite 300

Washmgmn.'nc 20007

‘Henry a. Luken, it 4,531,133(7) : 35.9%

400 Fairway Lane - .
Soddy Daisy. TN 37379

(1 Except as ctherwise set forth In the footriotss 1o this table, all shares are beneficially cwned and sole -

investment and voting power Is held by the persons named abave, to the best of Covista's knowledge.
Shares of Covista Common Stock subject to options that are currently exsrcisable or exercisable within 60
days of December 11, 2001 are deemed to be outstanding and to be beneﬂdally owned by the person
helding such options for the purpose of computing the . '
percentage ownership of such person, but are not treated as. outstandlng forthe purposa of eompuﬂng the
e ownership of any other person.
@ Based on 10,819,4Q5 shares cutstanding. ’

-(3) Includes 25,000 shares of Covista Common Stock issuable to Mr. Alward under presemly exercisable

options. Also includes 188,516 shares of Covista Common Stock owned by trusts of which Mr. Alward's
minor children are beneficiaries, as to which Mr. Alward disciaims beneficial ownership. Based on the
Schadule 13D jointly filed by Mr. Alward and certain related entities on November 16, 2001.

4 Includes 1,297,798 shares of Covista Common Stock owned of record by Revision LLG; a wholly owned
subsidiary of Gold & Appel Transfer, S.A., as to all of which shares Mr. Anderson exercises scle voting
and dispositive power. Of the 1,297,796 shares owned of record by Revision LLC, 1,179,732 are pledged
to Donald A, Burns to secure a loan. Also Includea 725,329 shares owned by the Foundaﬂonforme
Intemational Non-Governmental Development of Spacs, of which Mr. Andirson ls the Presidentanda -
director, and as to which Mr. Anderson disclaims beneficial ownership. Based on the Schedule 13D/A -
Jointly filed by Walt Anderson, Gold & Appel and Revision on Novembier 19, 2001. Notice has been
received from Mr. Bums legal representative that Mr. Anderson Is in default of the loan agreement and
that Mr. Bumns Is to exercise his rights as a secured party with respect to the pledged shares.

- (5) - Includes 300,000 shares of Covista Common Stock owned by The Waren H. Feldman Family LL.C., as

to which shares Mr. Feldman disclaims beneficial ownership. Ba.sed on the Schedule 13D/A filed by Mr.
Feldman on August 22, 200f.
(6) Ot the 923,844 shares of Covista Common Stock owned by the Foundatlon for the Intemational Non-
Govemmental Development of Space, 703,529 shares are pledged to Donald A. Bums to secure a loan.
. Notics has been received from Mr. Bums legal representative that Mr. Anderson Is In default of the loan

4 .agreementammatw um.lstoexer'iseb'srlghts asc::redp.rzym“xrespe..toﬁaspledgad

charaa.



Security Ownership of Management. The following table sets forth as of April-30, 2002, information conceming
the beneficial ownership of Covista Common Stock by each director, each nominee for election as a director, and
each Named Executive, and for all directors, director nominees and executive officers as a group:

) Percentage
Name and Address . . Amount and Nature of " of
Of Beneflclal Owner R Beneficial Ownership(1) Class(2)
.. Kavin A, Alward T : -1,255,779(3) S . 10.0% —

. Walt Anderson _ .2,948,959 (4) 23.3% '
Leon Genet - 41,120 T . '
Thomas P. Gunning - o 62,300(5) . .
Donald Jones , ' . . ' 5,000 ' v -
A.John Leach, Jr. . - - . ~438,000(6) " a5% ;
Henry G. Luken, il = - , 4,531,133(7) © . 859% '
Nicholas Memick . : S ©100. o .
Jay J. Millep ' _ 35400(8) ' .
All directors, director nominees and executive officers as a group i ,
(9 persons) S I . 9,328,601(3}-(7) . 74.0%
* Less than one percent. .

(1) Except as otherwise set forth In the footnotes to this table, all shares are beneficlally owned and sole
investment and voting power Is held by the persons named above, to the best of Covista's knowledge.
Shares of Covista Common Stock subject to options that are currently exerclsable or exercisable within 60
days of December 11, 2001 are deemed to be outstanding and to be beneficially owned by the person
holding such options for the purposs of computing the ' "
percentage ownership of such person, but are not treated as outstanding for the purpose of computing the
percentage ownership of any cther person. . : ' )

@ Based on 10,819,405 shares outstanding

(3) includes 25,000 shares of Covista Common Stock Issuable to Mr. Alward under presantly exercisable

‘ . options. Also includes 186,516 shares of Covista Common Stock owned by trusts of which Mr. Alward's
minor children are beneficiaries, as to which Mr. Alward disclalms beneficlal ownership. Based on the'
Schedule 13D jointly filed by Mr. Alward and certain related entities on November 16, 2001. '

4) ' Includes 1,297,796 shares of Covista Common Stock owned of record by Revision LLG, a wholly owned
subsidiary of Gold & Appel Transfer, S.A., as to all of which shares Mr. Anderson exercises sole voting . -
and dispositive power. Of the 1,297,796 shares owned of record by Revision LLC, 1,179,732 shares are
pledged to Donald A. Bums to securs a loan. Covista has received notice from Mr. Buma that the loan is
in default and it Is Mr. Bums’ intention to take ownership ¢f the pledged shares. Also Includes 725,329
shares owned by the Foundation for the Intemational Non-Governmentai Development of Spaca, of which
Mr. Anderson Is the Prasident and a dirsctor, and as to which Mr. Anderson disclaims beneficial ’
ownership.' Based an the Schedule 13D/A jointly filed by Wait Anderson, Gold & Appel Revision on

. November 19, 2001. ' . - :
)] Includes 37,000 shares of Covista Common Stock lasuable to Mr. Gunning under currently exercisable
. options. Does not includa 25,400 shares owned by Mr. Guniings’ speuse. . : .
(6) Includes 192,000 shares of Covista Common Stock Issuable to M. Leach under currently exercisable
. . .options, : e T ,
@) Based on the Schedule 13D/A filed by Mr. Luken on April 13, 2001. S
(8) Includes 35,000 shares of Covista Comman Stock issuable to Nir. Miller under currently exsrcisable
B Opﬁona. N N : ‘ . X )

PRV
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 In August, 2000, Walt Anderson and two entiies controlled by him, Gold & Appel Transfer, S:A. and Revision

LLG, along with FINDS, entered into a Stock Pledge Agreement with Donald A. Bums, which was subsequently
-amended in October 2000 (as amended, the “Pladge Agreement’). Pursuant to the Pledge Agreement, Ravision LLC -

has pladged 1,179,732 shares of Common Stock, and FINDS has pledged 703,529 shares of Common Stock, to
secure a $13,000,000 loan made by Mr. Bums to Mr. Andersan, Gold & Appel Transfer, S.A. and Revision LLC. Such
loan I3 currently In default, and consequently Mr. Burns has voting power with respect to the pledged shares. Were
Mr. Bumns to foreclose upon the 1,883,261 shares of Caniman Stock pledged pursuant to the Pledge Agreemsnt, which
represent appraximately 16% of the cutstandng Common Stock, it could resuit in a change of control. of Cavista, Gold -
&Appel has paid back-approximately $4,200,000 of principal on this loan from Mr. Buma. The current value of the lcan

" with accrued interest Is approxmately $9,250,000, Covista has received a notification from Mr. Burha confimning that i

is Mr. Bums'’ Intention to take ownership cf the piedged shares.

On February 1, 2001, the- Beard of Directors of Covista authorized a transaction (the “Stock Issuance
Transaction”) involving the lssuance and sala of a total of 3,500,000 shares of Common Stock to the following three

~ perscns (the “Purchasers”) in the gmounts Indicated: Kavin Alward, 1,000,000 shares; A. John Leach, 500,000 shares; - -

and Henry G. Lukan, ill, 2,000,000 shares. Pursuant to the rules of the NASD, consummation of the Stock Issuance
Transaction was subject to the approval of Covista’s shareholders because Mesars, Leach and Luken currently were

+ directors and officars .of Covista, and, In addition, it was expected that Mr. Alward would become an officer of

Covista. The transaction was approvad 'at a special shareholders meeting on March 29, 2001. The stock was

Tssued In Aprl , 2001, . -

A change in control of Coviata~mhy be deemed to have oewﬁed as a result of the foregeing trahsacﬂons. as Walt
Anderson now controls 23.3% of the outstanding Commoen Stock, and Henry G. Luken Il now controls 35.9% of the
outstanding Common Stock . ' . A - o

TEM 13. Centain Relationships and Related [_rghsgc_gdns

Jay J. Miller, a Director of Covista, has provided various legal services for Covista during Fiscal 2002. In Fiscal -
2002, Covista paid $144,574 to Mr., Miller for services rendered and accrued for In Fiscal 2002. As of January 31,
2002, Covista owed Mr. Miller $179,316. Covista beilsves that Mr. Miller's fees were reascnable for the services
performed and were no less favorabla to Covista than could have been .obtained from an unrelated third party. In
.February, 2002, Covista granted to Mr. Miller 35,000 non-statutory shares optionable at $2.00 per share.

Leon Genet, a Director of Covista, has provldéd agent services for Covista through his whoily-owned
Company, LPJ, Inc...During Fiscal 2002, LPJ, Inc. was pald commissions of $93,068. The commissions paid to LPJ, -
Inc. were'computed on the same basis as ctherindependent agents reialn_ad‘by Cavista. . .

Walt Anderson, a Director of Covista, serves on the Board of- Directors’ of Capsule Communications, as -
described in TEM 10::Henry G. Luken Ili, the Chairman of the Board of- Cavista Is a major stockholder of Capsule
Communicationa. Covista both purchases and sells services from Capsute Communicaticns, Inc. Sales to Capsule in
[Fiscal 2002 were approximately $815,000. Purchases from Capsule were approximately $660,000. All transactions
were based on competitive terms cbtained on an amn's length basis. Covista has subsequently merged with Capsule
-Communications (see ltem 1.-Business-Subsequent Events). . o ™ . :

Covista has entered Into a lease agreement for 28,000 square feet of offica space In Chattancoga,
Tennessee, with Henry G. Luken 1ll who Is Covista’s Chairman cf the Board and its principal shareholder. The term of

 the lease s for five years beginning September 1, 2001, The lease provides for annual rent of $86,400 from September

1, 2001 to August 30, 2002; $115,200 from September 1, 2002 to August 30, 2003; $144,000 from September 1, 2003
to August 30 2004, with the last two years to be $144,000 annually adjusted for the Consumer Price Index. Covista
belleves that such premises ars leased on terms similar to an amm’s length transaction. \
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On July 2, 2001 , Covista received a loan from Henry G. Luken lil, its Chaimman of the Board and principal
shareholder, in the amount of $4,000,000. The loan matures on February 1, 2003 togsther with accumulated Interest at
a rate of 7% per.annum, The proceeds of the loan were used to purchase a 10-year commitment for approximately 2.8
billion DS-0 channel miles of telecommunications network capacity from an unaffillated party. The unaffiliated party has
recently fled for Chapter 11 reorganization; however at the time of this filing Is continuing to perform under the
agreement. Mr. Luken also advanced the company $400,000, the procaeds of which were used for construction of
new facilifies. . ,

On February 1, 2001, the Board of Directors of the Company, subject to perfunctory shareholder's approval which
was obtained on March 29, 2001, authorized the sale of a total of 3,500,000 shares of Commen Stock to the
following three persons (the “Purchasers”) In the amounts indicated: Kevin Alward, 1,000,000 shares; A. John
Leach, 500,000 shares; and Henry G. Luken, lll, 2,000,000 shares. The purchase price for the Common Stock to
be Issued to Messrs. Alward, Leach and Luken is $2.00 per share, based on the fair markst value of shares at
February 2, 2001. The stock sale was consummated In April 2001 with the Issuanca of 3,150,000 shares cf
Commen Stock. The Board of Directors authorized a decrease of 350,000 shares to be purchased by Mr. Leach.

On February 1, 2001, the Board of Directors of the Company authorized the acquisition of Blink Data Corporation;
a telecommunications company, of which Kevin Alward was a principal sharehclder, officer and director, for

300,000 shares of the Company’s Common Stack valued at the fair markst value at March 29, 2001, for tctal
" consideration of $900,000. The transaction was compieted on March 28, 2001. o -

On July 24, 2001, thé Company Issued a note receivable to Capsule Communications, Inc. cf,v)hlch adirectorand
the chaiman of the Company are principal shareholders. The note was for a total principal of $200,000 with .

_ Interest payable of 8 %% to be pald no later than July 24, 2002. On-August 9, 2001, the Company issued anota -

receivable to Capsule Communications, Inc. The note was for a total.principal of $300,000 with Interest payable of
8 %% to be paid no later than August 9, 2002. C ' : .

On August 31, 2001, Covista entered Into a transaction with Appiled Financial Corp. an unaffillated firm
involving the sale and leaseback of a telecommunications switch. Covista realized proceeds of approximately
$1,250,000 from the sale portion of the transaction, and agreed to lease back the switch for a three-year pericd at a
cost of approximately $420,000 per annum. Henry G. Luken, lil provided an unconditional guaranty of Covista's
payment obiigations to Appiled Financial under the lease. Covista did not compensate Mr. Luken for praviding
such guaranty. : ' . :

(THE HES’I' OF THIS PAGE INTENTIONALLY LEFT BLANK)
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Pursuzant to the requirements of Section 13 or 16 (d) of the Securities Exchans Act of 1934, the Reglstrant has
duly caused this Repert to be signed on s behalf by the undersigned, tt}emuntn; duly authorized, on the ﬂftéanth
-day of May, 2002 - . E N B

COVISTA COMMUNICATIONS, ING. *
(Registrant) - : '

. G, Luken Il
Henry G. Luken Il
Chairman of the Board

wh

- Pursuant to ﬁ'lerrequirem-ents of the Securitles Exchange Act of 1934, tﬁls Report has been slgrfed below by the
- following persons on behalf of the Regstrant and in the capaciies and on the dates indicatéd.

" Slanature PR ;e I |, Date
. /Sl Henry G. Luken lIL .. Chaiman of the Board ) . May 15, 2002
Henry G. Luken Ill - : S ST ey .. .
| _JSIWaltAnderson ‘Director - | . May 15, 2002
Walt Anderson - .o ‘ . A ' .
/S! Kevip Alward ' Director, . ' May 15, 2002
Kevin Alward - - . : Chief Qperaﬂng Officer ' _ )
. Senet | : Director ' " May 15, 2002
Leon Genet- S .. . -

0 Director P " May15,2002
Donald Jones ' L S '
_IS/A, John Leach - ' ' . Director, Presidentand - -  May 15, 2002
A. John Laach : . ' Chief Executive Officer . '
ISINicholasMerrick . Director- o - May15,2002°
Nicholas Mertick - .. S . .

) Director . May15,2002
Jay J. Miller '
Thomas P. Gunni S Vice President, Treasurer and " May 15, 2002

Thomas P. Gunning : Secretary, Chief Financial Officer.
. : and Princlpal Accounting Officer
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COVISTA COMMUNICA NC
AND SUBSIDIARIES -

ITEM 14.

(a) (1) :Finanelal - Statements The following consolidated financial ,Statements of Covlsta
Communications, lnc.. and subsldlaries are lndudedatthe end ofthls Report: : .

ogolldged Financtal Statamanb' 4 . Page
lndependent auditors’ report B " P4
Consolidated bafancs shests - January 31, 2002 ’ ‘
. 2nd 2001 | - F2
Consolldated statements of loss and
comprehensive loss -years L
- ended January 31, 2002, 2001 and 2000 F3 -
Consolldated statements of shareholders’ equity - o
- years ended January 31,2002, 2001,2000 . - F-4
Consolldated statements of cash flows - years
: ended January 31, 2002, 2001, 2000 F-5
Notes to consolidated financial statements , F7

(@) (2) Supplamentary Data Fumished Pursuant .
' to the Raqulrements of FORM 10-K:

Schedule - yeaxs ended January a1, 2002, 2001 and 2000

-

I . Valuation and Qualifying Accounts (Consoldated) F-24

itk bttt

- ’

Schedules other than those nsted above are ommed bewuse they are not reqnlred not appllmble or the :

information has been othelwlsa suppl!ed.
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INDEPENDENT AUDITORS’ REPORT

Board of Directors and Sharehclders

Covista Communications, inc. .

150 Clove Road : ’

Little Falls, New Jersey 07424 ‘ S . : : :

Wo have audited the accompanying consolidated balance sheets of Covista Communications, Inc. and- subsidiaries
- (the “Company”) as of January 31, 2002 and 2001, and the related consolidated statements of ioss and comprehiensive

" ~loss, shareholdars’ equity, and cash flowa for each of the.three years in the period ended January 31,2002, Ouraudits =~

aiso Included the consolidated financlal statement schedule listed In the Index at item 14(a)(2) These canscildated
financlal statements and financial statement schedule are the responsibilty of the Company’s management. Our -
responshbillty is to exprass an opinion on these consolidated financlal statements and financlal statement schedule.

» based on our audits. LT ‘ . . . .

We conductsd our audits in accordance with auditing standards generally accepted in the United States of America.
- Thosa standards require thst we pian and perform the audit to obtain reasonable assurance about whether the'
" consolidated financial. statements are free of material misstaternent, An audit includes examining, on a test basis,
.. avidence supporting the amounts and discicsures in the consolidated financial statements. An audlt aiso includes .
assessirig the accounting principles-used and significant estimates made by management, as well as evaluating the
overall consolidated financlal statement presentation. We befleve that ocur audits provide a reasoneble basis for our

. opinien. . e . L . ..

: : ' ' icial statements presant fairly, In all material respects, the financidl position of
&wgﬁmﬁfmﬁfﬁdﬂﬂmﬁ -as of Jgnuary 31, 2002 and 2001, and mmts of their operations
and their cash flows for each of the three years in the period ended January 31, 2002 In conformity with accounting

. principles generally accapted In the United States of America. -Also, In our opinion, such financial statement schedule,

“ when considered in relation to the basic consclidated financial statements taken as a whole, presents fairly. In all
material respects the Information set forth therein. ' :

- /4/ DELOITTE & TOUCHELLP

* New York, New York

April 26, 2002 ‘ e
(May 14,2002as o Nate 21b) . -
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

* CONSOLIDATED BALANCE SHEETS
JANUARY 31, 2002 AND 2001

.'ASSETS

CURRENT ASSETS:
Investments available for sale -

Trade‘accounts regeivable (net of al!owanoe for doubtrul

accounts of ($4,987,130 and $4,075,223 In 2002 and 2001, °
respectively . .

Notes recelvable ‘

Prepald expenses and other current assets

’

Propaty,and equlpment, net

'- Deferred line Installation costs (net of accumulated amortization -

of $843,049 and $745,353 in 2002 and 2001, respectively)
Other:assets’ (net of accumulated amortization of § 846,452 and $ 33,761

In 2002 and 2001 rapecdve!y

LIABILITIES AND SHAREHOLDERS' EQUITY. -
CURRENT LIABILITIES

Acoounts payatle

Cther current and accrued llabllit!s

Salaries and wagdes payable

Current portion of long-term debt

Total current liabilities’

Cther long-term liabilities

_ Commitments and coritingencles (Note 14)

SHAREHOLDERS’EQUITY e

- . Common Stack, par value $. 05 per share; authorized 50,000,000 A
- shares, Issued 12,385,757 shares In 2002 and 9,505,824 shares In 2001

Addiional pald-in capital
Acq.lmulated defict '

Uneamed ESOP shares . !
Treasury stock-at cost — 1,536,419 shares In 2002 and 2001, mpecﬂvely

-Accumulated other comprehensive lncome

Total shareholders’ equ!ty

$ 1,379,038

439,773

10,2'52,537
500,000

13,945,428

. 12,489,626

- 174,785

$ 19,465,274
. 4434795
991,012

—381405

'_.i.ﬂ_QQ;QQ.Q

619,288
25,650,008 .

( 1,445,440)

_ L5688

\

T .73,014279 L

200

3 2,691,889 -

537,007
20,526,178 -
24,980,537
13,020,579

26,672

—829.614

.$ 27,960,046

 2,834,557.
1,304,818

475,291
30,016,454

" 19,206,226
(1,445,440)
__11;.:91
—3777.093
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" COSTS AND EXPENSES:

COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS

YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

NET SALES

Cost of sales

_ Access charge settiement (Note 18 - .
Selling, general and administrative (excluding -

stock-compensation)
Restructuring charge -
Other compensation (Note 12)
Stock compensation .

" Total costs'and expenses
OPERATING LOSS
OTHER INCOME (EXPENSE): |

Interest income
Cther Income

- Interest expense

'_ Total cther Income (expense), net
LOSS BEFORE mi:ome TAXES

INCOME TAX PROVISION

NET LOSS

OTHER COMPREHENSIVE INCOME, NET OF TAX

Unrealized holding gain
COMPREHENSIVE LOSS

BASIC LOSS PER COMMON SHARE
DILUTED LOSS PER COMMON SHARE

_ See notes to consolidated financlal statements

" 2001

2002
$95,312,606
76,475,802 116,059,002 -
: - (1,264,483)
30,986,877 26,902,962
R . . . . '6
107474650 141,964,046
159,996 167,583
274,466 41,994
0005 008272
(11,969.588)  _(8,629,304)
. (11,969,588) ~{8.629.204)
= _22&1
o fan - &gas

§ . 0in

g

2000

112,794,378

27,990,145
'(318,879)
5,770,554

L 146,440,213
—(6,679,716Y
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" COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

YEARS ENDED JANUARY 31, 2002, 2001 AND 2000 _
co . Retalned . Accumulated
. Additional Earnings - Upeamed . Other
Common .  Pald-ln  (Accumulated = Treasury = - ESOP Comprehensive

ANUARY 31, 1999 $. : §55,739 $ 22,809,518 $ 6,757,987 $ ‘(1,456,781) $ (12',225,000) $ 100,721 $ 16,442,184

olding galn R .- - “« 61,055 - : 61,055
mployee stockoptions ~ * 18,727 . 1,780,422 e - - " 1,799,149
luton (NOTE12), - = . .. - 250,000 L - - - 250,000
nt (NOTE 12) - . . - ) 4,870,554 - ' - - ©. : o 4,870,554
stock grants . - . - (1,769) - : L. : - (1,769) -
| : . A 9A14202) o i .

JANUARY 31, 2000 .. 474,466 . 29,710,494 (2,656,215)  (1,458,550)  (12,225,000) 161,776 - 14,006,971
1lding gain ) .. T e - 79,531 : 79,531
xmployee stock options / grants 825 ° 135187 . o T S 136,012
' shares for other assets . Ls . 170773 .. . - 13380 - 184,153
Fstok grants e - . - e (270) - Pl @) .
JANUARY 31, 2001 ... .. 475291 30,016,454 (11,285,519) (1,445440) . (12,225000) - 241,307 . - 5,777,093
mion Stock ' 157,500 6,142,500 - . - 630,000
employee stock options / grants . 1497 41,944 - - - . - , - 43,441
shares for other assets - 15000 885000 . - —_— . 900,000
1 of ESOP ‘ (30,000) . ( 12,195,000) B .= 13,5000 . o : .
| Stock Grants ' I - . 759200 L. S e o 759,200 °
IR on sale of Investments . ' . ' " C . (241,307) (241,307).

.- c - - “!&_ﬁﬂ,&&[ - -y : - ‘ = __lll;mm
'JANUARY 31,2002 . S 619288 $ 25650008 § (23255107 (1445440\ & =4 = S L568830

> consolidated financial statements .
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JANUARY 31, 2002, 2001 AND 2000
‘ 2002 2901, 2000
CASH FLOWS FROM OPERATING ACTNITIES . » ' .
Net loss , - $ (11,969,588)  $.(8,629,304) § (9,414,202)
Adjushnemtorecondlenetlossbne!: X , ) . o
cash (used in) provided by operating activities: . - - - -~

- Depreciation and amortization S 4,568,631 - 3,577,995 . 2,985359
Provision for doubtful accounts . : 5382384 2,346,761 1,074,916
Non-cash stock compensation expense S : - 12,011 266,565 5,324,569
Deferred income taxes ‘ o ‘ L - 2,703,618
Restructuring (credit) charge, netof cashpad - - - , : - - (318,879)

* Loss on dispesal of property.and equipment e -, 88,690 16,236
(Gain) loss on sale of Investments - o (265,733) - 5317 - .

Change In assets and llabilfties:-, cLT ' . :
(Increase) decrease in assets: s - K S L
. Trade accounts recelvable. o : " 4,890,957 - 789,518 (6,004,893)
Prepald expenses and other.current assets K R . 251,683 . 1,339,568 (305,546)
Other assets - : o o , -+ (164300) . - (293,584) 52,536
 Increase (decrease) In llabilities: o T C o _ .
Accounts payable . - . . (8484,772) 3,157,678 4,102,224
Other current and accrued labilities ' k T 12,033,621 (558,312) (110,787)
Other long-term labilities - T —(208322) _(Q6744) ___ (43.968)
Net cash (used In) provided by operating activitles . © . o (3963428)  ___ 2064148 ___ 61,183

CASH FLOWS :'=R0M INVESTING ACTIVITIES:

Net Assets acquired In purchase of Blink Data Corporaﬂon ) - 90,402 - . -
Proceeds from sales and maturities of o ) - o - .
Investments avallable for sale (net)- . a 115,529 86,788 -
- Purchases-of property and equlpment . ) - (5,465329) . (3,227,593) (3,018,710)
Proceeds from sale of property and equlpment and leaseback h'anﬁdions " 2,338,038 - 1,975 17,216
Notes recelvable from related party ' : . (500,000) A - v -
Payments for deferred line installation costs -+~ . (55,809) - (4?,621) .. (55,232)
Payments fof prepaid network capacty - - S - (40000000 = - -
Collecﬁononnot&srece!vableﬂomemployes o ' . — - = . 45,402
Net cash uwi In lnves:lng'acﬂvlﬁs L ' (7477.169) ___(3.186451) _ —(3.011.324)
Prooeedsﬂ'ommelswanceofmmonsmd( B Lo .6,300,000 : - -
Proceeds from Stock Opticns exercised ' L ' - 43,441 3.437 1,759,149
Note payable torelated party =~ . A 4,400,000 .
Repayment cn bank borrowings : o ———(615.695) ___1§§§.22ﬂ _ﬁzﬁgn

' Netcash provided by (used In) financing actvities | 10427746 __ (560387 ___ L2728



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JANUARY 31,2002, 2001 AND 2000

(Continued)
NET DECREASE IN'CASH AND R o ‘ S
CASH EQUIVALENTS - R | : | = $(1,312,851) - $(1,682,590) $(1,677,413)
CASH AND CASH EQUIVALENTS, | ' | - :
BEGINNING QFYEAR _ : - D 891,889 __‘LQZAAZQ ——56051.892
su?ﬂmmm.m'saosimssos - .
C'ASH FLOW INFORMATION: '
Cash pald (recelved) duﬂng the year for: ‘ S ) o }
Icometmes | o §o 1560 &1643227f & 3400
Non-cash -
Issuanceofh‘easurysbodcforwshomerllsts E : ) - )
included In ctherassets . =~ "+ . o & : & 1= A1 . —
: Issuance of Comman Stock In connécﬁon"l with Blink Data » o |
acquisition for cther assets and cash 3 900,000 § . - - Z



" COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS ENDED JANUARY.31, 2002, 2001 AND 2000

1. NATURE OF OPERATIONS L
Covista Communications, Inc. (‘Covista”), and Rts’ wholly-owned . subsidlaries (collectively, the

“Company”) operates as a switch based resale common carrier providing twenty-four hour, seven day a -
week, domestic-and international long distance telecommunications service to customers throughout the -
United States. The Company’s principal customers are primarily businessas and other common carriers.
On September 15, 2000, the Company changed ts name from Total-Tel USA Communications, Inc. to
Covista Communications, Inc. ' - ' :

. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
* Principles of Consolidation - The consolldémd finandial state‘mérits Include the aémunts_of Covlsta ) ‘

Communications; Inc. and its subsidiaries, all of which are wholly-owned. All intercompany transactions
and balances have been elminated In the consolldated finandal statements, .

Revenue Recognition - The Company’s revenues, net of sales discounts, are recognized in the period in
which the service is provided, based on the number of minutés of telecommunications traffic carried, and a
rate per minute. Access and-cther service fees charged to customers, typically monthly, are recognized In

the pericd In which service Is provided. : o . -

Property and Equipment - Property and equipment are stated at cost: Deprecfation-and amortization °
Is being provided by use of the straight-line method over the estimated useful fives of the related
assets, Leasehold Improvements are amortized aver the shorter of the term of the lease or the useful -
livesof theasset. . . - - :

The estimated useful lives of the principal classes of assets are as follows:

 Classification .+ Years
Machinery and equipment ~ - . , ‘ 5-10
Officea furniture, fixtures and equipment -~ . ‘ . 7-10
Vehicles . _ : 35
Leasehold Improvements : K : o 2-10 .
Computer equipment and software : -

Deferred Line ‘Installation Costs - The Company défers charges from other commen carriers which

cover the cost of Installing teléphone transmission facilities (llnes). Amortization of these costs Is

provided using the straight-line method aver the contract life of the lines  ranging from thiree to five
years. o | : |
Customer Lists - Customer lists, Included In cther assets, represents the fair value of the customer

base acquired and Is being amortized using an accelerated - method-over a period of 3 years. The
canying value of the customer list Is-reviewed on a quarterly basis for the existence of facts or

. drcumstances, both Internally and externally, that may suggest impairment. During fiscal year 2001, the
- Company acquired a customer list through the Issuance of 14,234 shares of treasury stock valued at the.

fair market value of the Company’s Common Stock on the date of the transaction. During fiscal year
2002, the Company acquired a customer fist through an acquisition by Issuing 300,000 shares of its
Common Stock at the fair market value of the Company’s Common Stock on the date of the transaction.
The excess of the purchase price over the net assets of company acquired were allocated 100% to the

_customer list. . : —



- COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

USRI U 5.+ : - 1%
T N TR
.
. .
. .

 Use of Estimates - The preparation of consolidated finandil statements In eonformity with generaly
accepted accounting principles.requires management to make estimates and assumptions that affect
the reported amounts of assets and llabilities, the disclosure of contingent assets and liabilities at the
date of the consolidated financial statements and the reported amounts of revenues and expenses
during the reported period. Actual results could differ from those estimates. . : |

¥

S

Concentrations of Credit Risk - The Company sells fts telecommunications services and products .
primarily to small to medium size businesses and wholesale customers. The Company performs ongoing. .
credit evaluations of both its retail and wholesale customers. The Company generally does not require -
* collateral,. however when drcumstances warrant, deposits are required. Recent conditions In the*
" . telecommunications Industry have given rise to an Increase In potential doubtful accounts., Allowances |
are maintained for such potential credit losses. The Company has entered Into offset arrangements
with certain of its customers, who are also vendors, allowing for the ability to offset recelvables against
the Company’s payables balance. 3 ' L '
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Loss per Share - Basic loss per share Is represented by net loss available to.common shareholders
divided by the weighted-average number of common shares outstanding during the period. Diluted loss
per share reflects the potential dilution that. could occur If securities or stock opticns were exerdsed or
converted Into Common Stock during the period, If dilutive (see Note 15). '

Authorized Common Stock - On February 23, 2000, the Company’s shareholders approved an
increase In the number of authorized shares of Common Stock from 20,000,000 to 50,000,000 shares,

Cash and Cash Equivalents - The Company éonslders all highly liquid Investments purchased with an
original maturity of three months or less to be cash equivalents, Cash and cash equivalents consist of
cash on hand, demand deposits and money market accounts.

Fair Value of Financial Instruments - For cash and cash equivalents, the carrying value Is a
reasonable estimate of its fair value. The estimated fair value of publicly traded finandal instruments is
‘determined by the Company using quoted market prices, dealer quotes and prices obtained from .
independent third parties. For finandal instruments not publicly traded, fair values are estimated based

: . on values obtained from Independent third partles or quoted market prices of comparable insruments,
oot The fair value of the debt was determined based on Interest rates that are currently available to the
3 .+ Company for Issuance of debt with similar terms and remaining maturitles for debt issues that are not
traded on quoted market prices.  However, judgment Is required to Interpret market data to develop the
estimates of fair value. Accordingly, the estimates are not necessarily. Indicative of the amounts that
could be realized In a current market exchange. ) :

The carrying values and fair values of financial Instruments are as follows:

] | . w02 . 200
& | S . Camying .. Fair -
‘ Value = Value Value Value .

Assets: o
Cash and cash equivalegts + $ 1,379,038 § 1,379,038 $2,691,889 $ 2,691,889
Investments available forsale § 439,773 § 439,773 § 537,007 $ 537,007

. Uabilles: = _ e
Debt ' $ 4,781,405 $ 4,781,405 $ 997,100 §$ 997,100 .

o
1
3 .
'
H



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
' FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

" Long-Lived Assets - The Company accounts for the fmpalrment of long-iived assets and for long-lived

assets to be disposed of by evaluating the carrying value of its long-lived assets In relation to the
operating performanca and future undiscounted cash flows of the underlying businesses annually and
when Indications of Impairment are present. Long-lived assets to be disposed of, If any, are evaluated
In relation to the net realizable value. If Impairment is Indicated, the amount of the Impairment Is
typically calculated using discounted expected future cash flows. The discount rate applied to these cash
flows Is based on the Company’s welghted average cost of capital. If the camrying value of the asset
exceeds the fair value of the asset, the difference will be charged to the results of operations in the

~ period that the impairment occurred. - : .
., Recent Accounting Pronouncements - Statement of Financial Account!;xg Standards (SFAS) No.

133, Accounting -for Derivative Instruments and Hedging Activiles, is effective for all fiscal years
beginning after June 15, 2000, SFAS 133, as amended, establishes dccounting and reporting standards °
for derivative instruments, Including certain derivative instruments embedded in other contracts and for

hedging activitles. Under SFAS 133, certain contracts that were not formerly considered derivatives may -

. now meet the definition of a derivative. Thie Company adopted FAS 133 effective February 1, 2001. The

adoption of SFAS 133 dId not have a significant impact on the financial position, results of operation, or
cash flows of the Company. . ' :

In June 2001, the Finandal Accounting Standards Board ("FASB") Issued Statement of Finandal - .
Accounting Standards No. 141 ("SFAS 1417), "Business Combinations.” SFAS 141 requires the purchase
method of accounting for business combinations Initiated after June 30, 2001 and eliminates the
pooling-of-interests method. Covista does not belleve that the adoption of SFAS 141 will have a
significant impact on its financial statements, beyond the cessation of goodwill amortization on future
business combinations. As of January 31, 2002 Covista has no Goodwill recorded on its books.

" In June 2001, the FASB lssued Statement of Financial Accounting Standards No. 142 ("SFAS 1427,

"Goodwill and Other Intangible Assets”, which s effective February 1, 2002. SFAS 142 requires, among -

other things, the discontinuance of goodwill amortization. In addition, the standard Includes provisions for
the reclassification of certain existing recognized Intangibles as goodwill, reassessment of the useful lives of
existing recognized intangibles, redassification of certain intangibles out of previously reported goodwill and

the Identification of reporting units for purpeses of assessing potential future impaimments of goodwill. SFAS - -

142 also requires Covista to complete a transitional goodwill impairment test six months from the date of
adopticn. Covista Is currently assessing but has not yet determined the impact of SFAS 142 on its finandial
‘position and resufts of operations. .

" In August 2001, the FASB lssued Statement of Financial Accounting Standards No. 143 ("SFAS 143"),

“Acrounting for Asset Retirement Obligations”, which Is effective for all fiscal years beginning February 1, -

*2003: SFAS 143 requires recording the fair vaiue of a lihility for an asset retirement obligation In the peried

in which It Is Incurred, and a corresponding Increase in the carrying value of the related long-ived asset. |
Over time, the llability Is accreted to its present value each pericd, and the_capitalized cost Is depreciated
over the useful life of the related asset. Upon settlemient of the lability, &t Is either settled for its recorded
amount or a gain or loss upon setiement Is recorded. Covista is currently assessing but has not yet
determined the impact of SFAS 143 on ts financial position and results of operations. ' ,



COVIST A COMMUNICATIONS, INC. 'AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

In October 2001, the FASB lssued Slatement of Flnandal Accounting Standards No. 144 ("SFAS 144"),

Accounting for the Impairment or Disposal of Long Lived Assets®, which Is effective February 1, 2002,
: * SFAS 144 replaces the Statement of Finandal Accounting Standards No. 121, Accounting for the
| ~ Impairment of Long Lived Assets and for Long-Lived Assets to be Disposed Of”, SFAS 144 requires that
! . long-lived - assets be measured at the lower of the carrying amount or fair value, less cost to sell,
) . whether Included in continuing operations or In discontinued operations. ‘Covista Is currently assessing -
a8 . buthas not yet determined the lmpad: of SFAS 144 on ts financial position and results of operations.
; 3.-SEGMENT REPORTING

, “The Company sells he!ecommunfcaﬁon services to two dlsunct segments: a retail segment, constst!ng
" primarily of smail to medium size businesses within the Northeastern Unhd States, and a wholesale -
. - segment, with sales to other t:elecommunlcaﬂons carrlers

M © . In addiion to direct costs, each segment !s allocated a proporﬂon of the Company’s operating
.expenses, Induding utilization of its switch and facilities. The ‘allocation of ‘expenses Is based upon the
minutes of use flowing through the Company’s switching network. There are no. intersegment sales. .
Assets are held at the consolidated level and are nct allocable to the operating segments. Management
evaluates performance on operating rsults of the two business segments.

Summarized financial information concemlng the Company’s reportable segments Is shown In the

B followlng table.

! _ Retalil  ‘Wholesale Total

5 2002 _

Net sales $ 47423502 $ 47,889,194 $ 95,312,696
o ‘Gross margin § 18021471 § 815423 '$ 18,836,894
B Operating loss $ (7,013376) $ (5,148,618) $(12,161,994) -
) 201 | R S
o . ' Net sales .  § 53487012 § 79,743,425 $133,230,437
e Gross margin S § 13,082,019 § 5353899 $ 18435918
s Operatingloss . . - $ (6,541,566) $(2,192,043) $ (8,733,609
S * : . . . ) . - . S .

Moo .. 2000 ' o c R
W Net sales , $ 69,023,194 § 70,737,303  $139,760,497
= " . Grossmargin '$ 20712262 § 6253857 $26,966119
. Operating loss . ' (3905664) $ 2,996,502 $( 909,162)
o Operating (loss) income after other compensaﬁon -'$ (6,760,900) "$ 81,184  $(6,679,716)

L
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: COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NGTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

4.

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

INVESTMENT SECURI'I'IES

Invshnems available for sale conslst of

5.

2001

Bond - $ 25000 $ - 3 '« $ 25000 °$ 25000 ¢ - 4§ - $25000 +

Mutal Runds 414,173 - - 414773 . 200000 - -$ - 200,060 -

Common Stock - = = 0200 _2&1.391 | I— J:.z.onz
MR s - = $397713 :zgg.zm $241,.207 i__ M

The deferred tax on the net unrealized gains at January 31, 2002 and 2001 were $0 and $0 rspecﬂvely-
~resulting In net amounts of $0 and $241,307 in Accumulated Other Cnmprehensive Inoome.

The bond will mature In 2005.
PROPERTY AND EQUIPMENT
. Property and eq_uipment; <’:ohsls}5 of:

2002 - 2001

Machinery and equipment ' $ 17,064,974 $ 16,429,970
Office furniture, fixtures and equipment 2,672,237 ,2,7_55‘,735
Leasehold Improvements : s © 1,497,811 1,375,200 .
Vehices: . ' | _ - 181,256 - 181,256
Computer equipment.and soﬂware : R . 7,325,243 6,881,624

o Machlnery and equlpment In progress o — 2,102,895 93339

- o - : | -30,844,416° 27,717,125
Less accumulated depreciation and ,ainqt}zaﬁon _ o . 18354790 14,696,546

* Depredation and amortization expense related to property and mgipment for the years ended .

January 31, 2002, 2001 and 2000, was $3,558,244 $3,433 004, and $2,862 151, rapecﬁvely
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

(PO SR U

6. INCOMETAXES .
The provision (benefit) for Income taxes includes the following: .
" | 2002 2001 . 2000

S e e v o v d e

_Federal - . -
7 amente. . $ -5 -8 :
* Deferred ' - ) S 1,893,850
‘State lncometaxes o : B : -
Current ' L. - ..
Deferred o T - 809768

J ) .
S = 4§ 270618

== 4
s

-

A S R, SUT
f et . s deiaperty e

Deferred lnonrhetaxsreﬂectthenettakeffeds of temporary differences between the carrying
amounts of assets and llabilitles for financial reparting purposes and the amounts used for income tax
purpeses. Valuation allowances are provided against assets that are not nkely to be realized.

The Income tax effects of slgmﬂcant ftems comprising the Company’s net deferred tax asset (Tabifity)

i RV T
PP

LB,

:i»f are as follows: A
2002 2001 .
Allowance for doubtful accounts  § 1,991,860 $ - $ 1516570 $ L.
Lo : Accrued compensation expense - 268,130 - 597,480
: Unamortized lease Incentive . - - - - 89,380 -
P - Accrued expenses ' 332,560 L =
o - Net operating loss camryforward: -~ - 10,877,719 .= 5566,190 -
£ Alternative minimum tax credit = © - 593,940 .- 593,340
Other T —" - 11 R - - -
H: " Total gross deferredtaxassets 2,388,970 - 11,739,789 1,593,750 = - 7,846,990
RE Less: Valuation allowance ~ (2398.970) . (9.530179) _(1593750) _(5.812.790)
: Total net deferred tax asset = 2209610 . - 2034200
i Deferred tax liabilitles: . B o
A, . " Property and equipment - = - (2209,610) - (3,937,820)
4" Other . = ' : - - - (96,380)
I Total deferred tax liabilities - p2mesy - _(2034200)
Net deferred tax asset (labilty) & : & B 2 R



COVISTA éOMMUNlCATIONS; INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

" Computed expense at statutory rates $ (4,069660).. $(2,933,963)  $(2,281,599)
(Reductions) Increase in taxes resuiting from- o : -
. Tax exempt Interest income : © (580) - (G140) (3,320)
. State taxes (benefit), net of federal income S \

tax benefit , : (708,853) (513,164) .. (191,230)

Put agreement ' ’ - - 1,219,549
Valuation allowance , 4,522,609 3,703,659 . 3,702,881

Other : o . __Qidﬁl —(253.392) __ﬁz.a_a_z
$ -8 - L 2umss

7.

. /1$49,479 and $62,848, respectively to the partnership. The rease expired on November 30, 1998, and -

‘ Arecondllatronfrnm the U.S. stamtorytaxrateof34%toﬂ1eeﬁ‘ecﬁvetaxraheforlncometaxsonme

consolidated statements of (loss) eamings Is as follows:

2002 2001 2000

At January 31, 2002, for- Federal Income tax purposes, the Company had net ope:ating loss
carryforwards of approximahe!y $24.4 milllon which will begin to expire in stages in the year 2020, and

alternative minimum tax credit carryfonNards of approximately $594,000. The alternative mlnimum tax - |

credit does not expire.
LEASE COMMITMENTS

The Company rents various facilities under lease agreemenis dassifled as operat{ng leases. ‘Several of

the underlying agreements contain certaln incentives ellminating payments at the inception of the lease.

Lease Incentives are amortized on a straight-line basis over the entire lease term. Under terms of these

- leases, the Company Is required to pay its proporﬂonate share of increases In real estate taxes,
. operatlng expenses and other related costs.

The Company leases warehouse space In Belleville, New Jersey from a partnershlp In which two of the
partners were directors and major shareholders of the Company. Both partners are no longer directors.
During the fiscal years ended January 31, 2002, 2001 and 2000, the Company paid.rent of $21,530,

_has been renewed subject to termination upon 120-days prior written notice by either party. The lease

" was amended on August 31, 1999 to provide an annual rate of $47,980 The lease terminated durlng
. ‘the fiscal. -year ending January 31, 2002. A ’

Covista has entered Into a lease’ agreement for 28,000 square feet of office space In Chattancoga,

Tennessee, with Henry G. Luken II who Is Covista’s Chalman of the Board and fts prindpal
shareholder, The term of the lease Is for five years beginning September 1, 2001, The lease provides

_' " for annual rent of $86,400 from September 1, 2001 to August 30, 2002; $115,200 from September 1,

2002 to August 30, 2003; $144,000 from September 1, 2003 to August 30 2004, with the last two years
to be $144,000 annually adjusted for the Consumer Price Index. Covlsta belleves that such premises

= are leased on terms similar to an arm’s length transaction.

- D



1/, L COVISTA GOMMUNICATIONS, INC. AND SUBSIDIARIES
: " NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000
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In July 2001, Covista eritered Irito an approximately $1,245,000 sale and leaseback transaction wh
. Covista sold and leased back new and exiting telecommunications switching equipment purchased-
earfler In the current fiscal year. “The equipment was sold for the original purchase price. The term Is:
. three years and Covista has an option to repurchase the equipment at fair market value at lease
termination. The related lease Is being accounted for as an operating lease. _ o

..

- e -
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.In November 2001, Covista negotiated ancther sale and leaseback transaction for a second -
telecommunications switch for approximately $1,092,700. The lease contract Is simliar to the first -
transaction, with a term of three years with an option to repurchase the equipment at fair market value *
at lease termination. The second lease Is also accounted for as an operating lease. v

. Future minimum annual rentals on these leases as of january 31, 2002 are as follows: .

| S$6.520742
Rental expense for the years ended January 31, 2002, 2001 and 2000 was approximately $2,35$,000, .
. $1,500,000, and $1,377,000, respectively. , _

8. EMPLOYEE BENEFIT PLANS *

Year ending January 31, -
2003 - R $ 1,919,281
12004 - o 1,213,050
3 2005 ' 1,090,740
o 2006 , 426,640
i 2007 N 366,640
gt 2008 and thereafter 1,504,391

e B . The Company has estabiished a savings Incentive plan for substantially all employees of the Company
P - which Is qualified under section 401(k) of the Internal Revenue Code. The savings plan provides for
da . +.contributions to an independent trustee by both the Company and its participating employees. Under
- ' the plan, employees may contribute up to 15% of their pretax base pay. The Company matches.50%
of the first 6% of partidpant contributions. Participants vest immediately In their own contributions and
-over a period of six years for the Company’s contributions. Company contributions were approximately

" $162,000, $95,000, and $125,000, for the years ended January 31, 2002, 2001 and 2000, respectively.

9. STOCKOPTION PLANS R

-~

s

The Company has four stock option plans authorizing the granting of either Incentive Stock Options or
Nonqualified Stoci Options. The-1987 Stock Option Plan. (the *1987 Plan®) provided for the issuance of
an aggregate of not more than 1,329,800 shares of the Company’s Common Stock. - The 1996 Stock
.Option Plan (the 1996 Plan”) provides for the.lssuance of an aggregate ¢f not more than 600,000
*shares of the Company’s Common Stock. The 1999 Equity Incentive Plan (the *1999 Plan”) provides for
the Issuance of an aggregate of not more than 750,000 shares of the Company’s Common Stock. The
- 2001 Equity Incentive Plan (the "2001 Plan”) provides for the Issuance of an aggregate of not more than
Do - 900,000 shares cf the Company’s Cemmen Stock. -~ - e S e

F1 SORNY 3N 3N



. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Stock Options granted pursuant to the Plans must have an exercise price equal to at least 50% of the
falr market value of the Company’s Common Stock at the time the option Is granted. Incentive Stock |

Options may be granted only to employees. Nonqualified Stock Options may be granted to employees
-2s well as directors, independent contractors and agents, as determined by the Board of Directors. AJl
options available to be granted under the 1987 Plan were granted prior to September 1, 1997. Al
_options available to be granted under the 1996 Plan, totaling 49,350 at January 31, 2002, must be
- granted by October 10, 2006. All options avalilable to be granted under the 1999 Plan, totaling 242,667 -
" at January 31, 2002, must be granted by February 23, 2009. All options available to be granted-under *
the 2001 Plan, totaling 47,400 at January 31, 2002, must be granted by February 8, 2012, '

At January 31, 2002, shares under the 2001 Plan had not been registered by the Company. The options
currently outstanding have ‘terms that expire between five and ten years from the date of grant and
-vest over a period of one to four years from the date_of the grant. o . '

On February 23, 2000, the Board of Directors passed a resolution ‘allowing the Company to. reprics all
outstanding options granted under the: 1996 Plan and the 1999 Plan. Al outstanding options,
approximately 243,000 net of cancellations, which were originally granted at prices ranging from $14.63
to '$21.50 per share were repriced to $14.25 per share. Accordingly, the option prices per share and
welghted average exercise price in the following 1996 Plan and 1999 Plan tables have been restated to
" reflect the $14.25 exerclse price. All other terms and conditions, including vesting pericds remain
unchanged. The repriced options are subject to variable plan accounting and as a result there was no
income statement effect of these options In the yedr ended January 31, 2002 and January 31, 2001 due
to the decrease In the Company’s stock price below the new exercise. price.

On February 1, 2001, 35 embloyees were given the opportunity to cancel 248,200 options to purchase

_ Common Shares. All 35 agreed to cancel the opticns. On August 2, 2001 248,200 options to purchase
. Common Shares were Issued at the then dosing market price of $5.65 per share, - .

_ Information regarding options under the 1987 Plan Is as follows:

Neighte

4 : . PerShare . Ouistanding Exercisable Exercise Prica
January 31, 1999 balance ~ ©  $051-$481 | 310000 310000 - $ L7

- Brercised © msi-ss1 (QU000) - QIO - & 225
January 31, 2000 balance .$051-$100 99000 99000  § 075

" January'31, 2001 balance $051-$1.00 82500 82,50 -$ 080
Exercised . §. 100 - (16500) (165005 § 100
Cancelled .  $051-4100 . (66000) __ (660000 § - 0.80

January 31, 2002 balance D s — . =

o +
eve Ra s e esare semsea o e
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FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000 '

Information regafdlng_cpﬂons under the 1996 Plan [s as follows:

January 31, 1999 balance .

Granted

S Became Bcerdsablc
. -Exerdised
. Cancelled

~January 31, 2000 balance -

Became Exercisable .
Cancelled

. January 31, 2001 balance

Granted
Became Exercisable

' Cancelled
Exerdised

January 31, 2002 balance

Information regarding options under the 1999 Plan Is as follows:

January 31, 1999 balance
* Granted
" Became Exerdsable .
. Cancelled

January 31, 2000 balarice

e Glanted'
. :Became Exercisable

Cancelled

._January 31, 2001 balance

Granted

Became Exerclsable
Cancelled

PerShare  Outstanding Exercisahle Exercise Price

$7.25-4$14.25"

$14.25
$14.25
$ 7.25-$14.25

$l.25.:§.11.?§ |

$10.00 - $14.25
" $1455
$14.25

$10.00 - $14.25 -

$2.00
$2.00
$ 2.00- $14.25

" 342,100 175,000
261,500 ’ -

. - 87,683

. (165,500) (165,500)
(94.100) _- -

. 344,000 7,183
' - 18,184
_@2.5_091 —(€4,000)
84,400 . 51,367
523,000 = -

- - . 101,000
(259,400) (51,367)

$2.00 (5.000) ____(5,000)

Option Price - '
PerShare - Quistanding Exercisable -
B | - -
$° 1425 684,500 - -
: $ 1425 - 48,000 -
(. $ 1425 __(163.500) ' =
$ 1425 - 521,000 48,000 -
§ 1425 35100 -, -
. $ 1425 |, - 92,375
- $ 14.25 513,500 92,375
$ 200-$7.00 - 558,400 —
$ 2.00 - $3.50 - 8,433
$3.00-$1425  (573,000) = (89,175)

$ 200-$3.50 __( 8433) __( _8433)

Weighted -
Average
$. 1099
$ 1425
" $ 1425 .
$ . 7%."°
. i—lﬁ m. ’
$ 1406
$§ 1425
$ . 1425
$ 1350
$ 200
$ 2.00
$ 5.74

$ -
$ 1425
$§ 1425

5 1425
$. 1425
$ 1425
$§ 1425 .

" 4 1425

$ 1425
$§ 376
$ . 202

§ 1293

. P
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'COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES -
- 'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Information regarding optidns under the 2001 Plan Is as follows:

Pershare  Outstanding Exercisable Exercise
January 31, 2001 balance $ - - .ot -
Granted - , § 200-4671 85500 - § a0 |
Became Exefdsable o ~ $ 2.00-$5.65 . - 213,899 $ 4.26
Cancelled - _s_____5.§§ ~L 2900 ___- & 565
- January 31, 2002 balance ‘- . LLQQ-iQZl —892,600 __213.&22 $_ 402

The following table summarizes Informa’don about options outstandlng asof January 31, 2002 under the

1987,.1996, 1999 and 2001 Prans: o | _
_Options Outstanding . Options Exercisable

o © ' . Average - Weighted . - Weighted
Number of Remalning . Average Numberof - Average
Rangeof @ Shares  Contractual  Exercise Shares Exercise
exercise prices  outstanding Lifa Price gutstanding  Price
§2.00-47.00 1,672,867 523  $352 309899  $356
$7.o1 - $14.25 13200 307 $1425. . 3200 $5 1425

~ The Company has adopted the dlsdosure—only provislon of SFAS No. 123, “Accounting for Stock-Based

Compensation.” Had com ation cost for the Company’s plans been determined based on the fair
value at the grant date Pft:::'lsawa\rds In the fiscal years ended January 31, 2002, 2001 and 2000,
-consistent with the. provisions of. SFAS No. 123, the Company’s net loss and basic and diluted loss per

- share would have been $10,837,464, $1.06 and $1.06 for 2002; $8,886,465, $1.23 and $1.23 for 2001;

$10,068,538, $1.43 and $1. 43 for 2000.

The fair value of the option grants Is estimated based on the date of grant uslng the Black-Scholes
option-pricing mode! with the following weighted-average assumptions used for-grants in fiscal 2002,

. .2001, and 2000: dividend yleld of 0.00% for the three years; expected volatility of 165.18%, 62.23%

10.

and 46.11%, respectively; risk-free Interest rate of 6.47%, .7.85% and 6. 02% respectlvely and
expemdllvesot‘StoSyearsforeamofmemreeyears ‘ ,

STOCK GRANTS _ o 7 : C .
The Company, at the discretion of the Board of Directors, has awarded from ‘time to time to

management personnel shares of its Common Stock at par value. These shares vest over a peried of
threegto five ypears. The Company awarded 0 shares, 0 shares, and 1,000 shares of its Common Stock-

R and recorded compensation expense of $ 12,011, $266 565, and $204,015 for the years ended January -

31, 2002, 2001 and 2000, respectively.

ded.....
. Shares cancelled by the Company due to termination or resignation of me redpients for the years.ended.... ..
..January 31, 2002, 2001 and 2000 totaled 0, 4,000 and 35,383 respectively, which amounts have been
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

| 11. LONG-TERM DEBT
L OnJuIyz,2001',Covls!a'mvedafloanfmm'HenryGlLukenm,ltsCI‘xaIrmanoftheBoardandpﬁndpal

shareholder, in the amount of $4,000,000. The loan matures on February 1, 2003 together with accumulated
Interest at a rate of 8%-per annum. The proceeds of the loan were used to purchase a 10-year commitment for
approximately 2.8 billlon DS-0 channel miles of telecommunications network capacity from an unaffillated party.
This prepald network capactty is included In prepaid expenses (current portion of $400,000) and other assets -
(long term pertion of $3,600,000, net of current year amartization of $233,000). The cost will be amortized to
operations based upon the greater. of capacity use or straight line over the term of the agreement. The
unaffillated party has recently filed for Chapter 11 reorganization; however at the time of this filing Is continuing
to perform under the agreement. = Mr. Luken aiso advanced the Company, $400,000, the proceeds of which
were used for construction of new feciities, The agreement calls for interest to be accrued at a rate of 8% per
annum. The total balance of the labllity Is $4,400,000 plus accrued Interest at January 31, 2002. (see Note 21b)
. . . . X . J . .

AS of January 31, 2002, Covista owes a remalning balance of $381,405 loan payable to a New Jersey bank, all of

- which Is dassifled as current. The interest rate on the term loan is 7.71% and Is payable the scheduled monthly

Installments of $55,923. The term loan requires the Company to meet certain covenants. The tem loan Is
collateralized by certain of the Company’s machinery and equipment. At January 31, 2002, the Company was
not in compliance with these covenants. o ‘

12, OTHER COMPENSATION : : : .
On September 21, 1999, the Company entered into an agreement with Warren Feldman, Chalrman of the
Board of Directors and a shareholder of the Company. ‘As part of this agreement, a lump sum In the -
-amount of $900,000 was paid to Mr. Feldman In settlement of his employment agreement. The Company -
pald $650,000 and Mr. Walt Anderson, a major shareholder, paid $250,000. Mr. Feldman's Employment
Agreement would have been In effect until December 31, 2001. The Company expensed the $S00,000
* with the $250,000 being accounted for as a capital contribution. .

Simultanecusly, Revision LLC and Mr. Wakt Anderson (*Revision/Anderson”) and the Company entered Into
put option agreements with Warren Feldman, Sol Feldman ("the Feldmans®) and Leon Genet, ("Genet”) a
director of the Company. These Put Option agreements allowed the Feldmans and Genet the right to sell
_thelr shares of the Company to Revision/Anderson at a.price of $16.00 per share and obiigate
Revislon/Anderson to purchase the shares during an exercise pericd beginning on December 11, 1999 and
ending on Febiuary 10, 2000. Revision/Anderson purchased the shares under the put option agreements
prior to the deadline, with the exception of 100,778 shares still held by the Feldman’s. The Company had
* no obligation to purchase any shares from the Feldmans ot Genet. The closing market price of the
- Company’s shares on September 21, 1939, the date of the agreements, was $12.25, and the total number -
of shares covered by the agreements was 1,208,137, Using a binomial valuation model with an Interest
rate of 5% and a volatility rate of 50%, the fair value of the Put Option agreements was determined to be
approximately $4.03 per share or $4,870,554. In accordance with the Securities and Exchange Commission
Staff Accounting Bulletin No. 83, the Company accounted for this non-cash transaction as a charge to
expense and a aredit to paid-in capital during the quarter ended October 31, 1999.



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
" NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cantinued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

13, RESTRUCTURING

.During the fourth quarter of fiscal 1999, the Company recorded a restructuring charge of approxdimately
$2,368,000 related to’ the adoption by the Company of a formal plan for restructuring fts focus of *
_ operations. The restructuring was adopted-in an effort to concentrate the Company’s efforts on the -
Northeastém United States market. Elements of the Company’s restructuring plan Included eliminating the
sales offices In Florida, Atlanta, Georgia, Washington D.C. and the United Kingdom as well as.the Miami "
‘For the fiscal year ended January 31, 2000, amounts aggregating appraximately $1,797,000 applied
against the accrual consisted of ‘approximately $1,280,000 for the write down of the Miami ‘switch,
appraximately $99,000 for the line installation costs, appraximately $51,000 for payments made on the
* Fort Lauderdale lease, approximately $327,000 for severance payments and appraximately $40,000 for
payments made to shut down the UK. operation. Additionally, an aggregate of approximately $319,000
which'Is reflected as a credit through the restructuring charge line In the fiscal 2000 consclidated financial
statements consisted of appraximately $57,000 reduction In the severence accrual, approximately $20,000
for the reduction .of the fringe benefit accrual . and $202,000 reduction In. the accrual on the Fort
Lauderdale lease, due to revislons In the lease. The salvageable companents of the switch were relocated
© to the Company’s New York City switch in the third quarter of fiscal 2000. After restructuring’ charges
incurred, the balance In the reserve at January 31, 2000, of approximately $12,000, consisted. of the
settlement of the lease In Fort Lauderdale, Florida. ' : ~ .

In the fiscal year ended January 31, 2061, the Company settled, for apbrmdmaiz:ly #12,000, the balance
on the lease In Fort Lauderdale, Florida, which was charged against the rgastrucmrlng reserve, -

~ 14. COMMITMENTS AND CONTINGENCIES

“The Company Is Involved In various legal and administrative actions arising in the normal course of -
business. While the resolution of any such actions. may have an Impact on the financial resuits for the -
pericd in which it'Is resolved, management belleves that the uitimate disposition of these matters will

" nét have a material adverse effect upon its consolidated results of operations, cash flows or financial
position. . : ) o o

15. LOSS PER SHARE

Basic losS per share was computed by dividing net loss by the Weighted average number of shares of
Common Stock outstanding during each year. Diluted loss per share was computed on the assumption
that all stock options converted or exercised during each year or outstanding at the end of each year
were converted at the beginning of each year or at the date of Issuance or grant, if dilutive.
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
- NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

" FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

-
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mding stock options to purchase shares of Common Stock were not Indluded In the computation of diluted Ioss per share for the fiscal years &ended

ry 3?, 2002, 2001 and ZOOO;bemuse to do so would have been anﬁdlluﬂve.
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COVISTA COMMUNICATIONS, INC. AND SUBSlDlAhIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED.JANUARY 31, 2002, 2001 AND 2000

16. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
h ~ Amountsin thouéand; except per share data.
. ) Apl"ll 30,1999 | ° July 31,1999 October 31, 1999 January 31, 2000~
| Net sales - $33,530 $ 36,617 ". $36,988 $32,625
Operating income (loss) 519 580 (5,954) (1,834)
Net eamings (loss) . 296 - 339 (5,539) 4510) | - .
" Basic eamings (loss) per common share . " 0.04 0.05 (0.77) 0.63) | .
| Diluted earnings (loss) per common share 0.03 0.05. - (077 | 0.63) |
_ Apr130,2000 | July31,2000 | October31,2000 | January 31,. 2001
Net sales - $31,792 | $34,108 ' $33,903 $33427
Operating Income (lass) (1,606) (1,405) (2,417) (3,306)
Net earnings (loss) (1,514) (1,366) © (2,403) " (3,346)
Basic eamings (loss) per common share (0.21) (0.19) (033) | . (0.45).
Diluted earnings (loss) per common share (0.21) (0.19) (033) |. (0.45)
April30,200% | July31,2001 | October 31, 2001 'Januan; 31, 2002
Operating income (loss)- (4,863) 42 (1,750) “(5,551)
Net eamnings (loss) (4,592) . 86 - (1,859) . (5,605)
Basic earnings (loss) per common share (0.56) 01 (0.17) (052)
Diluted eamnings (loss) per common share | (0.56) 01 (0.17) (052)
17. EMPLOYEE STOCK OWNERSHIP PLAN

-On September 1, 1998: the Cdmpany established the Covista Communications, Inc. Employee Stock

Ownership Plan (the “ESOP Plan”). Concurrently with-the estabilishment of the nonleveraged ESOP Plan,

“the Company contributed 600,000 shares of its Common Stock to the ESOP Plan, The Common shares
- were recorded at fair value at the date contributed to the ESOP, totaling approximately $12.2 million, -

with an offset to Unearned ESOP-Shares in the Statement of Shareholders’ Equity. The ESOP Plan was

to be administered-through a trust by a trustee designated by the Board of Directors -

 In February 1999, the Company's Board of Directors autharized the Yermination of the ESOP Plan. The IRS - -
gave Its approval to terminate the ESOP, and the Company officially terminated this plan during 2002, apd
the-entire 600,000 shares of Common Stock were returned to authorized but unissued shares of Common

Stock. -




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) -
“FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000
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18. ACCESS CHARGE SETTLEMENT

¥
A

In the second quarter of fiscal 2001, the Company received a cash payment of $1,264,483 from certairi
Bell Companles In settlement of a dlass action suft, to which the Company was a party, filed In 1992
relating to alleged overcharges by those companies. The settiement conduded the dass action with the:
Bell Companles. The Company’s portion of the settlement wes not determined untll the second quarter
_ended July 31, 2000, The cash payment was recorded as a sepafate lIne tem as a reduction of costs and
expenses [n the quarter ended July 31, 2000. : - . :
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19. . RELATED PARTY TRANSACTIONS : N
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A director of the Company serves on the Board of Directors of Capsule Communications, Inc.
(“*Capsule”) (see Note 21). Also the Chairman of the Company Is the majority shareholder of Capsule.
The Company. purchases and sells services, to Capsule. Sales to Capsule In the years ended January
31, 2002, 2001 and 2000 were apprmdi'nately $615,000," $532,000 and $681,000, respectively.
Purchases from Capsule in the years ended January 31, 2002, 2001 and 2000 were appro:dmafely
. $660,000, $544,000 and $291,000 respectively. All transactions were based on competitive terms .
obtained in arm’s length transactions. _ A
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On February 1, 2001, the Board of Directors of the Company representing a majority ownership of
the Company, subject to perfunctory shareholder’s approval which  was obtained on March 29,

. 2001, authorized the sale of a total of 3,500,000 shares of Common Stock to the following three
persons (the “Purchasers”) In the amounts indicated: Kevin Alward, 1,000,000 shares; A. John Leach,
500,000 shares; and Henry G. Luken, III, 2,000,000 sharés. The purchase price for the Common
Stock to be Issued to Messrs. Alward, Leach and Luken Is $2.00 per share, based on the fair market

‘value of shares at February 1, 2001. The stock sale was consummated in April 2001 with the
Issuance of 3,150,000 shares of common stock. The Board of Directors authorized a dectease of
350,000 shares to be purchased by Mr. Leach. S o e
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On February 1, 2001, the Board of Directors of the Company authorized the acquisition of Blink Data
Corporation, a telecommunications company, of which Kevin Alward was a prindpal shareholder,
officer and director, for 300,000 shares of the Company’s Common Stock valued at the fair market
value at March 29; 2001 for total consideration of $900,000. The transaction was completed on
March 29, 2001. . - o

© On July 24, 2001 and August 9, 2001, the Company Issued notes recelvablé o Capsule for a total
principal of $200,000 anq $300,000, respectively with Interest payable at 8 3% to be paid no later
.than one year from each note Issuance. . - T , L ~

Jay 3. Miller, a Director of Covista, has provided various legal services for Covista during Fiscal 2002. In

Fiscal 2002, Cavista pald $144,574 to Mr,, Miller for services rendered and accrued for In Fiscal 2002,

As of January 31, 2002, Covista. owed Mr. Miller $179,316. Covista belleves that Mr. Miller’s fees were

reasonable for the services performed and were no less favorable to Covista than could have been
- . cbtained from an unrelated third party. C : ;

< ' " Leon' Genet, a Director of Covista, has provided agent services for Covista through his wholly-owned
w1 - Registrant, LPJ, Inc. During Fiscal 2002, LPJ, Inc. was pald commissions of $93,066. The commissions
= _ ) paid to LPJ, Inc. were computed on the same basls as other independent agents retained by Covista.

p e
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. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

20,

EMPLOYEE RECEIVABLES

‘Induded lh prepaid ‘expenses ‘and other current assets Is a note recelvable totaling $262,500 *

evidending a loan to a former employee of the Company. The ncte bears Interest at 11.5% per
annum, and Is:payable in monthly Installments with the last payment due on January 1, 2004, The

,Co(_npany Is In the process of negotiating collection of the note.

An additional-approximate $179,000 of employee receivables Is included In prepaid expenses and

cther current assets. ' This remaining balance represents loans and payroll advances to various
.employees. - ' o .

SUBSEQUENT EVENTS

a. On February 8, 2002, the Company acquired Capsule Comrhun!cat!ons, Inc (“Cabsu!e’) for
1,724,311.shares of Common Stock. Capsule Is a telecommunications carrier providing local and
' long-distance telephone communications services to small and medium size business customers

and residential customers generally located in the Mid-Atlantic reglon and in California; Capsule

Is a related party of which both Henry G. Luken III, the Chairman and shareholder of the

Company, and Walter Anderson, a director and shareholder of the Company, each of whom were
the two major shareholders’ in Capsule. The terms of the acquisition were that all shareholders
with the exception of Henry Luken received 0.0917 shares of Covista Comrrion Stock for each

-share of Capsule Common Stock, and Mr. Luken received 0.0688 shares of Covista Common °

- Stock for each share of Capsule Common Stock. The total value of the acquisition was
approximately $11,000,000. ' .,

b. On February 20, 2002 the Board of Directors approved the private sale of additional Common
Stock of up to $12,500,000. The Investment would indude a cash infusion of $4,800,000 for
debt or Common Stock, contribution of $3,300,000 of fixed assets for debt or Common Stock and
the conversion of all existing long-term debt to Common Stock at $5.00 per share. The -~ °
commitment for funding for the Investment is anticipated to come primarily from the current
Chairman of Covista's Board and Is subject to shareholder’s approval at the next annual or
scheduled meeting of stockholders. - As of May 14, 2002, $2,600,000 of cash was received from

the Chairman of Covista’s Board in exchange for debt. Finally, the Conipany is planning to obtain

a line of credit from a bank. If such line of credit Is not obtained, the Chalrman of .the Board has
committed to loaning $2 million to the Company through at least the second quarter of Fiscal -
2004, ' . I o ' .

-

¥
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARlEs :
Schedule Il - Valuation and Quallfying Accounts (Consolidated) |

-~

ColumnA " . 'Column B - ColumnC " Col;:mno ‘ Columr; E
| ____ Additions
. Charged Chargedm .
- : Balanca at (Credited)to  Other . Balanca
. ) S - ‘Beginning Costand  Accounts- Deductionss atEndof.
- Desaiption of Period Expenses Describe - Describe Period
. YEAR ENDED JANUARY 31, 2002. S T

Reserves and allowances.

- deducted from asset accounts: |
Allowance for uncollectible , T : S

accounts 1 $ 4075223  $5382384 § = - $4470477(A) $ 49871
Valuation reserve on o L _ ,

YEAR ENDED JANUARY 31, 2001

Reserves and allowances
deducted from asset accounts:

"Allowance for uncollectible ‘ .

accounts " - $ 1,827,260 '$ 2,346,761 $ - 3 98,798 - $ 4,075,2:

Valuation reserve on o _ 3 S
deferred tax asset  © - $ 3_,702,881 .$ 3,703,659 - $ - 8% - $‘ 7,406,5

Alloivaices not deducted: _ o -

Restructuring reserve o $ 11995 $ T $ - $ 11,995 $

YEAR ENDED JANUARY 31, 2000

Reserves and allowances =~ - .
deducted from asset accounts: o

- Allowance for uncollectible - . o T . .

" accounts . . $ 1,230483 $ 1074916 - 4 - § 478,139 § 1,827:
Valuation reserve on e L A :
deferred taxasset -~ § - § 3,702,881 $ - $ - $ 3,702¢

 Allowances not deducted: ) .
Restructuring reserve ($ 2128, 000 $ (318,879) $ - § 1,797,126 §  11¢

@ Represents write-off of accounts receivable against the allowame in Fiscal Year 2002.
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Unaudited)
Nine Months Ended - Ihree Months Ended
October 31, October 31
. 2002 2001 - 2002 2001
NET SALES o | '$ 77.002274 $78,803,039 $26,773,184 $ 20,466,685
Costs and Expenses : ) ' . :
. Cost of sales : .. 54,341,941 64,423,267 18,185,528 15,335,763
Selling, general and administrative 30,717,399 _ 20,990,705 . 9,846,672 _ 6,921,048 .
Total costs and expenses . - 85,059,340 ' 85,413 972 28032199 22.256.811
OPERATING LOSS . ' _(8.057.066) (6,610.933) _ (1.259,015) _ (1,790.126)
Other Income (Expense) , ‘ ' ' .
. Interest income 44,576 . 94,392 247 18,752
Other income 26,472 305,267 : 33,680
Interest expense : (388,457) ___ (154,783) (133,144) __ (121.256)
'Total other income (expense) (317.409) 244 876 . (132,897) (68.824)
Loss before benefit from ihcome taxes (8,374,475)  (6,366,057) (1,391,912) (1,858,950)
Benefit from income taxes 511,220 - - -

- NET LOSS ' (7.863,255) (6,366,057)  (1,391,912) (1,858,950)
_COMPREHENSWE LOSS - $ (7.863.255) $(6,366,057) $(1,391,912) $(1,858,950)
'BASIC LOSS PER COMMON SHARE $ (062)$ (064 $___ (041§ _ (017)
DILUTED LOSS PER COMMON SHARE $ (0.62) L - (064 $ (0418 (0.17)
DIVIDENDS PER SHARE . o NONE  NONE NONE  NONE

See notes to condensed consolidated ﬁﬁancfal statements



COVISTA COMMUNICATIONS, |NC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

January 31,

October 31,
2002 2002 -
(Unaudited) (Note)
ASSETS |
CURRENT ASSETS:
| Cash and cash equivalents $ 3,381,369 $ 1,379,038
Investments available for sale - ' - | 439,773
Notes receivable ! I - 500,000
Accounts receivable, net 116,937,991 10,252,837
Prepaid expenses and other current assets 534,164 | 1,373,780 |
TOTAL CURRENT ASSETS | 20,853,524 | 13,945,428
PROPERTY AND EQUIPMENT, NEf . 14,557,592 12,489,626
OTHER ASSETS: -
Deferred line installation costs, nef 579,519 - 174,785 ‘
lnfangible assets, net 2,441,532 -
' GoodWiII, net 8,307,850 -
Other assets \ 3,962,09:1 4,646,952 -
© 15,290.992 4,821,737
Note: The condensed consolidated baléni:é sheet at Jénuary 31, 2002 has been

deriyed from the audited consolidated financial statements at that date. .

See notes to condensed consolidated financial statements
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

‘October 31, ‘ Jan'uary 31,
—2002__ 2002
_ ' (Unaudited) (Note)
LIABILITIES AND SHAREHOLDERS' EQUITY _
CURRENT LIABILITIES:
Current portlon of |ong-term debt $ 1,659,583 . $§ 381,405
Accounts payable 26,023,878 19,465,274
Other current and accrued liabilities 6,544,808 4434795
Salaries and wages payable 400441 - 991,012
TOTAL CURRENT LIABILITIES 34,637,801 | 25,272,486
_ Other Long Term Liabilities 2578 . 15.466
Long-Term Note Payable - Bank 2,377,029 ‘ . -
Long-Term Note Payable — Shareholder - 7,000,000 - 4,400,000
Total Notes Payable 9.377.029 4,400,000
SHAREHOLDERS' EQUITY
| Common stock 711,443 o » 619,288
Additional paid-in-capital 38,521,038 25,650,098
Accumulated deficit ' (31.102.339) | (23,255,107)
» 8,130,142 , 3,014,279 -
" Treasury stock (1,445,440) *(1,445,440)
Total Shareholders' Equity . 6,684,702 1,568,839
Note: | The condensed consolidated balance sheet at January 31, 2002 has been

derived from the audited consohdated financial statements at that date

See notes to condensed consolidated fi nanc:al statements



COVISTA COMMUNICATIONS, INC. AND SUVBSIDIARIES‘
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended
October 31,
2002 2001
OPERATING ACTIVITIES: , S ) :
Net loss : ' . $ (7,863,255) $ (6,366,057)
Adjustment for non-cash charges 6,918,842 5,691,632
Gain on sale of marketable securities ' (262,234). .
Changes in assets and ||ab|I|t|es. net of effect of _ * -
Acquisitions ____(441.463) (2,162,645)
Net cash used in operatlng activities (1,385,876) _ (3,099,304)
. INVESTING ACTIVITIES: o '
Cash acquired in purchase of business - 1,179,165 . : 90,402
Proceeds on sale of marketable securities 439,773 -1,141,302
Purchases of marketable securities - - . (608,369)
Purchase of prepaid network capacity - - : .(4,000,000)
Purchase of property and equipment (3,028,664) (4,182,146)
Proceeds from sale and leaseback transaction - : 1,245,339
Additions to deferred line installation costs (404,734) __(32,803)
Net cash used in mvestmg activities . (1,814,460) (6,346,275)
. FINANCING ACTIVITIES: A S
Sale of common stock . o 315,963 : 6,326,666
Proceeds of loan from shareholder . 2,600,000 . 4,000,000
Proceeds from bank borrowings 3,775,000 4 oA
Repayments of bank borrowings (1,488.296) - (456,972)
Net cash provided by financing actmtles _ 5,202,667 9,869.694 .
NET INCREASE IN CASH AND - B ‘
CASH EQUIVALENTS - 2,002,331 , 424,115
‘CASH AND CASH EQUIVALENTS, ‘
BEGINNING OF PERIOD : - 1,379,038 2,691,889 -
CASH AND CASH EQUIVALENTS, o , ~
END OF PERIOD $_3.381,369. - $3.116.004
SUPPLEMENTAL DISCLOSURE OF CASH
FLOW INFORMATION: - ‘
Cash pald (received) during the penod for: .. -
Interest - § 346,679 - $ 46,339
Income taxes - $ (511,220) $ (16,828)
Business Acquired : o :
Fair Value of Assets excluding cash $ 21,849,458 (2,162,145)
Less Liability Assumed - (10,056,503)
Less: Stock Consideration for business acqmred (12,972,127)
Cash acquired 1,179,172 90,402

- See notes to condensed consolidated financial statements.
s '



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

" NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE A-BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated ﬁnancnal statements have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the
instructions to Form 10-Q and Rule 10-01 of Regulation S-X. They do not include all information and
notes required by generally accepted accounting principles for complete financial statements. However,
except as disclosed herein, there has been no material change in the information disclosed in the notes to -
the consolidated financial statements included in the Annual Report on Form 10-K of Covista .
Communications, Inc. (formerly Total-Tel USA Communications, Inc.).and Subsidiaries (Covista) for the
fiscal year ended January 31, 2002. In the opinion of Management, all adjustments (consisting of normal
recurring accruals ‘only) considered necessary for a fair presentation have been included. Operating
_ results for the nine-month period ended October 31, 2002 are not necessarily indicative of the results that
may be expected for the year ending January 31, 2003

NOTE B -NEW ACCOUNTING PRONOUNCEMENTS

In June 2001, the FASB issued Statement of Financial Accounting Standards No. 142 ("SFAS 142"),
"Goodwill and Other intangible Assets", which is effective January 1, 2002. SFAS 142 requires, among
other things, the discontinuance of goodwill amortization. In addition, the standard includes provisions for
‘the reclassification of certain existing recognized intangibles as goodwill, reassessment of the useful lives
of existing recognized intangibles, reclassification of certain lntanglbles out of previously reported goodwill
and the identification of reporting units for purposes of assessing potential future impairments of goodwill.

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 143 ("SFAS 143",
"Accounting for Asset Retirement Obligations”, which is effective for Covista's fiscal years beginning
February 1, 2003. SFAS 143 requires recording the fair value of a liability for an asset retirement
obligation in the period in which it is incurred, and a corresponding increase in the carrying value of the
related long-lived asset. Over time, the liability is accreted to its present value each period, and the
capitalized cost is depreciated over the useful life of the related asset. Upon settlement of the liability, it is
either settled for its recorded amount or a gain or loss upon settiement is recorded. Covista is currently
assessing, but has does not expect the impact of SFAS 143 to be material to its fi nancxal position and
resuits of operations. .

- In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144 (“SFAS 1447,
“Accounting for the Impairment or Disposal of Long Lived Assets”, which is effective for all fiscal years
beginning after December 15, 2001. SFAS 144 replaces the Statement of Financial Accounting
Standards No. 121, Accounting for the Impairment of Long Lived Assets and for Long-Lived Assets to be
Disposed Of". SFAS 144 requires that long-lived assets to be measured at the lower of the carrying
amount or fair value, less cost to sell, whether included in continuing operations or in discontinued
operations. Covista is currently assessing, but does not expect the impact of SFAS 144 to be material to
its financial position and results of operatlons ¢



in April 2002, the FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections”. This statement eliminates the
automatic classification of gain or loss on extinguishment of debt as an extraordinary item of income and
requires that such gain or loss be evaluated for extraordinary classification under the criteria of
Accounting Principles Board No. 30 “Reporting Results of Operations™. This statement also requires sale-
~ leaseback accounting for certain lease madifications that have economic effects that are similar to sale-
leaseback transactions and makes various other technical corrections to existing pronouncements. This
statement will be effective for Covista for the year ending January 31, 2003. The adoption of this
statement is not expected to have a material effect on our results of operations or financial position.

In July 2002, the Financial Accounting Standards Board issued SFAS No.146,"Accounting for Costs
Associated with Exit or Disposal Activities." SFAS No.146 will supersede Emerging Issues Task Force
Issue No.94-3,"Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit
an Activity (including Certain Costs Incurred in a Restructuring)." SFAS No.146 requires that costs
associated with an exit or disposal plan be recognized when incurred rather than at the date of a
commitment to an exit or disposal plan. SFAS No.146 is to be apphed prospectively to exut or disposal
activities initiated after December 31, 2002,

NOTE C — EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted loss per common share:

Nine-Months Ended Three-Months Ended -
October 31, October 31, October 31, October 31,
2002 2001 2002 2001
Numerator: o ) -
Loss available to $ (7.863,255) $ (6,366,057)  $ (1,391,912) $(1,858,950)
Common Shareholders used in basic .
and diluted loss per Common Share
Denominator: - ' ' ' .
Weighted-average number of Common 12,612,053 9,990,562 12,697,673 10,820,365
Shares used in basic loss per ' ,
Common Share (1)
Effect of diluted securities: . .

Common share options = = = =
Weighted-average number of Common 12,612,053 9,990,562 12,697,673 10,820,365
Shares and diluted potential Common ‘

Shares used Iin diluted loss per
Common Share
Basic and diluted loss per Common Share ~ § (062) $ _(0.64) $ (011) $ _ (0.17)

(1) Common Shares subject to options are not included in the calculation of diluted Ioss per -
Common Share for the nine month periods ended October 31, 2002 and 2001, and the three-
month period ended October 31, 2002, as doing so would be antldllutlve due to the net loss per
Common Share. ‘



NOTE D -- SEGMENT REPORTING .

Covista sells telecommunications services to three distinct segments: a retail segment consisting primarily -
of small to medium sized businesses principally within the United States, a wholesale segment with sales
to other telecommunications carriers throughout the world, and a segment that generates sales through
direct mailing campaigns (KISSLD) which started in the beginning of fiscal year 2003 for residential
customers in network supported areas on the East Coast.

In addition to direct costs, each segment is allocated a portion of the Covista's switch and operating
expenses. The allocation of expense is based upon the minutes of use flowing through the Covista's
switch network. There are no intersegment sales. Assets are held at the consolidated level and are not
allocable to the operating segments. Covista evaluates performance on operating earnings of the three
business segments. '

Summarized financial information concerning Covista's reportable segments is shown in the following
table: '

Retail Wholesale KISS LD Total

Nine Months Ended
October 31, 2002
Net Sales . $60,327,000 5 11 ,389,000 $5,286,000 $ 77,002,000
Gross margin 19,512,000 1,138,000 2,009,000 22,660,000
Operating loss (6,365,000)  (1,128,000) (564,000)  (8,057,000)
Nine-Months Ended '
October 31, 2001
Net Sales $ 36,717,000 . $ 42,086,000 N/A $ 78,803,000
Gross margin 13,062,000 . 1,318,000 N/A 14,380,000
Operating loss © . (4,457,000) (2,153_,000) N/A . (6,611,000)
Retail Wholesale KSSLD ~ Total

. Three Months Ended . ‘ ' ,
October 31, 2002 - : -
Net Sales ‘ $ 20,788,000 $ 3,099,000 $ 2,886,000 $ 26,773,000
Gross margin : 7,181,000. - 310,000 1,097,000 8,588,000
Operating loss (1,053,000)- (45000) . (161,000)  (1,259,000)
Three Months Ended ' |
October 31, 2001 \
Net Sales ‘ - . $11,996,000 $8,471,000 *N/A $20,467,000
Gross margin 4,284,000 847:000 "N/A 5,131,000

Operating loss (1,495,000) (295,000) N/A (1,790,000)



NOTE E - INCOME TAXES

For the fiscal year ended January 31, 2002, Covista established a valuation allowance against its net
deferred tax asset due to the uncertainty of realizing certain tax credits and loss carryforwards. In the
quarter ended October 31, 2002, Covista continued -this accounting treatment and recorded a full
valuation allowance against the net tax benefit arising from the quarter's net operating loss. The result is
that the net deferred tax asset of approximately $14,278,000 is fully offset by the valuation allowance and,
. as such, does not appear on the balance sheet. It will be reﬂected at net recoverable value when the net
deferred tax asset can be utilized in future periods. '

During the second quarter of the fiscal year 2003, Covista received a tax refund of $511,220; which
reflected a change in IRS regulations regarding net operating loss carrybacks.

NOTE F ~ ACQUISITION OF CAPSULE COMMUNICATIONS

On February 8, 2002, Covista completed the merger (the "Merger”) of its wholly owned subsidiary CCI
“Acquisitions, Inc. ("CCI") with and into Capsule Communications, Inc. ("Capsule”), pursuant to the
Agreement and Plan of Reorganization dated as of July 17, 2001 among Covista, CCI and Capsule (the
"Merger Agreement”). As a resuit of the Merger, Capsule became a wholly owned subsidiary of Covista.
Covista has accounted for the combination with Capsule as a purchase business combination under
SFAS 141(“Business Combination”). Capsule is a switch-based interexchange carrier providing long
distance telephone communications services primarily to small and medlum-slze business customers as
well as residentlal accounts.

The results of Capsule's operations have been included in Covista's statement of operations since the
Merger Date. The total purchase price was approximately $12.7 million and consisted of approximately
1.7 million shares of Covista's Common Stock, valued at approximately $11.6 million determined based
on the average closing market price of Covista's Common Stock at the time of acquisition, options
assumed from Capsule for the purchase of 286,975 shares of Common Stock valued at approximately
$1.1 million using the Black-Scholes Valuation Model, using an exercise price of $3.49 to $20.10,
expected lives of 0.5 to 2 years, 156% volatility, 2.69% discount rate, and Covistas’ stock price of $6.71.
In addition, Covista incurred approximately $0.3 million in acquisition expenses.

The following table summarizes the estimate of fair value of the assets acquired and liabilities assumed at
the Merger Date. : -

Cash o $ 1,179,172

Current assets o C ; 5,717,428
_Property and equipment o 3,544,981
Other assets 89,199
Intangible assets ' 4,190,000
Goodwill : 8,307,850

Total assets acquired : 23,028,630
Current liabilities ’ : {10.056,503)
Total purchase price . 5(12,972,1-27)

The intangible assets acquired from Capsule were identified as its business customer - relatlonshlps
valued at $1,288,000, its residential customer - relationships valued at $376,000, and its agent
relationships valued at $2,526,000. These intangibles are being amortized over periods of 10 months to
four years. The customer and agent relationships are amortized'using double-decllmng method.



The unaudited pro forma information below represents the consolidated results of operations as if the
merger with Capsule had occurred as of February 1, 2001 and 2002. The unaudited pro forma -
information has been included for comparative purposes and is not indicative of the resuits of operations
of the consolidated Company had the merger occurred as of February 1, 2001, nor is it necessanly
indicative of future results

Nine Months Three Months

common share

Ended Ended -
October 31,2002 October 31,2001 October 31, 2002 October 31, 2001
Total Revenue $ 77,815,223 $ 107,019,236 $26,773,184 $ 29,413,441
Loss attributable to (7,770,611)  (7,388,496) (1,391,912) (2,476,381)
Common stockholders . .
Basic net loss per (0.62) (0.74) (0.11) - (0.23)

NOTEG ~ SHAREHOLDER LOAN

As of October 31, 2002, Covista received loans: from Henry G. Luken Ill, its Chairman of the Board and
principal shareholder in the amount of $7,000,000. These loans will be converted to equity upon
shareholder approval which approval is expected to be sought at Covista's Annual Shareholder meeting
planned to be held December 19, 2002. Covista currently has the necessary votes to approve the
conversron

NOTE H - NOTES PAYABLE

Covista has a revolving $2,000,000 credit facnllty with Wells Fargo Business Credlt Corporatlon
. renegotiated and amended on May 11, 2002, which expires on May 11, 2004. . Interest on the revalving -
credit facility is currently calculated at the prime lending rate plus 2 3/4%. on a minimum loan balance of - -
$750,000. The loan is collateralized by accounts receivable and fixed and intangible assets of Covista.
As of October 31, 2002, Covista’s outstanding balance on its credit facility was $548,076 leaving.
approximately $1,451,924 available based on collateral for future borrowing under-the credit facility. . '

The loan agreement contains covenants and restrictions, which, among other things, require maintenance
of certain subjective financial performance criteria and restrict encumbrance of assets, creation of
indebtedness and places limitations on annual capital expenditures. Covista was not in compliance with
several of its covenants in the Loan Agreement; however, Covista received verbal waivers related to such
non-compllance relevant to the fiscal penod ended October 31, 2002. ,

On June 17, 2002, Covista entered into a term loan agreement w1th a major Tennessee bank. Covista
has received $3,775,000 payable monthly in 36 installments at a fixed interest rate of 4.595% for the first
year and converting to 2% over LIBOR on June 17, 2003 and each year thereafter. This term loan is
secured by certain of the Company’s switching equrpment and Certificates of Deposit. provided by
Covrsta s Chairman of the Board.

»

10



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
ITEM 2
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULT OF OPERATIONS .

SPECIAL NOTE REGARDlNG FORWARD-LOOKING STATEMENTS:

Certain matters discussed in this Quarterly Report on Form 10-Q are “forward-looking statements”
intended to qualify for the safe harbor from liability provided by the Private Securities Litigation Reform
Act of 1995. These forward-looking statements can generally be identified as such because the context of
the statement will include words such as Covista "believes®, "anticipates”, "expects”, or words of similar
import. ' Similarly, statements which describe Covista's future plans, objectives or goals are also forward-
looking statements. Such forward-looking statements are subject to certain ‘
risks and uncertainties which are described in close proximity to such statements and which could cause
actual results to differ materially from those anticipated as of the date of this Report. Shareholders,
potential investors and other readers are urged to consider these factors in evaluating the forward-looking
statements and are cautioned not to place undue reliance on such forward-looking statements. The
- forward-looking statements included herein are only made as of the date of this Report and Covista
undertakes no obligation to publicly update such forward-looking statements to reflect subsequent events
or circumstances, except as required under applicable laws. \

Results of Operations

Net sales were approximately $77,002,000 for the first nine months of the current fiscal year, a decrease -
of approximately $1,801,000 or 2.2% as compared to the approximately $78,803,000 recorded in the first
nine months of the prior fiscal year. Net sales for the third quarter of the current fiscal year were .
approximately $26,773,000, an increase of approximately $6,306,000 or 30.8% as compared to the

i approxnmately $20,467,000 recorded in the third quarter of the prior fiscal year.

Wholesale revenue for the -mne—month period was approximately $11,389,000, a decrease of
approximately $30,696,620 or 73% from the nine month period ended October 31, 2001. For the quarter
ended October 31, 2002, wholesale revenue was approximately $3,099,000, a decrease of
approximately $5,372,000 or 63.4% over the comparative quarter in the last fiscal year. Wholesale
minutes sold in the nine-month period ended October 31, 2002 were approximately 148,615,000 minutes,
a decrease of approximately 234,143,000 minutes or 61.1% from the nine-month period ended October
31, 2001. Wholesale minutes sold in the quarter ended October 31, 2002 were approximately 32,578,000
minutes, a decrease of approximately 49,309,000 minutes or 60.2% from the third quarter of the prior
fiscal year. For the nine-month period, the decline in revenue also reflected the competitive wholesale
" market place and the business failure of several wholesale customers, both trends that Covista believes
will continue. Competitive pressures on sales price have resulted in a 34.7% decline in the average
selling rate. Covista also has attempted to limit its exposure to the business failures experienced within
the industry by tightening up credit limits on all wholesale accounts. Covista has strategically reduced the
Wholesale segment of its business.
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Retail revenues for the nine-month period were approximately $61,205,000, an increase of approximately
- $24,488,000 or 66.7% from the nine-month period ended October 31, 2001. For the quarter ended
October 31, 2002, retail revenues were approximately $20,788,000, an approximately $8,792,000 or
73.2% increase over the comparative quarter in the last fiscal year. Retail minutes sold in the nine-month
period ended October 31, 2002 were approximately 824,279,000 minutes, an increase of approximately
353,487,000 minutes or 75% over the nine-month period ended October 31, 2001. Retail minutes sold in
the quarter ended October 31, 2002 were approximately 276,585,000 minutes, an increase of
approximately 109,487,000 minutes, or 65.5% over the third quarter of the prior fiscal year. The increase
in volume results primarily from the acquisition of Capsule Communications. However, the decrease in
revenue per minute resuilts from the extreme pricing pressures existing within the industry. Covista has
experienced a rate decrease of 7.3% for the nine-month period ended October 31, 2002 and 3.1% for the
three-month period ended October 31, 2002. The extreme pricing pressures experienced in the mdustry is
a trend that the Company believes may continue.

KissLD revenues (a product sold to retail consumers) for the nine month period were approximately
$5,286,000. KissLD is a new product offering for the current fiscal year and, therefore, does not have
prior year comparatives. The total minutes sold for KissLD for the nine month period was approximately
103,472,000. For the three month period ended October 31, 2002, sales were approximately $2,886,000 -
for KissLD. KissLD minutes sold for the three month period ended July 31, 2002 were approximately
57,511,000.

Cost of sales for the current nine-month period was approximately $54,342,000, a decrease of
approximately- $10,081,000 or 15.6% from the nine- month period ended October 31, 2001. These
~changes were favorable in relation to the 2.2% decrease in sales for the nine-month period. The
decrease in cost of sales was due primarily to a decrease of approximately 234,143,000 wholesale
minutes equating to approximately $27,627,000. This savings was offset with the cost of the increase in
retail volume of approximately $17, 595 000.

Cost of sales for the three-month period ended October 31, 2002 was approximately $18,186,000, an
increase of approximately $2,850,000 or 18.6% from the third quarter of the prior fiscal year. These
changes were favorable in relation to the 30.8% increase in revenues in the third quarter. The'increase in
cost of sales was due primarily to the Capsule acqunsmon

In the normal course of busmess, Covista files disputes with its service providers. Covista's accounting
policy is to record the invoiced amount to cost of sales, which may include disputed amounts. When the
dispute is resolved and the credit is received, the amount is credited to cost of sales. Open disputes
included in cost of sales for the nine-month period and the three-month period ended October 31, 2002
are approximately $3 116,000 and $3,007,000, respectlvely

Selling, ‘'general and adrmmstratlve expense for the nine-month period increased to approximately
$30,717,000, an increase of approximately $9,727,000, or 46.3% over the nine-month period ended
October 31, 2001. For the quarter ended October 31, 2002, selling, general and administrative expense
was approximately $9,847,000; an approxlmate $2 926,000 or 42.2% increase over the comparative
quarter in the last fiscal year. :

s
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The increase in selling, general and administrative expenses of approximately $9,727,000 for the nine-
month period was primarily due to an increase in commission expense of approximately, $4,045,000
related to the added agent commissions of the Capsule agent program, an increase in salaries of
approximately $2,906,000 related to the addition of Capsule salaries and expansion of the Tennessee call
center staff; an increase in marketing expense of approximately $2,731,000 related to the KissLD
marketing program, an increase in office expense of approximately $1,265,000 due to the addition of the
Tennessee call center, the addition of Capsule general and administrative costs, and the one-time
relocation costs of the corporate headquarters; and other ‘miscellaneous selling, general and
administrative expenses of $130,000. This was partially offset by a reduction in bad debt expense of
approximately $1,349,000 for the same period. - .

For the three-month period ended October 31, 2002, the net increase in selling, general and
administrative expenses of approximately $2,926,000 was comprised primarily of increase in commission
expense of approximately $1,459,000 from the acquisition of the Capsule agent program, an increase in
office expense of approximately $626,000 due to the one time relocation costs of the corporate
headquarters to downtown Chattanooga, TN, and the addition of Capsule G & A, an increase in salaries -
of approximately $436,000 from the addition of Capsule salaries, an increase in benefits of approximately
$231,000, an increase in equipment rental of approximately $195,000, an increase in franchise taxes of
approximately $127,000, an increase in postage of approximately $88,000, increase in marketing
expense of approximately $84,000, and other miscellaneous expenses of $8,000. This was partially
offset by a reduction in bad debt expense of approximately $172,000 and a reduction in legal expense of
$156,000.

~ For the reasons described above, the operating loss for the nine-month period ended October 31, 2002
was approximately $8,057,000, an increase of approximately $1,448,000 from the nine-month period

ended October 31, 2001 The operating loss for the three-month period ended October 31, 2002 was
" approximately $1,259,000, an improvement of approximately $531,000 over the prior year's three-month
period ended October 31, 2001.

Total other expense, net, for the. current nine-month penod was approxlmately $317 000 as compared to
approximately $245,000 of total other income, net, recorded in the prior year nine-month penod The
approximately $562,000 change for the nine-month period is primarily due to the reduction in sale of
marketable securities of approximately $262,000, offset by an increase in-interest expense of
approximately $234,000 and a reduction in interest income of approximately $50,000. Total other
expense, net, for the current fiscal quarter was approximately $133,000 as compared to approximately
$69,000 of total other expense, net, recorded in the comparable period during the prior fiscal year. This
change was due to an increase in interest expense

- Basic and diluted loss per Common Share was $0.62 per share for the current nine-month period ended
October 31, 2002 as compared to $0.64 loss per share for the nine-months ended October 31, 2001.
Basic and diluted loss per Common Share was $0.11 per share for the current three-month period ended
October 31, 2002 as compared to $0.17 loss per Common Share for the three-months ended October 31,
2001.

\
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Liquidity and Capital Resources

At October 31, 2002, Covista had a working capital deficit of approximately $13,784,000, an increase of
deficit of approximately $2,457,000 as compared to January 31, 2002. The ratio of current assets to
current liabilities at October 31, 2002 was 0.60:1, as compared to the ratio of 0.55:1 at January 31, 2002.
The increase in the working capital deficit at October 31, 2002 was primarily attributable to an increase in
accounts payable of approximately $6,559,000; a decrease in prepaid expenses and other current assets
of approximately $840,000 and an increase in the current portion of long term debt of approximately
$1,278,000. This was offset by an increase in accounts receivable of approximately $6,685,000; an
increase in cash and cash equivalents of approximately $2,002,000; a decrease in investments available
for sale of approximately $440,000; and a increase in accrued liabilities of approximately $2,110,000.

The increase in cash of approximately $2,002,000 was the result primarily of proceeds from the sale of
Common Stock of $315,963; proceeds from a long-term loan received from a major shareholder of
$2,600,000; the proceeds from the sale of marketable securities of approximately $439,773; the proceeds
of a note payable of approximately $3,775,0001 and cash acquired in the purchase of businesses of
approximately $1,179,165. These increases were offset by cash used in operations of approximately
$1,386,000; and payment of line installation costs of approximately $405,000, purchases of Property,
Plant, and Equipment of approximately $3,029,000 and repayment of bank borrowmgs of approxmately
$1,488,000. -

On February 20, 2002, Covista’s Board of Directors approved the private sale of additional Common
Stock of up to $12,500,000. The investment inciudes a conversion into common stock, of $6,800,000 of

debt, contribution of $3 500,000 of fixed assets and $2,200,000 of cash to be received at the rate of - .

$2.867 per share, which was the closing price for the Common Stock for 30 trading days prior to
November 1, 2002, as authorized by the Board. The commitment for funding for the investment and the
conversion of the indebtedness is from the current Chairman of Covista's Board or his designee’s and is
subject to shareholder's approval at the next Annual Meeting, to be held on December 19, 2002.
Additionally, Covista has received a commitment from W. Thorpé McKenzie, a nominee for election as a
director, to purchase an additional 500,000 shares at $2.867 per share for a total of approximately
$1,434,000. Finally, the company is seeking a line of credit from a bank. If such line of credit were not
obtained, the Chairman of the Board has committed to loaning $2 million to the Company through at least
the second quarter of fiscal 2004.

Capital Expenditures

Capital expenditures for the nine-month period ended October 31, 2002 were approximately $3,196,207.
These expenditures were financed principally from the proceeds of a long term loan received from a
major shareholder. Planned spending for the balance of the fiscal year ending January 31, 2003, includes
approximately $100,000 for additional switches and equipment to be installed as part of Covista's network
expansion. These expenditures are planned to be financed primarily through vendor financing, sale and
leaseback transactions, and additional lines of credit, which Covista intends to negotiate with its current
lender or other sources. In addition, Cowsta may seek to sell privately, additional equity or debt securities.
However, there can be no assurance ‘that Covista shall be able to obtain such financing or, if available,
the terms thereof shall be favorable.
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Prepaid Network Capacity

On July 2, 2001, Covista received a loan from Henry G. Luken lll, its Chairman of the Board and principal
shareholder, in the amount of $4,000,000. This loan will be converted to equity upon shareholder
approval which approval is expected to be sought at Covista's Annual Shareholder meeting to be held
December 19, 2002. Covista currently has the necessary votes to approve the conversion. The proceeds
of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0 channel miles
of telecommunications network capacity from an unaffiliated-party. The unaffiliated party has filed for
Chapter 11 reorganization; however, as of the date of this report, is continuing.to perform under the
agreement, and, therefore, management does not believe that this asset is impaired. However,
management has been unable to determine if this carrier's bankruptcy will adversely affect the carrier's
ability to fulfill its’ obligation to Covista under the prepaid network capacity agreement.

As of October 31, 2002, Covista has used 63 million DS-0 channel miles of telecommunications network
capacity against the 2.8 billion DS-0 total prepaid network capacity, of which $400,000 has been
classified as a current asset and based on anticipated usage in the next 12 months. The remainder of the
prepaid capacity amount of approximately $ 3,200,000 is included in other assets.

Pl

' Accounts Recelvable and Credit Risk

Accounts receivable subject Covista to the potential for credlt fisk with customers in the retaxl and
wholesale segments. To reduce credit risk, Covista performs ongoing evaluations .of its customer's
financial condition and except in situations where the risk warrants it, Covista does not require collateral.
Accounts receivable of approximately $16,938,000, net of the reserve for uncollectible accounts totaling
approximately $6,833,000, represents approximately 33% of the total assets of Covista. No one customer
accounts for greater than eight percent of the total revenues and receivables. In the wholesale segment,
which contains Covista's largest customers, Covista has been able to ameliorate credit risk by using
reciprocal arrangements with the customers, which are also Covista's suppliers, to offset outstanding
receivables. Covista has historically maintained a better than three percent ratio of bad debts to revenues.
For .the nine-month period ended October 31, 2002, this ratio was 4%. Covista also measures net
accounts receivable turnover (as measured in days sales outstanding). For the periods ended October
31, 2002 and 2001 days sales outstanding were 59.3 days and 58.5 days respectively.
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Related Party Transactions

. Jay J. Miller, a Director of Covista, has provided various legal services for Covista in Fiscal 2003. In the third
quarter, Fiscal 2003, Covista accrued $13,960 to Mr. Miller for services rendered and accrued for in Fiscal
2003. As of October 31, 2002, Covista owed Mr. Miller $26,100.

Leon Genet, a Director of Covista, has provided agent services for Covista through his wholly-owned
Registrant, LPJ, Inc. During the third quarter, Fiscal 2003, LPJ, Inc. was paid commissions of $24,155. The
commissions paid to LPJ, Inc. were computed on the same.basis as other independent agents retained by
Covista.

Covista has entered into three lease agreements for office and switch space in Chattanooga, Tennessee,
with Henry G. Luken i, Chairman of the Board and a prmcnpal shareholder of Covista. Each lease
carries a term of five years. The leases provide for annual rent of $154,986 for fiscal year 2003;
$258,290 for fiscal year 2004; $293,336 for fiscal year 2005 and for both fiscal years of 2006 and 2007
the annual rent will be $300,000 and annually adjusted for the Consumer Price Index. For the third
quarter FY 2003 Covista has paid Henry G. Luken Il $21,600 for rent of office space.

As of October 31, 2002, Covista received loans from Henry G. Luken lll, its Chairman of the Board and
principal shareholder, in the amount of $7,000,000. These loans will be converted to equity upon
shareholder approval which approval is expected to be provided at Covista’s Annual Shareholder meeting
scheduled to be held December 19, 2002.

CRITlCAL ACCOUNTING POLICIES

Revenue Recognition

Covista's revenues, net of sales discoUnts,'are recognized in the period in which the service is provided,
based on the number of minutes of telecommunications traffic carried, and a rate per minute. Access and
other service fees charged to customers, typically monthly, are recognized in the period in which service
is provided.

1

Deferred Line Installation Costs

Deferred line installation costs are costs incurred by Covista for new facilities and costs incurred for
connections from within the Covista's network to the network of other telecommunication suppliers (such’
as Verizon, MFS and other carriers). Amortization of such line installation costs is provided using the
straight-line method over the contract life of the lines ranging from three to five years.

Long-Lived Assets

Covista accounts for the impairment of Iong-hved assets and for Iong-lwed assets to be disposed of by
evaluating the carrying value of its long-lived assets in relation to the operating performance and future
undiscounted cash flows of the underlying businesses annually and when indications of impairment are
present. Long-lived assets to be disposed of, if any, are evaluated in relation to the net realizable value.
If impairment is indicated, the amount of the impairment is typicaliy calculated using discounted expected
future cash flows. The discount rate applied to these cash flows is based on Covista's weighted average
cost of capital. If the carrying value of the asset exceeds the fair value of the asset, the difference will be
charged to the results of operations in the period in which the impairment occurred. Based on Covista's
analysis of future undiscounted cash flow, which-are in excess of the carrylng value of its long-lived
assets, there does not appear to be an |mpa|rment as of October 31, 2002.



On July 2, 2001, Covista received a loan from Henry G. Luken lll, its Chairman of the Board and principal
shareholder, in the amount of $4,000,000. This loan will be converted to equity upon shareholder
approval which approval is expected to be provided at Covista’s Annual Shareholder meeting planned to
be held December 19, 2002.

The proceeds of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0
channel miles of telecommunications network capacity from an unaffiliated party. The unaffiliated party
has filed for Chapter 11 reorganization; however, as of the date of this report, is continuing to perform
under the agreement, and therefore, management does not believe that this asset is impaired. However,
management has been unable to determine if this carrier's bankruptcy will impact the carrier’s ability to
fulfill its’ obligation to Covista under the prepaid network capacity agreement.

As of October 31,-2002, Covista has used 63 million DS-0 channel miles of telecommunications network
capacity against the 2.8 billion total prepaid network capacity, of which $400,000 has been classified as a
current asset and based on anticipated usage in the next 12 months. The remainder of the prepaid
capacity amount of approxlmately $ 3,200,000 in inciuded in other assets. .

Goodwill

i

Goodwill consists of the excess purchase price over the fair value of identifiable net assets of acquired
businesses. Goodwill added subsequent to January 1, 2002 is not being amortized in accordance with
SFAS142. The carrying value of goodwill is evaluated for impairment on an annual basis. Management
also reviews goodwill for impairment whenever events or changes in circumstances indicate that the
carrying amount of goodwill may be impaired. If it is determined that an impairment in value has
occurred, goodwill will be written down to the present value of the expected future operating cash flows to
be generated by the respective reporting unit. '

Vendor Disputes

In the normal course of business, Covista files disputes with its service providers. Covista’s accounting
policy is to record the invoiced amount to cost of sales, which may include disputed amounts. When the
dispute is resolved and the credit is received, the amount is credited to cost of sales. Open disputes
included in cost of sales for the nine-month period and the three-month penod ended October 31, 2002._

are approximately ! $3 116,000 and $3,007,000, respectively.

ntangible Assets

lntanglble assets are carried at cost, less accdmulatéd amortization, and are amortized on a double-
declining or straight-line basis over their expected lives based upon managements expectatlon regardmg
the timing of future realization.

Quantitative and Qualitative Disclosures about Market Risk

Market risk represents the risk of changes in value of a financial instrument, derivative or non-derivative,
caused by fluctuations in interest rates, foreign exchange rates and equity prices. As Covista holds no
significant marketable securities at October 31, 2001, the exposure to interest rate risk relating to
marketable securities no longer exists. Covista does not hold any derivatives related to its interest rate
exposure. Covista also maintains long-term debt at fixed rates. Due to the nature and amounts of
Covista's note payable, an immediate 10% change in interest rates would not

have a material effect in Covista's results of operations over the next fiscal year. Covista's exposure to
adverse changes in foreign exchange rates is also immaterial to the consolidated statements as a whole.
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

PART Ii - OTHER INFORMATION

ITEMS1-5 Not applicable
ITEM6  Exhibits and Reports on Form 8-K

No reports on Form B-K were filed in the period
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I, A. John Leach, Jr., certify that;

1) Ihave reviewed this quarterly report on Form 10-Q of Covista;

2)

3)

4

5)

6)

Date: December 16, 2002 By' /s/ A. John Leach, Jr.

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this quarterly
report;

Based on my knowledge, the financial statements, and other financial information included in quarterly
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of Covista as of, and for, the periods presented in this annual report;

Covista’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for Covista are have, :

a) designed such disclosure controls and procedures to ensure that material information
 relating to Covista, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness Covista’s disclosure controls and procedures as of a date with 90 days
prior to the filing date of this quarterly report (the “Evaluation Date™); and

c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

Covista’s other certifying officers and I have disclosed, based on our most recent evaluation, to Cov1sta’
auditors and the audit committee of Covista’s board of directors (or persons performing the equivalent
functions);

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect Covista's ability to record, process, summarize, and report financial data, and I have
identified for Covista’s auditors any material weaknesses in internal controls; and

b) . any fraud, whether or not materiél, that involves management or other employees who have a
significant role in Covista’s internal controls; and

Covista’s other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to
the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses. ‘

A. John Leach, Jr.
Pre§1dent and Chief
Executive Officer
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I, Thomas P. Gunning., certify that;

1
2)

3)

4

5)

Al

I have reviewed this quarterly report on Form 10-Q of Covista;

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under

_ which such statements were made, not misleading with respect to the period covered by this quarterly

report;
Based on my knowledge, the financial statements, and other financial information included in quarterly

- anpual report, fairly present in all material respects the financial condition, results of operations and cash

flows of Covista as of, and for, the periods presented in this annual report;

Covista’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for Covista are have;

a) designed such disclosure controls and procedures to ensure that material ' information
~ relating to Covista, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the eﬁ'ectiileness Cevista’s disclosure controls and procedures as of a date with 90 days
prior to the filing date of this quarterly report (the “Evaluaﬁon Date”); :

c) presented in this quarterly report our conclusions about the effecuveness of the disclosure controls -
and procedures based on our evaluation as of the Evaluation Date;

Covista’s other certifying officers and I have disclosed, based on our most recent evaluation, to Covista’s
auditors and the audit committee of Covista’s board of directors (or persons performing the eqmvalent
functions); :

a) all signiﬁcant deficiencies in the design or operation of internal controls which could adversely
affect Covista’s ability to record, process, summarize, and report financial data, and I have -
identified for Covista’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in Covxsta s internal controls; and

Covista's other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to
the date of our most recent evaluation, including any corrective actions w1th regard to significant.
deficiencies and material weaknesses.

_ Date: December 16, 2002 By: /s/_Thomas P. Gunning

Thomas P. Gunning, ‘
Vicé President, Chief Financial
Officer and Principal Accounting
Officer
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Cov1sta Communications, Inc. on Form 10-Q for the period ending
October 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, A.
John Leach, Jr., President and CEO of Covista Communications, Inc., certify, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Secuon 906 of the Sarbanes-Oxley Act of 2002 that;

1) The report fuily comphes with the reqmrements of section 13 (a) or 15 (d) of the Securities Exchange Act
‘of 1934; and .

2) The mformatlon contamed in the Report fairly presents, in all material respects, the financial condmon and
result of operations of Covista Communications, Inc. '

Date: December 16, 2002 By: /s/ A. John Leach, Jr.
A. John Leach, Jr.

President and Chief
Executive Officer



CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Covista Communications, Inc. on Form 10-Q for the period ending -
October 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I,
Thomas P. Gunning, CFO of Covista Communications, Inc., certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that;

3) The report fully complies with the requirements of sectlon 13 (a) or 15 (d) of the Securities Exchange Act
of 1934; and ’

4) The information contained in the Report fairly presents, in all material respects the financial condition and
result of operations of Covista Communications, Inc.

Date: December 16, 2002 By: /s/ Thomas P. Gunning
. ‘ Thomas P. Gunning,
Vice President, Chief Financial
Officer and Principal Accounting
-Officer



SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, Covista has duly caused this report to be
signed on its behalf by the undersigned theneunto duly authorized.

COVISTA COMMUNICATIONS, INC.

(Registrant)
}
Date:_December 16, 2002 L By: _/s/ A. John Leach
A. John Leach
"President and Chief Executive Officer
Dafe: December 16, 2002 v By: /s/ Thomas P. Gunning

Thomas P. Gunning, .
Vice President, Chief Financial Officer
and Principal Accounting Officer
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Exhibit 5: Affidavit of A. John Leach



PUBLIC SERVICE COMMISSION
STATE OF NORTH DAKOTA

In the matter of the Application of
Covista, Inc.

for a Certificate of

Public Convenience and Necessity to
provide Telecommunications Services

Docket No.

AFFIDAVIT OF A. JOHN LEACH

INTRbDUCTION

My name is A. John Leach. My business address is 721 Broad Street, 2nd Floor,
Chattanooga, Tennessee 37402. I am the Presideﬂt and CEO of Covista, Inc. (“Covista”). Iam
responsible the overall operations of the company.

The purpose of my affidavit is‘to demonstréte the fitness of the applicant Covista to operate
as a facilities-based/UNE-P CLEC in the areas of North Dakota currently served by Qwest
Communications, Inc. (“Qwest”). As described in Covista’s Application, Covista’s proposes to
provide a range of facilities-based, basic and high capacity local exchange services, iﬁcluding but
not limited to: basic local dial tone, calling features such as call waiting, data services, switched
and dedicated trunks, digital subscriber line, and exchange access services. Covista may also offer
local services by utilizing the switching and transport capacify of other existing
telecommunications providers pursuant to negotiated or tariffed arrangements.

- Although the company initially intends to provide resold services and services utilizing the
UNE-P platform using existing LEC facilities, Covista may in the future install equipment for the
provision of local exchange services, although it has no current plans to do so. If Covista installs |

facilities in North Dakota, it will probably use the following or a similar configuration of



équipment: Covista will provide voice and high speed data services through a combination of the
latest technology switching and transport media comprised of the Lucent Technology 5 ESS
Generic 13 switch module, ADSL/SDSL transport and Internet service equipmenfc é.nd the latest
Optical multiplexer DAC's configurations. The switching system consists of a central processing
and control complex capable of interconnection as a peer to the incumbent as well as competitive
local exchange companies. The hub portion of the switch will interconnect with the public
switched network on Signaling System 7 ("SS7") or Feature Group D ("FGD"‘) facilities. The
system's remote rﬁodule capability will allow properties to be served in a manner that. provides the
exchange of appropriate signaling, control and calling/caller information to the network'in
accordance with network standards and specifications. Additionally, these services will be
delivered over a combination of delivery mechanisms through incumbent local carriers' unbundled
loop network, both copper and fiber and transport networks, as well as via Covista constructed
facilities. Covista will be engégéd in interconnéction negotiations with Qwest in the future, and

will obtain Commission approval of any agreement negotiated.




DESCRIPTION AND QUALIFICATIONS OF COVISTA

Covista is a Corporation organized under the laws of the State of New J ersey. Covista is
qualified to conduct business within the State of North Dékota as a foreign business entity.
Applicant does not currently provide local service, hbwever it inte;lds to initiate local service in
selected markets in the next 90 days . Applicant is currently providing long distance services
throughout the United States. Upon initiation of service in Nolrth Dakota, Covista, Inc., (Coﬁista)
proposes to offer resold local exchange services and local services utilizing the UNE-P platform.
Applicant is currently seeking authorization to provide competitive local exchange in the 48
contiguous states and Hawaii. Applicanf is currently authorized to provide local exchange
services in California, Colorado, Connecticut, Delaware, Florida, Illinois, Minnesota;, Néw York,
New Jersey, North Car\ol'ma, Ohio, Oregon, Pennsylvania, Texas, Virginia, Washington D.C. and
Washington: Applicant has not been denied authority for any of the services for which it seeks

authority in this Application. Covista is well qualified, managerially, technically and financially to

provide the competitive local exchange services for which authority is requested in its Application.



The senior management of Covista has great depth in the telecommunications
industry and offer extensive telecommunications business technical and managerial expertise.
Biographical information on key members of Covista’s maﬁagement team is attached to the
application as Exhibit 6. Detailed information on the company is also prbvided in Exhibit 4 to our
Application.

Covista has sufficient financial capability to provide the requested
telecommunicaﬁons services in North Dakota and the financial capability to maintain those
services. Applicant’s proposed competitive local exchange service is economically feasible and in

the public interest.



Covista’s management team will adhere to a strict and high standard of service policies and
procedures which will ensure coﬁtinued quality service. As a new en1_;rant in the North Dakota
telecomrhunications market, Covista will be able to win over a keep customers only through
consistent appliéation of those policies and procedures. Additionally, Covista will maintain a |
customer service department. Customer service representatives will be trained in all areas of
customer complaints and services and will be held to the highest standards of accountability and
ethicé. Customers will be able to reach Covista customer service via a local or toll-free number 24
hours a day, seven days a week.

PUBLIC CONVENIENCE AND NECESSITY

A decision by fl}e Commission to grant Covista authority to provide competitive local
exchange telecommunications services is in the public interest. Covista is well qualified to operate
as such a service provider in North Dakota. Consumers of telecommunications services‘ in Nort/h
Dakdta will réceive the benefits of downward pressure on prices, increased choice, improved
quality of service and customer responsiveness, innovative service offerings, and access to
increasingly advanced telecommunicétions technology. The market ince;ntives for new and
existing providers of telecommunications services will be improved through an increase in the
diversity of suppliers and competition within the local e);change telecommunications market.
Granting Covista’s Application would enhance this development of competition in the local
exchaﬁge market and provide tﬁe consumers of North Dakota with all of the benefits described
above.

The grant of Covista’s application will ;;reserve and advance universal service, safeguard

the rights of consumers, protect the public health, safety and welfare, and promote the public



The grant of Covista’s application will preserve and advance universal service, safeguard
the rights of consumers, protect the public health, safety and welfare, and promote the public
interest. Covista is an alternative, competitive carrier which intends to provide
telecommunications services targeted toward small and medium size businesses. Covista will
thus give these customers in North Dakota a real choice for their telecommunications needs.

CONCLUSION

Covista’s Application and my Affidavit in support thereof demonstrate that Covista

possesses all the requisite qualifications to be a competitive local exchange service provider in

North Dakota, and that the grant of this request is in the public interest.

Covista, Inc.

\
A. J6hn Leac

Its: President

ND facilities-based App



VERIFICATION

State of Tennessee

County of Hamilton

Case No. PU-

I. A. John Leach, do on oath depose and state that the facts contained in the foregoing
statement are true and correct to the best of my knowledge and belief.

- A.Jé’ohn§§ —;_

Its: President
Subscribed and sworn to me

this? [8lay ofhz QALRN) 2003

.

WL&L@?;&AZW

Notary Public

ey

ND facilities-based App



Exhibit 6: - Biographical Information



" Ammy for over 35 years and retired in 1991 with the permanent rank of Lieutenant General. )

© Henry G. Luken, lll was elected a Director of Covista In February, 1999, and Chalmnan of the Board In
February, 2001. Currently, he is President of Mont Lake Properties, Inc., a real estate development fim;a director

'+ of Equity Broadcasting Corp., a TV networig a director of ACNTV, a home shopping company salling through TV;
- Managing Agent of Henry IV LLC, an alrcraft sales company. A co-founder of Telco Communications Group inc.,

he served as Chief Executive Officer and Treasurer from July, 1993-to April, 1998, and Chaimman from July, 1993
to October, 1997, Mr. Luken has also served as Chairman of Tel-Labs, Inc., a telecommunications billing firm -
("Tel-Labs) since 1991, and as Chairman of Telco Development Group, Inc., a computer systems firm owned by
Mr. Luken, since 1987, both of which entities he founded. - .

Walt Anderson was slected a Director of Covista in February, 1999, and as Chairman of the Board in
November, 1999..Hs stepped down as Cliairman In February, 2001. He has been Manager of Ravision LLC from
June 1988 to the present; President and Chairman of Entree Intemational Lid. (Financlal Consulting Services) from
July, 1997 to the present; Chairman of Capsule Communications, Inc, as of April 2001, Chalrman of Teleport UK

- Lid. (Satellite Communications) from May, 1996 to the present; Chairman of Espirit Telecom Group pic. (Telecom

Services) from October, 1992 to November, 1998 and President and Chairman, Mid Atlantic Telecom (Telecom
Services), from May, 1984 to December, 1993. Mr. Anderson’ls also a director of American Technology. Labs

(Network Equipment) and Aquarius Holdings Ltd. (Water Transport Systems),

* Leon Genet has served as a Director since October, 1998, For more than the past five years, he has been a
partner in Genet Realty, a commercial and industrial real estate brokerage firm. He serves as a member of the National
Commerce and Industry Board for the State of Israel-Bonds Organization and is a shareholder, director and officer of
LPJ Communications, Iric., which has samed commissions from Covista on the same basis as ather Independent sales
representatives. See “Certain Relationships and Related Transactions”; S - :

A. John Leach, Jr. was appointed President and Chief Executive Officer and a Director of Covista on May
18,2000. He had been Senior Vice President of Sales at BTl Telecomm, inc., from December, 1999 to May, 2000; -

-Senior Vice President of Telegiobe, Inc. from June, 1996 to December, 1999, where he assumed responshbility for US

and Canadlan commercial sales markats. He was promated to this position from Senior Vice President of Wholesale
and Agent Markets, Telco Communications (a subsidiary of Teleglabe, Inc.) June, 1998 to February, 1999. Priorto .

that, Mr. Leiach was Vice President of Agent Services at BT! Telecomm, from December, 1989 to June, 1996, Regional -
Sales Manager of Mobilecomm (a Bell South Company) where he started In sales and. rose to a.Regional Sales
Manager position May, 1985 to December, 1989. : - . -

. Jay-J. Miller, Esg. has served as a Director since 1983. He has been a practicing attomey for more than 35
years In New York. He Is Chairman of the Board of AmTrust Pacific Lid., a New Zealand real estate:company. He is
also a director of Technology Insurance Company, Inc., a provider of various Insurance products to the technology
industry, and certalni. of its affilates. Mr. Miller has' performed legal services on behalf of Covista. See “Certain
Relationships and Related Transactions.” : ' : o

Thomas P. Gunning was appointed Vice President, Secretary / Treasurer of Covista in May 1999. He was -
appointed Chief Financial Officer in September, 1994 and served In that capacity until May 0f 1999. He was again
appointed Chief Financial Officer in May of. 2000. He was appointed Secretary of Covista in January of 1995, He
has served as Controller of Covista since September, 1992. He Is a Certifled Public Accountant licensed by the
States of New York and New Jersey. From 1989 until joining Covista, Mr, Gunning was the Senior Audit Manager
at Rosenberg Salsman & Company, a certified public accounting firm.- From 1978 to 1989, he was Chief Financlal
Officer of Fiyfaire, Incorporated, a travel wholesale operator. Prior to such time, Mr. Gunning held various positions
In both public and private accounting firms. - .

" Donald Jones recently retired from his position as Senior Vice President for Chapter Services ofthe - -

" American Red Cross, for which he worked since 1991. Prior to joining the Red Cross, Mr. Jones was Deputy

Assistant Secretary of Defense for Military Manpower and Personnel Policy. Mr. Jones served in the United States

”

Nicholas Merrick currently serves as President of Mt Vernon Investments, LLC, an investment company,

 which he has served as President since January 2002. Mr. Merrick served as Senior Vice President and Chief

Financial Officer of Telergy, Inc., a high-speed fiber optic communications network company, from May, 2000 to
July, 2001. Telergy filed for reorganization under-the bankruptcy laws in October 2001 and-is currently in the
process of liquidation. Prior to joining Telergy, Mr. Merrick was Chisf Executive Officer of Up2 Technologles, Inc.
and Executive.Vice President of Excel Communications, each of which Is a subsidiary of Teleglobe, Inc. (global’
communications, e-business services), from 1988 until 2000. From 1996 to 1997, he was Vice President and Chief
Financlal Officer of Telco Communications Group, Inc., and from 1985 to 1996, he was Vice President of Corporate

Financa at the Robinson-Humphrey Company, Inc. and Managing Director of R-H Capital Partners: S

Kevin A. Alward was abpoinfed Chief Operating Officer of Covista on March 29, 2001 and was elected a
director of Covista on July 17, 2001. He had previously served TotalTel USA as President and Chief Operating
Officer from 1994 to 1998, when he left the company to become President of North America for Destia .
Communications, Inc. (formerly known as Econophone, Inc.) and its successor bymerger, Viatel, Inc. In April 2000,

he co-founded Blink Data Cormp., a telecommunications and data services provider headquartered in northern New
larears wihara ha une Drasidant and Mhiat Evamitiua Officar until his retum ta Covista. .
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