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A LIMITED LIABILITY PARTNERSHIP
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NEW YORK, NY 8000 TOWERS CRESCENT DRIVE

FACSIMILE

WASHINGTON, DC SUITE 1200 (703) 918-2450

CHICAGO, IL www.kelleydrye.com
VIENNA, VIRGINIA 22182 Yy

STAMFORD, CT

PARSIPPANY, NJ (703) 918-2300

BRUSSELS, BELGIUM

AFFILIATE OFFICES
JAKARTA, INDONESIA
MUMBAI, INDIA

RECEIVED

October 29, 2004
, vy 02 2008

Ms. Pam Bonrud, Executive Director SOUTH DAKOTA PU%&ZQQ

South Dakota Public Utilities Commission =g COMMISSION
. UTILITIES

Capitol Building, 1st floor

500 East Capitol Avenue

Pierre, SD 57501-5070

Re: Joint Application of GE Business Productivity Solutions, Inc. And Business Productivity
Solutions, Inc. For Expedited Approval of (i) the Transfer of GE Business Productivity Solutions,
Inc.’s Operating Authority in South Dakota to Business Productivity Solutions, Inc.; and (ii) the
Discontinuance of Service of GE Business Productivity Solutions, Inc. in South Dakota
Incorporating Notification of a Transfer of Assets, Including the Customer Base, of GE Business
Productivity Solutions, Inc. to Business Productivity Solutions, Inc.

Dear Ms. Bonrud,

Enclosed on behalf of GE Business Productivity Solutions, Inc. (“GEBPS”) and Business
Productivity Solutions, Inc. (“BPS™), for filing with the Commission, please find and original, duplicate
and ten copies of the above-captioned application for approval to transfer the telecommunications
authority of GEBPS to BPS and notifying the Commission regarding an asset purchase transaction as
described in the filing. A check in the amount of $250, to cover the application filing fee, is appended.
The completion of the asset transfer requires that BPS hold operating authority in South Dakota in order
to serve current GEBPS customers following the transaction and consequently, the Parties respectfully
request expedited review of this submission so that approval and such additional relief as is deemed

appropriate by the Commission may be granted on or before December 31, 2004, the target date for
consummation of the transaction.

Please date-stamp the enclosed duplicate of this filing and return in the pre-addressed envelope
provided. If there are any questions regarding this submission, please contact me at (703) 918-2315 or
via email at wbrantl@kelleydrye.com. Thank you in advance for your assistance with this filing.

Sincerely,
it Lo
Winafred Brantl

Counsel for GE Business Productivity Solutions,
Inc. And Business Productivity Solutions, Inc.
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KELLEY DRYE & WARREN LLP 81562
1200 19TH STREET, N.W.
WASHINGTON, DC 20036
16-122/540

BRANGH 00480
DATE _October 22, 2004

PAY
TO THE
¥ ORDER OF South Dak_ota Public Utilities Commission | $ E 250.00
H Two Hundred Fifty And No/100 : DOLLARS g g
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First Unlon Natlonal Bank
N“’ firstunion.com
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DETACH AND RETAIN THIS STATEMENT
THE ATFACHED CHECK 15 IN PAYMENT OF (TEMS DESCRIBED BELOW, [F NOT CORRECT PLEASE NOTIFY US FROMPTLY. NO RECEIPT DESIRED.

KELLEY DRYE & WARREN LLP

DATE DESCRIPTION ) AMOUNT

10/22/04 Charge 012575.0001 for Filing Fee for GE BPS Certification
Transfer to BPS. $250.00
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STATE OF SOUTH DAKOTA
PusLIC UTILITIES COMMISSION

Joint Application of
GE BUSINESS PRODUCTIVITY SOLUTIONS, INC.
and

BUSINESS PRODUCTIVITY SOLUTIONS, INC.

For Expedited Approval of (i) the Transfer

of GE Business Productivity Solutions, Inc.’s
Operating Authority in South Dakota to

Business Productivity Solutions, Inc.; and

(i1) the Discontinuance of Service of GE Business
Productivity Solutions, Inc. in South Dakota

Incorporating Notification of a Transfer of
Assets, Including the Customer Base, of
GE Business Productivity Solutions, Inc. to
Business Productivity Solutions, Inc.
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Case/Docket No.

APPLICATION AND REQUEST FOR EXPEDITED TREATMENT

GE Business Productivity Solutions, Inc. (“GEBPS”) and Business Productivity

Solutions, Inc. (“BPS”) (together, “Applicants”), through their undersigned counsel and pursuant

to applicable regulations, respectfully notify the South Dakota Public Utilities Commission

(“Commission”) of an impending transaction involving the transfer of substantially all of the

assets of GEBPS, including the GEBPS customer base, to BPS without interruption of service.

Pursuant to the terms of an Asset Purchase Agreement (“Agreement’) dated October 13, 2004, as



described in more detail below, BPS’s ultimate parent company, Eschelon Telecom, Inc.
(“ETT), will acquire substantially all of the assets of GEBPS, including the GEBPS customer
base and, where possible, state telecommunications authorizations (including GEBPS’s
authorization in South Dakota) and immediately transfer these assets to BPS (the “Transaction”).
BPS currently is not authorized to provide telecommunications services in South Dakota and,
consequently, Applicants request that the Commission approve the transfer of the
telecommunications authorizations of GEBPS in South Dakota to BPS so that BPS can
provide service to the existing customers of GEBPS. Should the Commission not permit the
transfer of these authorizations, the Applicants request that the Commission grant BPS new
authority to provide long distance services so that BPS can provide service to the existing
customers of GEBPS. In either case, the existing tariff of GEBPS will be re-filed for (or adopted
by) BPS so that customers will continue to receive their same services at the same rates, terms
and conditions.

After consummation of the Transaction, including the transfer of all of the GEBPS
customers to BPS, GEBPS will no longer offer telecommunications services in South Dakota,
and, therefore, GEBPS requests authority to discontinue the provision of telecommunications
services effective as of the date of the customer transfer. The proposed Transaction is not
expected to result in any loss or impairment of service to any of the customers of GEBPS.
Customers will continue to receive their existing services at the same rates, terms and conditions
and any future changes in the rates, terms and conditions of service will be made consistent with
Commission requirements. The only change will be in the customers’ service provider.

The Applicants respectfully request expedited treatment and consideration of this

Application so that the Applicants’ business plans can be implemented, which business plans



include consummation of the Transaction on or about December 31, 2004." Thus, Applicants

respectfully request that the Commission grant all relief sought herein on or before December 31

2004.

In support of this Application, Applicants respectfully provide the following information:

I. APPLICANTS

A. GE Business Productivity Solutions, Inc.

GEBPS, a Georgia corporation, is a direct, wholly owned subsidiary of General Electric
Capital Corporation, which is a direct, wholly owned subsidiary of General Electric Capital
Services, Inc., which is a direct, wholly owned subsidiary of the ultimate parent corporation,
General Electric Company (“GE”), a New York corporation headquartered at 3135 Easton
Turnpike, Fairfield, Connecticut 06431. GE is a widely held public corporation, and one of the
largest and most diversified industrial corporations in the world. GEBPS is authorized to
provide resold long distance telecommunications services virtually nationwide, including in
South Dakota.” GEBPS also holds Section 214 authorizations from the Federal Communications
Commission to provide domestic and international resold switched services. After
consummation of the Transaction, all of GEBPS’s customers will have been transferred to BPS.
In addition, GEBPS will cease providing telecommunications services and will no longer require

its authorizations to provide telecommunications services in South Dakota.

In order to ensure that the GEBPS customers continue to receive high quality services
pending closing, Eschelon (as that term is defined hereinafter) or one of its subsidiaries
may, should it be necessary and under certain conditions, provide certain management
and related services to GEBPS on an interim basis until all required regulatory approvals
and consents are received. BPS would provide any such services on behalf of GEBPS
and subject to GEBPS’ direction and control in a manner consistent with the certificates
and tariffs of GEBPS, and applicable law and regulations.

GEBPS was authorized in Docket No. TC01-048 on 7/12/01.



GE also has two other subsidiary telecommunications carriers, Advanced TelCom, Inc.
(“ATTI”) and Shared Communications Services, Inc. (“SCS”). The customers and authorizations
of ATI and SCS are not the subject of the instant Application; moreover, ATI and SCS do not
operate in South Dakota at this time.”

B. Business Productivity Solutions, Inc.

BPS, a newly formed Minnesota corporation incorporated on October 7, 2004, is located
at 730 2™ Avenue South, Suite 900, Minneapolis, Minnesota 55402, (612) 376-4400 (telephone),
(612) 436-6816 (facsimile). BPS is a direct, wholly owned subsidiary of Eschelon Operating
Company (“OPCO”), a Minnesota corporation, which in turn is a direct, wholly owned
subsidiary of ETI, a Delaware corporation, the ultimate parent corporation. OPCO has several
direct, wholly owned subsidiaries that offer telecommunications services in various states.* ETI
and its subsidiaries, collectively “Eschelon”, all headquartered at the above address, provide
voice, data, Internet services and business telephone systems to over 38,000 customers and have
over 225,000 access lines’ in service. Eschelon provides local and long distance facilities-based
service in 12 markets in 7 states.

As noted above, BPS is applying for transfer of GEBPS’s telecommunications
authorizations in South Dakota (or to be granted equivalent authority) so that it can acquire the

existing customers of GEBPS. As one of the fastest growing telecommunications companies in

Simultaneously with the signing of the Agreement, the parent company of ATI and SCS,
Advanced TelCom Group, Inc. (“ATGI”), and ETI signed a Stock Purchase Agreement
whereby ETI will acquire all of the issued and outstanding shares of common stock of
ATI, and thereby, SCS.

Eschelon Telecom of Minnesota, Inc., Eschelon Telecom of Washington, Inc., Eschelon
Telecom of Colorado, Inc., Eschelon Telecom of Nevada, Inc., Eschelon Telecom of
Arizona, Inc., Eschelon Telecom of Utah, Inc. and Eschelon Telecom of Oregon, Inc.

Eschelon defines “access lines” as 64kbps channels. Consequently, for example, a T-1
line will be counted as multiple access lines depending upon the number of 64kbps
channels established on the circuit.



the nation, currently providing service in 7 states, Eschelon has the financial, managerial and
technical qualifications needed to provide quality telecommunications services to customers in
South Dakota, as described further below. BPS’s Articles of Incorporation are appended hereto
as Exhibit A. BPS currently is in the process of becoming authorized to transact business in
South Dakota as a foreign corporation and will late-file the appropriate documentation from the

South Dakota Secretary of State immediately upon receipt.

An organizational chart showing the corporate structure of Eschelon upon completion of

the Transaction is appended hereto as Exhibit B.

II. DESIGNATED CONTACTS

The designated contact for this Application is:

Winafred Brantl

KELLEY DRYE & WARREN LLP

8000 Towers Crescent Drive, Suite 1200 -
Vienna, VA 22182

(703) 918-2315 (telephone)

(703) 918-2450 (facsimile)
whbrantl@kelleydrye.com

with copies to:

Victor A. Allums

Meredith H. Gifford

GE BUSINESS PRODUCTIVITY SOLUTIONS, INC.
3225 Cumberland Boulevard, Suite 920
Atlanta, Georgia 30339

(770) 541-5781 (Victor Allums telephone)
(770) 541-5782 (Meredith Gifford telephone)
(770) 541-5703 (facsimile)



and to:

J. Jeffery Oxley

ESCHELON TELECOM, INC.

730 2" Avenue, South, Suite 900
Minneapolis, MN 55402

(612) 436-6692 (telephone)
(612) 436-6792 (facsimile)

III. THE TRANSACTION AND TRANSFER OF CUSTOMERS

Oﬁ October 13, 2004, GEBPS and ETI signed the Agreement providing for ETI’s
acquisition of substantially all of the assets of GEBPS, including the GEBPS customers, which
are to be transferred immediately to BPS. The proposed transfer of customers from GEBPS to
BPS will have no adverse impact on customers. Following completion of the Transaction, BPS
will provide resold interexchange telecommunications services (and in certain jurisdictions, local
exchange services) to the former customers of GEBPS. The GEBPS customers will continue to
receive their existing services at the same rates, terms and conditions that they have prior to the
transfer and any future changes in the rates, terms and conditions of service will be made
consistent with Commission requirements. To ensure a seamless transition and avoid customer
confusion or inconvenience, Applicants are providing advance written notice to the affected
customers at least thirty (30) days prior to the transfer, explaining the change in service provider
in accordance with applicable Federal Communications Commission and state requirements for
changing a customer’s presubscribed carrier. A copy of the notification letter that is being sent

to the affected customers is appended as Exhibit C.



IV. QUALIFICATIONS OF BPS

The Applicants respectfully request that the Commission approve the transfer of
GEBPS’s existing telecommunications authorizations in South Dakota to BPS. As noted above,
‘GEBPS is authorized to provide resold interexchange pursuant to the authorizations granted by
the Commission on July 12, 2001 in Docket No. TC01-048. As BPS is not currently certified in
this state, the transfer of GEBPS’s authority to BPS is necessary to enable BPS to begin
providing service to GEBPS’s existing customers as part of the Transaction. Should the
Commission deem it inappropriate to transfer these authorizations, the Applicants request that
the Commission grant BPS authority to provide the same types of services as GEBPS is
authorized to provide at present throughout the entire state of South Dakota. BPS has no plans to
construct outside plant or loop distribution facilities or any other facilities at this time; BPS
offers only resold services. As noted above, a copy of BPS’s Articles of Incorporation 1s
appended and its qualification to transact business in South Dakota as a foreign corporation will
be late-filed as soon as possible.

As demonstrated below, BPS has the requisite financial, managerial, and technical
competence to provide telecommunications service in South Dakota and grant of the proposed

transfer of GEBPS’s operating authority is in the public interest.

A. Financial Qualification

BPS is financially qualified to provide telecommunications services in South Dakota.
With the financial backing of ETT, its ultimate parent company, BPS has access to the financing
and capital necessary to conduct its telecommunications operations and to fulfill any obligations

it may undertake with respect to the operation and maintenance of its services. Submitted as



Exhibit D is ETI’s SEC Form 10-Q for the quarterly period ended June 30, 2004, which includes
consolidated balance sheets for December 31, 2003 and June 30, 2004, consolidated statements
of operations for the three months and six months ended June 30, 2004, consolidated statements
of cash flows for the six months ended June 30, 2003 and 2004, and notes to the consolidated
statements. ETI is a privately-held company, but because of a recent bond issue, ET1 is a public
reporting company with filing obligations with the SEC. As noted in the 10-Q, ETI has
increased its annual revenue from $41.7 million for the year ended December 31, 1999 to $141.1
million for the year ended December 31, 2003, and increased gross profits from $14.8 million to
$80.3 million over the same period. ETI has been cash-flow positive three out of four quarters
since September 2003 and is EBITDA positive in all of its markets. Clearly, ETI is financially

qualified to provide quality telecommunications services to customers in South Dakota.

B. Managerial and Technical Qualification

BPS has the requisite technical and managerial qualifications to provide
telecommunications services in South Dakota. As noted above, Eschelon already is authorized
to provide telecommunications services in 7 states, provides voice, data, Internet services and
business telephone systems to over 38,000 customers and has over 225,000 access lines in
service. Eschelon has successfully provided a host of local and long distance
telecommunications services over the past several years. Eschelon operates a reliable and
diverse voice and data network using proven technology by leading manufacturers which
includes: transport diversity to ensure the highest level of network reliability; local and
centralized technical resources; and 24 by 7 network monitoring. Both sales and service

personnel are trained professionals. For customer inquiries, the toll-free customer service



number will be 1-800-285-6100 after consummation of the Transaction. Eschelon has an
experienced management team with more than 100 years of combined telecommunications
experience. As the resumes appended hereto as Exhibit E show, Eschelon’s management team
possesses significant experience in successfully running a telecommunications business.
Collectively, members of Eschelon’s management team have designed, managed, and/or
operated advanced telecommunications facilities throughout the United States. These already

formidable capabilities will be augmented by the facilities and personnel obtained in the

Transaction.

V. ADOPTION OF GEBPS’S EXISTING TARIFF

In connection with the transfer of GEBPS’s authorizations to BPS, the Applicants also
request that BPS be allowed to adopt GEBPS’s existing tariff, subject only to a minor name
change to reflect the new name of the issuing carrier, BPS. None of the rates, terms, and
conditions in GEBPS’s existing tariff will change at this time. The Applicants respectfully
request that the tariff be allowed to take effect at the time of the customer transfer to BPS, to
avoid any gap in service to customers. Should the Commission not deem the transfer of the the
GEBPS authorizations appropriate, the Applicants nevertheless request approval to adopt the
GEBPS tariffs. In the alternative, BPS will submit the existing GEBPS tariff under its own name
as its initial tariff. This way, existing GEBPS customers will continue to receive the same

services at the same rates, terms and conditions as at present.



V1. DISCONTINUANCE OF SERVICE OF GEBPS

As noted previously, upon completion of the Transaction, GEBPS will no longer be
offering telecommunications services in South Dakota and GEBPS, therefore, requests that the
Commission grant it authority to discontinue service upon the transfer of its customers to BPS.
In addition, GEBPS respectfully requests that it be permitted to voluntarily withdraw any
telecommunications authorizations and/or tariff(s) which may remain in effect following the
grant of authority to BPS, effective upon the transfer of customers to BPS.

The Applicants are complying with the Commission’s regulations relating to the transfer
of a customer base and, as noted above, will prqvide notice of the transfer of service to the
affected GEBPS customers at least 30 days prior to the transfer. A copy of the notification letter
is appended as Exhibit C.

VII. PUBLIC INTEREST CONSIDERATIONS AND
REQUEST FOR EXPEDITED PROCESSING

The Applicants submit that the transfer of the GEBPS autﬁorizations is in the public
interest as an integral component of the overall Transaction. It is expected that the Transaction
will increase competition in the South Dakota télecommunications market by strengthening
Eschelon’s position as an effective and multifaceted telecommunications carrier. As noted
above, the Transaction is part of a larger transaction whereby ETI, BPS’s ultimate parent
company, will acquire ownership and control of two GEBPS affiliates, ATI and SCS. ETI’s
acquisition of these operating subsidiaries of GE, including the customer base of GEBPS, will
allow Eschelon to combine its financial, technical and market resources and expertise with that
of ATI, SCS and GEBPS, thereby enhancing its ability to provide reliable, competitively priced

services to customers in South Dakota. The public interest benefits applicable to ETI’s

10



acquisition of ATI and SCS, GEBPS’s affiliates, will benefit the existing GEBPS customers as
they will be joining a stronger Esbhelon family of companies, all of which are focused
exclusively on telecommunications services.

The Applicants emphasize that, following the transfer, former GEBPS customers will
continue to receive services from an experienced and qualified carrier, which services will be
consistent with the quality of services currently provided by GEBPS. GEBPS provides Centrex-
based service to its business customers and Eschelon has many years of experience supporting
Centrex. GEBPS resells long distance services to its residential and business customers and
Eschelon has extensive experience with long distance resale. The companies anticipate that
customers will experience a seamless transition of service provider. Further, these customers
will be sufficiently notified of the Transaction and their associated rights and choices. Hence,
the public interest will be served by BPS’s provision of services to the transferred GEBPS
customers.

In sum, grant of this Application will serve the public interest by enabling the Applicants
to complete their proposed Transaction, furthering competition in the South Dakota
telecommunications market, as a result of the strengthened competitive position of Eschelon.
Applicants desire to complete the proposed transaction by Decémber 31, 2004. To that end,
Applicants respectfully request that the Commission expedite the review of this Application so

that approval may be obtained as soon as possible.

11



VIII. CONCLUSION

The Applicants respectfully request that the Commission grant approval for either the

transfer of GEBPS’s authorizations or the grant of new authority to BPS and approve the

adoption of GEBPS’s tariff by BPS effective as of December 31, 2004. Finally Applicants

respectfully request that the Commission approve GEBPS’s request to abandon service and,

insofar as necessary, to voluntarily withdraw its remaining authorizations and tariff once its

customers have been fully transferred to BPS. Applicants respectfully request that the

Commission grant all relief requested herein, and any additional relief the Commission

determines is appropriate, on or before December 31, 2004.

Dated: October 29, 2004

12

Respectfully submitted,

M fm%m

Brad E. Mutschelknaus

KELLEY DRYE & WARREN LLP
1200 19" Street, N.W., Fifth Floor
Washington, D.C. 20036

Winafred Brantl

KELLEY DRYE & WARREN LLP

8000 Towers Crescent Drive, Suite 1200
Vienna, VA 22182

(703) 918-2315

(703) 918-2450 (facsimile)

Counsel for GE Business Productivity
Solutions, Inc. and Business Productivity
Solutions, Inc.



VERIFICATION

I, David M. O’Neill, am President of GE Business Productivity Solutions, Inc. and am
authorized to represent it and to make this verification on its behalf. The statements in the
foregoing document relating to this company, except as otherwise specifically attributed, are true
and correct to the best of my knowledge and belief.

I declare under penalty of perjury that the foregoing is true and correct.

Subscribed and sworn to before me this /4~ day of
October 2004.

Ch AL /g Yy

Notary Public

My Commission expires: / — 7”2&%

DCO01/CONWM/227320.1



VERIFICATION

I, Jeffery Oxley, am Executive Vice President of Law and Policy of Eschelon Telecom,
Inc. and am authorized to represent it and its subsidiaries, including Business Productivity
Solutions, Inc., and to make this verification on their behalf. The statements in the foregoing
document relating to this company and its subsidiaries, except as otherwise specifically
attributed, are true and correct to the best of my knowledge and belief.

I declare under penalty of perjury that the foregoing is true and correct.

N DM
Jg ./

L/ #
Subscribed and sworn to before me this ) day of

Qctober 2004.
Notaly Pubhc % <= TOBE L. GOLDBERG §
NOTARY PUBLIC ~ MINNESOTA ;
¥ My Comm. Expires Jan, 31, 2995§
EWMIMVVVMVVMWMWVE

My Commission expires: I 'J ] 106

DCO01/CONWM/227321.1



EXHIBIT A

Articles of Incorporation
Business Productivity Solutions, Inc.
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ARTICLES OF INCORPORATION
OF
BUSINESS PRODUCTIVITY SOLUTIONS, INC.

The undersigned, a natural person of full age, for the purpose of forming a corporation
under Minnesota Statutes, Chapter 302A, adopts the following Articles of Incorporation:

ARTICLEI
NAME
The name of this corpdration'shall be Business Productivity Solutions, Inc..
ARTICLE I

REGISTERED OFFICE

The registered office of this corporation is located at 730 Second Avenue So., Suite 1200,
Minneapolis, MN 55402.

ARTICLE IIT

INCORPORATOR

The name and address of the incorporator are:
 Name Address

Michael Donahue 730 Second Avenue South
Suite 1200
Minneapolis, MIN 55402

ARTICLE IV
CAPITAL

The aggregate number of shares of stock which this corporation shall have the authority
to issue is One Thousand (1,000) shares with a par value of One Cent ($0.01) per share.



ARTICLEYV
CLASSES AND SERIES OF STOCK

In addition to, and not by way of limitation of, the powers granted to the Board of
Directors by Minnesota Statutes, Chapter 302A, the Board of Directors of this corporation shall
have the power and authority to fix by resolution any designation, class, series, voting power,
preference, right, qualification, limitation, restriction, dividend, time and price of redemption,
and conversion right with respect to any stock of the corporation. Upon adoption of such
resolution, a statement shall be filed with the Secretary of State in compliance with Section
302A.401, Minnesota Statutes, before the issuance of any shares for which the resolution creates
rights or preferences not set forth in these Articles; provided, however, where the shareholders
have received notice of the creation of shares with rights or preferences not set forth in the
Articles before the issuance of the shares, the statement may be filed any time within one year
after the issuance of the shares.

ARTICLE Vi

SHAREHOLDER VOTING

No shareholder of this corporation shall be entitled to any cumulative voting rights.

The shareholders of the corporation shall take action by the affirmative vote of the
holders of a majority of the shares present and entitled to vote, except where a larger proportion
is required by law, these Articles of Incorporation or a shareholder control agreement.

ARTICLE VII

PREEMPTIVE RIGHTS

No shareholder of this corporation shall have any preferential, preemptive, or other rights
of subscription to any shares of any class or series of stock of this corporation allotted or sold or
to be allotted or sold, whether now or hereafter authorized, or to any obligations or securities
convertible into any class or series of stock of this corporation.

ARTICLE VIII
BOARD OF DIRECTORS
The names and addresses of the members of the initial Board of Directors are:

Name Address

Cliff D. Williams 730 Second Avenue So., Suite 1200
Minneapolis, MN 55402

Richard A. Smith 730 Second Avenue So., Suite 1200
Minneapolis, MN 55402

2-
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Geoffrey M. Boyd " 730 Second Avenue So., Suite 1200
Minneapolis, MN. 55402

ARTICLE IX
DIRECTOR LIABILITY

A director of the corporation shall not be personaliy'liablc to the corporation or its

shareholders for monctary damages for breach of fiduciary duty as a director, except for (I)
liability based on a breach of the d\ity of loyalty to the corporation or the.shareholders; (ii)
liability for acts or omissions not in good faith or that involve intentional misconduet or a
knowing violation of law; (iii) liability based on the payment of an improper dividend or an
improper repurchase of the corporation’s stock under Minnesota Statutes, Section 302A.559, or
on violations of federal or state securities laws; (iv) liability for any transaction from which the
director derived an improper personal benefit; or (v) liability for any act or omission occurring
prior to the date this Article IX becomes effective. If. Minnesota Statutes, Chapter 3024,
hereafter is amended to authorize the further elimination or hm1tat10n of the liability of directors,
then the liability of a director of the corporation in addition to the limitation on personal liability
provided herein, shall be limited to the fullest extent perrmitted by the amended Chapter 302A.
Any repeal of this provision as a matter of law or any modification of this Article by the
shareholders of the corporation shall be prospective only, and shall not adversely. affect any
limitation on the personal liability of a director of the corporation- existing at the time of such
repeal or modification. .

ARTICLE X .
BOARD ACTION WITHOUT A MEETING

Any action required or permitted to be taken at any meetmg of the Board of Directors
may be taken without a meetmg by written action signed by a ma_]onty of the members of the
Board of Directors then in office, except as to those matters which require shareholder approval,
in which case the written action shall be 51gned by all members of the Board of Directors then in
office.

The incorporator has executed these Articles of Incorporation on October 6,2004.
~ INCORPORATOR:

Yy Zan

" Michael A. Donahue’

STATE “O“meg%fgﬁ
FILED .
' 0ct 0°( 2004

= of State

Secretary

Hoos
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BUSINESS PRODUCTIVITY SOLUTIONS, INC.

ARTICLE 1
OFFICES

Section 1.1 REGISTERED OFFICE.

The registered office of the corporation in Minnesota is the place designated in the Articles
of Incorporation as the registered office of the corporation. The corporation may change its
registered office in accordance with Chapter 302A, Minnesota Statutes, as amended from time to
time (hereinafter, “Chapter 302A”).

Section 1.2 PRINCIPAL EXECUTIVE OFFICE.

The principal executive office of the corporation is the office where the Chief Executive
Officer has an office.

Section 1.3 OTHER OFFICES.

The corporation may have such other offices and places of business, within or without the
State of Minnesota, as the board may from time to time designate or the business of the corporation
' may require.

ARTICLE 2
SHAREHOLDER MEETINGS

Section 2.1 REGULAR MEETINGS.

2.1.1 Frequency. Regular meetings of shareholders may be held on an annual or other
less frequent periodic basis, but need not be held unless required by Subsection 2.1.2.

2.1.2 Shareholder Demand. If a regular meeting of shareholders has not been held
during the immediately preceding 15 months, a shareholder or shareholders holding three percent
or more of the voting power of all shares entitled to vote may demand a regular meeting of
shareholders in accordance with Chapter 302A.

2.1.3 Time; Place. A regular meeting, if any, shall be held on the day or date and at
the time and place designated by the board or, absent such determination, by the President, except
that a meeting called by the demand of a shareholder pursuant to Subsection 2.1.2 shall be held
in the county where the principal executive office of the corporation is located.



2.1.4 Elections Required; Other Business. At each regular meeting of shareholders,
there shall be an election of qualified successors for directors who serve for an indefinite term or
whose terms have expired or are due to expire within six months after the date of the meeting.
No other particular business is required to be transacted at a regular meeting. Any business
appropriate for action by the shareholders may be transacted at a regular meeting.

Section 2.2  SPECIAL MEETINGS.

2.2.1 Call. Special meetings of the shareholders may be called for any purpose or
purposes at any time by:

(a) The Chief Executive Officer;
(b)  The Chief Operating Officer;
© | The President;

(d)  The Chief Financial Officer;
(e) The Treasurer;

® Two or more directors; or

(g) A shareholder or shareholders holding ten percent or more of the voting
power of all shares entitled to vote.

2.2.2 Call by the Chief Executive Officer, the President, the Chief Financial
Officer, the Treasurer or Directors. A special meeting called by the Chief Executive Officer,
the President, the Chief Financial Officer, the Treasurer or two or more directors shall be held on
the date and at the time and place fixed by the Chief Executive Officer, President or the board.

2.2.3 Call by Shareholders. A shareholder or shareholders holding ten percent or
more of the voting power of all shares entitled to vote may demand a special meeting of
shareholders by written notice of demand given to the Chief Executive Officer, President, Chief
Financial Officer or Treasurer of the corporation and containing the purposes of the meeting..
Within 30 days after receipt of the demand by one of those officers, the board shall cause a
special meeting of shareholders to be called and held on notice no later than 90 days after receipt
of the demand, all at the expense of the corporation. If the board fails to cause a special meeting
to be called and held as required by this subsection, the shareholder or shareholders making the
demand may call the meeting by giving notice as required by Section 2.4 below, all at the expense
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2.2.4 - Business Limited. The business transacted at a special meeting is limited to the
purposes stated in the notice of the meeting. Any business transacted at a special meeting that is
not included in those stated purposes is voidable by or on behalf of the corporation, unless all of
the shareholders have waived notice of the meeting in accordance with Section 2.3.4 below.



Section 2.3 ELECTRONIC COMMUNICATIONS.

2.3.1 Electronic Communications.

(a A conference among sharcholders by any means of communication
through which the shareholders may simultaneously hear each other
during the conference constitutes a regular or special meeting of
shareholders, if the same notice is given of the conference to every holder
of shares entitled to vote as would be required by Section 2.4 for a
meeting, and if the number of shares held by the shareholders participating
in the conference would be sufficient to constitute a quorum at a meeting.
Participation in a conference by that means constitutes presence at the
meeting in person or by proxy if all other requirements under the Chapter
302A with respect to a proxy are met.

(b) A sharcholder may participate in a regular or special meeting of
shareholders not described in Subparagraph (a) by any means of
communication through which the shareholder, other shareholders so
participating, and all shareholders physically present at the meeting may
simultaneously hear each other during the meeting. Participation in a
meeting by that means constitutes presence at the meeting in person or by
proxy if all the other requirements of Chapter 302A with respect to a
proxy are met.

Section 2.4 NOTICE.

2.4.1 To Whom Given. Notice of all meetings of shareholders shall be given to every
‘holder of shares entitled to vote, except where the meeting is an adjourned meeting and the date,
time, and place of the meeting were announced at the time of adjournment.

2.4.2 When Given. The notice shall be given at least three days and not more than
sixty days before the date of the meeting.

2.4.3 Contents. The notice shall contain the date, time, and place of the meeting, and
any other information required by Chapter 302A. In the case of a special meeting, the notice
shall contain a statement of the purposes of the meeting. The notice may also contain any other
information deemed necessary or desirable by the Board of Directors or by any other person or
persons calling the meeting.

2.4.4 Waiver: Objections. A shareholder may waive notice of a meeting of
sharehoiders. A waiver of notice by a sharehoider entitied to notice is effective whether given
before, at, or after the meeting, and whether given in writing, orally, or by attendance.
Attendance by a shareholder at a meeting is a waiver of notice of that meeting, except where the
shareholder objects at the beginning of the meeting to the transaction of business because the
meeting is not lawfully called or convened, or objects before a vote on an item of business
because the item may not lawfully be considered at that meeting and does not participate in the
consideration of the item at that meeting.




Section 2.5 QUORUM.

The holders of a majority of the voting power of the shares entitled to vote at a meeting
are a quorum for the transaction of business. If a quorum is present when a duly called or held
meeting is convened, the shareholders present may continue to transact business until
adjournment, even though the withdrawal of a number of shareholders originally present leaves
less than the proportion or number otherwise required for a quorum.

Section 2.6 VOTING.

2.6.1 Majority Required. The shareholders shall take action by the affirmative vote of
the holders of a majority of the voting power of the shares present and entitled to vote.

2.6.2 Voting by Proxy. A shareholder may cast or authorize the casting of a vote by
filing a written appointment of a proxy with an officer of the corporation at or before the meeting
at which the appointment is to be effective. A written appointment of a proxy may be signed by
the shareholder or authorized by the shareholder by transmission of a telegram, cablegram, or
other means of electronic transmission, provided that the telegram, cablegram, or other means of
electronic transmission must set forth or be submitted with information from which it can be
determined that the telegram, cablegram, or other electronic transmission was authorized by the
shareholder. Any reproduction of the writing or transmission may be substituted or used in lieu
of the original writing or transmission for any purpose for which the original transmission could
be used, provided that the copy, facsimile telecommunication, or other reproduction is a
complete and legible reproduction of the entire original writing or transmission. If a proxy is
given authority by a shareholder to vote on less than all items of business considered at a
meeting of shareholders, the shareholder is considered to be present and entitled to vote by the
proxy for purposes of Chapter 302A.437, subdivision 1, only with respect to those items of
business for which the proxy has authority to vote. A proxy who is given authority by a
shareholder who abstains with respect to an item of business is considered to have authority to
vote on the item of business for purposes of this subdivision.

Section 2.7 RECORD DATE.

The Board of Directors may fix a date not more than sixty days before the date of a
meeting of shareholders as the date for the determination of the holders of shares entitled to
notice of and entitled to vote at the meeting. When a date is so fixed, only shareholders on that
date are entitled to notice of and permitted to vote at the meeting of shareholders.

Section 2.8 ACTION WITHOUT A MEETING.

An action required or permitted to be taken at a meeting of the shareholders may be
taken without a meeting by written action signed by all of the shareholders entitled to vote on
that action. The written action is effective when it has been signed by all of those shareholders,
unless a different effective time is provided in the written action. The written action may be
signed in counterparts.



ARTICLE 3
BOARD OF DIRECTORS

Section 3.1 BOARD TO MANAGE.

The business and affairs of the corporation shall be managed by or under the direction of
a Board of Directors, subject to the provisions of Section 3.3 and any shareholder control
agreement entered into in accordance with Chapter 302A.

Section 3.2 NUMBER: QUALIFICATIONS AND TERMS.

The Board of Directors shall consist of one or more directors as shall be determined by
the shareholders, from time to time, prior to the election of directors. The Board of Directors
may, however, increase the number of directors at any time. Directors shall be natural persons
and need not be shareholders. A director may serve for a fixed term specified by the
shareholders at the time of election, which term shall not exceed five years. If no fixed term is
specified at the time of election, the term shall expire at the next regular meeting of the
shareholders. A director shall hold office for the term for which the director was elected and
until a successor is elected and has qualified, or until the earlier death, resignation, removal, or
disqualification of the director.

Section 3.3 SHAREHOLDER MANAGEMENT.

The holders of the shares entitled to vote for directors of the corporation may, by
unanimous affirmative vote, take any action that Chapter 302A requires or permits the board to
take or the shareholders to take after action or approval of the board.

‘Section 3.4 MEETINGS.

3.4.1 Time: Place. Meetings of the Board of Directors may be held from time to time
at any place within or without the State of Minnesota that the Board of Directors may select or
by any means described in Subsection 3.4.2. If the Board of Directors fails to select a place for a
meeting, the meeting shall be held at the principal executive office.

3.4.2 Electronic Communications.

(a) A conference among directors by any means of communication through
which the directors may simultaneously hear each other during the
conference constitutes a board meeting, if the same notice is given of the
conference as would be required by Subsection 3.4.3 for a meeting, and if
the numbers pariicipating in the conference would be sufficient to
constitute a quorum at a meeting. Participation in a meeting by that means’
constitutes presence in person at the meeting.

(b) A director may participate in a board meeting not described in
Subparagraph (a) by any means of communication through which the
director, other directors so participating, and all directors physically
present at the meeting may simultaneously hear each other during the



meeting. Participation in a meeting by that means constitutes presence in
person at the meeting.

3.4.3 Calling Meetings; Notice. A director may call a board meeting by giving three
days’ notice to all directors of the date, time, and place of the meeting. The notice need not state
the purpose of the meeting. If the day or date, time, and place of a board meeting have been
announced at a previous meeting of the board, no notice is required. Notice of an adjourned
meeting need not be given other than by announcement at the meeting at which adjournment is’
taken.

3.4.4 Waiver of Notice. A director may waive notice of a meeting of the board. A
waiver of notice by a director entitled to notice is effective whether given before, at, or after the
meeting, and whether given in writing, orally, or by attendance. Attendance by a director at a
meeting is a waiver of notice of that meeting, except where the director objects at the beginning
of the meeting to the transaction of business because the meeting is not lawfully called or
convened and does not participate thereafier in the meeting.

3.4.5 Quorum. A majority of the directors currently holding office is a quorum for the
transaction of business. In the absence of a quorum, a majority of the directors present may
adjourn a meeting from time to time until a quorum is present. If a quorum is present when a duly
called or held meeting is convened, the directors present may continue to transact business until
adjournment, even though the withdrawal of a number of directors originally present leaves less
than the proportion or number otherwise required for a quorum.

3.4.6 Act of the Board. The board shall take action by the affirmative vote of a
majority of directors present at a duly held meeting, except where Chapter 302A requires the
affirmative vote of a larger proportion or number. Directors may not vote by proxy.

3.4.7 Action Without Meeting. An action required or permitted to be taken at a board
meeting may be taken by written action signed by a majority of the directors. The written action
may be signed in counterparts.

Section 3.5 RESIGNATION.

A director may resign at any time by giving written notice to the corporation. The
resignation is effective without acceptance when the notice is given to the corporation, unless a
later effective time is specified in the notice.

Section 3.6 REMOVAL OF DIRECTORS.

3.6.1 Removal by Directors. A director may be removed at any time, with or without
cause, if:

(a) The director was named by the board to fill a vacancy;

(b)  The shareholders have not elected directors in the interval between the
time of the appointment to fill a vacancy and the time of the removal; and



(c) A majority of the remaining directors present affirmatively vote to remove
the director.

3.6.2 Removal by Shareholders. Any one or all of the directors may be removed at
any time, with or without cause, by the affirmative vote of the holders of the proportion or
number of the voting power of the shares of the classes or series the director represents sufficient
to elect them, except as provided in subdivision 3.6.3.

3.6.3 [Exception for Corporation with Cumulative Voting. In a corporation having
cumulative voting, unless the entire board is removed simultaneously, a director is not removed
from the board if there are cast against removal of the director the votes of a proportion of the
voting power sufficient to elect the director at an election of the entire board under cumulative
voting.

3.6.4 Election of Replacements. New directors may be elected at a meeting at which
directors are removed. If the corporation allows cumulative voting and a shareholder notifies the
presiding officer at any time prior to the election of new directors of intent to cumulate the votes
of the shareholder, the presiding officer shall announce before the election that cumulative voting
is in effect, and shareholders shall cumulate their votes as provided in Chapter 302A.

Section 3.7  VACANCIES.

3.7.1 Death, Resignation, Removal or Disqualification. Vacancies on the board
resulting from the death, resignation, removal, or disqualification of a director shall be filled by
the affirmative vote of a majority of the remaining directors, even though less than a quorum, or
by the shareholders.

3.7.2 Newly Created Directorships. Vacancies on the board resulting from newly
created directorships shall be filled by the affirmative vote of a majority of the directors serving
at the time of the increase or by the shareholders.

3.7.3 Duration of Term. Each director elected under this section to fill a vacancy
holds office until a qualified successor is elected by the shareholders at the next regular or
special meeting of the shareholders.

Section 3.8 COMMITTEES.

A resolution approved by the affirmative vote of a majority of the board may establish
committees having the authority of the board in the management of the business of the
corporation only to the extent provided in the resolution. Committees are subject at all times to
the direction and control of the board, except as provided in Chapter 302A. A committee
member need not be a director.

Section 3.9 ABSENT DIRECTORS.

A director may give advance written consent or opposition to a proposal to be acted on at
a meeting of the board in accordance with Chapter 302A.



ARTICLE 4
OFFICERS

Section 4.1 ~ELECTION. TERM: NUMBER.

The officers of the corporation shall be elected or appointed by the board. The officers of
the corporation shall consist of a Chief Executive Officer, Chief Operating Officer, President,
Chief Financial Officer, Treasurer, Secretary and such other officer or officers as may be elected
or appointed by the board. A person may hold more than one office. The officers shall perform
such duties and have such responsibilities as provided for in these By-laws or as otherwise
determined by the board. The terms of office with respect to each officer shall be prescribed by
the board at the time of election of the officers, and absent the specification of a term, the term
shall be at the pleasure of the board.

Section 4.2  DUTIES.

4.2.1 Chief Executive Officer. The Chief Executive Officer shall preside at all
meetings of stockholders and directors and shall be responsible for the strategic management and
planning of the business of the corporation, in addition to the duties and powers prescribed by
the board.

4.2.2 Chief Operating Officer. The Chief Operating Officer shall have the
responsibility for supervising the management of the day-to-day operations of the business of the
corporation, in addition to the duties and powers prescribed by the board or specified by Chapter
302A.

4.2.3 President. The President shall be the Chief Operating Officer and shall have the
* responsibility for managing the day-to-day operations of the business of the corporation, in
addition to the duties and powers prescribed by the board or specified by Chapter 302A.

4.2.4 YVice Presidents. The Vice Presidents, if any, in the order designated by the
board, shall perform the duties and exercise the powers of the President in his absence or upon
his incapacity and shall perform such other duties as the board may from time to time prescribe
or as may be delegated by the Chief Executive Officer or the President.

4.2.5 Chief Financial Officer. The Chief Financial Officer shall be responsible for the
strategic management and planning of the corporation’s finances, in addition to, the duties and
powers prescribed by the Board of Directors or by Chapter 302A.

4.2.6 Treasurer. The Treasurer shall have responsibility for managing the day-to-day
finances of the corporation in addition to such other duties and powers prescribed by the Board
of Directors.

4.2,7 Secretary. The Secretary, if any, shall attend all meetings of the board,
committees thereof, if any, and all meetings of the shareholders and record all votes and minutes
of all proceedings in a book kept for that purpose. The Secretary shall give or cause to be given
notice of all meetings of the shareholders and of the board and of committees, if any, and shall
perform such other duties as may be prescribed by the board or delegated to him by the Chief
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Executive Officer, President or the Treasurer. He shall cause and affix the seal of the
corporation, to the extent the corporation shall have one, to any instrument requiring the same.
If there is no Secretary, then the duties and responsibilities provided for herein shall be
discharged by the President.

Section 4.3 RESIGNATION.

An officer may resign at any time by giving written notice to the corporation. The
resignation is effective without acceptance when the notice is given to the corporation, unless a
later effective date is specified in the notice.

Section 4.4 REMOVAL.

An officer may be removed at any time, with or without cause, by a resolution approved
by the affirmative vote of a majority of the directors present, subject to the provisions of a

shareholder control agreement, if any. The removal is without prejudice to any contractual rights
“of the officer.

Section 4.5 VACANCIES.

If any office becomes vacant by reason of death, resignation, retirement,
disqualification, removal, or other cause, the directors then in office, although less than a
quorum, may, or in the case of a vacancy in the office of Chief Executive Officer, President,
Chief Financial Officer, Treasurer or Secretary shall, by a majority vote choose a successor or
successors who shall hold office for the unexpired term in respect of which such vacancy
occurred.

Section 4.6 DELEGATION.

Unless prohibited by a resolution approved by the affirmative vote of the board, an
officer of the corporation may delegate some or all of the duties and powers of an office to other
persons, provided that such delegation is in writing. An officer who delegates the duties or
powers of an office remains subject to the standard of conduct for an officer with respect to the
discharge of all duties and powers so delegated.

ARTICLE 5
SHARES

Section 5.1 _ TYPE OF CERTIFICATE.

Certificates of shares, if any, of the corporation shall be in such form as appreved by
the board. Each certificate shall be signed by any two of the Chief Executive Officer, the Chief
Financial Officer, the President, the Treasurer or the Secretary. Such signatures and the
corporate seal, if any, may be facsimiles, engraved, printed, placed, stamped with indelible ink,

or affixed in any other manner reproduced on any document.



Section 5.2 TRANSFER OF SHARES.

Transfer of certificated shares shall be made on the records of the corporation only by
the shareholder named in the certificate or certificates or by the duly authorized attorney in fact,
and upon surrender of the certificate or certificates therefor properly endorsed. The transfer of
uncertificated shares, if any, shall be made by the means determined by the board.

Section 5.3 LOST, STOLEN OR DESTROYED CERTIFICATES.

Any shareholder claiming a certificate of certificated shares to be lost, stolen or destroyed
shall make an affidavit or affirmation of that fact in such form as the board may require, and
shall, if the board so requires, give the corporation a bond of indemnity in form and with one (1)
or more sureties satisfactory to the board in an amount at least double the value of the stock
represented by such certificate, whereupon a new certificate may be issued of the same number
of shares as the one alleged to have been lost, stolen or destroyed.

Section 5.4 UNCERTIFICATED SHARES.

Some or all of any or all classes and series of the shares of stock of this corporation, upon
a resolution approved by the board, may be uncertificated shares. Within twenty (20) calendar
days after the issuance or transfer of uncertificated shares, the Chief Executive Officer or
President shall send to the shareholder such notice as is required by Chapter 302A.

: ARTICLE 6
INDEMNIFICATION

Section 6.1 DEFINITIONS.

For purposes of this section, the terms defined in this Section have the meanings given
them.

6.1.1 Official Capacity. “Official capacity” means (a) with respect to a director, the
position of director in a corporation, (b) with respect to a person other than a director, the
elective or appointive office or position held by an officer, member of a committee of the board,
or the employment or agency relationship undertaken by an employee or agent of the
corporation, and (c) with respect to a director, officer, employee, or agent of the corporation
who, while a director, officer, employee, or agent of the corporation, is or was serving at the
request of the corporation or whose duties in that position involve or involved service as a
director, officer, partner, trustee, or agent of another organization or employee benefit plan, the
position of that person as a director, officer, partner, trustee, employee, or agent, as the case may
be, of the oiher organization or empioyee benefit pian.

6.1.2 Proceeding. “Proceeding” means a threatened, pending, or completed civil,
criminal, administrative, arbitration, or investigative proceeding, including a proceeding by or in
the right of the corporation.
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Section 6.2 INDEMNIFICATION REQUIRED.

The corporation shall indemnify a person made or threatened to be made a party to a
proceeding by reason of the former or present official capacity of the person against judgments,
penalties, fines, including, without limitation, excise taxes assessed against the person with
respect to an employee benefit plan, settlements, and reasonable expenses, including attorneys’
fees and disbursements, incurred by the person in connection with the proceeding, if, with
respect to the acts or omissions of the person complained of in the proceeding, the person:

(a) Has not been indemnified by another organization or employee benefit
plan for the same judgments, penalties, fines, including, without
limitation, excise taxes assessed against the person with respect to an
employee benefit plan, settlements, and reasonable expenses, including
attorneys’ fees and disbursements, incurred by the person in connection
with the proceeding with respect to the same acts or omissions;

(b)  Acted in good faith;

(c) Received no improper personal benefit and the provisions of Chapter
302A relating to director conflicts of interest, if applicable, have been
satisfied;

(d In the case of a criminal proceeding, had no reasonable cause to believe
the conduct was unlawful; and

(e) In the case of acts or omissions occurring in the official capacity described
in Subsection 6.1.1, clause (a) or (b), reasonably believed that the conduct
was in the best interests of the corporation, or in the case of acts or
omissions occurring in the official capacity described in Subsection 6.1.1,
clause (c), reasonably believed that the conduct was not opposed to the
best interests of the corporation. If the person’s acts or omissions
complained of in the proceeding relate to conduct as a director, officer,
trustee, employee, or agent of an employee benefit plan, the conduct is not
considered to be opposed to the best interests of the corporation if the
person reasonably believed that the conduct was in the best interests of the
participants or beneficiaries of the employee benefit plan.

Section 6.3 ADVANCES.

If a person is made or threatened to be made a party to a proceeding, the person is
entitied, upon written request to the corporation, to payment or reimbursement by the
corporation of reasonable expenses, including attorneys’ fees and disbursements, incurred by the
person in advance of the final disposition of the proceeding, (a) upon receipt by the corporation
of a written affirmation by the person of a good faith belief that the criteria for indemnification
set forth in Section 6.2 have been satisfied and a written undertaking by the person to repay all
amounts so paid or reimbursed by the corporation, if it is ultimately determined that the criteria
for indemnification have not been satisfied, and (b) after a determination that the facts then
known to those making the determination would not preclude indemnification under this
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Article. The written undertaking required by clause (a) is an unlimited general obligation of
the person making it, but need not be secured and shall be accepted without reference to
financial ability to make the repayment.

Section 6.4 REIMBURSEMENT TO WITNESSES.

This Article does not require, or limit the ability of, the corporation to reimburse
expenses, including attorneys’ fees and disbursements, incurred by a person in connection with
an appearance as a witness in a proceeding at a time when the person has not been made or
threatened to be made a party to a proceeding.

Section 6.5 DETERMINATION OF ELIGIBILITY.

6.5.1 Procedure Generally. All determinations whether indemnification of a person is
required because the criteria set forth in Section 6.2 have been satisfied and whether a person is
entitled to payment or reimbursement of expenses in advance of the final. disposition of a
proceeding as provided in Section 6.3 shall be made:

() By the board by a majority of a quorum. Directors who are at the time
parties to the proceeding shall not be counted for determining either a
majority or the presence of a quorum,;

(b) If a quorum under clause (a) cannot be obtained, in accordance with
Chapter 302A; or

(c) If an adverse determination is made or if no determination is made
within 60 days after the termination of a proceeding or after a request for
an advance of expenses, as the case may be, by a court in this state, which
may be the same court in which the proceeding involving the person’s
Liability took place, upon application of the person and any notice the
court requires.

6.5.2 Alternative Procedure for Non-Management. With respect to a person who is
not, and was not at the time of the acts or omissions complained of in the proceedings, a director,
officer, or person possessing, directly or indirectly, the power to direct or cause the direction of
the management or policies of the corporation, the determination whether indemnification of this
person is required because the criteria set forth in Section 6.2 have been satisfied and whether
this person is entitled to payment or reimbursement or expenses in advance of the final
disposition of a proceeding as provided in Section 6.3 may be made by an annually appointed
committee of the board, having at least one member who is a director. The committee shall
report at least annually to the board concerning its actions.

Section 6.6 DISCLOSURE.

If the corporation indemnifies or advances expenses to a person in accordance with this
section in connection with a proceeding by or on behalf of the corporation, it shall report the
amount of the indemnification or advance and to whom and on whose behalf it was made as part
of the annual financial statements furnished to shareholders pursuant to Chapter 302A covering

12



the period when the indemnification or advance was paid or accrued under the accounting
method of the corporation reflected in the financial statements.

ARTICLE 7
MISCELLANEOUS

Section 7.1 CORPORATE SEAL.

The corporation may, but need not, have a corporate seal, and the use or nonuse of a
corporate seal shall not affect the validity, recordability, or enforceability of a document or act.
If the corporation has a corporate seal, the use of the seal by the corporation on a document is not
necessary. The seal need only include the word “Seal”, but it may also include, at the discretion
of the board, such additional wording as is permitted by Chapter 302A.

Section 7.2 FISCAL YEAR.

The fiscal year of this corporation shall be as determined by resolution of the board.

Section 7.3 COMPUTATION OF TIME.

Whenever notice is required to be given pursuant to these By-laws, the day upon which
notice is personally served, deposited in the mail, given by telegram, telex, telecopied or
otherwise delivered, shall not be counted for the purpose of computing the time period of the
notice. All notice periods shall be computed in calendar days.

Section 7.4 AMENDMENTS TO BY-LAWS.

These By-laws may be amended or altered by the board at any meeting. The board shall
not, however, adopt, amend or repeal a By-law fixing a quorum for meetings of shareholders,
prescribing procedures for removing directors or filling vacancies in the board, or fixing the

~ number of directors or their classifications, qualifications, or terms of office, but may adopt or
amend a By-law to increase the number of directors. Such authority of the board is subject to the
power of the shareholders to change or repeal such By-laws.

THESE BY-LAWS WERE ADOPTED ON
OCTOBER 6, 2004
BY RESOLUTION OF THE BOARD OF DIRECTORS OF

oy e o e e ey Ty

ESCHELON BUSINESS PRODUCTIVITY SOLUTIONS, iNC.

J. JEFFREY OXLEY, SECRETARY
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BUSINESS PRODUCTIVITY SOLUTIONS, INC.
(A MINNESOTA CORPORATION)

UNANIMOUS WRITTEN CONSENT OF DIRECTORS
IN LIEU OF ORGANIZATIONAL MEETING

THE UNDERSIGNED, constituting all of the directors of Business Productivity
‘Solutions, Inc., a Minnesota corporation (the “Corporation’), and acting pursuant to Section
302A.239(1) of the Minnesota Business Corporation Act, on this___ day of October, 2004, do
hereby waive the calling of a meeting and consent in writing (the “Consent”) to the adoption of
the following resolutions and direct that this Consent be filed with the minutes of the meetings of
the Board of Directors of the Corporation.

NOW THEREFORE, IT IS HEREBY:

INCORPORATOR

RESOLVED, that the actions of the Sole Incorporator of the Corporation are hereby
ratified, adopted and approved in all respects and all such actions shall be binding upon
the corporation to the same extent as if authorized by this resolution; and be it

CERTIFICATE OF INCORPORATION

FURTHER RESOLVED, that a copy of the Certificate of Incorporation, a copy of which
is attached hereto as Exhibit A, as received and accepted for the record on October
2004, by the Minnesota Secretary of State, be inserted in the minute book of the
Corporation by the Secretary of the Corporation; and be it

‘ByY-LAWS

FURTHER RESOLVED, that the form of By-Laws, a copy of which is attached hereto as
Exhibit B, are adopted as the By-Laws of the Corporation; and be it

EMPLOYER IDENTIFICATION NUMBER

FURTHER RESOLVED, that on behalf of the Corporation, the proper officers of the
Corporation are authorized and directed to execute and file with the Internal Revenue
Service an Application for Employer Identification Number on Internal Revenue Service
Form SS-4; and be it

- FIsSCAL YEAR

FURTHER RESOLVED, that the fiscal year of the Corporation shail be the twelve
months ending on December 31 of each calendar year; and be it



ELECTION OF OFFICERS

FURTHER RESOLVED, that the following person is elected to the offices set forth after
such person's name, to hold office until the merger by and between the Corporation and
Computer Communications Consulting Inc., a Virginia corporation:

NAME OFFICES
Clifford D. Williams Chief Executive Officer
Richard A. Smith President

_ Geoffrey M. Boyd Chief Financial Officer
Michael A. Donahue Vice President & Treasurer
J. Jeffrey Oxley Secretary
Dennis D. Ahlers Assistant Secretary

and be it

AUTHORIZATION TO EXECUTE DOCUMENTS

FURTHER RESOLVED, that the President and any Vice President may sign and execute,
in the name of the Corporation, all authorized deeds, mortgages, bonds, contracts or other
instruments, except in cases where the signing and execution thereof shall have been
expressly delegated to some other officer or agent of the Corporation; and be it

ForM OF STOCK CERTIFICATE

FURTHER RESOLVED, that the form of stock certificate, attached hereto as Exhibit C,
for fully paid and nonassessable shares of Common Stock of the Corporation, par value of
one cent ($0.01) per share, is approved and adopted; and be it

SToCcK ISSUANCE

RESOLVED, that the original issuance of the number of shares of the Corporation’s
Common Stock, par value $0.01 per share, to the following persons for consideration as set
forth below is approved and the proper officers of the Corporation are authorized and
directed to issue a certificate or certificates for the Corporation’s Common Stock to and in
the name of each person as evidence of their ownership of such number of fully paid and
non-assessable shares of the Corporation’s Common Stock:

Name of Grantee Contribution Number of Shares

~REST1:547695.v1 |10/6/04
29401-1



FURTHER RESOLVED, that for each share of Common Stock of the Corporation issued
pursuant to the foregoing resolution, upon the issuance thereof, the sum of $0.01 shall be
credited to the Corporation's common stock account; and, be it

FURTHER RESOLVED, that each share of Common Stock of the Corporation issued in
accordance with the immediately preceding resolution shall be deemed duly authorized,
validly issued, fully paid and nonassessable; and be it

IN WITNESS WHEREQOF, the undersigned Directors have executed this Consent as of

the day and year first above written.

Name: Clifford D. Williams

Name: Richard A. Smith

Geoffrey M. Boyd

~REST1:547695.v1 {10/6/04
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EXHIBIT B

Corporate Organizational Chart of Eschelon
Post Transaction
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CORPORATE OWNERSHIP STRUCTURE OF ESCHELON
AFTER THE TRANSACTION*

Eschelon Telecom, Inc.
(ETH)

Eschelon Operating Company
(OPCO)

Advanced TelCom, Inc.
dba Advanced TelCom
Group (ATI)

Shared Communications
Services, Inc. (SCS)

* Each entity shown is 100% owned by the entity immediately above it. The shaded entities are the entities authorized to
provide telecommunications services in South Dakota.
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Customer Notice
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€D or Business Prouctivity Sohutions eschelon

IMPORTANT NOTICE REGARDING YOUR TELECOMMUNICATIONS SERVICES

Dear GE Business Productivity Solutions, Inc. Customer:

We are writing to share with you an exciting announcement regarding your GE Business Productivity
Solutions, Inc. (“GEBPS") telecommunications services.

Recently, GEBPS and Eschelon Telecom, Inc. (*Eschelon”) signed a definitive agreement whereby
Eschelon will acquire the assets of GEBPS, including the GEBPS customers. The transaction is expected
to become final on or around December 31, 2004, subject to customary regulatory approvals. Eschelon is
an integrated communications provider of voice, data, Internet services and business telephone systems
that serves over 38,000 customers. Eschelon is one of the fastest growing telecommunications
companies in the nation and will continue to provide you with quality telecommunications services.

The combined company will bring together a wide range of expertise and resources while offering you the
most complete line of high-quality, cost-effective products and services available. We will continue to
support you with a team of highly-trained associates who will provide best-in-class customer service.

How will this affect your rates and services?

As stated above, we anticipate that the transfer of the GEBPS customers will take place on or around
December 31, 2004. Prior to and immediately following the transfer, you will continue to receive
the same services at the same rates, terms and conditions as you do now. After the transaction has
completed, your service will automatically be transferred to Eschelon’s telecommunications subsidiary,
Business Productivity Solutions, Inc. (“BPS"). You will not be charged any fees in connection with this
transfer. Notice of any future changes in rates, terms and conditions of service will be provided to you as
required by law. Of course, at any time you are free to select a new service provider. If, however, you
have a term contract with GEBPS, you will still be responsible for any applicable early termination
charges.

What are the next steps?

You don’t have to do a thing! We will notify you after the transaction has been completed. We are
confident that you will be completely satisfied with BPS and will receive the same high level of customer
service and support that you have come to expect.

Please note: if you have placed a “freeze” on your GEBPS services to prevent an unauthorized transfer
to another carrier, it will be automatically lifted to implement the transfer to Eschelon and BPS. At your
request, BPS can reestablish freeze protection for you after the transfer.

We will do everything to help ensure that this transition is a smooth one. If you would like to see a copy of
GEBPS's rates and charges, please visit GEBPS's website at www.bizproductivity.com. If you have any
questions or concerns regarding rates, billing statements, service needs, complaints or about the transfer
of your service to BPS, please contact GEBPS Customer Service at 1-800-775-4322. We look forward to
updating you on the progress of this transaction. We will provide additional details regarding invoice
descriptions, contact information and remittance addresses as we approach the transfer date.

Thank you,

GE Business Productivity Solutions, Inc. Eschelon Telecom, Inc.

DCO1/CONWM/227769.2



EXHIBIT D

Consolidated Financial Statements
SEC Form 10-Q for Eschelon Telecom, Inc.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549-0001

FORM 10-Q

(MARK ONE)

E QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2004
OR

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

Commission File Number 000-50706

ESCHELON TELECOM, INC.

(Exact name of registrant as specified in its charter)

Delaware 41 - 1843131
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
730 Second Avenue
Minneapolis, MN 55402
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (612) 376-4400

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to the filing requirements for the past 90 days. YesE NoO

Indicate by check mark whether the registrant is an accelerated filer as defined in Rule 12b-2 of the Exchange Act. Yes [0 No [
As of August 10, 2004, the number of outstanding shares of the Registrant’s Common Stock, par value $.01 per share, was

4,665,964 shares and the number of outstanding shares of the Registrant’s Preferred Stock, par value $.01 per share, was 84,306,677
shares, convertible into 99,732,467 shares of Common Stock.
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ESCHELON TELECOM, INC.
INDEX TO FORM 10-Q

PART I. FINANCIAL INFORMATION

ltem 1. Financial Statements;

Consolidated Balance Sheets — December 31, 2003 and June 30, 2004 (Unaudited)

Unaudited Consolidated Statements of Operations — Three months and six months ended June 30, 2003 and 2004

Unaudited Consolidated Statements of Cash Flows - Six months ended June 30, 2003 and 2004
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PART 1. FINANCIAL INFORMATION

Item 1. Financial Statements

Eschelon Telecom, Inc.
Consolidated Balance Sheets
(In Thousands, Except Share and Per Share Amounts)
December 31, June 30,
2003 2004
) (Unaudited)
Assets :
Current assets: ]
Cash and cash'equivalents - : : e 8,606. -8 - 123,843
Accounts receivable, net of allowance for doubtful accounts 0f$739 and $445 respectwely 13,537 12,106
Other receivables” 2,097 L3177
Inventories 3,169 S 3141

-~ Prepaid expenses : - 12,046 2,155

Total current assets .29, 455 44,422

Property and equipment, net 86 777 85,966

Other assets 1 269 1,392

Goodwill "/ S7,168 7,168

Intangible assets, net 29,052 29,678

Total assets $o000 153,721 % 168,626

Liabilities and stockholders’ equity (deficit)’

Current liabilities: e )
Accounts payable $0 45828 ~°6,140
Accrued telecommumcatlon costs 6,935 6,876
‘Acécrued expenses 3,240 6,264
Deferred revenue 3,000 3,720

“~Accrued compensation expenses. 42610 3,399
Capital lease obligation, current matuntles 1,020 521

Total current liabilities .~ : 23,042 26,920

Tong-term liabilities:

Commitments and contmgencxes (N ote 3)
Capltal Tease obligation : L0576 1,552
Notes payable 86,226 85,332

Total ljabilities 109,844 113,804

Senes A convert1b1e prel'erred stock, $0.01 par-value; 100,000, 000 shares authonzed 84, 306 677 :
_shares outstanding at December 31;2003:and June 30,2004 : 48,948 50,656

Stockholders® equity (deficit): : : :

Common stock, $0.01 par value; 160 000,000 shares author]zed 4 457, 579 shares issued and
outstanding at December 31, 2003, and 4,665,964 shares issued and outstanding at June 30,
2004 s 47
~Additional paid-in capital 120,105 118,413
Accumulated deficit (125 167) (1 14,260)

~‘Deferred compensation SRRy (39)

Total stockholders’ equity (deficit) ] ) ) (5,07 1) 4,166

Total liabilities and stockholders® equity (deficit) . ~$ 153721 § - 168,626

See accompanying notes.
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Eschelon Telecom, Inc.
Unaudited Consolidated Statements of Operations
(In Thousands, Except Share and Per Share Amounts)

Three months ended Six months ended
June 30, June 30,
2003 , 2004 ) 2003 ) 2004
Revenue: , : S L , i o Lo ‘ ~
Network services ) ) 8 28 188 $ - 32 745 5 54,842 $ 64 857v
“ Business telephone systems = © o0 L CHAN T 6,406 12,477 12,490
Total revenue , S 35405 39151 67319 77,341
Cost of revenue:
Network services o e e SR A2 0 21 R49 T T 93,357
‘Business telephone systems . 4,189 3,818 7,556 7.480
Total cost of revenue - v n s e e 5 373 0 e T 15 410 0 29,4050 030,837
Gross profit: -+ R T et : SRR e S N
Network services ) o ) 17004 21,153 32 993 ) 41 500
*“Business telephone systems © - i T e e 0B DRRRT T 9T 50100
Total gross proﬁt ) ) . ) 20,032 23,741 ) 37,914 46,510
Operatmg expenses ) ) ) ) ) }
Sales, general and administrative ) 16,148 17,084 0 31,586 33,506
Depreciation and amomzatlon ) 8,056 7,271 15,705 15,212
Operating:loss* B B : CUTRIAAT2) e (620) S (9,38T) e (2,208)
Other income (expense): : S e SoemEleie e ChEl e
Interest income o ) 55 . 147 38
" Interest expense. : i Sl e S (4AB) e (2T60) e (BT9) s (5,074)
Gain on extinguishment of debt ) ) o e = 18 195
Otherexpense i+ B Lhaei {36) e 08 (4
[ncome (loss) before taxes ) ) (4 601) (B3 (10,__ ) 10 907
Thoome taxes 7L T e anE e e e R S
Net income (loss) o ; o @, 601) (3311 ) (10,225) o 10 907
Less preferred stock dividends ' SO Ry CRSAY L (1899) T (1,708)
Net income (loss) apphcable to common stockholders $ (5 455) $ (4,231 § (11,924) $ 9,199
Net income (loss) pershare ) ) ) o » o ] o
“Basic R e e L g o6 5 (109) 8 (433) 8 245
D1luted _ 3 (1.76) § (1.09) § (4.33) § 0.16
Welghted average number of Shares outstandmg e o » e .
SBasics U oo 03,101,923 0 13,889,854 ¢ 2,750,800 3,759,693
Diluted 3,101,923 3,889,854 2,750,800 108,475,277

See accompanying notes.
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Eschelon Telecom, Inc.
Unaudited Consolidated Statements of Cash Flows
(In Thousands)

Operating activities
Net income (loss) )
Adjustments to reconcile net income (loss) to net cash provided-by operaling activities;
Depreciation and amomzatlon expense
Other non-cashitems -
Gain on extlngulshment of debt
7 Changes in operating assets and liabilities:
Accounts receivable
- Inventories L
Other current assets and depos1ts
4 Accounts payab]e and accrued expenses
Deferred revenue
- Accrued compensation expense
Net cash prov1ded by operatmg actwmes

Investmg actmtles

Purchases of property and equipment
Cash paid for customer installation costs
Net cash usedin investing activities

Financing activities

Proceeds from issuance of notes payable

Payments made on bank debt and capital lease obligations
Proceeds from (fees associated with) issuance of stock
Increase in debt issuance costs

Net cash prowded by (used in) ﬁnancmg actlvmes

Net increase (decrease) in cash and cash equwalents N
Cash and cash ‘equivalents at beginning ‘of period
Cash and cash equivalents at end ofpenod

Supplemental cash flow mformatlon
Cash paid for interest

Supplemental noncash activities ;
Equipment purchases under capltal leases

Value of common stock issued to management

See accompanying notes.

Six months ended

June 30,
2003 2004
$ (10225 § 10,907
15705 15212
1,067 1,409
— (18 195)
@4 987
(478) 28’
516 1312
1,596 4519
511 720
{670y L(862)
5,288 13,413
(8,019) (6,979)
(6,037) (5,494)
(14,056) (12;473)
— 84,813
(1,503) (66, 299)
©)
b 4(4,220)
{0, 623) 14,297
) (10391) 15,237
L1933 8606
$ 9342 § 23,843
g 123200080 8167
3§ 710§ 1,354
o 12408 14
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Eschelon Telecom, Inc.
Notes to Consolidated Financial Statements
(In Thousands, Except Share and Per Share Amounts)
(Unaudited)

1.) Summary of Significant Accounting Policies

Basis of Presentation

The accompanying unaudited consolidated financial statements of Eschelon Telecom, Inc. and its subsidiaries (the “Company”) have
been prepared in accordance with accounting principles generally accepted in the United States of America for interim financial
information and the instructions to Form 10-Q and Article 10 of Regulation S-X promulgated by the United States Securities and
Exchange Commission (the “SEC”). Accordingly, they do not include all of the information and notes required by accounting
principles generally accepted in the United States of America for complete financial statements. In the opinion of management, all
adjustments (consisting of normal and recurring adjustments and accruals) considered necessary for a fair presentation for the periods
indicated have been included. Operating results for the three and six month periods ended June 30, 2004 are not necessarily indicative
of the results that may be expected for the year ending December 31, 2004. The consolidated balance sheet at December 31, 2003 has
been derived from the audited consolidated financial statements at that date but does not include all of the information and footnotes
required by generally accepted accounting principles for complete financial statements. These financial statements should be read in
conjunction with the Company’s audited financial statements and related notes thereto for the year ended December 31, 2003 included
in the Eschelon Operating Company Form S-4/A, File No. 333-114437-08, filed with the Securities and Exchange Commission on
May 6, 2004,

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All intercompany
balances and transactions have been eliminated in consolidation.

Property and Equipment

Property and equipment, including leasehold improvements, are stated at cost. All internal costs directly related to the construction of
the switches and operating and support systems, including salaries of certain employees, are capitalized. Depreciation is provided
using the straight-line method over the estimated useful lives of the assets. Leasehold improvements are amortized over the shorter of

the related lease term or the estimated useful life of the asset.

Property and equipment consist of the following:

December 31, June 30,
2003 2004

Vehicles : Pl RiE B S39g o an
Office furniture and equipment o ) . o 13,243 14,566
Computer equipment and software S [ S 30264 31,965
Leasehold improvements ) ) o 16,931 17,287
Switching and data equipment-and software: -~ o e 76,751 81,338
‘ ; , , 137,228 145,277

Less accumulated depreciation < % L e S (50,451 :(59,311)
¥ 86,777 § 85,966

Goodvwill and Intangibles
Goodwill represents the excess of cost over the fair value of net assets acquired.

6
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Intangibles consist of debt issuance costs, customer installation costs, and noncompete agreements. Debt issuance costs are being
amortized over the term of the respective debt obligation. The customer installation costs are being amortized over a period of 48
months, which approximates the average life of a customer contract. Noncompete agreement costs represent costs associated with
various agreements the Company has entered into with existing management of the companies they have acquired. These costs are
being amortized over the terms of the agreements.

Intangible assets consist of the following:

December 31, June 30,
2003 2004
Customer set-up costs . = e S : T g 52,794 8 0 T58,290.
Debt issuance cosis . , e e 5,833 e 8220
Non-compete agreements T QLRI e 150 gs
, 58,642 65,525
Less accumulated amortization: . bo et i T S (29,590) i h v (32,847)
3 29,052 $ 29,678

Revenue Recognition

Revenues from network services are recognized in the period in which subscribers use the related services. Revenues from equipment
sales and related installation charges are recognized upon delivery, completion of the installation of the related equipment, and
acceptance by the customer, at which point legal title passes to the customer. Revenues for carrier interconnection and access are
recognized in the period in which the service is provided.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

Stock-Based Compensation

The Company accounts for its stock-based employee compensation under the recognition and measurement principles of Accounting
Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations. Under APB No. 25,
when the exercise price of stock options equals the market price of the underlying stock on the date of grant, no compensation expense
is recognized in the consolidated statement of operations.

The following table illustrates the effect on net income (loss) per share if the company had applied the fair value recognition provision
of Statement of Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-Based Compensation, to stock-based
employee compensation:
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Three munths ended Six months ended
June 30, June 30,
, , 2003 2004 2003 2004
Net income (loss) applicable to common stockholders; as reported """ '§ - «(5,455) '$. - -(4231) 87 (11,924) “§ = 9,199
Add: Stock-based employee compensation expense included in
reported net income (loss) — — 70 20
Deduct; Total stock-based employee compensation expense detenmned : L SR D B ks ¥
*under fair value-based methods forall awards |00 : 4) (16) - (13D (48)
Pro forma net mcome (loss) applxcable to common stockholders $ (5,459) § (4247 § (11,985) § 9,171
Ne,t,lncom,e (loss) per share: B e o e e
. Basic-asreported : i g H(1.76)8 e (1.09) 8 433)§ ~2.45
Basic - pro forma ’ o o $ (1.76) §  (1.09) % (436) 8 244
_ Diluted - as reported ) , 5 (176) 8 (109) 8 (433) % 0.16
~Diluted =pro forma - i . SO B U (1,76) 8 (1409) 0§ (4:36) 80,16

Pro forma information regarding net income (loss) and net income (loss) per share is required by SFAS No. 123, and has been
determined as if the Company had accounted for its employee stock options under the fair value method of SFAS No. [23. The fair
value of these options was estimated at the date of grant using the Black-Scholes option pricing model with the following assumptions
for the three months ended June 30, 2003 and 2004: a risk-free interest rate of 3.25% and 3.88%, respectively; dividend yield of 0%
for each period; volatility factor of the expected market price of the Company’s common stock of 25% for each period; and a weighted
average life of the options of five years for each period. The following assumptions were used for the six months ended June 30, 2003
and 2004: a risk-free interest rate ranging from 3.25% to 3.88%; dividend yield of 0% for each period; volatility factor of the

expected market price of the Company’s common stock of 25% for each period; and a weighted average life of the options of five
years for each period.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options which have no vesting
restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective assumptions.
Because the Company’s employee stock options have characteristics significantly different from those of traded options and because
changes in the subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing
models do not necessarily provide a reliable single measure of the fair value of its employee stock options.

Net Income (Loss) Per Share

Basic earnings per share is computed based on the weighted average number of common shares outstanding. Diluted earnings per
share is computed based on the weighted average number of common shares outstanding adjusted by the number of additional shares
that would have been outstanding had the potentially dilutive common shares been issued. Potentially dilutive shares of common
stock include stock options, unvested restricted stock grants and Series A Convertible Preferred Stock. During periods in which a net
loss is incurred, diluted earnings per share amounts are the same as basic per share amounts because the effect of all options, unvested
restricted stock grants and Series A Convertible Preferred Stock is anti-dilutive.

The following table presents a reconciliation of the numerators and denominators of basic and diluted earnings per common share:

8
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Three months ended Six months ended
June 30, June 30,
2003 2004 2003 ) 2004
Numerator: : P S : : S
Net income (loss) apphcable to common stockholders as
reported % (5.455) % (4,231) % (11,924) § 9,199
-Add: Cumulative preferred stock dividends -~ 000 e s T et Li7,835
Deduct: Unrecognized deferred compensation expense — — — (34)
Numerator for diluted earnings pershare . LB (5455) 8 (4231) '8~ (11924)'§ 17,000
Denominator: i : : : : b SRR . i
Weighted average number of common shares outstandmg 3,101,923 3,889,854 2,750,800 3,759,693
. Effect of dilutive securities: : : i R e S
Restricted stockgrants 46810
" ‘Employee stock options =+~ T T L e Coi Sl 4,556,306
Series A convertible preferred stock ] - — — — 99,732,468
Denomlnator for diluted eammgs pershare . S HT0N3,101,923 3,889,854 . 12,750,800 108,475,277,
Net income (loss) per share: &0 7/ il : g L B :
Basic - as reported . o o $ (1 76) $ ) (l 09) $ B (4 33) $ ) 245
“Diluted ~asreported b g 6§ (109 8 (4338 0.16

New Accounting Pronouncements

In May 2003, the Financial Accounting Standards Board issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity. SFAS No. 150 requires that certain financial instruments, which under previous
guidance were accounted for as equity, must now be accounted for as liabilities. The financial instruments affected include
mandatorily redeemable stock, certain financial instruments that require or may require the issuer to buy back some of its shares in
exchange for cash or other assets and certain obligations that can be settled with shares of stock. SFAS No. 150 is effective for all
financial instruments entered into or modified after May 31, 2003, and otherwise is effective the beginning of the first interim period
after June 15, 2003. The adoption of SFAS No. 150 did not have a material impact on the Company’s financial statements and did not
require the Company to reclassify its Series A Preferred Stock to a liability as the shares are contingently redeemable.

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

2.) Notes Payable

In March 2004, the Company completed an offering of $100,000 of 8 3/8% senior second secured notes due 2010 at a discount
resulting in a 12% yield. Proceeds from the offering were used to retire bank debt with a principal balance of $65,421, pay fees
related to the offering and provide additional liquidity to the Company.

The carrying value of notes payable is comprised of the following:

December 31, June 30,
2003 2004
Principal balance due "7 S B R A S SR ITN64355 0% 100,000
Excess carrying value . ] ) 21,871 —
Discount on note payable - : R g B : : Lhpheed (14,668)
Carrying value $ 86,226 § 85,332
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3.) Cemmitments and Contingencies

In April 2003, the Company entered into a five-year agreement with MCI to purchase colocation/LIS transport services. The
agreement requires that the Company maintain monthly minimums as follows:

April 2004-March 2003 $. 84/month |
April 2005-March 2006 ) $ 88/month
April 2006-March 2007 =i $.93/month |
April 2007-March 2008 $ 97/month

The Company will pay an underutilization charge for any amounts billed under the monthly minimum.

In 2000, the Company entered into an amendment of an earlier Master Purchase and Service agreement with Nortel Networks, Inc.
(Nortel Networks). Under the amendment, the Company committed to purchase and/or license $100,000 of Nortel Networks’
equipment or services. However, the Company is confident that, due to Nortel Networks” discontinuance of certain product lines
contemplated in the Amended Master Purchase and Services agreement, neither party will be held to the conditions of the contract.

In August 2000, the Company entered into a ten-year agreement with Global Crossing to purchase a total of $100,000 of services.
The agreement does not contain monthly minimums, however a penalty is assessed for early termination upon change in control.

Upon change in control, the early termination penalties are $10,000 through August 2004, and $5,000 from September 2004 through
August 2010.

See Regulatory Overview and Legal Proceedings discussion within the Management’s Discussion and Analysis and Legal
Proceedings sections presented in this document.

4.) Capital Stock

Under the terms of the Series A Convertible Preferred Stock, the holders are entitled to receive, when and if declared by the Board of
Directors, cumulative dividends on each share of the Series A Convertible Preferred Stock at a rate of 8% per year which shall accrue

daily and, to the extent not paid, shall accumulate quarterly in arrears. At December 31, 2003 and June 30, 2004, dividends in arrears
are $6,127 and $7,835, respectively.

The shares of Series A Convertible Preferred Stock, plus all accrued and unpaid dividends at the time of conversion, are convertible at
any time, at the option of the holder, into shares of the Company’s common stock at the initial conversion price, which is the original
issue price of $0.5079. The conversion price is subject to adjustment in the event of certain events, such as dilutive issuances of
additional securities. The Series A Convertible Preferred Stock will automatically convert into common stock in the event of an initial
public offering raising at least the greater of $50,000 or the amount of principal and interest outstanding under the Credit Agreement.

The Series A Convertible Preferred Stock may be automatically converted upon the consent of the holders of at least 60% of the then
outstanding shares of Series A Convertible Preferred Stock.

The shares of Series A Convertible Preferred Stock will be redeemed on the tenth anniversary of the original issuance, if the shares
have not previously been redeemed or converted. The Company may redeem all of the Series A Convertible Preferred Stock upon the
effectiveness of an initial public offering. The redemption price of the Series A Convertible Preferred stock will be the greater of (i)
the original issue price plus all accrued and unpaid dividends or (ii) the fair market value of the shares of common stock, as
determined by the Board of Directors, that would be received upon conversion of (a) the Series A Convertible Preferred Stock, and (b)
any accrued and unpaid dividends on the Series A Convertible Preferred Stock. Upon a change of control, the holders of 60% of the
then outstanding shares of the Series A Convertible Preferred Stock may require the Company to redeem all of or a portion of the
Series A Convertible Preferred Stock at a price equal to (1) the liquidation preference (as described below) if the change of control

occurs before the fifth anniversary of the original issue date and (2) the redemption price if the change of control occurs after the fifth
anniversary of the original issue date.
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in the event of the Company’s liquidation, the holders of the Series A Convertible Preferred Stock will receive any distribution of
corporate assets before any distributions are made to a junior class of equity. The amount to be distributed to the holders of Series A
Convertible Preferred Stock will be the greater of (i) two times the original issue price plus all accrued and unpaid dividends (whether
or not yet accumulated) as of the date of distribution, or (ii) the fair market value of the shares of the Company’s common stock, as
determined by the Board of Directors, that would be received upon (1) conversion of the Series A Convertible Preferred Stock, (2) any
acerued and unpaid dividends and, (3) if the liquidation is prior to the fifth anniversary of the date of issuance of the Series A
Convertible Preferred Stock, all additional dividends that would have been accrued through the fifth anniversary date.

Stock Options

In November 2002, the Board of Directors approved the Eschelon Telecom, Inc. Stock Option Plan of 2002 (the 2002 Plan). A total
of 14,117,647 shares of the Company’s common stock have been reserved for issuance under the 2002 Plan, At June 30, 2004, the
Company had 10,337,796 options outstanding and 2,484,979 shares of restricted common stock issued to certain directors and
members of management under the 2002 Plan.

Restricted Common Stock

In February 2003, the Company granted 2,484,979 shares of restricted common stock to certain directors and members of
management. The fair value per share of this restricted stock was $0.05. The Company records compensation expense as the
restrictions are removed from the stock. In February 2003, 1,399,902 shares had vested resulting in compensation expense related to
restricted common stock of $70. In February 2004, an additional 405,968 shares had vested resulting in compensation expense of $20.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking and Cautionary Statements

We make “forward-looking statements” throughout this document. Whenever you read a statement that is not solely a statement of
historical fact (such as when we state that we “may,” “will” or “plan to” perform in a certain manner or that we “intend,” “believe,”
“gxpect,” “anticipate,” “‘estimate’ or “project” that an event will occur, or the negative thereof, and other similar statements), you
should understand that our expectations may not be correct, although we believe that they are reasonable. You should also understand
that our plans may change. We do not guarantee that the transactions and events described in this document will happen as described
or that any positive trends noted in this document will continue.

Forward-looking statements, such as those regarding management’s present plans or expectations for new product offerings, capital
expenditures, cost-saving strategies and growth are not guarantees of future performance. They involve risks and uncertainties
relative to return expectations and related allocation of resources, and changing economic or competitive conditions, as well as the
negotiation of agreements with third parties and other factors discussed herein, which could cause actual results to differ from present
plans or expectations, and such differences could be material. Similarly, forward-looking statements regarding management’s present
expectations for operating results and cash flow involve risks and uncertainties relative to these and other factors, such as the ability to
increase revenues and/or to achieve cost reductions and other factors discussed herein, which also would cause actual results to differ
from present plans. Such differences could be material. All forward-looking statements attributable to us or by any persons acting on
our behalf are expressly qualified in their entirety by these cautionary statements.

As such, actual results or circumstances may vary materially from such forward-looking statements or expectations. Readers are also
cautioned not to place undue reliance on these forward-looking statements which speak only as of the date these statements were
made. Except as required by law, we will not update these forward-looking statements, even if our situation changes in the future.

Company Overview

We are a leading facilities-based provider of integrated voice and data communications services to small and medium-sized businesses
in 12 markets in the western United States. Our voice and data services, which we refer to as network services, include local dial tone,
long distance, enhanced voice features and dedicated Internet access services. We also sell, install and maintain business telephone
and data systems and equipment, which we call BTS. We provide these products and services individually or in customized packages
to address our customers’ need for an outsourced voice and data network solution.

We have increased our annual revenue every year from $41.7 million for the year ended December 31, 1999 to $141.1 million for the
year ended December 31, 2003, and we have increased our gross profit from $14.8 million-to $80.3 million over the same period. As
of June 30, 2004, we provided service through 225,949 total access lines, an increase of 9.5% from 206,421 total access lines at
December 31, 2003.

Our goal is to provide services to our customers on our network, or on-net, which will allow us to continue to expand our operating
margins and improve profitability. We have continued to increase the percentage of on-net customers with a strategically deployed
and incentivized sales force. Increasing our on-net percentage improves customer retention, leverages our network, increases
profitability and reduces our exposure to regulatory risk. We selectively provide service via the unbundled network element-platform,
or UNE-P, to reach locations outside of our network footprint of on-net customers and to provide Qwest DSL.. For the six months
ended June 30, 2004, 89.1% of our new access lines installed were on-net and as of June 30, 2004, 77.4% of our total access lines in
service were on-net.

Customer retention is a key metric that we use to measure the success of our business. We report monthly access line attrition, or
churn, as measured by dividing total access lines disconnected for the month by our total access lines at the end of the month. We
believe our low level of churn reflects our high quality of service and the value proposition we provide to new and existing customers.
Due to our focus on improved service levels, competitive pricing and customer credit quality, we have reduced our monthly churn to
levels that we believe are industry leading. For the six months ended June 30, 2004, our monthly churn averaged 1.53% compared to
1.60% for the year ended December 31, 2003,
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Revenue. Network services revenue consists primarily of local dial tone, long distance, access charges, and data service. Revenue
from local telephone service consists of charges for basic local service, including dedicated T1 access, and custom-calling features
such as call waiting and call forwarding. Revenue from long distance service consists of per-minute-of-use charges for a full range of
traditional switched and dedicated long distance, toll-free calling, international, calling card and operator services. Revenue from data
services consists primarily of monthly usage fees for dedicated Internet access services.

Network services revenue is recognized in the month the services are used. In the case of local service revenue, local services charges
are billed in advance but accrued for and recognized on a prorated basis based on length of service in any given month. Long distance
and access charges are billed in arrears but accrued based on monthly average usage per line per day. We do not receive any revenues
from reciprocal compensation due to our bill-and-keep arrangement with Qwest nor do we have any wholesale revenue other than
access revenue. For the six month period ended June 30, 2004, carrier access revenue represented 8.5% of our total revenue.

BTS revenue consists of revenue from both the sale of telephone equipment and the servicing of telephone equipment systems.
Telephone equipment revenue is recognized upon delivery and acceptance by the customer. Service revenue is recognized upon
completion of service or, in the case of maintenance agreements, is spread equally over the life of the maintenance contract.

Cost of revenue. Our network services cost consists primarily of the cost of operating and maintaining our network facilities. The
network components for our facilities-based business include the cost of:

* leasing local loops and digital T1 lines which connect our customers to our network;

* leasing high capacity digital lines that interconnect our network with ILECs;

¢ leasing high capacity digital lines that connect our switching equipment to our colocations;
* leasing space in ILEC central offices for colocating our equipment;

* signaling system network connectivity; and

* leasing our ATM backbone network.

The costs to lease local loops, digital T1 lines and high capacity digital interoffice facilities from the ILECs varies by carrier and by
state and are regulated under the Telecommunications Act of 1996. In virtually all areas, we lease local loops, T1 lines and interoffice
capacity from the ILECs. We lease interoffice facilities from carriers other than the ILEC where possible in order to lower costs and
improve network redundancy. However, in most cases, the ILEC is the only source for local loops and T1 lines. We also purchase,
on a wholesale or negotiated basis, UNE-P and customized network element packages, or UNE-E, from Qwest and Centrex services
from SBC Communications Inc. The rates for UNE-P and Centrex are regulated and established by the various state corporation or
utility commissions. As of June 30, 2004 and December 31, 2003, we had 42,921 and 45,041 UNE-P access lines in service,
respectively. As of June 30, 2004 and December 31, 2003, we had 8,095 and 8,493 Centrex access lines in service, respectively. The
rates for UNE-E were negotiated with Qwest under the terms of a five-year contract that expires December 31, 2005. As of June 30,
2004 and December 31, 2003, we had 1,942 and 1,934 UNE-E access lines in service, respectively.

We have entered into wholesale purchasing agreements with long distance and other service providers. Some of these agreements also
contain termination penalties and/or minimum usage volume commitments. In the event we fail to meet minimum volume

commitments, we may be obligated to pay underutilization charges. We do not anticipate having to pay any underutilization charges
in the foreseeable future.

We carefully review all of our vendor invoices and frequently dispute inaccurate or inappropriate charges. Our single largest vendor
is Qwest, to whom we paid $25.8 million for the year ended December 31, 2003, and $16.7 million for the six months ended June 30,
2004. We frequently short pay vendor invoices in order to pay proper amounts owed. We use significant estimates to determine the

level of success in dispute resolution and consider past historical experience, basis of dispute, financial status and current relationship
with vendors and aging of prior disputes in quantifying our estimates.

We account for all of our network depreciation in depreciation and amortization expense and do not have any depreciation in cost of
revenue.

Our most significant BTS costs are the equipment purchased from manufacturers and labor for service and equipment installation. To
take advantage of volume purchase discounts, we purchase equipment primarily
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from three manufacturers. For BTS installations our policy is to require a 30% deposit before ordering the equipment so our risk of
excess inventory or inventory obsolescence is low. BTS cost of revenue also includes salaries and benefits of field technicians as well
as vehicle and incidental expenses associated with equipment installation, maintenance and service provisioning.

Sales, general and administrative expenses. Sales, general and administrative expenses are comprised primarily of salaries and
benefits, bonuses, commissions, occupancy costs, sales and marketing expenses, bad debt, billing and professional services.

Determining our allowance for doubtful accounts receivable requires significant estimates. We consider a number of factors in
determining the proper level of the allowance, including historical collections experience, current economic trends, the aging of the
accounts receivable portfolio and changes in the creditworthiness of our customers. We perform a rigorous credit review process on
each new customer that involves reviewing the customer’s current service provider bill and payment history, matching customers with
the National Telecommunications Data Exchange database for delinquent customers and, in some cases, requesting credit reviews
through Dun and Bradstreet. For the six months ended June 30, 2003 and 2004, our bad debt expense as a percentage of revenue was
0.5% and 0.6%, respectively.

Depreciation and amortization. Our depreciation and amortization currently includes depreciation for network related voice and data
equipment, back office systems, furniture, fixtures, leasehold improvements, office equipment and computers. All internal costs
directly related to the expansion of our network and operating and support systems, including salaries of certain employees, are
capitalized and depreciated over the lives of the switches or systems, as the case may be. Capitalized customer installation costs are
amortized over the approximate average life of a customer. Detailed annual time studies are used to determine labor capitalization.
These time studies are based on employee time sheets for those engaged in capitalizable activities.

In 2002, we adopted Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Intangible Assets. SFAS No. 142

provides that goodwill and intangible assets that have indefinite useful lives not be amortized but rather be tested at least annually for
impairment.

Regulatory Overview

FCC rules implementing the local competition provisions of the Telecommunications Act permit CLECs to lease UNEs at rates
determined by PUCs employing the FCC’s Total Element Long Run Incremental Cost, or TELRIC, forward-looking, cost-based
pricing model. On September 15, 2003, the FCC opened a proceeding re-examining the TELRIC methodology and wholesale pricing
rules for communications services made available for resale by ILECs in accordance with the Telecommunications Act. This
proceeding will comprehensively re-examine whether the TELRIC pricing model produces unpredictable pricing inconsistent with
appropriate economic signals; fails to adequately reflect the real-world attributes of the routing and topography of an ILEC’s network;
and creates disincentives to investment in facilities by understating forward-looking costs in pricing RBOC network facilities and
overstating efficiency assumptions. We have joined a coalition of CLECs to participate in this proceeding. The application and effect

of a revised TELRIC pricing model on the communications industry generally and on certain of our business activities cannot be
determined at this time.

In August 2003, in its TRO, the FCC substantially modified its rules governing access to UNEs by CLECs. However, on March 2,
2004, the D.C. Circuit vacated certain portions of the TRO and remanded the TRO to the FCC for further proceedings. Specifically,
the Court vacated the FCC’s delegation of decision-making authority to state commissions and several of the FCC’s nation-wide
impairment determinations. The Court also found that the FCC used a flawed methodology when making certain network element
unbundling determinations and remanded those determinations back to the FCC for further analysis and justification. The Court
temporarily stayed the effectiveness of its decision until (1) the denial of any petition for rehearing or (2) May 2, 2004. The Court
subsequently extended the effective date until June 15, 2004.

The FCC and the Solicitor General have declined to appeal the Court’s order. The National Association of Regulatory Utility
Commissioners and a coalition of CLECs, including Eschelon, separately appealed the decision. We expect to learn whether the
Supreme Court will take the case before the end of the year.

14




Merrill Corporation -04-8510-1 Thu Aug 12 02:11:14 2004 Chksum: 357998 Cycle 3.0
10-Q Eschelon Telecom Inc.
C:\ims\schella\04-8510-1\task168035\8510-1-ba.pdf EDGAR Doc 1 Page 15

Although the Court’s order is now in effect, we do not know how or when the FCC will respond to it. The FCC could issue interim
rules in a relatively short time period that would remain in effect until permanent rules were issued or the FCC could farego interim
rules. We do not know when the FCC might issue either interim or permanent rules nor do we know what the rules will be or the
effect such rules could have upon our business. However, it has been reported in the trade press that the FCC will shortly issue a
Notice of Proposed Rulemaking that will “preserve rates for unbundled network elements for six months, with rate increases expected
to occur in the months that follow, according to industry sources . . . It is speculated that a notice of proposed rulemaking to establish
permanent rules will be released that calls for grandfathering any lines in service as of the end of the standstill period at total-element
long-run increment cost (TELRIC) rates plus a 15% increase. It is further speculated that the [Notice] would open the door for ILECs
to set the.rates for new network access orders, subject to contractual obligations”(1).

The ILECs have stated that they interpret the order as eliminating unbundled switching, transport, high capacity loops and dark fiber
as UNEs. Except for dark fiber, Eschelon uses all of these UNEs. Eschelon, along with many other CLECs, interprets the effect of
the order differently, reasoning that under the 1996 Telecommunications Act as well as under state statutes, unbundling is still
required where CLECs are impaired without access to UNEs. Furthermore, whereas the Court explicitly vacated the rules requiring
the unbundling of mass market switching and transport, it was silent with respect to high capacity loops.

The ILECs have also stated that they will follow the “change of law” provisions in our interconnection agreements. These provisions

provide that when a party to the agreement believes the governing law has changed its obligations under the agreement, it may request
that the other party enter into negotiations to amend the agreement. If the parties are unable to agree upon an amendment, the dispute

is arbitrated either by a neutral arbitrator or by the relevant state commission. We anticipate that “change of law” negotiations will

commence soon. We do not know when the negotiations might conclude nor the effect of any amendments arrived at upon our
business.

The FCC has encouraged ILECs and CLECs to engage in commercial negotiations to provide access to ILEC facilities that may no
longer be available as UNEs. Although a few such agreements have been announced, the great majority of CLECs, including
Eschelon, have not succeeded in negotiating new agreements as of this date. Qwest and MCI recently made public a four-year
agreement which provides MCI an alternative to the UNE-P products they currently purchase from Qwest today at higher prices.
Qwest has stated that it will make similar terms and conditions available to other CLECs. We are currently evaluating the agreement.
In addition, Eschelon has sent Qwest its own proposal relating to UNE-P, but we have not yet received a response.

As a condition of entering the long distance markets, the Act requires ILECs to provide CLECs with loops, transport, and unbundled
switching. Inthe TRO, the FCC determined, and the D.C. Circuit Court agreed, that these facilities must be made available to CLECs
at “just and reasonable” rates, in contrast to UNEs which are available at TELRIC rates. We do not know what “just and reasonable”
rates would be nor do we know when such rates might be established nor the roles of the FCC or state commissions in establishing
such rates. In addition, Bell South has petitioned the FCC requesting that the FCC forebear from requiring RBOCs to provide an
element under the long distance provisions of the Act if the RBOC is no longer required to provide the analogous UNE under the local
competition portions of the Act. We do not know how the FCC will rule on Bell South’s petition.

(1) “Interim UNE Rules Expected To Offer Six-Month Freeze, Could Spark Bell Legal Fight,” Telecommunications Reports,
August 1, 2004.
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Comparison of Financial Results
Overview of Results

Selected consolidated financial and operating data for the three and six month periods ended June 30, 2003 and 2004 is as
follows (dollars in thousands, except per unit amounts):

Three months ended June 30, Six months ended June 30,
2003 2004 %o Change 2003 2004 % Change

R (unaudited) (unuudited) . (unaudited) (unaudited) e
Total revenue - : 8354050 % 13y, 151 10.6% 8- 67,319 % TI347 0 14.9% ¢
Total gross margin (% ) 36, 6% ) 60,6% - 7.2% 56.3% 60.1% 6.8%
EBITDA ' $ 38848 6657 i T14% § 6318 8 13,0047 105.8%
Capital expendxtures 5 8,054 § 6,789 (15.7)% $ 14776 § 13,829 (6.4)%
Cash'” $099342 0§ 0238430 1552% %0342 % 238430 0 T1552%
Voice lines in service = LT B43967 162,622 12.6% 144,396 162,622 12.6%
Data lines in service ‘ ..36,825 63,327 72.0% 36,825 63,327 . 12.0%
Total lines in'service ™ 1 oSBT DA 1925949 24.7% 181,221 :225,949 SE249%
Lines on-net (%) 69.6% T14% 11.3% 69.6% 77.4% 11.3%
Linessold &7 CUO20.880 22773 i 90% 43,8660 422367 B%
Average monthly churn (%) L% 1.52% (10.9)% 1.75% L 53% {12.1)%
Average network tevenue per ling © § 115208 § : °49,06. (7.4)% $ 00532208 497300 e, 6)%:
Average total associates : . TOB90 i o1R BA% 0 B9B L T002 - 04%
Average total sales associates o 1ge 195 . 32% 190 184 (BG.2)%
Averape network sales associates CAs2 i Ise L 2%t s AR 3 8)%

Three Months Ended June 30, 2004 versus Three Months Ended June 30, 2003

Revenue. Revenue for the three months ended June 30, 2003 and 2004 is as follows:

2003 2004 % Change
(unaudited) (unaudited)

Revenue (in millions): 0 e e e S R R y
Voice and data services 3 204 § 24.1 18 3%
Long distance -~ S e 4750 e kL)
Access o 3.1 33 . 5.6%

“Total netwark services. " e S BIR o 162%
Business telephone systems ) 7.2 6.4 (11.2)%
Total revenue T ) e

Network services revenue was $32.8 million for the three months ended June 30, 2004, an increase of 16.2% from $28.2
million in the same period of 2003. The increase in revenue was primarily due to an increase in the average number of voice and data
access lines in service. Over the past 12 months the number of voice lines increased by 12.6% to 162,622 lines at June 30, 2004 and
the number of data lines increased by 72.0% to 63,327 lines at June 30, 2004. The growth in access lines was partially offset by
declines in long distance and access revenue per minute of use and a decline in data revenue per line. Due to continued high levels of
competition, long distance revenue per minute of use declined. Access revenue per minute of use declined in line with the scheduled
FCC reduction of interstate rate levels. Data revenue per line declined due to a combination of customers purchasing more bandwidth
at discounted prices and general pricing pressures for data services in our markets. We expect all of the above trends in line growth,
long distance rates, access rates and data revenue per line to continue for the foreseeable future. As we continue to grow, our size and
churn will begin to limit our access line growth rate on both an absolute and on a percentage basis uniess we increase our sales force
and geographic territory.
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BTS revenue was $6.4 million for the three months ended June 30, 2004, a decrease of 11.2% from $7.2 million in the same
period of 2003. The decrease in revenue was primarily due to a decrease in revenue from change orders and new system sales. We
cannot predict future trends in capital spending by small and medium-sized business customers.

Cost of Revenue. Cost of revenue for the three months ended June 30, 2003 and 2004 is as follows:

2003 2004 % Change
{unaudited) (unaudited)
Cost of revenue (in millions): © B s G e
Network services $ 112 § 11.6 3.6%
“Business telephone systems = & 7T L T T T g g L 3R T (B9)%
Total cost of revenue 3 154 § 15.4 0.2%

Network services cost of revenue was $11.6 million for the three months ended June 30, 2004, an increase of 3.6% from
$11.2 million in the same period of 2003. This increase is due to our growth in access lines. As a percentage of related revenue,
network services cost of revenue for the three months ended June 30, 2004 declined to 35.4% from 39.7% for the same period of
2003. This improvement was due to the increase in our percentage of access lines on-net to 77.4% as of June 30, 2004 from 69.6% as
of June 30, 2003.

BTS cost of revenue was $3.8 million for the three months ended June 30, 2004, a decrease of 8.9% from $4.2 million in the
same period of 2003. This decrease was due to a decrease in materials cost related to the change orders and new system sales
mentioned previously. As a percentage of related revenue, BTS cost of revenue for the three months ended June 30, 2004 increased to
59.6% from 58.0% for the same period of 2003. We do not expect future improvements in BTS cost of revenue as a percentage of
related revenue unless we are able to significantly increase BTS revenue and therefore achieve greater volume discounts or economies
of scale in our workforce.

Gross Profit. Gross profit for the three months ended June 30, 2003 and 2004 is as follows:

2003 2004 % Change
) ) (unaudited) (unaudited)

Gross profit (in millions); Sl i G SR :
Network services B 3 170§ 21,2 24.4%
Business telephone systems ol ' L300 26 L (145)%!

Total gross profit 3 20.0 § 23.8 18.5%

The increase in gross profit for the three months ended June 30, 2004, from the same period of 2003, is due to the increase in
revenue mentioned previously.

Sales, General and Administrative Expense. Sales, general and administrative expenses were $17.1 million for the three
months ended June 30, 2004, an increase of 5.8% from $16.1 million in the same period of 2003. The increase is primarily due to
higher average payroll and fringe benefit expenses and an increase in operating taxes. As a percentage of revenue, sales, general and
administrative expenses for the three months ended June 30, 2004 declined to 43.6% from 45.6% in the same period of 2003 due to
the improved efficiency of our existing operations resulting from our fixed cost structure supporting a higher level of revenue. We
expect this trend to continue as we add more access lines with only modest increase in our employee base.

EBITDA. Barnings before interest, taxes, depreciation and amortization (EBITDA) was $6.7 million for the three months
ended June 30, 2004, an increase of 71.4% from $3.9 million in the same period of 2003. This increase was due to increased profit
margins and lower sales, general and administrative expenses as a percentage of revenue,

EBITDA is a not a measure of financial performance under generally accepted accounting principles (GAAP). EBITDA is
provided because it is a measure of financial performance commonly used as an indicator of a company’s historical ability to service
debt. EBITDA should not be construed as an alternative to operating income, as an indicator of operating performance nor as an
alternative to cash flows provided by operating activities as a measure of liquidity determined in accordance with GAAP. We may
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calculate EBITDA differently than other companies. The following is a schedule reconciling EBITDA with reported GAAP net
income (loss) for the three months ended June 30, 2003 and 2004 (dollars in thousands):

2003 2004

) ) (unaudited) (uguudited) )

EBITDA S . S e i ® R 3,884 % 26,657
Depreciation and amortization ) ) . (8,056) {121
Interestexpense oo ; @) (2760)
Loss on disposal of assets 3 6) (23)
Interest income: .~ 1 S o e SS 06
Net income (loss) 3 (4,601) $ (3,377

Depreciation and Amortization. Depreciation and amortization expense was $7.3 million for the three months ended
June 30, 2004, a decrease of 9.7% from $8.1 million in the same period of 2003. This decrease was primarily due to accelerated
depreciation in 2003 on the abandonment of our previous billing system per SFAS No. 144. As a percentage of revenue, depreciation
and amortization decreased to 18.6% for the three months ended June 30, 2004 from 22.8% for the same period of 2003.

Interest. Interest expense was $2.8 million for the three months ended June 30, 2004, an increase of 516.4% from $0.4
million in the same period of 2003. This increase was primarily due to interest expense on our senior second secured notes.

Six Months Ended June 30, 2004 versus Six Months Ended June 30, 2003

Revenue. Revenue for the six months ended June 30, 2003 and 2004 is as follows:

2003 2004 % Chunge
(unaudited) (unaudited)

Revenue (in millions): s m [ i i T
Voice and data services ’ ) $ 395 § ~ 476 20.6%
Long distance - ‘ L 192 g 15,9%
Access - S o 6.1 6.6 ) L 11%

Total rietwork services ~. - B L EEST T R 18:3%
Business telephone systems . 12.5 12.5 0.1%
Totalteveme - .0 §T T er3 g 94 149%

Network services revenue was $64.9 million for the six months ended June 30, 2004, an increase of 18.3% from $54.8
million in the same period of 2003. The increase in revenue was primarily due to an increase in the average number of voice and data
access lines in service. Over the past 12 months the number of voice lines increased by 12.6% to 162,622 lines at June 30, 2004, and
the number of data lines increased by 72.0% to 63,327 lines at June 30, 2004. The growth in access lines was partially offset by
declines in long distance and access revenue per minute of use and a decline in data revenue per line. Due to continued high levels of
competition, long distance revenue per minute of use declined. Access revenue per minute of use declined in line with the scheduled
FCC reduction of interstate rate levels. Data revenue per line declined due to a combination of customers purchasing more bandwidth
at discounted prices and general pricing pressures for data services in our markets. We expect all of the above trends in line growth,
long distance rates, access rates and data revenue per line to continue for the foreseeable future. As we continue to grow, our size and
churn will begin to limit our access line growth rate on both an absolute and on a percentage basis unless we increase our sales force
and geographic territory.

BTS revenue was $12.5 million for each of the six months ended June 30, 2003 and 2004. We cannot predict future trends in
capital spending by small and medium-sized business customers.
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Cost of Revenue. Cost of revenue for the six months ended June 30, 2003 and 2004 is as follows:

2003 2004 % Change
. ) (unaudited) . (unnuAdjted)’

Cost of revenue (in millions): Sk L I e
Network services $ 21.8 § 23.3 6.9%
Business telephone systems : : 7.6 7.5 (1.0)%

Total cost of revenue $ 294 § 30.8 4.9%

Network services cost of revenue was $23.3 million for the six months ended June 30, 2004, an increase of 6.9% from $21.8
million in the same period of 2003. This increase is due to our growth in access lines. As a percentage of related revenue, network
services cost of revenue for the six months ended June 30, 2004 declined to 36.0% from 39.8% for the same period of 2003. This

improvement was due to the increase in our percentage of access lines on-net to 77.4% as of June 30, 2004 from 69.6% as of June 30,
2003.

BTS cost of revenue was $7.5 million for the six months ended June 30, 2004, a decrease of 1.0% from $7.6 million in the
same period of 2003. As a percentage of related revenue, BTS cost of revenue for the six months ended June 30, 2004 decreased to
59.9% from 60.6% for the same period of 2003. We do not expect future improvements in BTS cost of revenue as a percentage of

related revenue unless we are able to significantly increase BTS revenue and therefore achieve greater volume discounts or economies
of scale in our workforce.

Gross Profit. Gross profit for the six months ended June 30, 2003 and 2004 is as follows:

2003 2004 % Change
(unaudited) ) ‘(unuu‘(’li’ted)
Gross profit (in millions); : ! b : RN
Network services $ 330 § 41.5 25.8%
" Business telephone systems Rt Clgg s g e 8%
Total gross profit $ 379 § 46.5 22.7%

The increase in gross profit for the six months ended June 30, 2004, from the same period of 2003, is due to the increase in
revenue mentioned previously.

Sales, General and Administrative Expense. Sales, general and administrative expenses were $33.5 million for the six
months ended June 30, 2004, an increase of 6.0% from $31.6 million in the same period of 2003. The increase is primarily due to
higher average payroll, fringe benefit and sales recruiting expenses and an increase in operating taxes. As a percentage of revenue,
sales, general and administrative expenses for the six months ended June 30, 2004 declined to 43.3% from 46.9% in the same period
of 2003 due to the improved efficiency of our existing operations resulting from our fixed cost structure supporting a higher level of
revenue. We expect this trend to continue as we add more access lines with only modest increase in our employee base.

EBITDA. Eamings before interest, taxes, depreciation and amortization (EBITDA) was $13.0 million for the six months
ended June 30, 2004, an increase of 105.8% from $6.3 million in the same period of 2003. This increase was due to increased profit
margins and lower sales, general and administrative expenses as a percentage of revenue.

The following is a schedule reconciling EBITDA with reported GAAP net income (loss) for the six months ended June 30,
2003 and 2004 (dollars in thousands):
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2003 2004
Cnaudited) T
EBITDA " ~ L T $§ 06318 8 13,004
Depreciation and amortization (15,705) (15,212)
Interest expense 4 L L S (RT9) L (5,074)
Deferred compensation (70) (20)
Loss on disposal of assets 7 o ; S L 3R) L (24)
Inferest income o 17 3
“.Gain on debt restructuring =~ - s : G sl 118,195
Net income {loss) 3 (10,225) § 10,907

Depreciation and Amortization. Depreciation and amortization expense was $15.2 million for the six months ended June 30,
2004, a decrease of 3.1% from $15.7 million in the same period of 2003. This decrease was primarily due to accelerated depreciation
in 2003 on the abandonment of our previous billing system per SFAS No. 144. As a percentage of revenue, depreciation and
amortization decreased to 19.7% for the six months ended June 30, 2004 from 23.3% for the same period of 2003.

Interest. Interest expense was $5.1 million for the six months ended June 30, 2004, an increase of 477.2% from $0.9 million
in the same period of 2003. This increase was primarily due to interest expense on our senior second secured notes and a §1.6 million
prepayment penalty associated with the prepayment of our bank facility.

Gain on Extinguishment of Debt. Net income for the six months ended June 30, 2004 included a gain on extinguishment of
debt of $18.2 million. The gain on the extinguishment of debt was the result of paying off our bank facility. In June 2002, we
restructured our bank facility and because the future cash flows could not be calculated with certainty, the gain was deferred. Asa
result of the repayment, the excess carrying value of $20.9 million and debt issuance costs of $2.7 million resulted in the $18.2 million
gain on extinguishment of debt.

Liquidity and Capital Resources

Financings. In March 2004, we completed an offering of $100 million of 8 3/8% senior second secured notes due 2010 ata
discount resulting in a 12% yield. We used the proceeds from our offering to retire bank debt, pay fees related to the offering and
provide additional liquidity to our company. After repayment of our senior secured bank facility and fees related to the issuance of the
new notes, we received incremental cash of approximately $13.6 million.

Cash Flows Provided by Operating Activities. Cash provided by operating activities was $13.4 million for the six months
ended June 30, 2004 compared to cash provided by operating activities of $5.3 million for the six months ended June 30, 2003. Our
improvement in cash provided by operating activities was primarily due to our growth in gross profit accompanied by a smaller
increase in our operating expenses. Working capital improved primarily through improvement in our accounts receivable collections
and an increase in our accounts payable days outstanding. Average accounts receivable days sales outstanding improved from 35.0
for the six months ended June 30, 2003 to 30.9 for the six months ended June 30, 2004. Average accounts payable days outstanding
increased from 68.0 for the six months ended June 30, 2003 to 78.3 for the six months ended June 30, 2004. We do not expect further
improvement in our accounts receivable or accounts payable days outstanding in the future.

Cash Flows Used in Investing Activities. Cash used in investing activities was $12.5 million for the six months ended
June 30, 2004 compared to $14.1 million for the six months ended June 30, 2003. The cash used in investing activities was primarily
for the maintenance and expansion of our network and back office systems.

Cash Flows Provided by (Used in) Financing Activities. Cash provided by financing activities was $14.3 million for the six
months ended June 30, 2004. The net proceeds from the issuance of the senior second secured notes generated approximately $13.6
million, which is net of a $1.6 million prepayment penalty mentioned previously. For the six months ended June 30, 2003, net cash
used in financing activities was $1.6 million, primarily for payment on capital lease obligations.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are not exposed to market risks from changes in foreign currency exchange rates or commodity prices. We do not hold any
derivative financial instruments nor do we hold any securities for trading or speculative purposes.

We are exposed to changes in interest rates on our investments in cash equivalents and short-term investments. All of our investments
are in cash equivalents with maturities of less than three months which reduces our exposure to long-term interest rate changes.
Interest income for the three and six month periods ended June 30, 2004 was $26.4 thousand and $37.5 thousand, respectively,
therefore not exposing us to any meaningful interest income risk had rates dropped. Excluding capital leases, we had $85.3 million in

senior second secured notes outstanding as of June 30, 2004. These notes are at a fixed interest rate and are therefore not exposed to
any interest rate risk.

Item 4: Controls and Procedures

Based on their evaluation as of the end of the period covered by this Quarterly Report on Form 10-Q, our principal executive officer
and principal financial officer with the participation and assistance of our management, concluded that our disclosure controls and
procedures, as defined in Rules 13a-15(e) promulgated under the Securities Exchange Act of 1934, were effective in design and
operation. There have been no significant changes in our system of internal controls or in other factors that could significantly affect
internal controls subsequent to the date of their evaluation.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

On August 2, 2004, a Nevada state court entered a judgment against Eschelon for intentionally interfering with a former salesperson’s
economic relationship with his new employer in the amount of $376 thousand plus costs. We had reason to believe the former
employee was violating his non-solicitation agreement with us. We are considering appealing the judgment because, among other

reasons, the jury was not instructed to consider whether we were justified in informing the new employer of the agreement and our
intent to enforce it.

We are a party to several complaint proceedings against Qwest filed with the Arizona, Colorado, Minnesota and Washington public
utility commissions, or PUCs, and two federal court lawsuits involving Qwest. The Minnesota PUC recently ordered Qwest to pay us
approximately $500 thousand as a refund of overcharges related to enhanced extended loops and Qwest may appeal the order. We
have appealed the recent unfavorable decisions by the Minnesota PUC in relation to our complaints regarding Qwest’s withholding of
Direct Measures of Quality, or DMOQ billing credits and our request for a refund from Qwest for overcharges for our colocations.
The Minnesota PUC and the Arizona Corporation Commission recently granted, and the Washington PUC denied in part and granted
in part, our complaints regarding retroactive application of certain favorable UNE rates. We have filed a similar complaint in
Colorado. We continue to pursue a lawsuit against Qwest in the United States District Court, Western District of Washington
regarding the financial harm we have suffered as a result of Qwest’s violations of our interconnection agreements by failing to provide
accurate records relating to interstate and intrastate long distance calls, failing to develop an unbundled network platform and failing
to make DSL available for resale. We also are opposing Qwest’s federal court appeal of the Minnesota PUC’s UNE Cost Order. If
Qwest is successful, our UNE rates in Minnesota could increase.

We are a party to certain regulatory investigations underway in Arizona, Colorado and Washington relating to the alleged failure of
Qwest and several CLECs, including us, to submit interconnection agreements for approval by state regulatory agencies. We cannot
predict the outcome of the Arizona, Colorado or Washington investigations or the effect that any corresponding regulatory actions
may have on our business. A similar investigation by the Minnesota PUC resulted in no direct penalties against us, The Minnesota
Department of Commerce has filed a complaint with the Minnesota PUC concemning agreements that CLECs, including us, have with
certain interexchange carriers for pricing access services. They have asserted that the agreements are unlawfully discriminatory and
required to be filed.

We cannot predict the outcome of any of these proceedings or their effect on our business.
Item 2. Changes in Securities, Use of Proceeds and Issuer Purchase of Equity Securities

On March 17, 2004, Eschelon Operating Company (a wholly owned subsidiary) issued $100 million principal amount at maturity of 8
3/8% Senior Second Secured Notes due in 2010. Jefferies & Company, Inc. and Wachovia Securities were the joint book-running
managers for the transaction. These notes were priced at 84.813% of the principal amount and the gross proceeds were $84.813
million.

We offered these notes to qualified institutional buyers as defined in Rule 144 A under the Securities Act, to persons outside the United
States under Regulation S of the Securities Act and to a limited number of institutional accredited investors within the meaning of
Rule 501 (a) (1), (2), (3) or (7) of the Securities Act. An exchange offer with the holders of the notes, whereby the notes were
exchanged for a like principal amount of registered 8 3/8% Senior Second Secured Notes due 2010, was completed on June 18, 2004.

The proceeds of this transaction were used to repay existing indebtedness of $65.4 million and to pay $5.8 million of associated fees
and expenses of the offering. The remaining $13.6 million of proceeds is being used for general corporate purposes.

We relied upon Rule 701 promulgated under the Securities Act to issue the following securities:

On March 15, 2004, we granted to 186 participants under the Eschelon Telecom, Inc. Stock Option Plan of 2002 options to purchase
an aggregate of 277,617 shares of common stock at an exercise price of $0.10 per share. These options generally vest 20% upon the
date of the initial grant and 20% per year over four years from the date of grant.

On May 20, 2004, we granted to 417 participants under the Eschelon Telecom, Inc. Stock Option Plan of 2002 options to purchase an
aggregate of 986,817 shares of common stock at an exercise price of $0.10 per share. These options generally vest 20% upon the date

of the initial grant and 20% per year over four years from the date of grant.
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On May 20, 2004, we issued to two independent members of our Board of Directors 140,365 shares of common stock at a price of
$0.10 per share as compensation for Board duties.

Item 3. Defaults Upon Securities

None

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of the security holders during the quarter ended June 30, 2004
Item 5. Other Information

None

Item 6. Exhibits and Reports on Form 8-K

a) Exhibits

Exhibit No. Description

3.1* Fifth Amended and Restated Certificate of Incorporation of Eschelon Telecom, Inc. filed on June 27, 2002.

3.2% By-Laws of Eschelon Telecom, Inc.

4.1% Fourth Amended and Restated Stockholders Agreement dated June 27, 2002.

4.2% Eschelon Telecom, Inc. 2002 Stock Incentive Plan.

4.3* Form of Incentive Stock Option Grant Agreement Under the Eschelon Telecom, Inc. 2002 Stock Incentive Plan.
4.4% Form of Nonstatutory Stock Option Grant Agreement Under the Eschelon Telecom, Inc. 2002 Stock Incentive Plan.
4.5% Form of Restricted Stock Grant Agreement Under the Eschelon Telecom, Inc. 2002 Stock Incentive Plan.

4.6%* Indenture dated March 17, 2004 by and among Eschelon Operating Company; Eschelon Telecom, Inc.; Eschelon

Telecom of Minnesota, Inc.; Eschelon Telecom of Washington, Inc.; Eschelon Telecom of Colorado, Inc.; Eschelon
Telecom of Nevada, Inc.; Eschelon Telecom of Utah, Inc.; Eschelon Telecom of Oregon, Inc.; Eschelon Telecom of
Arizona, Inc.; and The Bank of New York Trust Company, N.A.

4.7%* Registration Rights Agreement dated March 17, 2004 by and among Jefferies & Company, Inc.; Wachovia Capital
Markets LLC; Eschelon Operating Company; Eschelon Telecom, Inc.; Eschelon Telecom of Minnesota, Inc.;
Eschelon Telecom of Washington, Inc.; Eschelon Telecom of Colorado, Inc.; Eschelon Telecom of Nevada, Inc.;
Eschelon Telecom of Utah, Inc.; Eschelon Telecom of Oregon, Inc.; and Eschelon Telecom of Arizona, Inc.

4 8** Security Agreement dated March 17, 2004 by and among Eschelon Operating Company; Eschelon Telecom, Inc.;
Eschelon Telecom of Minnesota, Inc.; Eschelon Telecom of Washington, Inc.; Eschelon Telecom of Colorado, Inc.;
Eschelon Telecom of Nevada, Inc.; Eschelon Telecom of Utah, Inc.; Eschelon Telecom of Oregon, Inc.; Eschelon
Telecom of Arizona, Inc.; and The Bank of New York Trust Company, N.A. (as Collateral Agent).

4.9%* Trademark Security Agreement dated March 17, 2004 by and among Eschelon Operating Company; Eschelon
Telecom, Inc.; and The Bank of New York Trust Company, N.A. (as Collateral Agent).

4.10%* Form of Initial 8 3/8% Senior Second Secured Notes due 2010.

4.1 1+* Form of Guarantee of Initial 8 3/8% Senior Second Secured Notes due 2010.

4.12%* Form of Exchange 8 3/8% Senior Second Secured Notes due 2010.

4,[3%* Form of Guarantee of Exchange 8 3/8% Senior Second Secured Notes due 2010.

10.1* Change-in-Control Severance Pay and Employment Agreement dated November 22, 2002 by and between Eschelon
Telecom, Inc. and Richard A. Smith,

10.2* Employment Offer Letter dated March 7, 2000 from Eschelon Telecom, Inc. to Geoffrey M. Boyd.

10.2.1* Severance Pay Letter Agreement dated November 14, 2002 by and between Eschelon Telecom, Inc. and Geoffrey M.
Boyd.

10.4* Employment Offer Letter dated July 19, 1999 from Eschelon Telecom, Inc. to Steven K. Wachter.
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10.5% Stock Restriction Agreement dated February 7, 2003 between Eschelon Telecom, Inc. and Marvin C. Moses.

10.6* Stock Restriction Agreement dated February 7, 2003 between Eschelon Telecom, Inc. and Anthony I. Cassara.

10.7* Stock Restriction Agreement dated February 7, 2003 between Eschelon Telecom, Inc. and Peter M. Van Genderen.

10.8* Carrier Global Services Agreement dated July 28, 2000 by and between MCI WorldCom Communications, Inc. and
Eschelon Telecom, Inc.

10.8.1% First Amendment dated June 20, 2001 to Carrier Global Services Agreement dated July 28, 2000 by and between MCl
WorldCom Communications, Inc. and Eschelon Telecom, Inc.

10.8.2* Second Amendment dated April 8, 2002 to Carrier Global Services Agreement dated July 28, 2000 by and between
MCI WorldCom Communications, Inc. and Eschelon Telecom, Inc.

10.8.3* Third Amendment dated April 1, 2003 to Carrier Global Services Agreement dated July 28, 2000 by and between
MCI WorldCom Communications, Inc. and Eschelon Telecom, Inc.

10.8.4% WorldCom Internet Dedicated Service Agreement and Service Order Form dated June 12, 2003.

10.8.5* WorldCom Internet Dedicated Service Agreement and Service Order Form dated January 23, 2004.

10.8.6* WorldCom Internet Dedicated T3 Price-Protected Agreement dated July 26, 2001.

10.8.7* WorldCom Wholesale Dedicated Internet Pricing Sheet

10.9* Carrier Service Agreement dated August 25, 2000 between Global Crossing Bandwidth, Inc. and Eschelon Telecom,
Inc.

10.9.1* Amendment #1 dated November 10, 2000 to Carrier Service Agreement dated August 25, 2000 between Global
Crossing Bandwidth, Inc. and Eschelon Telecom, Inc.

10.9.2% Amendment #2 dated January 2, 2001 to Carrier Service Agreement dated August 25, 2000 between Global Crossing
Bandwidth, Inc. and Eschelon Telecom, Inc.

10.9.3* Amendment #3 dated June 25, 2001 to Carrier Service Agreement dated August 25, 2000 between Global Crossing
Bandwidth, Inc. and Eschelon Telecom, Inc.

10.9.4* Amendment #4 dated July 17, 2001 to Carrier Service Agreement dated August 25, 2000 between Global Crossing
Bandwidth, Inc. and Eschelon Telecom, Inc.

10.9.5*% Amendment #5 dated April 25, 2002 to Carrier Service Agreement dated August 25, 2000 between Global Crossing
Bandwidth, Inc. and Eschelon Telecom, Inc.

10.9.6* Amendment #6 dated July 12, 2002 to Carrier Service Agreement dated August 25, 2000 between Global Crossing
Bandwidth, Inc. and Eschelon Telecom, Inc.

10.9.7* Amendment #7 dated March 26, 2004 to Carrier Service Agreement dated August 25, 2000 between Global Crossing
Bandwidth, Inc. and Eschelon Telecom, Inc.

10.10%* Advisory Agreement dated March 15, 2004 among Eschelon Telecom, Inc.; Bain Capital Investors, LLC; Wind Point
Advisor, L.L.C.; and Stolberg, Meehan & Scano, L.L.C.

10.11* Lease of Office Space by and between St. Paul Properties, Inc. and Eschelon Telecom, Inc. dated as of November 18,
2003.

10.12* Lease Agreement by and between Timeshare Systems, Inc. and Advanced Telecommunications, Inc. dated March 3,
1999.

10.13* Lease For Storage dated July 30, 1996 by and between T.H.S. Northstar Associates Limited Partnership and
Fishnet.com, Inc.

10.13.1* First Amendment dated March 10, 1998 of Lease for Storage dated July 30, 1996 by and between T.H.S. Northstar
Associates Limited Partnership and Fishnet.com, Inc.

10.13.2* Second Amendment dated March 27, 1998 of Lease for Storage dated July 30, 1996 by and between T.H.S. Northstar
Associates Limited Partnership and Fishnet.com, Inc.

10.13.3* Third Amendment dated April 30, 1999 of Lease for Storage dated July 30, 1996 by and between T.H.S. Northstar
Associates Limited Partnership and Fishnet.com, Inc.

10.13.4* Fourth Amendment dated October 3, 2000 of Lease for Storage dated July 30, 1996 by and between T.H.S. Northstar
Associates Limited Partnership and Fishnet.com, Inc.

10.13,5* Lease For Storage dated March 6, 2000 by and between T.H.S. Northstar Associates Limited Partnership and
Fishnet.com, Inc.

10.13.6* Lease For Storage dated July 11, 1999 by and between T.H.S. Northstar Associates Limited Partnership and

Fishnet.com, Inc.
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10.14* Lease Agreement by and between Duke Realty Limited Partnership and Cady Communications, Inc. dated May 21,
1999.

10.15%* Lease Agreement between Seattle Telecom LLC and Advanced Telecommunications, Inc. dated December 20, 1999.

10.16* Office Lease by and between Parkside Salt Lake Corporation and Advanced Telecommunications, Inc. dated
December 28, 1999,

10.17* Lease by and between Denver Place Associates Limited Partnership and Eschelon Telecom of Colorado, Inc. dated
October 24, 2000.

10.18* Office Lease by and between SOFI-IV SIM Office Investors I, Limited Partnership and Advanced
Telecommunications, Inc. dated December 19, 1999,

10.18.1% First Amendment dated March 17, 2003 to Lease by and between SOFI-IV SIM Office Investors II, Limited
Partnership and Eschelon Telecom, Inc. dated December 19, 1999,

10.19% Lease by and between Alco Investment Company and Advanced Telecommunications, Inc. dated November 19, 1999.

21.1* Subsidiaries of Eschelon Telecom, Inc.

31.1 Certification by Richard A. Smith, Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

31.2 Certification by Geoffrey M. Boyd, Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002,

32.1 Certification by Richard A. Smith, Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

322 Certification by Geoffrey M. Boyd, Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

* Incorporated herein by reference to Eschelon Telecom, Inc. Registration Statement on Form 10, No. 000-50706.

ks

Incorporated herein by reference to Eschelon Operating Company Registration Statement on Form S-4, No. 333-
114437,

b) Reports on Form 8-K

On June 10, 2004, Eschelon Operating Company {a wholly owned subsidiary) filed a Form 8-K containing the press release issued on
June 10, 2004 announcing the extension of our exchange offer.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

Eschelon Telecom, Inc.
Date: August 11, 2004 By: /8! Geoffrey M. Boyd

Name: Geoffrey M. Boyd

Title: Chief Financial Officer
(Principal Financial and
Accounting Officer and Duly
Authorized Officer)
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Exhibit 31.1

Certifications
I, Richard A. Smith, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Eschelon Telecom, Inc.,

2. Based on my knowledge, this 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 report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4, The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about effectiveness of the disclosure controls and procedures, as of the end of period covered by this report based on such
evaluation; and

c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of a annual report) that has materially affected, or
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
functions):

@)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant’s ability to record, process, summarize, and report financial information;
and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
control over financial reporting.
August 11, 2004
Sign: /S/ Richard A. Smith

Richard A. Smith
President and Chief Executive Officer
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Exhibit 31.2

Certifications
1, Geoffrey M. Boyd, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Eschelon Telecom, Inc.,

2. Based on my knowledge, this 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 report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared,

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about effectiveness of the disclosure controls and procedures, as of the end of period covered by this report based on such
evaluation; and

c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of a annual report) that has materially affected, or
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant’s ability to record, process, summarize, and report financial information;
and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
control over financial reporting.

August 11, 2004

Sign: /S/  Geoffrey M. Boyd
Geoffrey M. Boyd
Chief Financial Officer
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Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT
OF 2002 (18 U.S.C. SECTION 135)

In connection with the Quarterly Report of Eschelon Telecom, Inc., a Delaware corporation (the “Company”), on Form 10-Q
for the quarterly period ended June 30, 2004, as filed with the Securities and Exchange Commission (the “Report™), Richard A. Smith,
Chief Executive Officer of the Company, does hereby certify, pursuant to § 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C.

§ 1350), that to his knowledge:

(1) The report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly represents, in all material respects, the financial condition and result of operations
of the Company.

Sign: /S/_Richard A. Smith
Richard A. Smith

President and Chief Executive Officer
August 11, 2004




Merrill Corporation -04-8510-1  Fri Jul 30 17:20:33 2004 Chksum: 0 Cycle 3.0
EX-32.2 Eschelon Telecom Inc.
C:\jms\bsubram\04-8510-1\task155608\8510-1-mg.pdf EDGAR Doc 5 Header

DOC 5 : Header



Merrill Corporation -04-8510-1  Fri Jul 30 17:20:33 2004
EX-32.2 Eschelon Telecom Inc.
C:\jms\bsubram\04-8510-1\task155608\8510-1-mg.pdf EDGAR

Chksum: 312768 Cycle 3.0

Doc 5 Page |
Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT
OF 2002 (18 U.S.C. SECTION 135)

In connection with the Quarterly Report of Eschelon Telecom, Inc., a Delaware corporation (the “Company™), on Form 10-Q
for the quarterly period ended June 30, 2004, as filed with the Securities and Exchange Commission (the “Report”), Geoffrey M.

Boyd, Chief Financial Officer of the Company, does hereby certify, pursuant to § 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C.
§ 1350), that to his knowledge:

(1) The report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly represents, in all material respects, the financial condition and result of operations
of the Company.

Sign: /S/ _Geoffrey M. Boyd 3
Geoffrey M. Boyd

Chief Financial Officer

August 11, 2004




EXHIBIT E

Resumes of Senior Management of Eschelon Telecom, Inc.

Clifford Williams is Eschelon's Founder and Chairman of the Board. He also previously served
as the Company's Chief Executive Officer from July 1996 to August 2003. From September
1995 to July 1996, Mr. Williams was raising capital for the formation of the Company. From
March 1992 to September 1995, Mr. Williams was President and Chief Executive Officer of
Enhanced Telemanagement Incorporated, an integrated communications provider that offered a
full line of telecommunications products and services to small businesses in Minnesota,
Washington, Oregon, Illinois and Ohio. From 1971 to 1991, Mr. Williams held a variety of
senior management positions in the cable television industry, leading to Vice President and
General Manager for Rogers Communications Inc. in Minneapolis. He also served as Vice
President and General Manager for Rogers Communications Inc. in Toronto, Ontario.

Richard Smith serves as Eschelon's President and Chief Executive Officer. Smith joined
Eschelon in October, 1998 as the Chief Financial Officer, was appointed to the Company’s
Board of Directors in July 2000, served as the Company’s Chief Operating Officer from March
1999 through July 2003 and was elected President in April 2000. From April 1997 to October
1998, Mr. Smith served as Vice President of Financial Management for Frontier Corp. where he
had been employed since 1972. Prior to serving in this role at Frontier, Mr. Smith held various
positions including Controller, Chief Information Officer and President of Frontier Information
Technologies, Vice President of Midwest Telephone Operations, Network Plant Operations
Director and Director of Business Development. He also was a member of the Board of Directors
of the Upstate Cellular Network - a joint venture between Frontier and NYNEX. Mr. Smith holds
degrees in Electrical Technology from the Rochester Institute of Technology, Electrical
Engineering from the State University of New York at Buffalo, Mathematics from the State
University of New York at Brockport, and Business from the University of Rochester’s Simon
School. Smith has also published books on deregulation strategies and productivity for
telecommunications companies.

Geoffrey Boyd Geoffrey Boyd has served as our Chief Financial Officer since March 2000.
Prior to joining Eschelon, from September 1997 to March 2000 Mr. Boyd served in a variety of
roles at Dobson Communications Corporation including Director of Mergers and Acquisitions
and Strategic Planning and Chief Financial Officer of the company’s CLEC subsidiary. Mr.
Boyd started his career in banking, spending six years with Shawmut Bank and CoreStates in
communications and media finance. He received a BA degree from Dartmouth College.

Robert Pickens joined Eschelon in April 1996 and serves as Executive Vice President of
Marketing. Prior to joining Eschelon from July 1995 to March 1996 Mr. Pickens served as
General Manager of Local Services and Operations for Frontier Corp. From June 1990 to June
1995 Mr. Pickens served as Marketing Manager and Marketing Director for ETI. Mr. Pickens
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received a BSB degree in Marketing with distinction from the University of Minnesota Carlson
School of Management.

David Kunde has served as Executive Vice President of Engineering and Operations since July
2000. Prior to that, serving as Vice President of Operations and Technology Planning since
joining the firm in May 1999. From 1994 until joining Eschelon, Mr. Kunde held the positions of
Vice President of Network Engineering and Director of Network Engineering and Operations at
Citizens Communications. From 1986 to 1994, Mr. Kunde held a variety of positions with
Frontier Corp. (then Rochester Telephone). Mr. Kunde received a BA in Physics from
Wittenberg University in Springfield, Ohio and a MBA from the University of Rochester's
William E. Simon Graduate School.

Arlin Goldberg serves as Executive Vice President of Information Technology and joined the
Company in October of 1996. Previously, Mr. Goldberg was the Director of Information
Services at Frontier Corp. Prior to that, Mr. Goldberg was the Director of Information Services
for ETL. Early in his career, Mr. Goldberg served in a variety of roles at Norstan. Mr. Goldberg
received his BSB in Accounting from the University of Minnesota.

Steven Wachter has served as Executive Vice President of Sales and Service Delivery since
August 1999. Prior to joining Eschelon, Mr. Wachter served in a variety of capacities at
Ameritech Corporation since October 1994 including Director Business Sales - Wisconsin, East
Region GM/Director - Small Business Marketplace, General Manager/Director - Premises Sales,
and Director of Sales Programming. Mr. Wachter received a BS degree from the State University
of New York at Geneseo Campus. ' ‘

Carol Braun currently serves as the Company's Vice President of Human Resources. Prior to
joining Eschelon in 1997, Ms. Braun held several accounting positions leading to Manager of
Accounting, Finance and Human Resources with Cady Communications, Inc. which was
acquired by Eschelon in July 1996. Ms. Braun received her BA from Concordia College -
Moorhead, and has an MBA through the University of St. Thomas.

Michael Donahue serves as Vice President of Finance and Treasurer. Mr. Donahue joined the
company in July 1996 as Vice President and Controller. Previously, Mr. Donahue was Division
Controller at Frontier Corp. Prior to that, Mr. Donahue was the Director of Finance and
Controller for ETI from November 1988 to July 1995. Mr. Donahue is a Certified Public

Accountant and received his BS degree in Accounting and MBA in Finance from the University
of Minnesota.

William Markert serves as Vice President - Network Financial Management. Mr. Markert
joined Eschelon in January, 2000 as Director - Cost of Access. Prior to joining the company, Mr.
Markert served in various financial analysis, accounting and management positions for Frontier
Corp. Mr. Markert has a BS degree in Business Administration from the University of Wisconsin
- Whitewater and an MBA from the University of St. Thomas.

Jeffery Oxley serves as Executive Vice President of Law and Policy and joined Eschelon in
October, 1999. Prior to joining Eschelon, Mr. Oxley served as Assistant Attorney General for the
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state of Minnesota. Previously, Mr. Oxley was a product marketing manager at Oracle
Corporation. Mr. Oxley has a BA degree in Economics from Stanford, an MA degree in
Economics from Yale University and a JD degree from the University of Minnesota Law School,
where he served as Editor-in-Chief of the Minnesota Law Review.

Michael Evans joined Eschelon in November 2002 as Vice President of Business Telephone
System Operations. Prior to joining Eschelon, Mr. Evans spent over three years with XO
Communications, most recently as the VP of Operations and Finance for the National Sales
division in Dallas, Texas. From 1990 to 1999, Mr. Evans was employed by Frontier Corporation
and held a variety of operations and finance positions with responsibilities in both network and
equipment businesses (BTS) in Minnesota, Illinois and New York. From 1986 to 1990 he served
in regulatory and controllership capacities with Universal Telephone in Milwaukee, Wisconsin.
Prior to that, Mr. Evans was a senior auditor with PriceWaterhouseCoopers. Mr. Evans received

a BA in Accounting from the University of Wisconsin - Oshkosh and is a Certified Public
Accountant.
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South Dakota Public Utilities Commission
WEEKLY FILINGS
For the Period of October 28, 2004 through November 3 2004

If you need a complete copy of a filing faxed, overnight expressed, or malled to you, please
* contact Delaine Kolbo within fwe business. days of this report. Phone: 605-773- 3201

ELECTRIC

EL04-033 In the Matter of the Filing by Otter Tail Power Company for Approval of Tariff
Revisions.

Application by Otter.Tail Power Company (Otter Tail) for approval to revise its-tariffed Surmmary.
List of Contracts with Deviations. The existing contract with the Town of Revillo will expire-on .
December 1, 2004. Otter Tail states the new agreement does not contain any deviations from
Otter Tail's currently filed tariff and therefore requests that reference to a contract-with the Town
of Revillo be removed from the Summary List of Contracts with Deviations.

Staff Analyst: Dave Jacobson -
Staff Attorneys: Karen Cremer/Sara Harens '
Date Filed: 11/01/04

Intervention Deadline: 11/19/04

NATURAL GAS

NG04-011 In the Matter of the Filing by MldAmerlcan Energy Company for Approval of

Tariff Revisions.

‘Application by MidAmerican Energy Company to eliminate maximum volumetric limits for
participation in the Monthly Metered Transportation Gas Pilot Project. MidAmerican has become
aware of several schools which wish to participate in the project but whose usage exceeds the -
current limits. With this change, these larger schools would be able to participate.

Staff Analyst: Dave Jacobson
Staff Attorney: Karen Cremer
Date Filed: 11/03/04
Intervention Deadline: 11/19/04

TELECOMMUNICATIONS

TC04-213 In the Matter of the Filing by Brookings Municipal Utilities d/b/a Swiftel
Communications for Designation as an Eligible Telecommunications Carrier.

On October 28, 2004, Brookings Municipal Utilities d/b/a Swiftel Communications (Brookings)
filed a Petition for Designation as an Eligible Telecommunications Carrier (ETC) for wireless
personal communications service (PCS) operations in South Dakota. Brookings is authorized by
the Federal Communications Commission (FCC) as a wireless PCS carrier in the partitioned area
of the Minneapolis-St. Paul Metropolitan Trading Area (MTA), MTAO12, which encompasses
Brookings, Lake, Lincoln, McCook, Minnehaha, Moody, Turner, Clark, Codington, Deuel, Grant,
Hamlin, and Roberts counties; in the Sioux Falls Basic Trading Area (BTA), BTA422; in the



Watertown BTA 464; in the partitioned area of the Des Moines-Quad Cities, lowa MTA032 which
encompasses Bon Homme, Clay, Union, and Yankton counties; and in the Sioux City, lowa
BTA421. Brookings requests that it be designated as an ETC in portions of its FCC authorized
service area. For the local exchange carrier wire centers that are only partially. covered by -
Brookings' authorized service area, Brookings requests that the Commission designate asan ..
~ ETC the portion of the wire center where Brookings is authorized to provide service. For wire
" centers which overlap into South Dakota, Brookings requests that the Commission designate
Brookings in the portion of those wire centers that are within South Dakota.

Staff Analyst: Harlan Best

- Staff Attorney: Karen Cremer

Date Filed: 10/28/04
N Interventlon Deadline: 11/19/04

TC04-214 In the Matter of the Fllmg for Approval of Transfer of Certificate of Authorlty
‘ ‘ from GE Business:Productivity Solutions, Inc. to Business Productivity
Solutions, Inc. -

On November 2, 2004, GE Business Productivity Solutions, Inc. (GEBPS) and Business
Productivity Solutions, Inc. (BPS) notified the Commission of an impending transaction involving
the transfer of substantially all of the assets of GEBPS, including the GEBPS customer base, to
BPS without interruption of service. BPS requests that the Commission grant BPS authority to
provide long distance service so that BPS can provide service to the existing customers of

GEBPS. GEBPS requests that its certificate of authority be discontinued as of the date of the
customer transfer.

Staff Analyst: Harlan Best
Staff Attorney: Sara B. Harens
Date Filed: 11/02/04
Intervention Deadline: 11/19/04

TC04-215 In the Matter of the Filing for Approval of Terms and Conditions for
Interconnection, Unbundled Network Elements, Ancillary Services and

Resale of Telecommunications Services between Qwest Corporation and
Buliseye Telecom, Inc.

On November 3, 2004, the Commission received a filing for the approval of Terms and
Conditions for Interconnection, Unbundled Network Elements, Ancillary Services, and Resale of
Telecommunication Services between Qwest Corporation and Bullseye Telecom, Inc. ‘According
to the parties, the Agreement "is a negotiated agreement which sets forth the terms, conditions
and prices under which Qwest will provide Bullseye network interconnection, access to the
unbundled network elements, ancillary services and telecommunications services available for
resale within the geographical areas in which Qwest is providing local exchange service at that
time, and for which Qwest is the incumbent local exchange carrier within the state of South
Dakota, for purposes of providing local telecommunications services." Any party wishing to
comment on the Agreement may do so by filing written comments with the Commission and the
parties to the Agreement no later than November 23, 2004. Parties to the Agreement may file

written responses to the comments no later than twenty days after the service of the initial
comments.

Staff Attorney: Sara B. Harens
Date Filed: 11/03/04
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Initial Comments Due: 11/23/04

You may receive this listing and other PUC publications via our website or via internet e-mail.-
You may subscribe or unsubscribe to the PUC mailing lists at http://www.state.sd.us/puc
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Ms. Pam Bonrud, Executive Director
South Dakota Public Utilities Comrmmission
Capitol Building, 1st floor

500 East Capitol Avenue

Pierre, SD 57501-5070

Re:. TC04-214: Joint Application of GE Business Productivity Solutions, Inc. And Business

‘ Productivity Solutions, Inc. For Expedited Approval of (i) the Transfer of GE Business
Productivity Solutions, Inc.’s Operating Authority in South Dakota to Business Productivity
Solutions, Inc.; and (ii) the Discontinuance of Service of GE Business Productivity Solutions, Inc.
in South Dakota Incorporating Notification of a Transfer of Assets, Including the Customer
Base, of GE Business Productivity Solutions, Inc. to Business Productivity Solutions, Inc. —
Supplemental Filing #1 ‘

* Dear Ms. Bonfud,

~ GE Business Productivity Solutions, Inc. (“GEBPS”) and Business Productivity Solutions, Inc.
(“BPS” and together with GEBPS the “Parties™)) recently filed the above-captioned application
(“Application”), requesting approval to transfer the telecommunications authority of GEBPS to BPS and -
notifying the Commission regarding an asset purchase transaction underlying the transfer request. In
response to correspondence from Commission Staff regarding information required to complete review of
the application, the Parties respectfully submit the following additional responses, tracking the
requirements of ARSD 20:10:24:02

20:10:24:02 (1) Thé name, address and telephone number of the applicant are provided on page 4 of the
Application.

20:10:24:02 (2) The name under which applicant will provide services — not applicable. BPS will operate
in South Dakota under its legal name.

VAO01/BRANW/55794.1



20:10:24:02 (3) (a) BPS is a corporation. Its state and date of incorporation are provided on page 4
of the Application. A copy of its certificate of authority from the Secretary of State to transact business in
South Dakota is appended as Attachment 1.

20:10:24:02 (3) (b) BPS does not have an office in South Dakota. The Company’s current registered
agent is Corporation Service Company, located at 503 South Pierre Street, Pierre, SD 57501.

20:10:24:02 (3) (c) As described on page 4 of the Application, BPS is a wholly-owned subsidiary of
Echelon Telecom, Inc., located at 730 Second Street South, Suite 900, Minneapolis, MN 55402.

20:10:24:02 (4) Not applicable. BPS is not a partnership.

20:10:24:02 (5) Consistent with the overall plan for the asset transfer between GEBPS and
Eschelon Telecom, Inc., BPS intends (at least initially) to provide services mirroring those currently
offered by GE Business Productivity Solutions, Inc. In time, BPS may expand its interexchange service
offering in response to market demand. The Company requests authority to provide a full range of resold
interexchange telecommunications services to business and residential customers throughout the State of
South Dakota. More specifically, BPS requests authority to provide a selected range of 1+ interexchange
services and data transmission services, including, but not limited to, MTS, private line, WATS, prepaid
calling card, toll free, ISDN, and frame relay service products.

20:10:24:02 (6) BPS proposes to operate as a reseller of interexchange services in South Dakota.
Adopting the current methods employed by GEBPS, the Company expects to resell the services of Sprint;
however, BPS respectfully requests that it be permitted to resell the interexchange services of any
company appropriately authorized for such services by the Commission.

20:10:24:02 (7) BPS proposes to offer its resold interexchange services statewide throughout
South Dakota.

20:10:24:02 (8) Supplemental financial information for BPS is being submitted in a separate
filing. The Company requests approval to adopt the GEBPS tariff, currently on file with the Commission.
20:10:24:02 (9) The initial contact at BPS for inquiries regarding complaints and regulatory
matters is:

Catherine A. Murray

Manager, Regulatory Affairs
Eschelon Telecom, Inc.

730 2nd Avenue South, Suite 900
Minneapolis, MN 55402

(612) 436-1632

(612) 436-6816 (fax)
camurray(@eschelon.com

Toll-free customer service number: 1-800-285-6100

BPS customers will be billed on a monthly basis. The billing statement is still in preparation, but
will contain full details of the charges — recurring fees, one-time fees, usage charges, taxes/surcharges.
The invoice also will provide customers with information how to contact Customer Service with
questions or concerns, including the toll-free Customer Service telephone number.
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BPS will respond to all service, maintenance and billing issues raised by customers in a prompt
and reasonable manner. The Company’s customer service operation, supported by the expertise of its
parent and affiliated operating entities, will be available to assist customers with a broad range of matters,
including but not limited to the terms and conditions of the Company’s service offerings, questions
pertaining to customer invoices, and service-related issues or concerns. BPS customers can reach the
Company’s customer service operations at 1-800-285-6100 or may write to the Company at an address
provided on the invoices. Customer service representatives are authorized to resolve the majority of
customer complaints verbally, at the time of the customer’s call or shortly thereafter. Customer
complaints of a more complex nature may necessitate consultation with managerial staff, or may require
internal investigation and review. Where such procedures are necessary, BPS will keep the customer
apprised of progress and will notify the customer of the results of its investigation as soon as possible.
The customer will be informed of his or her right, should the Company’s proposed resolution of the
complaint be unsatisfactory, to submit the complaint to the Commission for assistance.

20:10:24:02 (10) Prior to its recent filings in connection with the asset purchase transaction, BPS
was not registered or certified to provide telecommunications services in any jurisdiction. Currently, BPS
is obtaining such authorization nationwide, either via transfer of existing GEBPS licenses or as a result of
new authority applications. When this process is completed, BPS will be authorized (as GEBPS currently
is authorized) to provide resold interexchange services nationwide and to provide resold local exchange
services in a few jurisdictions, including Connecticut and Massachusetts. BPS has never been denied
certification or registration in any state and the Company is in good standing with both corporate and
regulatory agencies in any state where it is registered or certified.

20:10:24:02 (11) BPS may employ a range of marketing strategies, including print/broadcast
advertising and telemarketing and understands its continuing responsibility to ensure that these activities,
as well as those of associated 3™-party vendors and partners, remain compliant with the Commission's and
the FCC’s regulations, particularly as concerns adherence to “Do Not Call” lists. The Company does not
anticipate use of multilevel marketing strategies. BPS will market its services to both business and
Tesidential customers. o

BPS is committed to full compliance with the anti-slamming regulations promulgated both by the
FCC and by this Commission. All marketing, promotion and outreach programs will be reviewed
specifically to ensure that appropriate customer authorizations for interexchange carrier changes are
obtained. BPS will utilize the various approved verification protocols to substantiate its submitted change
requests. Additionally, the Company will respond quickly to any inquiries or complaints and will
cooperate fully with the Commission to ensure that no inappropriate carrier changes have occurred.

20:10:24:02 (12) Not applicable. BPS will not be providing either noncompetitive or emerging
competitive services. '

20:10:24:02 (13) The Federal Tax Identification Number for BPS is 20-1755722.

20:10:24:02 (14) There have been no complaints filed against BPS with any state or federal

regulatory commission regarding either the unauthorized switching of a customer’s telecommunications
provider or the act of charging customers for unordered services.

20:10:24:02 (15) Not applicable. The Company is not requesting waivers of the rules at this time.
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20:10:24:02 (16) A demonstration of the Company’s technical, financial and managerial
capabilities is provided on pages 7-9 and Exhibit E of the Application.

Please date-stamp the enclosed duplicate of this filing and return in the pre-addressed envelope
provided. If there are any questions regarding this submission, please contact me at (703) 918-2315 or

via email at wbrantl@kelleydrye.com. Thank you in advance for your assistance with this filing.

=

Winafred Brantl

Counsel for GE Business Productivity Solutions,
Inc. And Business Productivity Solutions, Inc.

Sincerely,

VAO1/BRANW/55794.1



Attachment 1

Corporate Registration to Transact Business
in South Dakota
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OFFICE OF THE SECRETARY OF STATE

Certificate of Authority

ORGANIZATIONAL ID #: ¥FB029070

I, Chris Nelson, Secretary of State of the State of South Dakota, hereby certify
that the Application for a Certificate of Authority of BUSINESS

PRODUCTIVITY SOLUTIONS, INC. (MN) to transact business in
this state duly signed and verified pursuant to the provisions of the South Dakota
Corporation Acts, have been received in this office and are found to conform to
law.

ACCORDINGLY and by virtue of the authority vested in me by law, I hereby
issue this Certificate of Authority and attach hereto a duplicate of the application
to transact business in this state.

IN TESTIMONY WHEREOF, I
have hereunto set my hand and
affixed the Great Seal of the State of
South Dakota, at Pierre, the Capital,
this October 28, 2004.

" Chris Nelson
Secretary of State

Cert of Authority Merge.doc



' N ’ ¥ )
Secretary of State g REC'E’ VED
State Capitol

500 E. Capitol Ave. 0T 2% a4
Pierre SD 57501 S
Phone 605-773-4845

Fax 605-773-4550 S.D. SEG. O 5TATE
Application for Certificate of Authority o ey,

Pursuant to the provisions of SDCL 47-8-7, the undersigned corporation hereby applies for a Certificate of Authority to transact
business in the State of SouﬂkDakota and for that purpose submits the following statement:

(1) The name of fae co@ﬂa% is Business Productivity Solutions, Inc.

WA
g }‘the na"{n&ﬁﬁ ion does not contain the word "corporation”, "company", "incorporated" or "limited" or does not contain
an abbrevia gno Wrds, then the name of the corporation with the word or abbreviation which it elects to add
d i thi o

/\/00 (exact corporate name)
Ny L
W -
Ci
ther,ew’fox: staéﬁ

~— T :
s .
(3) State where incorporated _ Mi1nesota . Federal Taxpayer ID# _20-1755722

October 07, 2004

(4) The date of its incorporation is and the period of its duration, which may be

perpetual, is __Perpetual

(5) The address of its principal office in the state or country under the laws of which it is iﬁcorporated is
730 Second Avenue South, Minneapolis, MN Zip Code 55402

mailing address if different from above is:

Zip Code

(6) The street address, or a statement that there is no street address, of its proposed registered office in the State of South Dakota is
503 South Pierre Street, Pierre, SD ) Zip Code 57501

and the name of its proposed registered agent in the State of South Dakota at that address is Coxpoxation Service Company

(7) The purposes which it proposes to pursue in the transaction of business in the State of South Dakota are: (state specific purpose)
To provide telecommunication services.

(8) The names and respective addresses of its directors and officers are:

Name Officer Title Street Address City State Zip
See attached officers/directors rider

(9) The aggregate number of shares which it has authority to issue, itemized by classes, par value of shares, shares without par value,
and series, if any, within a class is:

Number Par value per share or statement that
of shares Class Series shares are without par value

1,000 Common $0.01




(10) The aggregate number of its issued shares, itemized by classes, par value of shares, shares without par value, and series, if any,
within a class, is:

Number Par value per share or statement that
of shares Class Series shares are without par value
1,000 Common $0.01

(11) The amount of its stated capital is $ _10.00
Shares issued times par value equals stated capital. In the case of no par value stock, stated capital is the consideration received for the
issued shares.

(12) This application is accompanied by a CERTIFICATE OF FACT or a CERTIFICATE OF GOOD STANDING duly
acknowledged by the Secretary of State or other officer having custody of corporate records in the state or country under whose laws it
is incorporated.

(13) That such corporation shall not directly or indirectly combine or make any contract with any incorporated company, foreign or
domestic, through their stockholders or the trustees or assigns of such stockholders, or with any copartnership or association of
persons, or in any manner whatever to fix the prices, limit the production or regulate the transportation of any product or commodity so
as to prevent competition in such prices, production or transportation or to establish excessive prices therefor.

(14) That such corporation, as a consideration of its being permitted to begin or continue doing business within the State of South
Dakota, will comply with all the laws of the said State with regard to foreign corporations.

The application must be signed, in the presence of a notary public, by the chairman of the board of directors, or by the president or by
another officer.

I DECLARE AND AFFIRM UNDER THE PENALTY OF PERJURY THAT THIS CAFION I3fl¥ ALL THINGS, TRUE AND CORRECT.
Dated October 20, 2004

(Signature)
‘Michael A. Donahue
(Title) vice President

STATE OF __ Minnesofo
COUNTY OF __Hénncpin
1, a Hienhe A. Muiir auf , a notary public, do hereby certify that on this _&/f: day of (/O 20 Qi s

Michdel A. Donahue

personally appeared before me who, being by me first duly sworn, declared that he/she
is the Vice President of Business Productivity Solutions, Inc.

, that he/she signed the foregoing document as

officer of the corporation, and the statements therein contained are true.

~San. 3/, 2005 . TATHERINE A, MURRAY ﬁm“‘udﬂ‘“‘%

>
My Commission Expires ‘2: (Notary Public)
3 NovaRy Pusuic - MivEsoTa
i Carnission Explres
. b n. 31, 2005
Notarial Seal L iy g
ARk ok kK oK e o o oo o o o 0 o ok o 0 0o ook Do o o oo o o o o e o e s ok oo oo oo o o s e sk sk oo ol s e o o o o o

The Consent of Appointment below must be signed by the registered agent listed in number six.

Consent of Appointment by the Registered Agent

I, Corporation Service Company , hereby give my consent to serve as the registered
(name of registered agent)
agent for Business Productivity Solutiomns, Inc.
(corporate name) , .
Corporatio, ervice Company
Dated (&~ 3> 20 04 \
(signature of registered agent)

Assistant Vice President
Carol K. Dolor



OFFICERS/DIRECTORS RIDER

SD-Application for Certificate of Authority Business Productivity Solutions, Inc.

List of Officers
Name: Richard A. Smith Title: President
Bus. Addr.: 730 Second Avenue South, aneapohs MN 55402

Name: J. Jeffery Oxley Title: Secretary
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402

Name: Michael A. Donahue Title: VP & Treasurer
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402

Name: Clifford D. Williams Title: Chief Executive Officer
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402

Name: Gcofﬁey M. Boyd Title: Chief Financial Ofﬁcer
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402

Name: Dennis D. Ahlers Title: Asst. Secretary
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402

List of Directors
Name: Clifford D. Williams Term: Oct 07, 2005
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402

Name: Richard A. Smith Term: Oct 07, 2005
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402

Name: Geoffrey M. Boyd Term: Oct 07, 2005
Bus. Addr.: 730 Second Avenue South, Minneapolis, MN 55402






BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE FILING FOR ) ORDER GRANTING
APPROVAL OF TRANSFER OF CERTIFICATE ) TRANSFER OF CERTIFICATE .
OF AUTHORITY FROM GE BUSINESS ) OF AUTHORITY B
PRODUCTIVITY SOLUTIONS, INC. TO )

BUSINESS PRODUCTIVITY SOLUTIONS, INC. ) TC04-214

On November 2, 2004, the Public Utilities Commission (Commission), received an-application
for the transfer of a certificate of authority from GE Business Productivity Solutions, Inc. (GEBPS)
to Business Productivity Solutions, Inc. (BPS).

BPS proposes to offer interexchange telecommunications services in South Dakota.

On November 4, 2004, the Commission electronically transmitted notice of the filing and the
intervention deadline of November 19, 2004, to interested individuals and entities. No petitions to
intervene or comments were filed and at its December 28, 2004, meeting, the Commission
considered the request for transfer of certificate of authority. Commission Staff recommended
transferring the certificate of authority from GEBPS to BPS. Commission Staff also recommended
that GEBPS notify the Commission, in writing, when it ceases operation of its business.

The Commission finds that it has jurisdiction over this matter pursuant to Chapter 49-31,
specifically 49-31-3 and ARSD 20:10:24:04.01 and 20:10:24:04.02. The Commission finds that BPS
has met the legal requirements established for the granting of a certificate of authority. BPS has,
in accordance with SDCL. 49-31-3, demonstrated sufficient technical, financial and managerial
capabilities to offer telecommunications services in South Dakota. The Commission approves the
application for transfer of certificate of authority from GEBPS to BPS. As the Commission's final
decision in this matter, it is therefore

ORDERED, that the application for transfer of certificate of authority from GEBPS to BPS is
hereby granted, effective January 1, 2005. ltis

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

FURTHER ORDERED, that GEBPS shall notify the Commission in writing when it ceases
operation of its business.

Dated at Pierre, South Dakota, this QZ g Z%day of December, 2004.

CERTIFICATE OF SERVICE BY ORDER OF THE COMMISSION:

The undersigned hereby certifies that this

document has been served today upon all parties of
record in this docket, as fisted on the docket service
list, by facsimile or by first class mail, in properly

addressed gnvelopes, with charges prepaid thereon. ROBERT K. SAH R Chalrm an
/ el
pate____/ 07/ = ﬁ/ g ’5/ ' 'GARYHANSON, Commissioner

(OFFICIAL SEAL) % '
ﬂE’SA BURG, Comlssmn_ onor?




SOUTH DAKOTA PUBLIC UTILITIES
COMMISSION

CERTIFICA TE OF AU THORITY

“To Conduct Business As A Telecommunlcatnons Company
Wlthln The State of South Dakota

Authorlty was Granted effectlve January 1 2005
Docket No. TC04-214

This is to certify that
BUSINESS PRODUCTIVITY SOLUTIONS, INC.

is authorized to provide interexchange telecommunications services in South
: Dakota.

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

Dated at Pierre, South Dakota, this g‘_zﬂl”day of December, 2004.

SOUTH DAKOTA PUBLIC
UTILITIES COMMISSION:

Kplat - A

ROBERT K. SAHR, Clairman
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GARYHANSON, Commissioner
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+ KELLEY DRYE & WARREN LLpP

A LIMITED LIABILITY PARTNERSHIP
1200 |97TH STREET, N.W,

NEW YORK, NY SUITE 500

FACSIMILE

TYSONS CORNER, VA WASHINGTON, D.C. 20036 (202) 955-9792

CHICAGO, IL B www.kelleydrye.com

STAMFORD, CT (202) 855-9600

PARSIPPANY, NJ
DIRECT LINE {202) 955-8869

BRUSSELS, BELGIUM E-MAIL: kbaraga@kelleydrye.com

AFFILIATE OFFICES
JAKARTA, INDONESIA
MUMBAIL, INDIA

April 15,2005

Vi4 UPS

Ms. Pamela Bonrud

Executive Director

South Dakota Public Utilities Commission
500 East Capitol Avenue

Pierre, South Dakota 57501-5070

Re:  Completion of Transaction — Docket TC04-214

Dear Ms. Bonrud:

On October 29, 2004, GE Business Productivity Solutions, Inc. (“GEBPS”) and Business
Productivity Solutions, Inc. (“BPS”), by their attorneys, filed an Application regarding the
transfer of substantially all of the assets of GEBPS, including its customer base, to BPS. The
transfer of assets included the transfer of GEBPS’ telecommunications authorization to BPS.
This Application was approved on December 30, 2004. This letter is to advise the Commission
that the transactions that were the subject of the Application have been consummated. BPS now
holds the telecommunications authorization in South Dakota and is now serving the former
customers of GEBPS.

As described in the Application, the transaction has been transparent to customers as they
are currently continuing to receive the same services pursuant to the same rates, terms and
conditions. Please note that the Commission contact for BPS from this point forward is:

Catherine A. Murray, Manager, Regulatory Affairs, 730 Second Avenue South, Suite
900, Minneapolis, Minnesota 55402, (612) 436-1632, camurray@eschelon.com.

DC01/BARAK/233034.20



KELLEY DRYE & WARREN LLpP

Ms. Bonrud
April 15, 2005
Page Two

~ Should there be any questions regarding this matter, or any further action required, please
contact the undersigned at 202-955-9869.

Vq;r tryly yours,

arly E. Barag
Counsel to GEBPS and BPS

DCO01/BARAK/233034.20



