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Via FEDERAL EXPRESS

Mr. Wilhiam Buliard. Jr < ¢
Executive Director T

Scath Dakota Public Utihites Commussion
State Capito! Building
200 East Capito! Avenue

Pierre. SD S7201-3070

Re:  Transfer of Assets of MIDCOM Communications, Inc. to WinStar
Wireless, Inc. and Application of WinStar Wireless, Inc. for a
Certificaie of Authortty

Dear Mr. Bullard

t-nclosed for filing with the South Dakota Public Utilities Commussion please find an
onginal and 10 copies of the Applicaton of WinStar Communicatiors. Inc. and WinStar
Wireless, Inc. ("WinStir Wireless™) for approval of a transfer of assets from MIiDCOM
Communications. Inc. 10 WinStar Wireless. and for a Centificate of Authority tor WinStar
Wircless. Enclosed piease also find 2 duplicaie of this filing. Kiodly date-stamp the duplicate on
receipt and return it in the envelope provided

Please do not hesitate 1o contact me i vou have any questions regarding this filing

Rebekah ) Kannett

D OURINSR 142X
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Before the
STATF OF SOUTH DAKOTA
PLUGLIC UTILITIES COMMISSION RFEC FIVED

Applicaton for Approval Nune 'ro Tunce ot ) -
a Transter of Assets from ) Docket No
MIDCOM COMMUNICATIONS, INCLL 0 )

)

WINSTAR WIRELESS. ING

APPLICATION FOR APPROVAL
NVIENC PRO TUNC OF TRANSFER OF ASSETS

WinStar”") and WinStar Wireless. Inc. ("WinSta

\ St \ (1 i
ele (togethe ¢ “Applicants i by their attorneys, hereby respectfully request the
api ! voutiy Ha bhe Utihities Commuisston (7 ymimission’ ) nunc pro ol a
tr o assets from MIDCOM 10 WinStar Wireless.' In addition, in order to facilitate the
scamiess transfer of ¢ ne m MINDCOM to WinStar. the Applicants respectfully request
hat the Commussion erant Winstar Wireless a Certificate of Authority to provide intrastate
1 . S0 & th Dakota
\s described Below., the transfer of assets, which already has been compicted. was
¢C cd | ¢ hankruptey petitions tited by MITCOM and two ol ats
S es W ¢ i States Bankruptey Court of the Bastem District of Michigan, Detront
WOM ¢ 1 ™T ) ind therefore MIDCOM 1s not
¢ 4 1Y Ihat w ¢ i ¢ 1 MIDCOM. and
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he WinStar tamily of companies. WanStar, 1hr aeh its subsidiaries. operates as a facil

v O

i ] 3 sbiagys | S . . e
ocal and interexchange services

Umited States. WinStar's customers are predonunanily :mall and medium-sized

s services. WinStar's subsidiaries have been

»d by the Federal Communications Commission CFCCT) o provide radio microwave

services in the 38.6-40.0 GHz radio band.  Thus, the WinStar family of companies has
constructed, ort 1 the process of constructing, microwas o n works for high capacity

qropolitan markeis throughout the {nited States, Further, the

WinStar companies are authornized o provide intrastate telecommunications services in 37 states

IDCOM s a publicly held Washington corporation headquartered at 26899

18034 T MIDCOM s a reselier

. ™ stern Highwa Suite 12 Sotid id L
ProvVide: « e interexchange telecommumeations services in 48 states. including South
Daboiz MIDUON o nros wdes interstate and imternational elecommunicanions Services
:~ r 1Y " v 1 3Y ' . } ‘ (
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Designated Contacty

Doanny b Adams
Ret kah J. Ninnett

N l DrYE X W\ ‘lli
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1200 19th Street. NW
Suite SOt
W ashi 1y i)‘ TR,
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Copies of any « pondence <hould also be sent o
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WiISSTAR COMM CATIONS, I

I Request for Approval Nunc Pro Tunc of the Transfer of Assets from MIDCOM

to the WinStar Companics

Y 13 " beidia o ety filed petition
I tao of its & untartiy hicd peliitivien

On November 7. 1997 MiDL( MM and

vion pursuant to Chapter 11 of Tide i1 of the United

with the Bank. ~tey Court secking

fe. 1l S C 8101 et veq. Phereatter. on December 11, 1967 Wandtar and MIDCOM

\ssct Purchase Agreement (TAsset Agreement ) purst int to which WinStar

tentatively agreed 1o purchase substantialiy all of the assets and properties 02 the MIDCOM

companies retating 1 MIDCOM's telecommunications busines- for approximately $97 miliion

By Order dated Januvary 1997 the Bankruptey Court approved the Asset Lgreemed

authorized the sale st of MIDCOM's assets to WinStar. In order to comply with the

WinStar beean negotiating with MIDCOM in late November an

certain MIDCOM assets. WinStar and MIDCOM entercd into the Asset Agrecr
tor approval of the Assct
13

after. the Bankruptey Court set a heanng date
fitors of MIDCOM regarding the Assct

1997 T}

procedures for notification to ¢ie

establish

DCOTRINNR 14




Bankruptey Court's directive that the closing be held as soon as poss ble so as to preserve e
vahue of MIDCON S business as a gomng concern. \pphicants compls ) on

ficcommunicatia

i 1o WinStar Wire A of MIDCOM s customer accoun

! Lhe BAC. WeTY CITY W 8
South Dakot i been transterred t Windta Wireless
\s a result ol t nkruptey process and the need to act quickiy as directed by the
Bankrupicy ( 1. the Apphicants did not have for and receive the
Comt PP of the asset tra it to closing. Accordingly . the Applicants
ntor cly were ek prior Commission approval and respectiudly request that the
LY C % ¢ cure this deticiency nung pro iion
tr ' vas accomipiished 1n g seamiess it did not. and will not
Crse ! Ctelecommunications services to MIDCOM s former customers
South Db MIDCOM rmer customers should not experience any adverse effects as a
I S acquis he Apnlicants respectfully request that any former MIDCOM
recenve the same services at the same 1d ev presently are receiving be
‘. “ 1 '
perminted 1o e o such services on @ erandfathered basis. WinStar will take whatever steps are
p WILtRT 5 ” r - ervial Al 5 A O .
NCCOSSAs ¢ \ VIDCOM customer experiences either @ matenal Change 1 service
- OF A1 INCTCase in T 15, the transier o ¢ detrimentaily impact consumers in South
! ¢ cedures, MIDTOM's asset re offered for
998  The Bankruptes Court entered an order appros f
Ty 7 M AS Ct [ wd
> Q-
1




,\.l'l”“t'\’ fora( ('I(!/i\tll'c
es in South Dakota

v of Authoriy Provide Intrastate Telecommuunications
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oyl comimtu LS s es i the MO most p d Metropohtan Stat tical
'\‘ ¢
WinStar Wireless 1s financially . man Iv and technicatly quahitied to operate as a
wice mut TVICC P 1 SO Dakota. WinStar W ireless and its altifiates and
ubsidiarics are authorized to provide ntrastate wicCoMmMuNICations services in 37 states and the
District of Columbia.  Thus, WinStar Wireless, as part ol the WinStar tanuly of companies. 1s
tuil fied to provide high quality, reliable and advanced telecommunications services 1o
MIDCON S !
Impont the WinStar companies are managed by a team of expet enced personnel. all
M whon: have extensive kerounds in telecommunications,” Further, the intormation
contained ia Attachiments F and G provides a detatled description of WinStar’s nationwide
Operations, angd Star’ s financial. managerial, and technicai qualitications to
compete effectively in the maraet for wiccomm mications services in South Dakota
Specifically. as of Sepiember S0 1007 WinStar's financials demonstrate that WinStar had over
$3040 muthion in cash equivatents and i term mvestments

rest Analysis

Public i

of the transier of assets from MIDCOM to WinStar and granting

\pproval N Pro L
WinStar Wirele tficate of Authonty is in the public interest W inStar’s acquisition of
MIDCOM s assets. including its customer base. avoided any unnecessary interruption in the
telecommumaation ce provided to MIDCONM s customers in South Dakota. Further,
P e APy fed hereto as Attachment |
; . |
! i SEC T t quar 1997 SEA ey 10400 are appended hereto as ‘







VERIFICATION

| am authorized to represent WinStar Communications, Inc. and each of its
subsidiaries and to make this verification on their behalf. The statements in the foregoing
document are true of my own knowledge, except as to matters which are therein stated on
information and belief, and as to those maticrs, [ believe them to be true. I declare under
penalty of perjury that the foregoing is true and correct

By: 2%
Name:_ rg C. Berger
Title:_yi.e President,
Date: Vo XN, i N T Q>
Sworn and subsggibed 1o
I
before methis <%
day of &% . 1998
Ay -y
Ve Y |
{ AU
e S - ——
foséry Public
: "~'¢,".1."'.:‘ Ot O - SO Y
By Commisaion Expiies Juiy <y ie¥ 3
My Commission expires:

o7 DCULRKINNR 8474 41
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UNITED STATES BANKRUPTCY COURT

EASTERN DISTRICT OF MICHIGAN
SOUTHERN DIVISION
In the Matter of: Case No. 97-58044-S
Chapter 11
MIDCOM COMMUNICATIONS, INC., et. al,, Hon. Walter Shaperc
Debtor.
I |
ORDER GRANTING

DEBTORS' MOTION FO{ ORDER COMPELLING CERTAIN CARRIERS
TO PROVIDE SERVICE DURING TRANSITICN PERIOD

This matter having come before the Court upon the Deltors’, MIDCOM
Communications, Inc., and its subsidianes, Cel-Tech Intemational Comp. and Pacnet Inc.
{the "Debtors"), Mation Fer Order Compelling Certain Camiers o Provide Service During
Transition Period (the *Motion®), the Court having granted an expedited heanng on the

N s ) . (ha Miwness'sn

Motion and having approved notice of the Motion 1o the affected parties by faxnmﬂi. and :‘:Qrﬂ
the Court finding that such notice was adequate and sufficent under the circumstances, &?‘m
cbjections having been raised at the hearing and the Court being otherwise duly informed ‘»':ﬁ"f
o1 the premises;

. NOW, mz-:nzmns, éxmm SoTel, 0. Yot Lacods, ol Vg
Mmmmmw

“

Wee (Mg
lts%mdemdﬁ\atheoebm%‘smnmmomwmmevamus

A ))d-i--\

Stiputated Orders to Provide Adequate Assurance with individual oﬂheOrderw
Granting Debtor's Motion for Order Approving Proposal for Adequate Assurance of lb»-h

e
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Payment 1o Carriers Under Section 366 of the Bankruptcy Code {collectively, the

“Adequate Assurance Orders”™);

It is further ordered that, from and after the closing, through the earlier of (3)
June 30, 19388, (b) the exzuation of the Contracts by their own terms, (¢ ) an order
authorizing rejection of a €ortract entered prior to June 30, 1998, or (d ) such ume
as the Cu stomer traffic is no longer carried on the Camier’s network (the
“Transition Period”®), WinStar will make the required payments under the Adequate
Assurance Orders for such period on behalf of the Debtors directly to the Carriers,
but such payments by WinStar shall not be construed to create a direct contractual
relationship between the Carrier and WinStwar. Notwrthstanding the foregoing,

WinStar is a party in interest under Section 1109(b).

It is further ordered that the contracts (“Contracts”) between the Debtors
and the Carviers are executory, and subject to the terms af the Adequate
Assurance Orders, will continue to govern during the Transition Period. The
Debtors will either assx;me or reject each Contract by Junz 30, 1998, unless such

Contract has expired by its own terms or has been rejected before that date.

It s further ordered that, except for Contracts which terminated by their
terms prior to June 30, 1888, should the Debtors fail to assume or reject the
Contracts by June 30, 1988, the Contracts shall be rejected effective as of July 1,

1988, unless otherwise agreed by the parties or ordered by the Court.

3725
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It is further ordered that, on the earfier of (3 ) the expiration of a Contract, (b
) an order authorizing the rejection of a Contract or (c ) July 1, 1398, the Carriers
shall be guthorized to terminate all services under their Contracts, without the need
of a Court order or notice and hearing. and the automatic stay of 11 U.S.C. Section

362 is hereby modified to pgrmit such terminatan.

it is further ordered that, at the conclusion of the Transition Perod, the
Debtors or WinStar and the Carriers shall reconcile promptly, and the Carriers and
WinStar or the Debtors shall remit promptly to the other party (overpayments to be
remitted directly to WinStarl, amounts due pursuant to the Contracts, as modified

by the Adequate Assurance Orders and this Order.

it is further ordered that any notice required 1o be given by a Carrier under
its Adequate Assurance Order shall also be given o WinSrar (anen: Ken Schwarz,
facsimile number 703-645-5190 and David Alan Miller, 1acsimile number 212-818-
8881} by the same means as required to be given to the Debtors, and the Debtors
and or WinStar shali prompdy notify the Committee (atten: Larry K. Saider,

- facsimile number 312-701-7711) thereof.

r -

United States Bankruptoy Judg

| coe¥

Dated: January 21, 1998 A THE l
CLERE, U.S. COURT ‘
EASTERN oxsnuc'r OF MICHIGAN |

21
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JNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MICHIGAN

SOUTHERN DIVISION

in the Matter of:
Case Nos. 97-59044, 97-59057,
MIDCOM COMMUNICATIONS INC., et al 87-53064, 37-59052
a Washington Corporation,
‘ Chapter 11
Debtors. Hon. Walter Shapero
/
PROQF OF SERVICE

STATE OF MICHIGAN )

COUNTY OF WAYNE )) . '. .,
Mar/Sliea Leopold, bang first duly swom, deposes and says thar she is exuployed |

by PEPPER BAMILTON LLP; and that on the 20th dsy of Jamzary, 1998, she sexved. by telecopy,

2 copy of Brisf in Support of Debtors' Motion for Order Compelling Certzix Carriers to |

" M&Mmmmmmmmmammnw

numbers:
i
|
" AT&T Corp Ast: Bob knhaff 732-805-6094 {
WilTed Inc. and Woddoom Network Sexvices Att: Nanalie Clay 630-516-6023
" Teleport Comm. Group Att: Colleen 303-749-1998
MFS Teicom Inc. Atr Heather Morms 213-489-3712
Qwest Commmmications Carp. At Liss 303-291-1444 ,
Norther Telecom, Inc. Amr: Pat Kamsper 972-684-388% ’ g
LCT Internatios. ' Telecom At Anged 888-524-2070 ‘

Consolidated Communications Opcrator Services At Cindy Simpson~ 217-234-2810
Zero Plus Dia¥ing Inc/USBI At Patty Mcznarich . 210682-1887
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Steve Goldman
Skaron Levine/Bob Towey

Snbsm'baimimu o befote me
gins.mxoflmnmy 1998.

2225300377

503-248-0130

313-965-8252
§16-776-7573
412-392-2128
212-922-1637
7323923475
313-496-245p
248-649-2970

312-R01-1111

310-479-2690
312-332.219¢
212-218-883;
248-945.1904
973-223 6030
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UNITED STATES BANKRUFTCY COURT
EASTERN DISTRICT OF MICHIGAN
SOUTHERN DIVISION

In the Matter of:
Case Nos. 97-58044, 97-5%057,
MIDCOM COMMUNICATIONS INC., et al. 97-59064, 97-55052

a Washington Corporation,
Chapter 11
Debtors. Hon. Walter Shapero

ORDER UNDER 11 U.S.C. §§ 105(a), 363(b), (1), (T} AND (m), 365, AND 1148(c), AND FED. R.
BANKR. P. 2002, 6004, 6006, 9014: (A) APPROVING AMENDED AND RESTATED ASSET
PURCHASE AGREEMENT WITH WINSTAR COMMUNICATIONS, INC. AND WINSTAR
MIDCOM ACQUISITION CORP.; (B) AUTHORIZING {i) SALE OF SUBSTANTIALLY ALL OF
DEBTORS' ASSETS FREE AND CLEAR OF LIENS, CLAIMS, INTERESTS AND
ENCUMBRANCES, (i) ASSUMPTION AND ASSIGNMENT OF CERTAR EXECUTORY
CONTRACTS AND LEASES, AND (iii) ASSUMPYION OF CERTAIN DEETS; AND (C)
GRANTING RELATED RELIEF

This matter having come before the Court Lpon the Decamber 22, 1997 Mation (the “Sale
Mction™)' of Midcom Communications Inc. {Widcom”) and ds enumerated wholly-owned subsidanes,
Ced-Tech Imernational Corp. and Pacnet Inc. (the "Subsidianes™), dettors and debtors-in-possession
(Midcom and the Subsidianies colioctively, the "Debtors”), for an order under 11 U.S C. §§ 105(a)
362(b). (. M and (m), 365. and 1148(¢c) and Fed. R Banic. P. 2002, 8004, 6006, and 9014
authonzing (A) the sale of substantially all of the Assets used in the conduct of the Business of
Midcom and s Subsikianes as sellers (the “Deblors®), free and dear of afl kens, ckams,
encumbrances, nghts of first nefusal, and other interests (except thoso expressly assumed by the
Puschaser or olherwise expressly stated as oblicatons of the Purchaser) (the “Sale”), pursuant to
and as descnbed m the Amended and Restated Asset Purchase Agreement, dated as of December

s Uness o mrecss CeBnod, CapRskzed vme used heredn thad have B meaning e50ed © (hem b
e Salo Motion, the Purciace Agreament (88 defined haresfer), or tho Benkaupicy Code. A copy of e Purchase
Agreemen? a5 amended & alisched harsto es Extibll A

OF S80S oF DFEIDNL WD) 1120733
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17, 1897, as amanded, and relatad Company Disclosure Letter and Purchaser Disclosure Letter
(togather the "Purchase Agreement”), between the Dedtors and WnStar Cornmunicatorns, Inc.
(WnStar"), a Detaware corporation, and WinStar Midcom Acquisiton Corp., 2 Detaware corporation,
and s assigns ((Purchaser’): (B) the Dobtors’ 2ssumpfion and assignment to the Purchaser of the
Asgumed Contracts dentfied or described n the Purchase Agreement, free and ciear of Sens,
ciams, encumbrance<, nghts of first refusal and other interests: and (C) granting related relef; the
court having entered the Overtud Procedures Order, pursuant to which, among other things, the
Court (3) ordered that an auction (the “Aucton”) for the sale of the Assnts and the assumption and
assagnment of certain execitory contracts and unexpired ases be held on January S, 1998; (b)
approved certan bwdding terms. conddons, and procadksTs with respect to the Auction; (¢) approved
the form of the nofices (the “Noticas”) to be given with respect o the Sa@ Motion and the refief
cougt theren, (d) directnd Deblors to serve the Nobces upan vanous “entitics” (as that erm s
defned m §101 {(15) of the Bankuptey Code), and (¢) consistant with Federal Rules of Bankruptey
Procedure 2002{m) and 9008. found and ordered that the notice required by the Overtad Procedures
Orger was appropnate and reasonadly calcudsted 1o appeise croditors (including af persens and
other entibes who have a Clam (es defned in secdon 101(5) of the Bankruptcy Cede) agamnst
Debtors’ estates) and all other partes n interest (mciuding those entitias claimeng an interest in the
Assets) of the Sale Motion, the Purchase Agrsemsnd. and the transachions contemplated theren,
and to provide such persons and other entibes with an adequate and sufficent opportunly
respond to the Sals Mobon, the Purchase Agreement, and the transactions contesnplated therein
of Bariauptcy Procedure., and heasings on the Sale Motion having been heid on January 6 and 7,
1988 (the “Sale Heanng), 2t which tme all imerested parties were offared an opportunsy fo be
heard with respoct to the Sale Maotion: and the Court having oo sidered (i) the Sale Mobon, (@) the
obsections therneto, and (w) the arpumests of counse: mada, and the evidence proffered or adduced,

T €90623 v7 (YFRD WO} 1126072 2 2




JAN-22-98 18 12

at the Sale Heanng. and it appearmg that the rebef requested in the Sale Mobon s in the best
interests of the Deblors, ther estates, their creditors and other partes in interest. and upon e
recard of the Sale Hearing and these cases. and after due daliberation thereon: and good cause
appearing therefor;

IT IS HEREBY FOUND AND DETERMINED THAT?

1. The Court has jurisdiction over this Sale Motion pursuant 1o 28 U.S.C. §§ 157 and
1334, and over the entities which are subject to the terms of this Ordayr, including but not iamited to
afl creditors, all parsons and entbes whe have a claim (as definod m §101(5) of the Bankauptcy
Code) agamnst the Dedtors or their banknuptcy estates. and afl parties in interest, incuding those
entities claiming an interest in the Assets and those enttties who are parties to the Contracts. This
matter & 3 core proceeding pursuant to 28 U.S.C. § 157(b)(2). Venue of these cases and the Sale
Motion in this district is proper under 28 U.S.C. §§ 1408 and 1409,

2 The statutory predicates for the relief sought i the Sale Motion are sections 105(a),
363(b), M. (0. and (m), 365, and 114s(c)ceuumsmsﬂmmmcad.a 1MUScC. 101
seq., s amended (the “Bankruptcy Code”® or the “Code”), and Fed. R. Bania. P. 2002, 6004, 6006,
and 2014,

3. As evidenced by the affidavits of service previously filed with the Court, and based
on the representations of counmel at the Sale Hearing, (1) proper, timely, adequate and sufficert
notice of the Sale Motion, the Sale Hearing and the Sale has been provided in accordance: with the
Baniquptcy Code, Federal Rules of Bankruptcy Procedures, indluding 11 U.S.C. §§ 102(1). 383, and
385 and Fed. R Bankr. P. 2002, 6004, 6006, and 9014, the Local Baniouptcy Rules, and n
campliance with this Court's Overtid Procedures Ordor, signed December 19, 1997,(2) such nobce
was good and sufficent, and appropriate under the particular crcumstances, and (3) no other or
further notice of the Sale, the Sale Motian, or the Sale Hearing shall be reguirod.

: Fdings of fact shall be construed a3 conckssions of baw and conchaons of lew sholl be corstrued 3
fincings of fact when approprake.  See Fed. R Bando P. 7052

UT @aenns w7 (Y FE0e WPDS 1124722 3
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4. A reasonable opportunity to object or be heard with respect to the Sale Motion and
the refied requested tharen has been afforded to ull interested persons and endiies, mciuding () the
Unged States Trustee, () the Crediors’ Commitiee apponted o the case of MIDCOM
Communications Inc., (if) any and all entites known to have cxpressed an interest in a morger of
aoqusition transaction mgarting the Debtors or their assets during the past twelve (12) months; ()
3l entes known to have assertad any hen, casim, encumbrance, nght of first refusal, or other
property mterest mn of upon any of the Assets and Contracts wivch are to be sold or assigned
pursuant to the Purchase Agreement; (v) all entites who had filed a notice of appearance and
reque-t for service of papers in these cases. and (W) all parties 0 executory contracts or uncapired
leases proposed 10 be assumed and assigned under the Purchase Agmement.

5. Each Debtor (i) has foll corporate power and authorily o axeaute the Prrchase
Agreement and all other documents comtempiated thereby, and the sale of the Assces of the
Buminess L, " Dabtors has been duly and validly authorzed by ail necessary corporate acton of
each of the Debiors, (1) has 2l of the corporate powey and authonty necessavy to consurnmate the
transactans contompiated by the Purchase Agreement, (£) has taken 2l corporate acSon Necessary
1o authorize and appeowve the Purchase Agreement and the comsummation by such Debtoe of the
ransacions contemplated thereby, and (iv) requires no hurther comaants or approvals, othar than
those exprassly provided for In the Purchase Agreement or otherwise expictly set forth herein, to
consuaTyrats such irnsachons

6. On Jenuary 5, 1998, the Debtars conducted an guction pursuant to ths Courr's
Owertid Procedures Order, and the Debtors having recerved no other bid for the Assets compiying
(as comtamed in the Purchase Agreement), at the conciusion of te Auction the Dedtors determined
that Purchaser has made the highest and best offer to purchase the Assets

DT 406823 ¥7 (1FRRI06 WPD) 1126732 4
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7. Approval of the Purchase Agreement and consummation of the Sale at this time are
n the best merests of the Debtors, ther creditors, their estales, and the public, particadarly the
Debtors’ numerous customers who rely upon the Debtors' service.

8. TMDMshmdmmmmdbdhmgxn.Made
puspose and justification and (s) compelling creumstances for the Sale pursuant to the applicable
provisions of the Bankruptcy Code, inciuding 11 U.S.C. §§ 105 and 363 prior to, and outsxde of a
plan of rorganization in that, smong other thngs:

(A)  On the Petition Date, the Debtors were in defoult under thew $23
milion credit agreement with Foothdl Capital Carporation ("Foothif”),

(B)  Onthe Petibon Date, the Debtors were unable to bomow under their
exst . credit facilibes;

{C)  The cash genurated by the Deblors’ opevating activites  msufficent
to fund the non<kscretionary capial expondiure requiremerts nocessary to maatan
thar present operations and facdies as well as the scheduled Gedt servmce
requiremants of their notes nayable and term obligatans,

(D)  The Debtors do nat have e capaciy to pursue new development
projects which are ortical (o confinued growth and profitabdity in thelr competitive
industry. and

() To soive thar mmediate financing problams, th: Debitors entered mto
the Ovder Authorzing Debtors to: (A) Uss Cash Caoltateral; (B) Incur Post-Petiion
Debt: and (C) Grant Adequate Protection and Provide Other Security with Foothdl,
a= amended by the First Order Amending Order Authorizing Deblors To: (A) Use
Cash Collateral. (B) Incur Post-Petition Debt: and (C) Grant Adequate Protection and!
Provide Other Security. This financing afows the Dettors to use their cash coltaterat
and borrow up to an addibona! approxamate $17 milkon, subyect to vanous conditons.
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If the Sale and retated transacbons are not spproved and consummated promptly,
the Business could detencrata to the pomt whore the Purchaser could termenate the
Purchase Agreement, thersby redegating the Debtors to a disorganized Squidaton
that would acheve far less vakun for ceditors than the transactions contempiated by
the Purchase Agreement or a sale ivoing a significantly reduced purchase price.
8. The -Debtors dirgently and m good faith marketed the Assets of the Business to

sacure the inghest and best offer therefor. In that regard, tha Debtors soughtt bids for all of their
Business and Assets. The terms and conditions set forth in the Purchase Agreemernt, and the Sale
to the Purchaser pursuant thereto, represent a fair and reasonable purchase pnce and constitute the
highest and be<t offer obtainabie for the Busyess and the Assets.

10. A sale of e Assals & the only viabie altemative for presenving and capturing the
value of the Assets and ensunng the continuation of the Business. The Debdiors cannot continue (o
operate the Business for the time reguired 1o confim anc consumimate 2 plan of reocrganizaton
without restong an ammediate and matenal decine In the value of the Business and Assets. Thus,
the only wy to preserve and maomze vaiue S 1D consumnmate the Sake and seil the Assets of the
Busmess, theraby insuring an onderty and equitable sale process and distnitasbon of proceeds.

11.  Potertialy sigriicant and long-term clalms agast *ha Debtors’ esttes wit be
mwamized 3s 3 result of the prompt consum maton of the Sale, and the concomitant essumpton and

assignme=k of the Contracts to the Purchaser.

12 A zale of the Assets of the Susiness at this tmo to the Purchaser would resut o the
highest possibie purthase pnee therefor. Thus, unkess the Sale to the Purchaser & concluded
exped:tiously, as provided for in the Saie Motion and under the Purchase Agreement, the value of
ttie or no value for the Businegs of the Assets.
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13 MMMMMMMWMMDMM
will procure altermadve service for ther needs. To preserve the value of the Assets of the Business,
preserve the jobs of many of the Detlors’ employees, and presarve and manamize the value of the
Debrors’ estales for the benefit of all interested parties, tho Dablors must be authoreed to
consumimate the sale expedibousty.

14, All inferosts (as hereafler defined) shall attach (o the proceads of the Sala. The cash
proceeds of the Sale pad to the Dettors at the Closing will be distributed to moke the “cure
payments” and other payments required under this Order, and the balance of the proceeds shall be
drstributed to Foothsil Capdal Carporation pursuant to the Farst Order Amending Ovder Authorizrg
Debtors To: (A) Usa Cash Coifateral, (B) Incur Postpetition Debt; ana (C) Grant Adequade Protecton
and Provide Other Security and the Interim Ordar, as defined therein and then to the Debtors.

15.  The Puchase Agreement was negotiaind, proposed and entered into by the Debiors
anc the Purchaser without collusion, in good faith, und fiom amvs-ength hargaining postions. None
of the Debtors or the Purchacer or its 2ffiliates has engaged in any conduct that would cause of
pesmit the Purchase Agreemert: to be avoided under 11 U.S.C. § 363(n).

16.  The Purchaser ic an entty purchasing and leasing properiy in good faith within the
meaning of 11 U.S.C. § 363(m) and, as such, is entitied to the protecticns afforded thereby The
Purchaser widl be acting in good faith within the meaning of 11 U.S.C. § 363(m) in dasing the
transactions contemplated by the Purchace Agreement.

17, The consideration provided by the Purchaser for the Assats of the Busness punsuant
0 the Purchase Agreement constitutas reasonably equivalent vaiue and far considerabian under the
Bankruptcy Code and under the laws of the United States, any state, termitory, possession, or the
Disirict of Columbia.

OF Searc v7 (TRR04L.WPD) 1120722 7
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18. The consideration offered In the Purchase Agreement  the highest and best
consideration offered for the Assets of the Business and wi provide a greater recovery for the
Debtors’ oreditors than wouki be provided by any other pracocal availabie akematve.

18. The Sale must be epproved and consummated promptly n onder to presarve the
valkue of the Business as a going concem.

20 The transfer of the Assets 1o the Purchaser upon the Closing wall be a legal, vaid, and
efflectve transter of the Assess and vest the Purchaser with all nght, tite, and intorest of the Debtors
to the Agsets free and dear of mortgages, securily interests, condonal sale or other tlle retention
2greements. pledges, bans, dams, judgments, damands, easements, charges, encumbrances,
defects, securtty ntorosts, options. rights of first refusal. restrictions of all kind and anw other merest
(ndudmg, without kmrtation, fens, ciawms, encumbrances and nterests (1) that purport to gve o aay

party a nght or option to effect any forfedure, medibcation or termmation of the Debtors’ or the
Purchaser's intorest in the Assets, (i) in respect of Taxes, or (&) winch anse as a result of any
Employsn Benelit Plan) (collectvely, "lntorests”).

Z21.  The Puchaser would not have entared into the Purchase Agreement and would not
consummate the transactions contemplated thereby, thus adversaly affecting the Debtors, Shwr
estates, and thelr cred®ors, £ the Sale of the Assets of the Cusmsss W the Purchaser and 8w
ussigrment of the Contracts to the Purchaser were not free and chear of all Interests.

22 The Debtors may sed the Assets of the Business free and dear of all Interests
pecause, in each case, the requirements of the Bankruplcy Code, induding one or more of the
standards set forth in 11 U.S.C. § 383(f)}(1) - (5) have been safished or such soie otherwse s
authorized pursuant to 11 US C. §105. Those (A) holders of interests, (B) non-dedtor parfies to
Contrases and (C) other partes in micrest who did not object, or who withdrew ther objections, to
the Sale, the Lale Moton or the assumption and assignment of Contracis are deemed to have
consented 1o the ransactions contemplated n the Purchase Agreement pursuant to 11 US.C. §§

DT @us & (\FR0M WPD; 12032 B8




363(N (2) and 365. Those Nolders of Interests who did object fafl within ane or mare of the olher
subsections of 11 U.S.C. § 363(f) are adequately protected by having thew [nterests, # any, aftach
to the cash procesds of the Sale ultimatoly attnbutable to the property in wivch they dairn an interest

as set forth in this Order.

22, Except with respect 1o the Assumed Liabiiies, nelther (A) the transfer of the Assets
of the Business 1o the Purchaser nor (B) he assumpon by the Debtors and assignment to and
assumption by the Purchaser of the Assumed Contracts will subsect the Purchaser to any kabily by
reason of such transfer or assignment and assumption under the taws of the United States, any
siate, territory, or possession thernof, or the Distnct of Columbea, based, n whole or in part, drectly
or indrectly, on any theory of law, including, without imtabon, ary theory of antitrust or successor
of transtaree fiability or otherwse

2¢.  The vansfer of the Assets of the Business to the Purchaser © 3 transfer pursuant to
11 U.S.C. § 1148(c) and, accordingly. shall not be taxed under any law mmposing a stame tax of
savelar tax

25. The Debtors have demonstrated that ¢ is on exercise of ther sound business
judgment to assume and assign the Assumed Contracts 10 the Purchgsor n connecton with the
consurmmation of the Sale, and the assumplon and assgament of the Assumed Contracts s in the
best mterests of the Debtors, their estates, and ther creddors.  The Assumed Contracts bemmg
assigned 10 the Purchaser are an integral part of the operations of the Debtars being purchased by
the Purchases snd, accordngly, such assumplion and assignment of the Assumed Contracts ©
reasonable, enhances the value of the Debtors’ estatas, and does not comstiute unfor
discrimmation

25. The Debtors have, by agreeing 'o pay from the Purchase Pnce paid at Closing ail
costs of cure where there © no dispute as to the amount thereof and the, ¢

uncisputed on of costs
o - S ibreh (bl <] Colow
ofmuhembnsvmadmneas\ontamtwm-bym,‘mwm
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claimed by the non-Debtor party where therm is a dispute, (i) provided adequate assurance that they
will promptly cure any default which anses or acerues prior to the Closing Date  under any of the
Assumed Contracts, within the meaning of 11 U.S.C. § 365D) 1)(A). and (v) provided compensation
or adequate assurance that they will promptly provide compensation to any party to the Assumed
Contracts, ofher than the Debtors, for any actual pecunsary loss to such party resuitng from a default
under any of the Assumed Contracts whach arnises or accrues pnos to the Closing Date, within the
meaning of 11 U S.C. § 365(b)(1)(B); and the Purchaser has provided adequate assurance of future
performance of the Assumed Contracts, within the meaning of 11 U.S.C. § 385()(1XC).

27  The Seliers have good and marketadie ttie to the Assets;

28. Al findngs of facts and condusions of law made herein or aanounced in open court
= connection with the Sake Mobtron or the Overted Procedures Order are meorporated harem.
NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED, AND DECREED THAT:
General Provisions

0] Al of the findings of fact and conchesions of lbw set forth sbove 2re mcorporated
haremn by referanca, and the Sale Motion a5 modiied by announce:nents in open court s granted,
as futher descnbed herain

(2) A abecsons. responses. and requests for continuances conceming the Sale Motion
or the relief requested therein are resolved in accordance with the terms of thus Order and as set
forth I the record of the Sale Hearing, and thosa that have not been withdrawn, warved, or setfied,
and all reservabons of nghts included 1 sueh obections, are overmuled on the mends.
Approval of Purchase Agreement

(3) the Purchase Agreement and the transachons contemplated therein, including the
transfer of the Assets by the Sallers to the Purchaser as promdad in the Purchase Agreement are
approved and authorzed under the Bankgupicy Code, including Sections 105, 363 and 365 of the
Banicuptey Code;
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@) the transfer of the Assets by Sellers to Purchaser upon Closmg wifl be a legal, valid,
and effective transfer of the Assats notwithstandng any requiremeant for approval or consent by any
entity (as dofined m Secuon 101(15) of the Bankruptey Code);

(5) the transfer of the Assets by Sedlers to Purchaser vests e Purchasor with good and
ndefeasitie ttie 1o the Assets free and clear of af Interests, excen! hose expressly assumed by the
Purchase thereunder, and any such Interests which exaxsted prior to the Closing shall attach to the
proceads of the sale (after talong into account any purchase price adustments, “cure payments” for
Assumod Contracts, of indemnsficaton adjustments provided for in the Purchase Agreement) m the
same order and priorty 2s existed before the sale.

(5 the transfer of the Assets s n exchange for consderation being paxd by the
Purchaser that constitutes rcasonably equevalent vaiuo and fair consideration under the Ban'auptcy
Code and under the laws of the United States, any state, termitory, possaession, or the District of
Columbax;

(7)  except with respect to the Assumed Liabiities, the transfer of the Assets of the
Business, and the assumpbor and assignement of the Assumed Contracts, (includeng without
limitation the Customer accounts and contracts with Customers) does nol and will not subgect the
Purchasar to any kabiity by reason of such transfers and assignments under the laws of the United
States. any state, termtory or possession thereof or the Drstrict of Columbia basad, in whole or m
pan, deectly or rndrectly, on any theory of law, including, without Imetaton, any tweory of successor
or ransferee kabity,

(8) the Puchaser is casgnatad as the presubscribed telecommuncations camex for all
Cuztomers of Sellers as of the Closing Date, and the Purchager shall heve a8 legal right o
implement such designation immediately without Customer consent,

() any camier currently providing network services to Sellers or any Sales agent or
distributer currently undar contract to Sellors s prohibited from interfering with o impainng () the

DT SE8EDD v7 (TFSs WD) 1124732 1"
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transfer of Customers to Purchaser, (8) Purchaser's continuad service after Closing or (m) the
mmdaﬂmbmmmmww

(10)  the Banicuptcy Coun ratains gurisdictron to nterpret and enforce the provisions of the
Purchase Agreemrent, any related agreoment 46 which one or more of the Debtors s party, and this
Order, inchuding, without metation, jumsdiction to (a) protect the Purchaser aganst any damms or
other kabities related to the transacbons contampiated by the Purchase Agreement or otherwiso,
in accortance with the provisions of the Purchase Agreement. (b) resoive arry and all objections to,
or disputes among the parbes to the Puthase Agreement roganding, all msues of disputes with
respect to daims for indemnification or otherwsse payable under the Purchase Agreement, provided,
however, it i the event the court abstanes from exercsmg, of dednes to exertse, ursdichon with
resped o any matter referred 1o 1 Tus Paragraph or s without funsdiction, such atestenbon, refusal,
or kack of urisfiction shall have w offect upon and sha? nct control, prohibt, or Im? the: excrose
of pcsdichion of any other court or arbitral body having conpetent junsdiction wh respect to any
such matter;

(11) the vansacSons contemplated by the Purchase Agroament ae undertaken by the
Purchaser in good faith, e that term 5 used in Secton 353(m) of the Banlouptey Code, and the
Purchaser is enfiied to the rights and protection gramed thoreby,

(12) thare exst cogent busness reasons for the sale of the Assets o the Purchaser,

(13) the sale is o the dest interests of the Debtors’ estates, thes creddors, and their
Customers and is otherwise in the public imerest
! (14) there has been such notice 3s 15 appropnate in the parficular arcumstances given
to all entibes rogured by law to recorve notce of the salc and such opportunity for haanng 2 S
approprate in the particular Graanstances;

(16) the Busness and the Assets have been adequately marketed and wal lose value

aheent 3 sale,

UT&'RF“‘VYCM“'M
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(15) af of the requiremerds of Sechons 105 and 363 of the Bankruptcy Code for a sale free
and dear of Interests have been met. and

(17) e Dabtors’ previous execution and defivery of tho Purchase Agreement are hereby
authorzed, and the Debtors are authorized to consumnmate, pursuant to the terms of the Purchase
Agreement, the sale of the Assets to Purchaser and related transactions (ncluding, without
erwtation, the payment of amounts to cure defaults under the Assumed Cantracts) and to negotiate,
excoute, and deliver such nther and further documents as may be necessary or appropriate to
mplement and consummate the Purchase Agreement . _ 4 et l)"bs
Assumption snd Assignment to Purchaser of Coptracts (md A% o o)

(18)  Pumchaser shaf!, on or befere January 16, 19."8.noﬁfyDeuuSA:1moscCo'mas
which Purchaser cects to have assumed by Debtors and assigned to Purchaser at the Clesing (Le.
the Assumed Contracts),

(19)  the assumpdon by Dedtors and assignment to Purcihasor of the Assumed Contracts
rs approved and shall become effective upon Clasing,

(20) Selters shafl promgty after the Closing notify all other parties o each of fhe Contracts
whether or no? its Contract has baen assumed by Debtors and 7 sagned to Purchaser at the Closng;,

(21}  ail aefaults of Sellers unde: the Assumed Curvacts 2Msng or actruing prior 1o the
Closing (without givinig ffect to any acceleration dauses or any defaul? provisions i such contracss
of 3 kind spectied in Sechon 365(0)(2) of the Bankruptey Codo) shall be promptly cured by Sellers
from that portion of the Purchase Pnce pad tu Sellers at Closing. and Purchaser shall have no

Eability or obbgation with respect (o any defautt or obigation arsing or accruing prior to the Closing;

(22) any actual pecuntary lose incumed by any party (cther than the Debtors) o an
Assurned Contract resulting from a default by Sems prioc to the Closing Date shald be promptly
compensated by Sellers from tat portion of the Purchase Prics paid o Sedars at Closing, and
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Purchaser shall have no [@bdity or oblgation with respedt to any such lass ansing or accnung prior
to the Closing:

(23) the amourts 10 be paid to the partics to the Assumed Contracts by the Debtors shall
be: (a) with respect to parties that fied written obsections that have not been or are not hercafter
resolved, the amount to be ordered by this Couwrt; (b) with respect to parses that filed wiitten
obgections that have been or are hereafter resoived, the amounts agreed to by the parties and set
forth un the record of the Sale Hearmg or in a subsequent wiiten agreement between the Debtors
and the other party to the Assumed Contract; (c) with respect to partes that faled to file wntten
obertions, he amounts set forth m the Notee of Proposed Assumpbon of Leases and Execitory
Contracts in Connecbon With the (i) Proposed Sale of Substantioy Al Assets of Midcom
Commumnxcation: and Certaln Subsidianies, (i) Assumpbon and Assignment of Certan Relaled
Exeastory Contracts and Unexqured Laases, and (37) Opportunty to Submiz Competitive Bads.

(24) the Purchaser has provded adequae assurance of future performanca of the
Assumed Contracts within the meaning of Section 365(TW2) of the Bankrupicy Code, and
| (25) the Assumed Cortracss shall remuin in ful force and effect for the beneft of the

Purchaser, notwihstanding 8ny provisions m such Assumed Corfracts of n apphicable law
{incding, without imiaion, those desrribed in Sections 365(b}(2) and () of the Bankruptey Code)
that prohed@_ restnict, o m ;1 2ny way such assanment or transfer;

(26) the Debtors, the Purchaser and #s affiates, and each of their agends and assigns,

aw authonzed 1o transfer the Debtors’ customerns” telecommunications services to Purchaser or s
assi0as without further o pnor approval of any reguiatory agency or other goverramental bady and
without further order of this Cowrt, and none of them shall ave any ebdity for makng such transfers
or causing suh ransfers to be made: provided. however, that Purchaser shafl gn » notice to such

ransferred to, and are being provided by, Purchaser or &S assigns;
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(27) payment of tho Dedtors’ obiigatons under the Purchase Agreement, the Escrow
Agreement, this Orgder and 2s st forth o ‘he record of tha Sale Haeanng, including any purchase
price adustment and indernnificaton amounts are mmedsiely payabdle f and when the obigatons
of the Debtors anse under the Purchase Agreement, related agreements, this Order, or as set forth
on the record of the Sale Haaring and may be paxd without further order of the Cowrt

(28) the Debtors and each other entity having duties or responsibides under the Purchase
Agreement, the reiated agreements, or this Order, and thew respective directors, officers, general
partners, agents, repicsentatives, and attomeys. are authonzed and empowerned ‘o cary out ol of
tho provisions of the Purthase Agreement and other related agreements; to issue, excaute, delver,
fie, and record, as aphopnate, such other gnd further documents 55 may be necessary evidoncing
and eonsummat g the Purchase Agroemert and other related agreements; and to take any and ofl
actions contemplated by the Purci@ase Agreement, (he refated agreements, or this Order, and to
ssue, exeoute, deliver, fie, ard recond, as appropriate, such other controcts, mstruments | releases,
indentes monigages. dewds, bils of salo, assonmedts, leases, or other aureements or documents
and to performn such other acts and exacute and doliver such other docsments, as are consistent
with, and necessary of approprate to impiement, effectuate, and consummaaie, the Purchase
Agreement, the refated agreements, and this Order and the tra isactons contermnplated theredy and
hareby, aft without further appiication to, or order of, the Court or further action by thew respective
directors, stociholders, or partners, and with fke  effect as if such actions had been taken by
unanimous action of the respective drectors. stockholders, and partners of such enfiies. All such
addional agresments, documents, and instruments shall be deermeed to be “related agreements” for
purposes of this Order. The Secretary or any assistont Secretary of each of the Debtors shall be,
" and hereby @, authorized to certify or attest to any of the foregomg actons (bt no such certifications
or sttestabor  hall be required to make any such action vald, binding, and enforcesble). The
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Dettors are further authorzed and empowered to c2115e to be fled with the secretary of state of any
state or other applicable officrals of any appiicable govemmental units any and af certificates,
agreements, or amendments necasSary or appiopnate to effoctuate the transacsons corternplated
by the Purchase Agreement, the reiated agreements, and this Order, incduding amended and
restated cevtificates or asticies of mcorporation and by-laws or certificates or arbcies of amendment,
and all such other actions, filings, or recordings as may be requered under approprste proviSions of
fhe appicable laws of af! applicable governmental units, or as any of the officers of the Debtors may
determine are necessary or appropriate. The execubon of any such docurnent, or the taiing of any
such action shall be, snd heredy s, deemed condusive evwdence of the authanty of such entity to
soact Without kmeting the generaltty of the foregoing, this Order shall constitite all approvals and
consems, f any, ~aquired by the g neral corporaton law of the siate of iIncorporation of ~ach of the
entites and all other appucebid business corporation. trust, and cther laws of the applicable
governmental units with respect tn the implomentaton and consummaton of the Purchsse
Agreemert, the refated agreements. and this Order and the transachons contemplated theredy and

heretyy,
(29) all entites in possassion of some or all of the Assets are drected o sumender

possession of the Assets to the Purchaser on the Closmg Cate or at such tme thereafter as
Purchaser may request,

(30) on the Closing Date, each of the Dedtors' aedtors IS diected (o exeaite such
documents and take all other achons as May be necRssary 1o release S fiens on or dasns aganst
the Assets, & any, as such ens or ciams may have been recorded or Moy otherwise exast,

(@1) this Order is and shall be binding upon and govem the acts of all entites nchuding
withaut endation, o fling agents, filing officers, ttie agents, (e comparses, recorders of mortgages,
recorders o eeds, regstrars of deeds, administrufive 3gencies, Govermmantal departments. -
secretanes of state. federal, state, and local officials, and all other Persons and entitios who may
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be required by operation of law, the dubes of therr office, or contract, to accept. file, regrster or
otherwse record or release any documents or insttuments, or who may be regured to report or
nsure any bve or state of tle in of to any of the Assets;

(32) cach and every federal, state, and local governmental agency or depariment s hereby
drected to accopt any and all documents and instruments necessy and approprete to
consummate the transachons contemplatad by the Purchase Agreement, the related agreements
and this Order;

(33) f any Person or entity that has filed fingnang statements or other documents or
agreements evidencng hens on or rterests in the Assets shall not have deivered to the Deblors
prior to the closing. m proper form for filing and exeauted by the approprato partes, termnabon
statemernts, mstruments of satisfaction, releases of af lens or other interests which the Person o¢
entity has with respect to tha Assets, the Debtors are hereby autharzed and directad ty execute and
file such statemants, instruments, relegces and other documents on behalf of the person or entity
with respect to the Assots immediately prior 1o the Closing,

(34) all Parsons are enjomed from in any way pursuing the Purchaser or its afhifiates to
recover any ciam wiuch such Person has agamnst the Debtors or the Assels except with respect to
(1) Assumed Liatafibes and (2) any ctaim which 15 independently assartable against the Purchaser
or s 2ffilates and does not anse directly or mdirectly from thexr deatngs with the Debtors or the
assgnments and transfers contomplated by this Order,

(3S) the Puchase Agroement, the rolated agreements, and afl other documents,
agreements, and insttumerds necessary to effectiate and consummate the transactions
contemplated by the Purchase Agreoment and the Escrow Agreemant, together with the: terms and
provisions of “ws Order, shall be binding upon and shall nue t the benefit of the Debtors, the
apportment of a trustee for one or mare of the Debtors, under any chapter of the Bankruptey Code,
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ASSET TRANSFER -- STEP 1
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ASSET TRANSFER -- STEP 2
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SECURITIFS AND EXCHANGE ( OMMISSION
WASHINGTON, DC 20549
FORM 10-K

| ANMNUAL REPORT PU RSUANT TOSECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACH OF 1934
FOR THE FISCAL YEAR ENDED DECEMBE R 31, 1996
OR

TRANSITION REPORT PURSE ANT TO SEC THON 12 OR 15D
OF THE SECURITIES EXCHANGE A( I OF 19M

COMMISSION FILE NUMBER 000-26118

MIDCOM COMMUNICATIONS INC.

NACT NAME OF REGISTRANT ASSPEC IFIED IN TS CHARTER)

1111 THIRD AVENUE
SEATTLE. WASHINGTON 98101

CDDRESS, INCLUDING ZIP CODE.TELE PHONE NUMBER AND AREA CODE, OF PRINCIPAL

ENECUTIVE GFFICES)
Securities regniered pursuant to Section 12(b) ol the Act
NONE
Securities registered pursuant to Section 12(n2) of the At

COMMON STOCK. PAR VALUE S0.0001 (5 MBOL: "MCCI™)

Seot

DOCUMENTS INCORFORATED BY REFERENCE
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INTRODUCTION

FOEWARD-LOOKING STATEMENTS
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that new technologies required for such services will be available to the Company on favorable terms or that such services and technologies will
enjoy market accepiance Further, there can be wssurance that the Company s competitors will not develop products or seraces that are
technologcally supenur t used  the Company or that schieve greater market acceptance The developr ent of any such superior technology
by the ability of the Ce y successfully respond to such a development, could render Midcont's existing
prod have a mat ad t ( isiness, financ:al condition and results of operations
Ability 1o Integrate Acquired Operations

Midcom =\perienced rapid growth through the end of 1998 A sigraficant poriion of this growth, particularly n 1995, was attnbutabie 10
wxquisitons of t bases and of weleccommunication; service providers. For a number of reatons, the Company was not abie o
consolidate and intcgrate the sales and marketing. custerer support billing systems and other functions of centain of these acquired operations. The

mon and consohidation of custome: bases or operatons acquired in the future. Pending such
for the Company to mamtamn scpar systems and other functions of the acquired
ditonal operational complenin and expense, increase the nsk of billing delays and financial
reporting difficulties. increase cusiomer attntion and impair the Company's efforts to cmss-sell the products and services of the acquired operation
{ the Company acquires custonicr bases of cther operalions in the fulure, difficuliies encountered i integraung and consolidating such operations
could have » mateniai adverie eflect on the Compuny’s business, finarncal
Informatiion Systems ™

Company may cxpenieace difFicullies

integration ww consohidation. 1t may

operation, which could cause inciticienties and ad

on and resu'ts of operziions See -« Acquisitions” and "--

Dependence Upon Irtegnty of Call Data Records

Midcom depends on the umeliness and accurany of call data records provided to it by facihlies-based camers supplying teiscommuricanons
services. and there can be no asswance tha: accuraie information will consistertly be pruvided by the camicrs on a timely basis Failure of the
Company to recaive prompt and accurate call data records from its suppliers will impair the any 5 abeine bill its customers on a timely basis

Such billing delay < could impair the Company s ability to collect amounts owed by s tustomers Duc 10 the multtude of billing rates and discounts
issucs such as the addition or
termination of customers, the Compary regularly has Cisagreements with its suppliers concerming the amoun:s invoicad for its customers’ traffic. The
Company pays its supphiers according to 1t own calculation of the amounis owed as recorced on the computer tapes provided by its supphiers. The
Company's computations of amounts owed arc It S

consider the Company to be m arrears in its payments until the amount in dispute s resolved

which suppliers must apply to the cally completed by the Company = customers, and due o routine log

quently less than the amcunt shuwn on th Accordingly, the suppiicrs may

\ithough these disputes have gencrally been resolved
on terms favorable to the Company, there can be no assurance that this will continue 1o de the case Future disputes which are not resolved favorablhy
to the Company could have a matenal adverse eifect on the Company’s business. firancial condinon and resuits of operations. See¢ “-- Suppliers.”

Dependence Upon Facitities-Based Carriers

Miidcom does not cutrently own a transmission network and. accordingly, depends to a large extent on Spnnt, WorldCom. AT&T and other
faciiies-based camers for actual transmission of customer calis and other senvices. Further, the Company, hke all other long distance providers, is
dependent upon LECs for call ongination (carrying the call from the customer’s locauon to the fong distance network of the IXC selected to carmy
the call) and termination (carmang the call off the IXTC's network to the call’s destination). The Company's ability to maintain and expand its business
depends. in pant, on its abih obtain telecommun.cation services on favorable terms from facilities-based carriers and the cooperation of both
IXCs and LECs in provisioning and terminating service for it customers in a timels manner. FCC policy currently requires all common carriers
including IXCs. to make their services available for resale and to refrain from imposing unreasonable restrictions on such resale. Further, the
Telecommunications Act requires ail ILECs both to
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ability to ¢ ¢t The Compans sbject to reguls

intemna al services with FCC and equired to {

nor i =va atthty comn currently re

Mot Of states requir provader ppiy lor authonty K UCANONS serviccs and o ¢

thetr 3¢ tes | multig 1:0N5 Mas { compiance with ail such regulxtions a chalienge for multraiate

(Compar There ¢ ber ' crulatyr udicral and legislative ch ey Oof other activities will not have a matenial adverse cffect
on the Company that rc partes wiil not raiwe the Company’s compliance with applicable laws and
Puisuant to the tenns of the 1984 count decree wheeh required AT&ET 1o divest its local exchange operations. the RBOCs were prohibited from
providing slecommunications wn as Local Access Transport Areas or "LATAs”
} unpunications Act all Jistance service outside their respective local

\ct

well 45 0Ng GiIStANe 5K . wn 1y I nee N OLher services 1 he [ ciccommunics

O or for eventua within their respectine local service ar The
compe n faczd by the Compans w cr 1 of inte VIA senvices
As 4 resalt of 3 1994 coun decision, the Compans became oblig P of its federal Company

possibly be habiz for damages for following an FCC pol shich did not require the Company to file such detailed schedules of its domestic

ot n the past The FCC': policy which would have implemented mandatory Auvgust 1997 has row been staved pending
determination of the issue b the federa! dis 12 in Washington, DC. Also n intenm. measure, the structurally separate
tcienchang 0i the RBOCS have re been reciassified as non-dominant carners and, accordingly, have the same flex:bility as the
Compa t competition by modinvng rates and service offerings without pricing constraints or extended waiung peniods The
reclassifications may make it mors difticult fur the Company to compete 107 long distance customers. See "Regulation
Wheat c he 3! telecomrn cat n o, it will be subject n Dy varous stale public service and pubic utilie
commussions, oft 15 3 1es-DAsCa prov \ 2 ¢ pre ts L0 be certificd prior to imlia service and o
mamiain on fiie w the ns ds speciiving rales wcli as terms and condtions, of service The Company will be subject
to 2 higher f regulatory oversight as a local exchange pr long distance camicr. Among other things, the Company
wiil be subject vanety of addiional senvic ty and ents, as weil as requirements 1o provide emergencs
handicapped and su ed services The states also impose addits ring and prior appros cquirements on local service providers. The
multiphcity and volume of ns goveming . ane tull comphiance with all such regulations even more of a
chalienge for multisiate provider as the Compans < latons governing the provision of long distance senvice As
with the Company's pros n of long distance senice. th be no assurance that future regula judicial and legisiative changes or other
activitics will not have a matenal ad ¢ etlect on the Company's provision of local exchange sernvice or that reguiators or third parties wiil not raise

f such service

material issues with re 4 10 the Company's comphance with laws and regulations applicable to its provision o
S 2 ’ e




The Company s highly lever i A December 3 796, the mpa tota febtedness and shareholders' deficit was $112.1 mullion and
So9 n, respecinely. The Compar ability to make scheduled pay ts of the principal of. or interest on, 1ts indebtedness will depend on its
fu vhich piec: 10 ¢ i . is 2nd { e 4 its contr
Repurchase of Notes at ption of Holders Upor hange of (
In tne & facha coatrol, ezch b Notes has the nght re t the Compar s¢ the Notes in whole ¢ wn part at a
On Prce SQua 101%, of the pnincipal amour < plus accrued t 3 to the date of repuichase. If of ¢ontrol were 1o
cccur, there can be n 's t the Company would have sufficient funds to pay such redemption price for all Noies tendered by the holders
thereof. If the Company is required 10 pay such redemption price, such pavment could have 2 matenal adverse effect on the Company’s liquidity
results of ¢ s and imancial condition. Morcover, the mpany ¢ obligatron could have the eflect of deiayving. defernng or
prevenung ¢ of control of the Compan and Could himut the price t! v investors might be willing to pay i the (ature for the Common
Stook
<4 917 115 TS ' ynmon Stock 28 ~ ’ cdemption of
ve Officer), of which 9,150,437 res were "t cted securitic be
Act Of the restr ecurities. $.617.272 shares may be J
t sle 143 uox capiration of the appiabie year | cnod

As of December 31, 199¢ 816 shares of ( Stock under its Amended and Restated 1993 Stock
1

Opuioi. Plan (the iock for ¢ under 1t vised 95 Employee Stock
Purchase Plan (the 31, 1996 opuions o purchase 3,693,179 shares of Common
Stock were outstanding and options to purchase 212,240 shares of Common Stock were exercisable warrants to purchase
$9.500 shares of Commoen Stock were outs Als0, in March 1997, the Compary 1ssucd 2 w ) shares of Common
Stoch nnection with a capital lease flinancing arrangement. which warrar i ENCTTIAADSC n. the Notes are coavertibie ink
Comn k at the option of the hol matunty, unless pres redeemsd. i a version pr f$14087
share. s O acus nt cenan nding f December 31, 1996 were fully converted, the Company wou
shligated 10 153u¢ to the holders thereo! shares of Common Stoch t Jng an indeterminate number of shares that
may ¢ ssucd 1n connection with ¢¢ . n

Cerntain individua ¢s has nghts w respect to t FeRistr he A { the publx fer and { cenan
shares of Common 5t 3 1in connechion with the formation of the par 3 clated &g N i linanCing transactions. As
of December 31, 1996 approxvmatels 9.040.212 sh f Common Stock w tration nights. At December 31, 1996
holders of appronimal W) shares of Common Stock subject to such registration nigh i the nght 10 require the ( v o register the
public offer and sale of the *s under the Secunties Act. Notwithstanding the Company voluntanly filed a Registration
Statement with the Commissior November 25, 1996 (file no 335-1668 ecuntics Act the public offer and sale of the
approximately 1.600.000 shares of Common bject 1o such registrat iniends to mamtain the effectiveness of this
Registration Statement until apprc 1. 1997 In addnt P Agreement between the Cumpany and

'

the Initial Purchasers of the Notes
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mong others. a merger with or disg n of asse ther, the MpAany
Y the Al ompans . 10 million shares of
the preferenc r nehts thereof witheat by the nar hareh
rwit cflec {f other a *OVET Prosisions in ihe 1 and under the WBCA. may have the effect ot delaving
? acha t t the Compa and { limt ot 13t ¢ena «ctors might be willing to pay in the future for
¢ Comn Stock has been, and is Tk t nnue to be. volatile There car be no assurance that the market price « { the
1 fluctuat enificantiy from its current level The o the Comm could be subject to sigmificant
cloanu f factors, such as actual or anticipated » Company’'s qua results, ¢ introductic

perating
das

Company's industry, changes in govemnmental

Company of 115 competitors, changes mn other condition

ns anaiyst umates ol the Lompany or 1S ¢ industry’'s, future performande or gencral market
Discussion and Anaiy f Financial Cor its of Operations  [n addition. stock markets have

ce and volume volatibty in reJemt h has had a on the market prices of secunties of many smaller

casons v unrel to the performance of h companies. These broad market tluctuations may have a
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market prnice of the Common Stock See “ltem S

Limutations on Dividends

Since 13 incorporation in 1989 the Company has not declared or paid cash dividends on its Common Stock, and the Company anticipates that any

future camings will be retaned for mvestment in its business. Any payment of cash dividends in the future will be at the discretion of the Company’s

Board of Duectors and will depend upon. among other things, the (e any's =amings. financial condition, capial requirements, extent of
indebredness anc coptractual et 1 respect 1o the pavment of aividends In addition. the terms of the Foathal! Cradit Facility prohibit the
payrent of cash dividends without the conient of (ne Company’s lenders See “liem § Market for Registrand’s Common Equity and Related

Stockholder Matters”™ and “ltem 7 Management's Discussion and Analysis ¢f Financial Condition and Results of Operations -- Liqudity and Capital
Resources ”

ITEM 2. PROPERTIES

As of December 31, 1996, the Compamy's headguanier, i Scattie consisted of approxamately 39,000 square feet of ofiice space under a lease that
expires on November 30, 2004 and that reguires mimimum annual lease payments m 1997 of approvimaicly $1.0 million. In addition, as of
December 31, 1996, the Company and its subsidianies leased an aggrexate of approvmatels 160,000 square feet of space for 17 offices in 1) states
Management p=iieves its present office facilities, together with additional space avaslable under expansion oplions, are adequate fur its operations for
the foresecable future and tha: similar additsonal space can rzadily be obtamed as needed

ITEM 3. LEGAL PROCELRDINGS.

Class Actioa Lawsunt.  The Company. its Vice Chairman of the Board of Directors and largest shareholder, the Company’s former President, Chief
Executive Offic d director and the Company's former Chief Financia! Officer are named as defendants in a securities action filed in the U.S
District Count for the Wesiern District of Washington (the "Complaint™). The Complant was filed on behalf of a class of purchasers of the

Company’s Commun Stock duriag the pernrod beginming on July 6, 1995, \he date of the Company’s ininal public offering. and ending on March 4,

1996 (the “Class Peniod™). An amended compiant was filed on July 8, 199¢ (the "Amended Compiaint™) In November 1996, the Coun granted the
defendants’ mot:on to dismiss the Amended Complaint without prejudice and the plamntiis refiled 2 second amended complaint on December 19,
1996 (the "Second Amended Complaint™) in Januan 1997, the defendants filed a raotion to drsmiss the Second Amended Complaint (the *Second
Motion to Dismiss™) claiming fatlure by plamtffs to picad with pariculanty and fadure to plead facts establisming scienter, both as required under
the Exchange Act, and failure 1o establish tracing to the prospectus relating to the Company's mitial public offering, as required under the Securities
Act. The Second Amended Complaint alicges. among other things, that the registration statement and prospectus relating to the Company’s initial
public offening contained false and musicading statements concerning the Company's billing software and financial condition. The Second Amended
Complaint further alleges that. throughout the Class Peniod. the defendants inflated the price of the Common Stock by intentionally or recklessly
making matenial misrepresentations or omissions which deceived the public about the Company’s financial condition and prospects. The Second
Amended Complaint alleges claims under the Securities Act and the Exchange Act as well as vanous state laws, and secks damages in an unstated
amourt All discoveny proceedings are staved unti] defendants’ Second Motion to Dismise 1s acted on by the Court. While the Company believes that
1t has substantive Eefenses 1o the claims in the Second Amended Complant and intends to vigorous!y defend this lawsuit. it is unable to predict the
outcome of this action

SEC Investigation. The Company was informed 1n May 1996 that the Commission was conducting an informal inquiry regarding the Company. The
Company has voluntaniy provided the documents requested by the Commussion. In addition, the Commussion has requested the Company’s
cooperation 1n intenicw =ai11 current and former Company personnel and the Company is in the process of scheduling such
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ITEMG6. SELECTED ¢ ONSOLIDATED FINANCIAL DATA

f WiT . virdated f J mpan #96 Consohdated Financial Statements. The information set
forth below conjunclion 'scussion and Analvsis of Financial Condition and Results of Operation
rd the Compans's | ns rinancial St contamed clsewhere in this Repon
ARS ENDED DECEMBER 31
1992 994 L | 998
(IN THOUSANDS ENCEPT PER SHARE DATA)
STATEMENT Of OPERATIONS DATA
Revenue $27 8% $66.010 S11698 $202.534 S148.777
o5t of reve 15 817 is 363 76 (344 139 544 107 920
Gros fit 2647 63 008 40823
Se gencral and admunistrative 18,128 7.5 6 06) 65028
Depreciation and am Wt i 26 8§81 3133 > 12687
Res 3 7
( - R B
Loss ~ et of 255 » 11 82 2 768
Operating income (loss) 1,538 641 23 (23673 X3.670
Interest expense 03 1 36} 256 288 8726
(P‘,.‘»:.‘r\_'v:.’hcm". - (A8} Tl G0 ‘...‘.:.’
e nes and
(5 $78) (3.012 2935 (97319
NCOME 11y : 17 .
| before extraordinan ren 653 (329) (3.02 (97.319)
pordinary temd 1) - =
Net mcome $hs $(97.319)
Fer share o unt
Irtome 551 belore eviraordinary iter S 7 $ $23) 627
Extraordmany itemy 34) -
Net income S 78 62N
Aares used in calculating per share data ¢ 93 93 963 12,101 15,529
SUPPLEMENTAL OPER ATING DATA
EBITDA $1.831 v A5 $4588 $1.647 $(35.218)
AS OF DECEMBER 3
e N EDTUER 3
o W3 |l 1998 1966

BALANCE SHEET DATA
tal assets $11.090 $3%414 $66.078 $13333) $79.923

Long-term obligaticns portion LESE 16431 34,198 3691 102,953

Shareholders’ equity (defi (6,196) 16545 : 23.799 169.283)

(1) Inclades $2,992 of ¢ nginal 1ssue discount and $1.075 of deferred financing costs written ot in 1 third and fourth quarters of 1995
{2) Net ioss per share ; ' on the weig - Aumbder of common and equivalent shares outstanding using the treasury stock method
Lommon stock equivalents s cluded from the calculati ! T Share due to therr antidilutive effect except that pursuant to

Commission requirements for penods prior 1o the Cx mpany’s

g n July 1995, common and cquivalent shares issued during
the tweive month period Paor w the imitial public offering | A inciuded in the calculation as if they were outstanding for all periods

-

elizhion, amortuzation and loss on impairment of assets. EBITDA is
NCINON companics because of (1) the impontance of maintaining cash flow in excess of

(3) As used heren. "EBITDA” i defined as operating income plus dep

comm

only used to measure performance of tele

f
-ations indusiny, and (i) the 1on-cash effect on

S associated with Cspatal cquipment and acquisitions common in

debt-service ob

nos of cen
£S5 Of genes

Taung actnvitics as reflected in the ( mpany's consolidated
£ pninciples and sh ! be considered

nance prepared in accordance with ECNCraliy accepted accounting pninciples. See “ltem 7
'
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

“ v 3 v K9 e tor of oC ! ¢a rvig In 1991, Midee mited ot (
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< i¢ Y at t \ ctwork Rather. Midcom purchase Vo ¢
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. i ¢ of b » . . hiv records from it . T which d 0"
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3 L4 1 1 row ¢ g cant demand f nageme oSOour and d pie J om t f

T 2 1 Al ) { , tom P t { othe: functions of cena

i < 2 . 3 CRrat | e un t \ and other fung of ¢crta

xsed the ( verall ¢ ot i resulted prof ind cash flows See “ltem 1. Busing

\ | Y 13 o A ‘ ol ) £ al githicunt !
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1995 Simalar g« oo SN their report wiath respe the Company 1996 ( dated Financ:al Statement »C
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RESTATEMENT OF RESULTS FOR THE THIRD QUARTER OF 1998

SEAST SALITY




RESULTS OF OPERATIONS

The & wing table sets forth. for the periods indicated, the percentages that centain items bear, excent as noted, to ! icvenue
) ER 3L,
1994 19495 1996
" T
Kovenue . HL ®
Cos revenuc ;-_v_:
Cross margn 92 3t 4 274
ling. rencral and admin sir Mive exDenses 28 i S 337
< 14
Depreciation and amor 7 68 p !
Settiemera of contraci 59
Restructunng charpe: we 14
Loss on impatrment of asset - 7 140
Operaling ncome ( ) 07 (116 159 6)
Intere | expense (26) (5.9
Other income {expense) 01
Loss before extraordinany o 2.7 (14 4) 165 4)
Extraordinan item - 20

SUPPLEMENTA! OPERATING DATA
TOA( s 4% 1 0% 3

(1) As u.zd heres EBITDA” 1s defined perating income plus depreciation. amort.zation and loss on impairment of assets

2 decrease of 26 9% from revenue of $203

won in 1995 This cecrease is due pnmanly to

§ and founth quarters of 1995 The Company expect

from customner bases acquired !

s direct sales force

Gross Margin. The Compan ¢ con f the cost of service provided by local and interexchange carmiers. Gross margin was 27 4%
and 31.4% of total revenue for Jed Decem I, 1996 and 1995, respectively The decline 1in gross margin in 1996 1s the result of
changes in the mix of customars

ncrease in fixed costs as 3 percentage of overa!l ¢ due to the decline in revenue. These factors were
any’s major suppliers, the full impact of which 1s not yet reflected in results of

offset in part by nege of price reductions with some of the Cornr

operations

Seiling. Genera!l and Adnanistrative Expenses  Selling, general and administrative expenses consist pnmarnly of payroll and related expenses for
sales and marketing. customer support and admimistrative personnel, sales commissions, bad debt expense, billing fees and professional fees. Selling
1995 The increase ts due to several factor

sirative expenses increased to $65 0 million in 1996 compared to $62.1 millio
including { additional personnel, pnmanly to eaxpand the sales and marketing
depantments. In addition, legal and other professional fees increased in 1996 over 1995 due 1o the number of outstanding disputes. See “liem 3

ncrease in payroll and related expenses due to the hiring

nps * These increases were offset in part by reductions in commissions, pnimaniy to distnibutors, and centain other marketing
on a full-ume basis as of December 31, 1996 and 1995, respectively

Legal Procee

expenses. The Compuny emploved $27 and 457 persor
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of certa sub
wreer of
CrOR 9
AS an extraordinan
5 mithon
penses. The Company

T v 10 InProve

NSOME 1 aANC ihz Company | ury tor peniads preser benefit was recor with respes ¢s due 1o the
ertaints as to the Compar . t ¢ t of § ward which tetaled apg cv 191 n n as of Dece 31
o
LIQUIDITY AND CAPITAL RESOULRCES
The Comg has expernence gniticant losse e 1o ¢s of approvimately $97 3 $33 4 million and $3 .0 mitlion
1 GG# 298 and 1994 re ve As a3 result of these - he b 0 o - vicle with customer nrIOr ACQU - ateey and
her fac the Company has required substa external working capita the Compan:’s billing and collection cvcle with its customers
i1 ning of 2%t it e - enet Pa ts surplicrs from ¥ 10 the time it is paid by
customers f he same senvices The Compa ¢ ced its erowth with nal public
torTow subordinated debdt 2 cash fiow ¢ and the nce of ( mon Stock and a 1pls ot
The Company’s cash and ca valents balance were $31 0 million at December 31, 1996 ver S! n at December 31, 1995, Dunng
1996, the Company used S196 ns compared to $39 ¢ v ind $2.1 ¢ n in 1993 In 1996, the Company
enced significant operating ¢ ch r¢ ed a3 use of < es The ( pany reduced 1ts unbiiled receivables
halances m $26 2 million as of December 31199510 8 ul { Decemt 1996 1 primaniy attnibutable 10 a reduction in th
fry v cQ  { ent ‘ 15 NOTONe 4 .» 1994 mpared -\:, Q ithon 1n ]J\‘\
pany used $11 4 business and ¢ er base acquisitions as compared to $5.1 milhion in
made the torm of adva 10 a Russtan joint venture 1 § 1993, respectively. No similar
nents were made duning 199¢
Dunng 1 the . enved $2.9 mullion 1 proceeds in connection with the exercise of stock options and the purchase of s under the
Stock Purchase Plar {10 SO 4 million received 1n connection with stock options dunng 1995 In addition, the Company
received $34 2 mulhio proceeds from its imtiai put offeringinl 1993. ¢ k% rred stock, and paid
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issuning the Company weuld continue a wem and do not tments o 1« ! the possible future effects on
tv aad class.tican ! assets and hahilitie result from this un "
107 10 completior of rivate Placement. the Cormpany had for several nths expenenced a severe working capital short-fall which required
10 s¢zh extended payment terms f certun of its suppirers, delay pay s 10 many of 1s supphiers and ¢ vendors, delay o7
cancel purchases and take 1Cps 10 consenve operating capital. Also, for several months pricr 1o compiction of the Private Placement. the
Company wa Jefault nf financral and other cescenants under the 1 imenica Credit Facihity, although the lenders continued to permn
borrow wder that fac Trar enca Credit Facility also const defacits under centain of the

1965 Consolidated Financiai S od the

nciuded

vaie Placement and the application of the net proceeds

enca Credit Facility, which aggregated approximately $34 0 million, the

d 10 be consistent with Midcom's

forecast

r. the dechine in revenue and related gro f arters of 1996, due in nificant pan to the
15 the sabject 1 dispute. < Jefauit of Certaun financial

covenants under the T 3 Legal Proceedings -- Cherny Con

hue 1o the existence of these

defaults and ar fHinient borrewing base to satsfy a $20 0 mullion minimum excess avaiisbilin requireinient. no borrowings were available to
Company under the Transamenca Credit Facility and the lenders terminated the facility in Januzn 1997
n 1997 mpany entered 3 W | ving credit f t with roothil! Capitai (€ (the "Foothi!l Credit Factlity™) which
will permt ¢ . of up 10 $300 m n subject 1o a borrowing base lim { 85% ¢ f billed o Of chigible unbilled
cceIva Borr under t { v will bear intere H me plus ¢ and wili t ecuree by substantially all of the assets of
tt mpa Under the terms of the Foothill Credit Facility, the Company is ¢ mamtamn mummum leveis of adwsted net worth and s
subject to 2 nu.nber of ne ve covenant piace himitations on, among other things, capital expenditures, ir ts and additional debt
Uther senants pr sdc paviment of ¢ 4 nd require the Company to obtain the lenders’ consent prior to making any acquisitions
Borrowing r t2e Foothill Crednt Facihity will not be availa mnl a number of condnt consisang primarnly of final
$on ental c urangements, whic capected o occur by May n. in Febn ompany entered into a lease
sCiit T wWhiKh approvimat MiOm 1S amvarlabie for purchases . expeCts 1o use primanly to
finance the purc i £N Capacity swiiching equipment
A Mar 3. 1997, the Compar will require bet $40.0 miilion and $30.0 mullion in order 1o fund operating losses,
rhing capnal requiremer ning the remainder of 1997, including an estimated $15.0 million to acquire and install high
capa sitches T) n: will be able to satisty the conditions to borrowing under the Foothill Credit Facility by May 1997
Assumimng borrowings bex and 1 availa ¢ Foothill Credit Facility and the Company achieves anticipated revenue growth. the
mpans delie the ¢ g proceeds fr ate Placement toge funds available under the Foothill Credit Facility
3 ca . f T be suflicient to fund t ompa expected working capital s=~quirements. However, the exact amount
a » rhir concemn will be dete ed by numerous factors
dim ‘ nd gr ncies and disputes such as pending lawsuits, pavment
terms obtaned fr c - re. there can be no assurance that borrowings under
the Foot re on the Company’s other anticipated sources of working
ca SHE cie iny's other working capital requirements If (i) the




to be Liable for, or cierwise agr 1o settle muse. vy matenial claim agam< \ le 10 ke future borrowings

= nentinn of 1 " ¢ 10 nendice the ant revenue

ancer any of i*s credit fa fce any re i ents he f A procuce the antic evenu
it required lor an T rea - < nce all or a pont

n o additonal equrt jeht financir n ny such r neing
ng . dbca bla 3d1t ¢ t find ano when needed, on tlerms

na A debt fmandin 2y involere € dilution 10 the 1@ of the Company's

¢s | - mpa snabic ! >3 icen 1l be forced

' $ ent term | rs. Ihe ibe akle
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MIDCOM COMMUNICATIONS INCL

CONSOLIDATED BALANCE SHEETS

19Ue 199¢

IN THOUSANDS. EXCEPT
SHARE DATA)

AN

rrend as

\ d K<

< > § 199 ¢ 16.969 5] 814

t relaied pant - 02

sald esoenses and othes . 518 2419

3 - 19479 S5.909

¢ and ad ventun 2 000

Furniture. equid and leasehold improvements, net 11.048 )
angsble assets, less accu 1S3

1$12.812in 1996 and 1998 sectivels 14 837 60 781

3 882 922

$3.179 $6.624
7043 2.534
10.006
Y AxD
s 3319
46253 105 84
991 1 834
Riw 1.837
Shareholders’ equity {defici)
Preferred stock. S 0001 par value, 10.00
alue, K " b ed
68 33 62,300
3 (1.707) (13
135.907) I8 SKK)
2 are? ey ¢ . 69 x4
— — ——— e — —
(defic
See accompa g NOtes 10 Conk t
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MIDCOM COMMUNICATIONS IN(C

CONSOLIDATED STATEMENTS OF OPERATIONS
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. i ANt FPT PER SMA
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107 98§
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MIDCGM COMMUNICATIONS INC

CONSOLIDATED STATEMENIS OF SHAREHOLDERS EQUITY (DEFICIT)

OEFERRED
NUMBLF COMMON  STOCN CFTION ACCUMULATED EQUITY
{ sHARLS STOCK { D 13 DEFICIT
IN THOUSANDS
Balarce & Januan 14 sull $s {103 < < <
\ ver from > rporation to C
COrporatior (7.6 T67
Stock e Y wn L] 104 3
{ le to stock
'
M . -
ant
by acquired
. ¢ ¢
N for th .
et for X L L
dalance &t Deser 4 - 1) T 1)
Issuan f compensaton A
\
9 Hs <08
Stock 1ssucd mn acquisits ] P/ 3787
Compensation attnd toch
ptions vesung ) . I
MOCK sucd i inhial pud
flenn ) 318 3182
\‘A'\I ssucd in ust < dase
acquisity &
Stock Bssucd for exerinse
options and warrants and
emplovee stock purchase plar 7 337 . 332
D atons by acquired
¥ (1.269)
Conversion of acquured compa
S corporation t
POrSLIon
Net ca % (33418
Balance at Decemt s 199 62 40 3 { 8K 99
Stoch 1ssued in Aquilion J33 933
ch
¢ -. 8¢ 2861
A
2.13¢ i6)
332
Ne $§ 1or the veur (97 316)
Balance at December 31, 199¢ <170
S¢c accompanving note < ect ct




MIDCOM COMMENICATIONS IN

COSSOLIDATED STATEMENTS OF CASH FLOWS

Deprecials
Ao

ng-term pon

Extraordinany ¢

sae of asset

vestment in and advances §

Loant ted part 234

e CAsh uscd 1IN v esing tinvilic 617 :

FINANCING ACTIVITIES

R

pavment of loans from related partic

Procecds from notes pavabie 3 48
Repayment of notzs pavabie (5229 21628 3
Proceeds from long -term obligation &9 3 g

Repayment of lonz-term obligations (3F)

Procecds an and stock

options > Ks a4

Issuance of common stack 3182

Preferred stock recdemption 8497

Distributions 1o shareholders of 2 S - (1.269 (1.266)
Deferred financing costs (3 £06) 434 1512}
Net cash provided by financing activities £3 088 6 086 6997

Net increase in cash and cash equivalents G879 125 152

Cash and cash cquivalents 2t the beginning of vear 3 oh £08
Cash and cash equivalent nd veu $30 962 6

See accompany ing notes 1o consolidate




MIDCOM COMMUNICATIONS INC

NCTES TO CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

L. NATURE OF OPERATIONS

MIDCOM ( pa ie { R ¢ { t < N SV ICC A\ primar \
nonfazilities-t tth the e w as Sprint
Corporaty <Lon and Corp (Al LTVICES
Midcoin's sery and "S007 jong d.stance v( N SEN wircless services, dedicat
private line customer locations and enhanced ¢ MMUNICALoNS fervices such & le broadcast services and ¢« ence calling. Tt
Compan\'s ors are pnimar mall to med ed commersia ¢
Risks Uncertuntic
ubject 10 cen gmiicant nsks and na m the anounts ¢ ted < al statement hese
T3 nilude impa f a n Add al C cnantie

Caoing Concerr . 4
The Company incurred operating losses dur cach of the three vears ended December 31, 1996 ang, as of Decen 1996, had a sharcholders
deticit of $69 3 million The Comg credit fag ) 1996 was terminated fanpary 31, 1997 In Februany 1997, the Company
entered into a new credit facihity with Foc apital ( "Foothtll Credit Fu ever, borrowings under the Foothill Credit
Facility w not t labie unt atistact:on of 3 number of conditions s e to occur bv Mav 1997 The consolidated financial

have been prepared 2 sill ¢ and do not include any adjustin t ¢t the possibie
future effects on the recoverab and ¢ and sult from this uncertainty

A i and the Company achieves antiCipated revenue growth, the
an the Foothill Credit Facility, leasing facilitics and cash flow
N ¢r, the of these
pan i b ding the leve
and disputes such as pendir ps s achicved by
r the Foothill Credit Facility will
tacility ¢ er with f working capital will be sufficient
v or meet the Compa other working « al requuements. If (1) the Company experiences greater than

10 be hiable tor, or otherwise

grees 1o settle or compromise. any matenial claim

et any of its credit facihities for any reason. (1v) the implemesnitation of the Company's

perat 12 produce the anucipated revenue growth and cash flows or (v) ; working capital 1s required for any other reason
the Compa will be re ! to refina ) 3 portion of existing debt or ot nal equity or debt financing. There can be no
assurance that a ref A | b hat Company would be able 10 o 1 additional equity or dedt financing. if and when
¢ he mpany find ¢ Any addional cquity or debt financ may imvolsve substantial dilution to the interests of

holders of t mpany's debt and equ » e

<H
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MIDCOM COMMUNICATIONS INC.
NOTES TO CONSOLIDATED FINANC IALSTATOMENTS - (CONTINUED)

Fumiture, Equipment and Leasehold Impros ement

} lea M eInC are stated ai cost. M d repair: are expensed a 1 When propertic. are retired
r otherwise disposed of, gains a € are reflected in the co f opeat [ won and amon which include
anorzat 01 ass corded under capital lea Are comp g1 ai2ht ¢ wer th onang vseful Iive
Buildings and towers 30y
FANSMISSION equiHment 121 cars

Data processing sv ems and 310 3 )

Swiiches $107 vears

Furmitur d lease d impr 310 7 vears

Intangible Assets

Inzangible assets represent the excess of the 1 irchase price over the estima

Hr value of idenufiable assets acquired in business and customer base
acquisiicns Amounts are

10 customer pases whic wtized over three nethod Amounts are
also allocated 10 noncon ARree ind goody applicable, wh 1 nortized u th terms ranging from 18
months to 25 vears
The Company periodicalis revi th ng value of 1t a ) In circumstances indicate that the g
value may not be recow ¢. To the ex ) ish inflow €ss estimated future cash ou ts less
1 the carmying amoun?, an ( re ZeC
Net Loss Per Share
Net loss per share i< based or hted ave mber 0! cor * cQuivalent shares outstanding using the treasun stoch method Commos

Stock equivalents are excluc

)
1 10 Secunities and

4 lare due 1o tha JAive except that pursu
Exchange Commussion (*SE( requirements, for periods prior 1o the ( ANV'S matial pubiic ¢ common and equivalent shares issued
during the 12-month per nort ¢ milia Hc oftering have been included in the calculazion as if we utstanding for all periods prior
to the Company’'s initia ! ]
Use of Estimates
The preparation of financial statement nlormity with generally accepted account PRIACIpies requires management 1o make estimate
assumptions that affect the reported amou Fassets and liabilities at the date of the financi 1 statements and the reported amounts of revenue and

cxpenses dunng the reporting penods Actua resuits could differ from those estimates

18 for Steck-Based Compensation ("SFAS 1237
‘oyee compensation plans. It defines a fair value based

€5 all entiies to adopt that method oj accounting for
i as compensation expense. However, it also allows an

cnuty 10 continue 10 measure o«

asced method of accounting prescribed by Accounti

Principles Board

58




MIDCOM COMMUNICATIONS IN

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(CONTINLE!

plar ccorda N APR O )
q t ‘ entatio
1 CASH AND CASH EQUIVALENTS
Thet 3 ash and cast 3 sler 5 ) \
¢ 39
5 b Y LB
\Mones Mark Ko
S »” \ .
Due e the & r 4 1 . ! the fair value ot the
4. FURNITURE, EQUIPMENT AND LEASFHOLD IMPROVEMENTS
Major classes of furr i A cember S he f A ing
S e e s
Build r LS E™ $787
AN - 5 37
Data pr 2 v 2133
Switct 3
Fumits PQUIDTT § le 174
23.624 20317
wed denre ’ o (6.598)

§1 S
4 = : ‘ . > ac $4 (73 at i smianr 31 G« » QQ<
The gross amount of furmiture, equif ) Proveme < 3 xse as $ D ber 31, 1996 and 199
oIT ts ar amortized cevelopme
vice 1n May 1995 and 15 being 2
R o ol ik th S - ¥
pany evaluated the SVYSIC
nal enhancement a! design obsectives and
Company reduced the unamortized costs from $4.471 1o $2,000 and recorded 2 $2.471
In the fourth quarter of 1995, the Company determined t intended 10 replace certan himited b the majonty of which were
acquired through acquisitions of other telecommunication ervKe § ders. with newer swiiches haviag 1o sved functior As a

result

of this decision

sull




MIDCOM COMMUNICATIONS INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (CONTINUED)
the Compa vrote 07 these swatche S 1695 recorded a $2.533 ! i ot
onaimpa f MuCTomase cquipn {

reducuon i

¢

In December 1965, M m acted ! ] ~ <
ntermnat K ¢ ar 1Ciccon Nicao £ the §
capitai contribution of cash, equipment 2 j ser W appr
ITRIR " ventuse but w e to futd addit
amend the t2rms of the joint venture 1o provide mna
Tt vy ~ N . red
s < Dal ¢ i
mainia are A ! mpar
terest in Dal Telec t of this @ the Cor
hich ne ( estimate of the net e rabic va
i e<ti " d o ket infor re
1 CiCC Ve Wi t pas . ne
December 31, 1994 | ne the third qu
nnany was unable to | v nurchaser f
! " npar < e 3 ¢s of alJgu " fr 1
tars 1ot 1 t ¢ Cot v Certain of these acquisttions inciuded the purcha
ner bt and ot [{VR neciiic customer bases These asse
T \ t purchase price ov ble assets acquired being
and Ke ) enerated | th tomer hases are included
The consid pa $89.76% of h $74.735 was allocated to intang 155C These
acre financed it t TOW S 1 1 (44 10Ch and a no ni iblitie
\ nponc ! <3 L 'y ¢ CS§ ve oSt ¢d usel A e as 1ohiow
o - S$19 986 s aears
I ” \ } €77
i 5 SHe
~
B y centamn ¢ g < msta that occurred he 1irst quanter turnosver in personnel
(3 ng arnmt { acqu b ( 3 ned 1. 1996, a reduction n
previou 7N ed T

h

sut

qul!

ated 10
wcor

acquir
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MIDCOM COMMUNICATIONS I'(

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (( ONTINLED)

bases from ¢
December 31
during 1996

1c. It fuction 1n estimated hie inoreasad amortization eapense v $10.260 for the y2ar endid

¢ wrote dowt certain acguired customer bases and recorded a loss on impairment of assets of $17.765

tnton Th

Sub nuallv all of the Compan ntang 3458 £

-
4
#

atir rales Were

these customer kases are based on aunlor

favorablc changes 1n business cond.tions were to o<cur, ¢ bases would be impatred and tuture

d

estimates. Of ¢

ou'd be adversely atlecte

ranng results

In connechon with certan previous acquisihions, the Company was ue of release from escrow adnitional shares of 113 comman S100h
or pay additional cash considenation upon the S n of continpencies Suct encies incluc  among other things. maintenance ¢l
specified revenue levels and sat of cpreset and warranties ¢ v peniods range from siv months 10 two yeans

During 1996, the Compan: issued or released from escrow a tofal of 106 782 shares of

these obligations. As of December 31, 1996, there were 4 total of 151 675 shares 1n escrow that may be relcased upon the satisfaction of remaming

stock ard paid S1.154 in cash 1o paruially satisty

conungencics

In accordance with 2 ndard ¢ comn ock or other consideration 1ssuable under the conti A geme
been included in the price. nor have ¥ nsidere ing for purposcs of nct loss per share
Addittonal consideral ¢n the ou M a determined
se ad hares of < ) rice of such stock, when t
at the acquis i1 In Januan shares of common stock 1n
n the Com v's stock price on Marg jares reman t
7. NOTES PAYABLE
At December 31, 1996 and 1995, the Company had $680 in notes outstanding. secured by a guarantee of the principal sharcholder of the
Company. The notes are duc upor -dav demand. or no iater than March 28, 1999 s notes 15 pavable monthly, at a rate of pnme
plus 2% (but in no event lower thar 9% or greater than 10 purchase up 10 a total of $9.500 shares of Common Stock at a

hare, subject 10 adjustmen r the holders of the notes

1o driutive aclivilies, woie §

exercise price of $7.44 per
The warrants expire March 28 1999

In connection with 3 customer base purchase agreement. the Company had a noninterest-beanng obligation totaling $12.000 as of December 31
1995 The unsecurcé obligation required monthly payments of $3.000 from January through Apnl 1996 pasable in cash or common stock. The
Company paid $3.000 10 the scller in Januany 1996 and has withheld the remaining payments pending resolution of cenain disputes with the scller

Based on the Company’s stock price on March 21, 1997, the Company would be required to issuc approximately 507,000 shares of its common

stock to satisfv this obligation

At December 31. 1995, the Company had approximately $2.000 in additional notes payable to sellers of cenam customer bases These notes bore

interest at rates up to 10%s and were pasd in full duning 1996




MIDCOM COMMUNICATIONS INC.
NOTES T/ CONSOLIDATED FINANCIAL STATEME NTS - (CONTINUED)
8. LONG-TERM OBLIGATIONS

4

Long-term obligatiors as of December 31 consisied

1996 1998

Convertib ¢ subordinated notes payzbie, matunng on

o
-

. Interest pavable

semi-arnually. convertbie into Sommon stock at the

option of the holder at any lime priof 1o maturnty £€97.743 ,
Senior Revolving Credit Faciliny with Transamenica

Business Credit Corporation Applicable interest fate

on outssanding advances at Decerber 31, 1995 was 9%

Yf.(\l Iy* P

facility S i the

v substantially all
alance was repaid in full in
1996 oy, 37 428

Company’s asse

Note pavable secured by assets acquired. inle est
payabiz quarterly at the prime rate plus 1% Balance

1998 80X 800

v B

P
due in fell Septembder 30
Note pavable secured by certain property and equipment
e At $%s 10 15%. principal and interest payments
h Mas 31,1997 27 408

interest at $% 10 14 3%

due in monthly instaliments throu

Capital Lzase Obl

principal and interest pay ments dus in monthl

installments through 2002 3897 : 96
102 467 431 4568
Less current portion 1314 11921
$99 133 S$1.844
f long-term debt a1 December 31, 1996 arc as follows

1997 $3.314

1998 7o

1999 142

2000 34

2001 148

Thereafier 97.743

Tota! $102 467

In August and September of 1996, the Company completed a pnvate placerent (the “Private Placement™) of $97,743 in aggregate principal amount
of & 1'4% Convertible Subordinated Notes due 2003 (the "Notes®). Interest on the Notes is due semi-annually, on February 15 and August 15 of
each year, commencing February 15 1997. The Notes ars convartible into shares of the Company’s common stock. at a conversion price of
$14 0875 per share (equivalent to a conversion rate 0f 70.98% share per $1.000 principal amount of Notes). subject 1o adjustment in Certain e ents

’

1

in November 1995, the Company obtained a semior secured fevolving credit fcility irom Transamerica Business Credit Corporation
(*Transamerica™) and certain other lenders (the “Transamerica Credit Facility™) which provided 101 1 orrowings of up to $30,000, subject to certain
limitations and financial covenants. The Company was not in compliance with some of these covenants as of December 31, 1995, The Transamerica
Credit Facility was further nded in March 1996 to reduce the overall commitment by the lender from $50,000 1o $43,000. The outstanding
balance under the Transamenica Credit Facility was repaid in




MIDCOM COMMUNICATIONS INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINL ED)

L \ o W 1th proc ' } ¢ ¢ i cilie e ed y 1 1997
M 25. 1994 ne i X s b S A r AT a | bnd A d C s ntaliv ai
( noa ot ;. 4 § n April 2 1996 The v 1 fe f § and had the
viend the due ¢ - ! "D W . r ¢ 3 1 H S { ¢h 30.day exter with final ¢ net
Jue by ber 24, 1996 Thus bondge | \ August 1956
e ( rded an e - v the o fourth quarter fl $2.992 181 ¢ ectinve clated the write ¥
18 ¢ clerme
9. PREFERRED S1OCK
Dunng 1994 the ompans ed 8 ’ hare f Ser A ! { at - N b Preferred Stock”) to retire are 4 ole
pavable The prefc red stock was redeemed a 2 7S w [ H D put H
10. COMMONSTOCK
) 6, 1995 n T b Sil pe resulted
proceeds of appronimare 118 m < f ¢ Acre used 10 repay indebted
N W rh oy Py —
At December 3 1% con . P y
( ersio 6938279
ACTCISC 3 C A Of <+ 10K K16
134 384
Sy SN
¢ grant ¢ nonquaiified and incentive stock options 1o purchase up to 4.739.063
€ EACICIADIC OveT vesting peniods of up 1o five vears at exercise prices determined by f
Stock options have generallyv been gr fair market va the date of grant However, a hmited ol options have been granted at
less than the faur n which case compensa expense ha recogs R Leniod based on the excess of the fair
market value stock a f grant ov € ENCICISC Price




MIDCOM COMMUNICATIONS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — ¢

SHAR

t

S

i

184 805
663,139

117.460)

1w9d

Op

10ns outsial

{

1,030,484
-4
i6S 'I’Vl

(HH Y33)

753

339 486

S35.009
1637,202)

(83 914)

3.583.379

At Decemnbe z under the plans

hle

rCisabice

f ' De
foliown at Dee

WEIGHTED AVERAGE

RANGE OF REMAINING WEIGHTED AVERAGE

NUMBER

CONTINUED)

EXERCISE

PRICE
229 $§ 7
$2.29 914
$2.2 $9.14

-

S
S

$229.518 50

$9.14
¥1-518.50

13-818.75

$

$100.$18.50
S3I0-S1550
$229.518 50
S 00-S10 50

[

.S18 50

19946

)

cmng

OPTIONS EXERCISABLE

WEIGHTED AVERAGE

EXERCISE PRICES  OUTSTANDING AL LIFE f XERCISE PRICE EXERCISABLE EXFRCISE PRICH
2. LT 1282 B Siet ) S350
6581812 68 . S8 R4 228832 $9 70
1201 -S18 ¢ 238 3349 5 $18 60 §3.250 $16 96
37478
The Company applies APB in accountng for tock 1ss employees. Had compensation cost for the Company’s stock options been
recognized based upon the fair value on the grant date dology prescribed by SFAS 123, the Company’s net loss and net loss per

i
)

share for the years ended December 31, 1996 and 1995 would have ¢

cted as indicated in the followiag table. Note that due to the adoption

methodology prescrided by SFAS 123, the proforma results shown below only reflect the impact of opitons granied in 1995 and 1996. Since option
vesting occurs over five vears, the proforma impact shown for 1994 and 1995 is not representative of what the impact will be in future years

1
1

$(97.319
$(101.545)
627
$i6 54)

Net loss - as repo

eC
Net loss -
|

L

e or
proiorma

ner b

are -- 38 reponed

mor oh

y A
e :

arc -- proforma
64

1995

13418)
14.066)
$(276)
$(282)

Sv
S

-



MIDCOM COMMUNICATIONS INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (CONTINUET

' alue anted (whiC ¢ ov n determining (he proforma impact), s ¢t j or
1 < - - mn! ‘ r orants 1 nd K
the date of gran ng lach ¢ Y Ci Wi mm J for gra in 1996 ang 1992
Exnected life of ont 1)
pected
? - e
Kish fr ¢ 6 .
Expected volatihity 50 (P
Dividend vield
§ e pae 1
The weighted sserage fair 3 Oplic du | e WS

1996 {‘N‘

]

sde On 2 econdan oxchange np

¢ in the market price of Midcom stock Such

12. INCOME TANES

Components of the Compa defe shilities and assets as of December 31 are as tollows
9SG e S
Wance $1.32¢
1on cost
tiv gedus ¢ 1.8.9 7
LS |
=
Contract s¢ 1.94 -

Tax ¢ 3 A ning
1,455 o
Intar n financia
17.56 1.832
l-“ vent g X ‘_‘:
T 648
Total ceferred tax asset $3.895 142
Valuation allowan (53,84 1017
$391
n Linang Jocoun

174
4.4

) %3
(39 (1.18T)




MIDCOM COMMUNICATIONS INC,

NOTES TO CONSOLIDATED FINANCIALSTATEMENTS - (CONTINUED)

On lanuany 1, 1993 when the Company became a © Corporation, a valuaiion allowance on deferred tan assets was not required due to the net
red tan babiliny p in. At December 31, 1994, the vaivation allowance of $316 was established for the deferred tax assets 11 excess of
deferred tax habiliies The valuation allowance was incr ~2sed $40.485 and $15.333 1a 1996 and 1995, respectively

The Company has act operating ioss carmy formards for federal income tax purposss avarlabie to offset future fzdera’ taxable inconmie, if any, of

pproximately $60 022 with the following expirations $4,536 in 2009, $£.770 in 2010 and $46.736.1n 2011

The provizioes for income taxes differ from the “expected” income tax bene!lit as follows for the vears ended December 31

1996 1995 1994
Computed expected federal tax benefit 3400 (34 0% (33 0%
tate taxes, net of federal benefit (60)% (601 (60)%

Deferred taxes associated with Midcom S Corporation

to C Corporation conversion, Januany 1, 1994 - we 6 8%
Deferred tax asset realization related to

acquisitions . = 16 8%
Change in valuation al'owance for net deferred tax

assets 39 8% 38 (%% 10 4%
Other. 0.2% 200 60%

=% =% =29

13, RELATED-PARTY TRANSACTIONS

t sharcholder of the Company and the Company's former President and Chief Executive Officer jointly own QuestWest Inc. QuestWest
Inc.. in tum. holds approximately an 85%« interest in Quest Amenica Limitz P

d Partnership ("Quest LP") In December 1993, the Company entered into
a distribution agreement with Quest LP that entitles Quest LP to a sales commussion from the Company at a rate equal to the most favorable rate
available 10 other comparable Company distnbutors. In October 1995 the largest sharcholder sold their interest in Quest LP 1o a third party and the
most favorable rate clause in the distnbution agreement was chiminated. During 1995 and 1994, Quest LP received $295 and $66. respectively, 1n

nct commussions

Effective May 1996, the Company entered into an employment agreement with William H Oberlin, the Company’s President and Chief Executive
Officer. The agreement provides for a base salany of $25 per month and an annual bonus 1o be determined each year by the Company’s Board of
Directors based on certain quantitative and qualitative targets sct forth in the Company’s annuai business plan. In connection with entening into the
agreement, the Company granted Mr. Oberlin options to purchase up to 1.214.714 shares of Common Stock pursuant to the Company's Stock
Option Plan. The options vest ratably over a five-year peniod. Mr. Oberlin 1s entitled 1o up to two years severance (reduced to one year severance in
certain circumstances) in the event of termination. Severance generally equals the sum of the annualized base salary at the ume of termination and
the average annual bonuses for the fiscal years preceding termination. [he agreement also contains a non-interference provision pursuant to which,
for a period of six months following termination of employment. Mr Oberlin has agreed to, among other things, preserve the confidentiality of the
Company’s customer list and refrain from actively sohiciting the Company’s customers existing at the date of termination

Effective May 1996, the Company entered into consulting agreements with Manvin €. Moses an. John M. Zmo, cach a director of the Company

pursuant to which Messrs. Moses and Zmo have agreed to provide consulting services to the Company with respect to acquisitions, investor and
other strategic relations and strategic financial matters Pursuant to the agreements. the Company 1s required 1o pay each of these
66
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approxim y S22 m at of proceeds rece Mr Rao from the sale of the Rzo Shares to the npa
14. EMPLOYEE BENLEFIT PLANS
301(k) Salary Deferral and Prof aning §
1. 1996, 1 y SO0k elerr ; S f N S l SPii
1. 1996, SPII withdrew ¢ - Plar Company ma ns 3 nbut profit shar plar
covenng all eligibic plovees as defined P é 4 Pa patr m§ es may clect 1o defer and contribute a stated percentage of
their compensat an, not « ceed th a 1sett w. 1 ( matches 30% of cach smp < rnd n up o 2
maximu f the firs: € { cach emy ¢'s compensa
The Com mat C Pt T 3! SIS $253 C144 four 1t - 11 QG 19694 and
1994, respect
Employee Stock Purchase Plar
In December 1994, the Comp estabiished an Emplovee Stock Purchase Plan which becan ¢ upon the
Company's initial public offering of common SIoCk The Company's plan provide employers ma nbu
' f the ( \ Tnmor he er e s purchase price 380, of th
¢ the last by ¢ Semi-a ng period  The total number
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MIDCOM COMMUNICATIONS INCL
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

At December 31. 1996, minimum future lcase payments under noncancelabie operating leases are as jollows

DPERATING
LEASES
99° $3.002
1998 2797
1999 2,521
2000 27N
00l 1765
Thereafter 3,340
Total 313786

COMMITMENTS WITH PROVIDERS

Under the terms of camer contracts executed with AT&T and other camiers. the Company has made commitments t¢ maintam or achieve centamn
volume levels in order to obtain special forward pricing. Under some of these contracts, the Company guarantees to scil a certain amount of fong
distance volume within a certain time penod or purchase all or 1 portion of any unused volume. Under others, if cantain volume levels are not

achieved dunng stated periods, pricing is adjusted going forward to levels justified by current volumes

ts are as foilows

At December 31, 1994, mimmum future usage commat

1997 $26.790
1998 3.287
1669 -
:nﬂn TS 000

Towl $105077

As of September 30 1996, Midcom's mumimum volume commitment under its supply contract with AT&T Corp ("AT&T™), its largest supply
contract. was $117,000 The Company cstimated that, as of the last measurement date on September 30, 1956, 1t would have been in shortfall of ats
minimum commuments 1o AT&T by approximately $27.600 based on then current contract requirements. However, on October 31, 1996, the
Company and AT&T executed a Release and Settlement Agreement pursuant te which substantially all disputes between the Company and AT&T
have been resolved. Also on October 31, 1996, the Company and AT&T executed a new camier contract pursuant to which the Company’s minimum
conmitment to AT&T was reduced to $13,700 to be used over the cighteen month penod immediately foilowing execution of the agreemenc In
addition, the new camier contract provides for more favorable pricing for certain network senvices provided by AT&T. In consideration for the terms
of the seriement and the new rate structure, the Company is required to pay AT&T $8,800 payable in two irstaliments. The first payvment of $5,000
was made on November 6. 1996, and the remaining balance of $3 800 will b due within 30 days of Midcom announcing quarterly gross revenue in
excess of $75,000 or upon completion of a change in control

(

At the present time. the Company has achieved or reserved for all of its required volume commitments. There can be no assurance that the minimum
USagEe COMMItMErIS wi hieved in the future, and if such commitments are not achieved future operating results could be adversely affected

During the years ended December 31, 1996, 1995 and 1994, the Company relied on three camers to camry traffic representing approximately 74%,
67% and 97% of the Compan: s revenue, respectively. The Company has the ability to transfer its customers’ traffic from one supplier to another in
the event a supplier dechnes o
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conlinue 1o carny the Company's trali However, such iransters could result in disruption of senvice 1o the customers, with a subsequent less of
revenue which would adversely affect operating results

ACQUISITIONS

In connection w ral b £s5 < mer t 3 agreen e Compa s of ated t ¢ feration upon the
atisfaction of centain € neic

ke Company has cledied to

t 2 neice eaunal to the
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d and al tanf¥: with the F( 15, and 1s onhy required to file, international tantis

ctaled rate schedule v must be hiled nable range of rates”™ tanfl previously accepted by

s past pracike allow relaxed ¢ { rate nt carmers, Midcom and most of it

ed he tw ca 1 could be held liable for damages for

ves that such an ouk { would sot have a matenal adverse

wandatory detand

Ting™ for domestic

ed b ( of the federal district court in Washingten, D.C) would relieve the
py b - o oban Yorin
- < . aNEC i<h
The $ ¢ Op M m are 2 bye various state laws The majornity of states require
whic has socured in 47 states and W ashing D v states require andl filings as wel
In certam es. 3pprova ranst f¢ X 3 tc T 45¢s must successful in obtaming all
pecessary regulaton spprovals to date, although revision { tanfls, authonties and appro je on a contimumg basis, and many such
reque ng At ¢
Some A55C &3 O Jistance service providers for tratl wanfl approval or the state’s consent 10 an acquisiion

Such states may reguire refunds o e n ustomers it the opimon Of manag ent that h penaltics and refunds, of any, would not have a

matenal adverse efiect on the results ¢
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MIDCOM COMMUNICATIONS INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (CONTINUED

16. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFOPMATION

| Foe vl
NOn ane 0TI
n of ~elsted-party accounts recen abie o

related-pany accounts payable s S 3.234
Loaversion of amounts duc to reiated parues 10 redeemable

prefened stoch . . £.597
issuance & notes pasahic and assumpuion of Labilities

for acgurantions of customer hases §54 $2.59) S.1%4
Capital lease obligation for equipment . 1,572 2.207
lssuance of aotes pavable for equipment 1
lssuance of common stock warrants in connection with

financing b 3400
Iysuance of common stock for acquisitions % 1.040
Issuance of note pavabie fo f carrier

coounts pavak RO b
Cash paud for interest 2073 4128 3.4
Cash pasd for mcome tanes - 25 151
17, RESTRUCTURING CHARGE
in March and Apnil 1996, the Company made annour nts regarding changes in sentor m and csiructuning of its operations in
order 1o reduce expenses o the ievel of avalable capital These actions included the 1avoff of ¢¢s and contractors and the closure of 6
sales offices. As a result. the Company recorded a charge of $1.620 during the first quarier 1996 and $600 during the second quarter of 1996, the
components of whicn relate primanily to severance and icase canceliation charges Includ n the first quaner restructuring charge is approximately

$420 relating 1o the extension of the time period to exercise ot

tstanding stock opuions As of December 31, 1966, $807 of this restructuring charge
remained in accrued liabilities

18. SUBSEQUENT EVENTS

ment with Fox

Under the s of the
lled and 75% of chigible
i bear interest at a prime rate, plus one percent. and w 1! be secured by substantially all of
Company s required to mamntain mimimum levels of adjusted ner worth and is subject to a
number of negative covenants which place imitations on. among other things, capital expenditures, investments and additonal debt. Other

covenants preciude payment of cash dividends and require the Company to obtain the lenders’ consent prior & making any acquisitions. Borrowings
#e) | L J 5

nt. the Company will I e K« v 0 $30,000. subject K«

) receivabics

the asscis of the Company rsuant to the agreement, the

¥
under the agreement will not be available untl satisfaction of a number of conditi consising pnmarnly of final documentation of security
arrangements, which is expected 1o occur by May 1997

On Februany 18, 1997, the Yy announced that it had awarded a supply agreement to Northern Telecom ("Nortel™) for the acguisition of a total
of six DMS-250 and DMS-500 Vlong distance switching systems. Scheduled for completion by mid-1997, he network will handie local long

distance and value added services The Company also announced that it kad entered into 3 master lease agreement with Comdisco, Ing
("Comdisco™). to provide financins for the Nortel switches. The initial financ ng is approumately $13.000 in March 1997, a warrant for the
purchase of up o 117,000 shares of the Company’'s commaon stock was granied to Com

15CO 1T

canection with this financing arrangement
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PART I

ITEM 10, DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANI
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ITEM 11. EXECUTIVE COMPENSATION

EXECUTIVE COMPENSATION
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represent the Company’s estimate or projection of future Common Stock prices. The actual value realized mav be greater or less than
the poteninal realizable value set fortt

in the table

The following table sets fonh

ntormation as of December 31, 1996 regarding options (o purchase Comn Stock held as of

Dzcember 31 1996 by cach of the Named Execvtive Officers as well as the exercise of such options dunng the fiscal vear er

December 3, 1996 In addition, the foli wing table reports the values for in-the-money options. which values represent the pe

spread between the exercise price of such Options and the 1x'r market value of the Company s Common Stock as of December 3.

AGGREC

TED 1996 YEAR-END OPTIONS

NUMBER OF SpARE VALUE OF UNFXERCISED
UNDERLYING IN-THE-MONEY OPTIONS
UNENERCISED OPTIONS AT AT DECEMBE® 3
SHARES DECEMBER J! %1 P Sn2)
ACQUIRED ON VALUE -~ oz R Tt V) e~

EMERCISEi#) REALIZEDXS) EXERCISABLE UNEXERCISABLE(!) ENERCISASLE UNEXERCISABLE

Willam H Oberiin - s - 1214724 [ $£07 342
Ashon Hao(d) 132458 831,151

Robet N Nitschie - - 10 00 #5000 -

Robet ) Cx am . $ 00K 70 00X 7 400 35 (€N
I T Caldwell(3) = 9928 18 §ix 39 306 18 506
Eric G Petersond3) N9 165 03 200 1 000

(z) Future ability to exercise is udject to vesting and the optionce remaming cmployved by the Company

(2)  Calculated on the basis of the closing price of the Company’s Comumun Stock on December 31, 1996, which was $8.50. J=ss the
exervise price. There 1s a0 guarantee that if and when these ophions are exercised they wiit b ave this value
> Messes. Rao and Peterson resigned during Apni! and My 1996 respectively. Mr Caldwe!l resigned eftective Apni 1997

DIRECTOR COMPENSATION

At the time of the Company’s inttial public offering on July 6, 1995, the 1993 Stock Opnion Plan provided for the automatic grant of a Nonguahified
Optior: {as defined herein) to purchase 8.750 shares of Common Stock to all non-emr ployee directors of the Company (with centain exclusions that
were climinated as of November 1995) upon their election to the Board of Directors and an additional option 10 purchase 4,375 shares of Common
Stock cach subsequent year, both at a price equal to the fair market value of the Company’s Common Stock on the date of grant Such options vest at
1ty percent (50%) per vear and expire ten vears after the date of grant. On July 23, 1996, the Board apptoved an armendment to the 1993

Stoch. Oprion Plan to revise the provisiens relating to automatic grants of options to purchase shares of the ( ompansy’s Common Stock to all non-

antcofl

empicyee directors Pursuant to the 1993 Stock Option Plan. as amended non-empioyee direciors are cach granted a Nongualified Option to
purchase 30,040 shares of Common Stock upon miiial election to the Board of Directors at an excrcise price equal to the fair marker value of the
Common Stock on the date of the grant. Such options vest al a rate of twenty percent ( 20%) per year and expire ten vears after the date of grant. The
July 1996 Board action also provided for the grant to cach non-eniplovee director then ser on the Board of an option 0 purchase shares of
Commen Stock equal to 50.000 minus the number of shares subject o options granted to each non-emplovee director under the 1993 Stock ( Jption
Plan prior 1o its amend.nent The vesting schedule of these addinonal option grants began on November 9. 1993 with respect 10 Messrs. Plleger
Orzhek. and Perper and on te of ciection 1o the Board for all other non-employee directors at a rute of twenty percent (20%) per year. These
opuions were granted subject to approval by shareholders of an increase in shares avaiable for purchase under the 1993 Stock Option Plan, which

approva: was obtained at the annual meeting of the Company's shareholders held in October 1996
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ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.
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On Nevember 3. 1997, as 3 result of the Company's failure 1o repay the Foothill Bridge Loan i full when due, Foothill gave notice of a default
Credit Facility and ceased making any further advances to the Company or ans of its subsidiaries. In addition to 'ﬂ: repas ment of

1 of

i oaan, the ). and several ol

ubstantial payments to Sprint Communicazions Company (“Spri

- Wit the imminent termination of senviee by the Compans's principal long-distance carriers, on Novemt

1997, the Company and three of

heowned PacNet, Adval and Cel-Tech. filed the Petiions and are cemrenthy operat hawr respective businesses as debtors-ine.
puriua ns 1107(a) and 1108 of the Bankruptcy Code and subject to the junsdict t the Bankruptes Court The Petticons
i order (o glfow the Companmy and its subsidiaress 10 continue operations winle obtaming reiet from the immediate collection of
obligatrons on hill. Soriat and other cred
e voluntan filing pettion for rehie! under the Banaruptsy Code constiutes a default under the Foortall Ciedit Facility, the Compam
equipment fease faciliteg Notes Jue

ng to the Con ;‘.:"\ $97.7 ageregate principal amount of 8 1 4% Subordinated Conver
¥ with the redempton of certan shares of Common Stock (see Note 6. "Stock Repurchase.”
thines as of Septembper 30, 1907

1 made (0 e histoneal car

2003 and the note pavadic 1o Ashok Rao in conrg
belov 3 Accordinghy approximately $11

SINCE 11 1S ot PO

ess has been reclassified as curre

the immpact of a sale or nguidation of the Compans . no oter adiustments Fave beer

saiues of the assets

seswon financing (the "Footinll DIP Facihin™) from Foetili In conrection with the Foothi!l DIP
1S220.000 The Foothill DIP Faciline consists of a revolvine credit facility with be yrowing availability

The Company has arranged for debtor-in-

Financing, the Company o

of up 1o $8 5 milbun, sub saiistaction of vanious twrms ard conditions, bears interest at prime plus 4% on receivable based
advar g and 8% on o and on Januany |5, 1997 Thoere can be no assurance that berr mangs avatlable under the 1-v.\lh)l! Dp
Faciios wili be adeguate t mp worsing capital needs or that the Company wili not require additional debt or equity financmg n

the future. and there can be no assurance e ans such additiona! debt or equun financing, if needed, would be avmlshic to the Company on

accepiable terms or at ali In addition. the Company s currenthy ant pung to solicit otiers 10 purchase all or pestions of s assets Thare can be no
assurance that any such transaction will be svalable to the table terms or at .:il The Company 15 alsc undentaking aggressive cost-
g ineasures T 7 790 empiosees. Furnther cost-cutting measures will be required if the
Lompany 1s ¢ { n addiional sources of workiny capitai i1 the near-term Cost-cutting
FACASUTES, Part: s and senvice funcions. could Rave 2 matenial adverse effect on the Company's abiiity to

ECNCTaIC revenue

i hov ot

The Company s required

-3

ration to the Bankruptey Count The Company s i the process of developing a plan of
Lompany expects will invoive the sale of L or pant of its business There can be 0o assurarce that the Company will be
g a sale of all or pant of its business In addition. there can be no assurance that 1he L.Amn.;'h.\ Cournt will approve the
Company’s reorgan.zation plan If the Company 1« unahic to find 3 buver for all or part of its business. or if the ¢ Company's reorganization plan is not

approved, the Compans mas be forced to hiquidate

reoigantzation. which the

.\\t\\-\‘l N comp el

3 ACQUISITION OF PHOENIN NETWORK. INC.AND TRANS NATIONAL COMMUNICATIONS

On November 10. 1997, the Company announced that the August 13, 1997 merger agreements with Phocnie Network. Inc ("Phoenin™) and Trans
T

nications (TTNCT ) had been terminated On October 31, 1997, Phoeniy ot ‘e Company of its irtent 1o terminate the merger

agreement, effectine Novemnber S 1997, duc 10 alicged matenal breaches My the ¢ ompany . anciuding the Company's termination of 1its agreement
with Sprint and the 3 ton of the Company’s financial condiien {n addition. on November 6. 1997, TN notified the C ompany of its intent to
ICTMINAIT 1S purchase agreements with Phoenin that Phoenin had assigned 1o the Con pany

4. RELOCATION OF CORPORATE HEADQUARTERS AND RESTRLUCTURING CHARGES

In May 1997 the Company announced its intention 1o relocate its corporate headquanter functions based n Scanle, Washington 1o Southfield.
Michigan, where the Company's Chief Executive Officer and other ke executives maintained offices. [ unng the third quarter of 1997, the
Company compleied the relocation of varous corporate support tunctions. including human resources, legal. finance and information services.
affectin approsimately 130 employees, 1o temporan office x:mc in Southficld The Company had originally planned to move these cotporate

SUpPGT funcuons 1o permanent office space in Southficid when it became availabie in December 1997, however. in hight of the recent deterioration
of the Compan: s financial condition. those plans are being re- evaluated

In luae 1997, the Company recorded a restructuning charge of $2 5 million, consisting primarils of the cost of severance and loss on disposal of
assets i connection with the corporate headquarnters refocation. This restructunng charge s included in the corporate headguarners relocation
expenses reported on the acuo manyving unaudited condensed consolidated statement of operations for the mee-month period ended September 30
1997 As of Sepiember 30, 199 4 muliion of this restructunng charge remained in accrued labilities

During the third gquanter of 1997, the Compam ncurred spproxmately $2 1 mulh
the comporate headquarter
would be incurred in

on of expenses related 1o the comporate ht.\dq\..mcrs relocation. Hf
the Compamy now estimates that an additiona] SO 8 million of expenses

on ts compictied as «

ar af 116G
erof 169

5. BUSINESS COMBINATIONS COMPLETED IN PRIOR YEARS
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ITEM 2, MANAGEMENT'S DISCUSSION AND ANAL YSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS AND THE PRIV ATE SECURITIES LITIGATION REFORM ACT

Statements herein conceming expectations tor (he I onstitute fomand-iook statements which are ect 10 2 number ¢! hnown
cnknown nisks. unceraintics and other factors which might cause actual reluits to € ffer matenially fron essed or imphicd by such forwa
looking statements ,‘\'-»:h.i-.m"n..ty statements hern enclude. but e >mpany’s abifity o successtully
relocate its headquaarters and the impact of such e on Cn operations, the PIONISIGDING Process

customer attrition. adequac i available sources of work g capital, the cont a by the Bankruprey Count and (R

but are not hrated 1o, unanticipated action

Company's abthity 10 CONLNLE IS OPCTALIONS 35 & ROINE COT e Relevant rishs o

by competitors, reguiatony or othe: obstacles which reoinct the Company’s abihity ther semvices. greater than expecied costs t
relocate the Compamy’s exccutive offices. greater than expected dechnes in sale
determinations of
risks and uncertantics

ire and retan key personnel unfavorable

ding lawsuits or other disputes, mabihity 16 Secure addmio ne camital and repulatory changes Additional

clude those descnibed in the Company's Annua Report on filings with the Secuntics and

Commuission, press refeases and other communicalions

BANKRUPTCY FILINGS AND PROCEEDINGS

O N et 1997, Midcom and three of its wholls-onwned subsdianes. 1 Ad Val lm ("Adva!") and Cel-Tech
I of Title {the
“Bankruptcy a,ui‘\. Case Nos. »7-39044.

the Bankruptcs Court uncer Case No 97.39043.

International Corp ("Cel-Texh™), each filed a petilion (CONELTv ey the
(the “Bankruptcy Code™ ) in the United States Bankruptcy Court for the East

S, $9052-G. 59064-G and 390578, respectinely. with such cases 10 be jomntiy admanisic

¢d States Code

and are currently operating their respective businesses as deblors-1n-possesaion pursuant o Sections 11071a) and 1108 of the Bankrupicy Code and

subiect 1o the junsdiction of the Bankruptes Court The Petitions were filed in order 10 aliow the Companmy and 115 subsidranes to continue

operations while ebtuming reh ref from the immediate col! s of obligations owed to creditors The Company 5 unaudited condensed consolidated
financtal statements incit uded in this K cport have been prepa
assets and hquidation of hiabilittes in the ordinany course of business However ac a result of the
and related crcumsiances. including the Company s leveraged financial structure nd losses from operations, such reahization of assets and

liquidauon of habihities 15 subject to sign ificant uncertainty. While under the protection of Chapter 11 of the Eankruptey Code. the Company may

d on 4 going concern basis, which contemplates continuity of operations. realizauon of

ne under Chanter 21 of the Bankrupicy Code

i

seil or -"i-t'w ¢ dispose of assets. and hquidate or settle habihitics. tor .:...nuN\ other than those reflected in the Compa iy 's unaudited condensed
consolidated financial statements included in this Repont Further, a pian of reorzanization could materially ciange the amounts reported in such
financial statements, which do not give effect 1o all adjustnients of the camying valuc of assets or habilities that might be pecessary as 3 consequence
of 2 plan of reorganizatior The appropnateness of using the going concem basis depends upon, among other things, confirmation of a plan of

'
sufficient cash frem operations and financing arrangements to meet obligations

reorganization, future F!Mul.lblc operations. the ability to comply with the terms of any debtor-in-possession credit facility and the ability to generate

RESULTS OF OPERATIONS

months ended

September 30 June 30 September 30

{In mithonsi 199~ 19497 16496
Revenue $2409 $251 $307
Gross profit 63 69 84
Seliing. general and a2 22.5 15.7
admimistranne
Depreciation and amortizatior 23 20
Operating loss (20.2) (16 3)
Net ioss (823 6) (S183)
Net loss per shase (S] 84y 1$1.71) (1 16

pe (2129} (2336
REVENUE Revenue for the qu. ended September 30, 1997 decreased by 18 9% from $30 7 million in the third quarter of 1996 to $24 9 million

Vear- to-date revenue of $74 3 million represents a 40 3% decreasc from the $124.6 million reponted for the same peniod in 1996, The decrease i
attributable 1o customer attrition in scquired customer bases and loss of revenue from a customer base which is the subject of a dispute, offset by an
increase in revenue generated by the Company’s intermal sales torce Revenue for the third quanter of 1997 decreased shghtly compared 1o the $25.1
for the second quarter of 1997, This decrease 15 atinbutabie to pricing pressure on long distance service as well as contir nued provisioning problems
Due to Midcom's position as a switchless reselier. 1t has histonically been dependent upon its underlying camiers for provisioning of end-user

SOV ICeS \!(J.;n"* as ¢nr\'r:<ntd difficulties in provissoning. in 3 tmely manner. all orders {or services that it receives. This has resulted in the loss
of revenue and customers At times. the Company has teen unable 10 provision as many as half of the orders for servics it receives Thers are a

n ;;r'.'.*c.' of potential causes for failing to correctis provision an o fer in a umely manner—~many of which affect other telecommunications carmers o
a greater or lesser degree. Such causes include we STEESES \fidcom's own intemnal systems and procedures relating to arder entry and credit, the
internal svstems and procedures used by underiving camers, the LECs and others. the nature a ad time of wnteractions between Midcom, the
nay make it more difficult to change from one long distance

LECs and others. and the use of PIC restrictions which

unde fyving carr
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nanths ended September 30 1997 the L ompany reported a net losy of S 69 S mulhion (S 3 51 per share) versus a net loss of § 77 4 nullion (S $ 01
per share) tor the same period 1n 1996 The substantia! increase 'n net loss for the quarter ended Scptember 30, 1997 over the corresponding peniod
in 1996 15 annbutable to the declings in reverue and gross gin. as well as increases in selling. peneral und administrates e expenses. the relocaton
f the Com \ o5t enpense. offset by the reduction ¢! amortization. The decrease in net ioss for
o the correspording pertod in 1994 15 4 resull of the immpairment losses, restructunng charges,

ny's corporate headgqua

the nine months ended September 30, 199
contract dispute sciilement and higher amortizxion expenss e gm:c.. in 1996 iiset by higher revenue in 1996 and the increases in sclling,
gerera! and adminustraty & ennenscs. the 1ok alid the Company’s corperate hcadquaness and the increase 1n interest expense in 1397

LIQUIDITY AND CAPITAL RESOURCES

The Company has operated at subtantial losses since s moeption. Net losses were approvimatels $66.2 mrilhion, $97 3 mitlion and $33 4 millian for
the nine menths ended Sep.ember 30, 1997 and the vears ended December 51 'w.. and 1995 respectvzly. As a result of these losses, significant
AMNOR in centain KQuired customer bases. mvestments n busingss cxpansion and vanous other factors, the Company has required substantial
external working capital As of September 30 1997 the book value of the Company's assets was approvimately $58 2 mullion. total debt outstanding
was approvimalely $149 1 midiion. and the Company had a negative net worth of approximateiy $134 7 mullion

I s Quarterly Repon on Form 10-Q for the gu' o7 ended June 301997 the Company disclosed that, in addition to borrowings available under its
revoiang credit facilit (the “Foothiil Crodit Facilin ™) with Footha!l Caputal k\- orzvon (“Foothill™), and financing available undet its capial lcase
* r & "
facilities, the Company wou'd require between $20 miihon and $30 milhion of additional capitai 1n order 0 fund operating losses, working capual

requitemanis and camin! expendntures dunng the !""J"'Jf' nf 1997 In \.;;'.‘t 1597, the Company obtaincd an S8 mi'lion dridge ioan from

}-mth. 1 {the “Feothil! Brudge Loan™) The Footh:ll Endec Loan had an irtevest rate of 19% per annum and was payable i {ull on November 1,

1997 In addiion. on October 16, 1997, the Comparns compisted 2 provae placement of $75.000 shares of Common Stock. The Company received
1 <

net proceeds from the prvate placement of approninaels § mulion which wers used 1or working capiial purposes i Ixtober 1997

138

In carly September 1997, the Company recenved 8 tern sheet from a maror financial mshtaton for 30 equity financing ranging from $30 mithon to
$30 millon Due diiigence with respect to the proposed equin fimancing commenced immediatels with the goat of closing the financing by October

31,1997 In addition inroughout Septemter and Octoner 1997 the Comgany continued to pursue other short-term linancing Howcuver. at the end of
Okctober 1997, the Company had not been succeosiul i its cftuns 1o Close the proposed equity 1o anding or obtain additonal financing

On November 4, 1997, as a result of the Compans's falure to repay the Foothil! Bridge Loan n full when due. Foothill gave notice of a default
under the Foothil! Credit Facihity and ceased making any further advances to the Company or any of 1ts subsidianies In add:tion to the repayment of

the Foothill Bnidge Loan, the Company was regu 10 maac substantial pasments to Sprint Communications Company ("Spnint”™). and several of
the Company s suppliers threatened termination of senvices

Faced with the imminent termination of service by the Compais s princip § ance cammiers. on November 7, 1997, the Company and three of
r ¥ .

its wholly-owned subsidianies. PacNet. Adval and Ce I.- h. filed the Pent srentt, operating their respective businesses as debtors-in-

possession pursuant to Sections 1107(3) and 1108 of the Bankruptcy Code and subjeet 1o the junisd.ction of the Bankruptcy Count. The Petitions

continue operations while obtan

were filed in order to allow the Company and its subsidrane
obligations owed to Foothill, Sprint and other creditors

g rehief from the immediate collection of

The voluntan, filing of a petition for relief under the Bankruptey Code constitutes a default under the Foothill Crednt Facilits. the Company’s
equipment lease facilities. the Indenture relating to the Company s $97 7 appregate principal amount of 8 1/4% Subordinated Convertibie Notes due
2003 and the note pavable to Ashok Rao in connection with the redemption of centaun shares of Common Stock (see Note 6 to the Company’s
Unaudited Condensed Consolidated Intenm Financial Statements included in this Report) Accordingls. approximately $112.1 mullion of long-term
indedledness has been reclassified as current hiabilities as of September 30, 1997 Since 1t 15 not poss't!= 1o predict the impact of a sale or hquidation
of the Company. no other adjusiments have been made to the histonca! camying values of the assets and liabilities

The Compan. has arranged for debtor-in-possession financing (the “Foothill DIP Faciity™) from Foothill In connection with the Foothill DIP
Financing. the Company tncurred a loan fec of $250.000 The fml..m DIP Facihity consists of a revolving credit facility with borrowing availabiliny
of up to $8.5 mullien. subject 1o the Company's sausfaction of vanious terms and condtions. bears interest at prime plus 4% on receivable based
advances and 8% on overadvances and expires on Januany 15, 1997 There can be no assurancs that borrowings available unde the Foothill DIP
Facility wiii be adequate 1o mect the Company’s working capital needs or that the Company wil, not require additional debt or equity financing in
the future, and there can be « ssurance that any such additonal debt or equits financing. if neaded. would be asvailabie to the Company on
acceprable terms or at all. In addition, the Company 15 currently attempting to solicit offers 1o purchase all or portions of its assets. There can be no
assurance that any such transaction will be available 1o the Company on acceptable terms or at all The Compans s also undertaking aggressive cost-
cuting measures, including the lav-off on November 7. 1997 of 170 of its 790 emplorees Further Cost-cutting measures will be required 1f the
Company 15 unable to complete a sale of all or pant of its business or obtan additional sources of working capital in the near-term. Cost-cutting
measures. particularly those affecting the Company s sales and senvice functions, could have a matenal adverse effect on the Company’s ability to
generate revenue

The Company is required to submut a plan of reorganizanion to the Bankrupicy Court The Compans 15 in the process of developing a plan of
reorgamzation, which the Company expects will mnvolve the sale of all or part of s business Thore can be no assurancs that the Company will be
successful in completing a sale of ali or part of 18 business In addition. there can be no assurance that the Bankruptey Count will approve the
Company’s reorganization plan. If the Company 15 unable to find a buser for all or part of its business, or if the Company . reorganization plan is no.
approved, the Company may be forced 10 hquidate
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AMENDMENT NUMBER YHREE TO
LOAN AND SECURITY AGREEMENT

BY AND BETWEEN

MIDCOM COMMUNICATIONS INC.,
ADVALLINC.,

ADVAL DATA CORPORATION,
ADVANCED NETWORK DESICN
CEL-TECHINTERNATIONAL CORP.,
AND
PACNET INC.

AND

FOOTHILL CAPITAL COGRPORATION

DATED AS OF SEPTEMBER 17, 1997
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b The followinrg definitions contained in Section 1.1 of the Agreement hereby arc deleted in their entirety and the following hereby are substituted
in lieu thereof

"Advances” means the advances, made pursuant 1o, and defined in
Section 2 1(a)

“Average Unused Porvon of Facilinn™ means. as of the first day of any month, the non-negative amount equal to (a) the then
Macimunt Amount {giving effect 10 any increases thereof. if any, that have become effective before, or that become effective
on, such day ). minus (b) the sum of (x) the average Daily Balance of Advances that were outsianding dunng the :mmediately
preceding month and (y ) the outstanding principal amount of the Term: Loan on such day

“Loan Documents™ means this Agreement, the First Amendment, the Second Amendment. the Third Amendment, the
Disbursement Letter, the Lockbox Agreements, the Pledpe Agreement, the Trademark Secunity Agreement. any Mortgages
hereatter delivered by any one or more of the Borrowers o Foothill, the Suretyship Agreement. the Intercreditor Agreements,
the Contro! Agreements. any note or notes executed by any one or more of the Borrowers and payable to Foothill, the Term
Loan Commement Letter, the Warrants, and any other agrcement entered into. now or in the future, in connection with this
Agreement

"Maximum Amouat”™ means. subject to incresse as set forrh below, $30,000.000 minus the Line Block Amoun: From time to
vme after the date on which 3!l amounts outstanding under the Term Loan are repaid in full, in cash. Borrower may request an
mcrease in the Mzamum Amount. on one 0F more occasions. i increments of $3.000.000 or an integral multiple thereof, 10 an
amount nat to exceed $30,000.000, such increases 1o become effective in cach instance, prospectively. subject to the prior or
concurrent satisfaction of the Maximum Amount Increase Conditions

“Maximum Foothill Amount” means that portion of the Maximum Amount for which Foothill shall be rasponsible, exclusive of
any parucpatons with Participants. The Mauimum Foothill Amount shall be equal to the Maximum Amount until such time as
Foor™ill shall obtain one or more Participants satisfactory 1o Foothill to provide commitments in respect hereof on terms and
conditions satsfactory 1o Foothill, at which time the Maximum Foothill Amount shall be reduced Dollar-for-Dollar by the
amount of commitments so provided by such Parucipants. provided, however. that in no event shall the Maximum Foothill
Amount be less than the lower of $15,000,000 and 50% of the Maximum Amount




*Obligations™ means the Term Loan, the Advances, and all other loans, debts, principal. interest {ncluding any mterest that, but
for the provisions of the Bankruptcy Code. would bhave accrued). contingent reimbursemient obligations owing to Foothill,
premiums (including Farly Tennination Premiems), labilities (including all amounts charged to the Loan Account purscant
tereto), obligations, fees or Foothill Expensss (including any fees or expenses that, but for the provisions of the Bankrupitcy
Code. would have accrued) lease payments, gua.anties, covenants, and duties owing by Midcom or any other Borrower 1o
Foothill of any kind description {whether pursuant to or evidenced by the Loan Documents or pursuant to any other agreement
between Foothill and any Borrower, and irrespective of whether for the payment of money ). whether direct or indirect, absolute
or contingent, due or 10 become due, now existing or herealier ansing, and including any debt, liability, or obligation owmg
from any Borrower to others that Foothill may have obtained by assignment or otherwise, and further including all interest not
paid when due and all Foothiil Expenses that any Borrower is required (o pay or reimburse by the Loan Documents, by law, or
otherwise

¢ The followiag new Section 2. 1A is added to the Agreement as follows

2 1A TERM LOAN Foothill has agreed 1o conven the Overadvance made pursuant 10 the Term Loan Commitment Letter to a
term loan (the “Term Loan®) 1o Borrower in the origina! principal amount of $8.000,000 =ffective upon he satisfaction of the
conditions set forth in the Third Amendment. The outstanding principal balance and all acerved and unpaid interest under the
Term Loan shall be due and payable on the earlier or (i) November i, 1997 or (ii) upon the termization of this Agreement.
whether by its terms, by prepayment. by acceleration. or otherwise. The unpaid principal balance of the Term Loan may he
prepaid m whole or in part without penalty or premium at any time during the term of this Agreement upon 30 cays prior
written notice by Borrower to Foothill. Without limiting anything in the forgoing. there shall be no Early Termination Premium
pavable with respect 1o the Term Loaz at any time

d  Section 2 1(¢c) of the Agreement s hereby amended and restated in its entirety as follows
(1) Section 2 1(c) of the Agreement
{c) Foothill shall have no obligation to make Advances hereunder to the extent they would cause the outstanding
Obligations to exceed the lesser of (1) the Maximum Amount and (i1) the Gross Accounts. In addition, Foothill shall have

no obligation to make Advances hereunder to the extent they would cause the
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cutstanding Obligations to exceed the lesser of {x) the Maumum Foothill Amount plus the Syndicated Amount and i+ 1 the Gross Accounts
¢ Section 2 2 of the Agreement is amended and restated in its entirety as follows
2.2 OVERADVANCES.

(2} It az any time or for any reason, the aggregate amount of Obligations with respect to Advances owed by Borrawer 1o
Foothill pursuant 1o Section 2.1 15 greater than either the doliar or percentage himitations set forth in Section 2.1 (an
"Oneradvance”), Borrower immediately shail pay to Foothill, in cash, the amoun: of suck excess to be used by Foothiil to
repay Advances outstanding ander Section 2.1

(b) If, at any tine or for any reason, the aggregite amount of all Oblizations owed by Borrower 1o Foothill exceeds the
lesser of (1) the Maximum Amount and (i) the Gross Accounts Borrower immediately shall pay to Foothill, in cash, the
amount of such excess 1o be used by Foothill to repay Advances outstanding under Section 2.1

£ Sections 2 5(a), 2 3(b). and 2 3{d) of the Agreement are hereby amended and restated in their entirety as follows
£ ; )

(3} Except us provided in Section 2.3(b}, (i) the Term Loan shall bear interest ar a per annum rate of 15.00 percent, and (ii) all other
Ihligations (except for the Term Loan) shall bear interest at 3 per annum rate of the Reference Rate pius 1.00 percentage points

(b) Default Kate From and after the occurrence and duning the continuation of an Event of Default. 11) the Term Loan shall bear interest at 2
per annum rare equal to 18 .00 percent. and (i1) all other Obligations (except for the Term Loan) shall sear interest at a per annum rate equal to
Reference Rate plus 4 00 percentage points

(d) Payments. Interest hereunder shall be due and payable. in arrears. on the first day of each month during the term hereof. Each Borrower
hereby authorizes Foothill 1o charge. and (unless Foothill receives instructions from an Authorized Officer regarding alternative means of
payment accepiable to Foothill in respect thereof). Foothill shall charge. without prior notice to Borrower, such interest. al! Foothill Expenses
(as and when incurred). and all instaliments or other payments due under the Term Loan or any Loan Document 1o the Loan Account. which
amounts thercafier shall accrue intercsi at the rate then applicable to Advances




hereunder. Any interest not paid when due shall be compounded and shall thereafter accrue interest at the rate then applicable 1o Advances
hereunder.

g The first sentence of Section 2.7 of the Apreement 15 amended and r2stated in its entirety as follows

Foothill shali maintain an account on its books in the name of the Borrowers (the "Loan Account™) on which the Borrowers will
be charged with all Advances and the Term Loan made by Foothill to the Borrewers or for the Borrowers' account, including,
accruea interest. Foothill Expenses. and any other payment Obligations of the Berrowers, in accordance with Secrion 2.5 and on
which the Borrowers will be credited with all payments reccived by Foothill from any Borrower or for the Borrower’s account
including all amounts received 10 the Foothill Account from any Lochbox Bank

n. The following new Section 2 8(1f) 's added 1o the Agreement as follows

(f) Term Loan Commitment Fee. A one time commitment fee of One Hundred Sixty Thousand Dollars ($160,000), which is eamed, m full,
upon Foothill's receipt of a duly executed counterpart to the Term Loan Commitment L etter

1. The introductory phrase to Section 3.2 of the Agreement is amended and restated in its entrety as follows:

32 CONDITIONS PRECEDENT TO ALL ADVANCES AND THE TEEM LOAN. The following shall be conditions
precedent to all Advances and the Term Loan hereunder

3. The introductory phrase 1o Articie 5 of the Agreement is amended and restated in its entirety as follows

In order to induce Foothill to enter into this Agreement, each Borrower makes the following representations and warranties with
respect 10 such Borrower or 1ts assets, which shall be true, comrect, and complete in all respects as of the Effective Date, and at
and as of the date of making of cach Advance or the Term Loan made thereafier, as though made on and as of the date of such

Advance or the Term Loan, (except 1o the extent that such representations and warranties relate solely to an earlier date) and
such representations and warranties shall survive the execution and delivery of this Agreement

k. Section 7.18 of the Agreement is hereby amended and restated in its entirety as follows:
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7.18 USE OF PROCEEDS. Use the proceeds of the Advances and the Term Loan made hereunder for any purpose other than (a) to pay transactional
costs and expenser incurred in connection with this Agreement, and (b) theweafter, consistent with the ierms and conditions hereof,, for its lawful and
permutied JOrPOTAle PUrPOSEs

2 REPRESENTATIONS AND WAR "ANTIES Borrower hereby represents and warrants to Foothill that

{a) The execution. dtivery, and performance of this Amendment and of the Agreemen'. as< amended by this Amendment, arc
within its corporate powers, have been duly authorized by all necsssary corporate acon, and are not in contravention of any
law, ruls or regulation. or any order, judgment. decree, writ, injunction. or award of any arbitrator, court, or governmental
authority . or of the terms of its charter or by laws, or of any contract or undentaking 1o which it ts a panty or by which uny of its
propertics may be bound o affected. and

(d) This Amendment and the Agreement. as amended by this Amendment, constitute Borrower's legal. valid. and binding
obligation. enforceable aganst Bomower in accovdance with its terms, except as enforcement may be limited by equitable
principles or by bankrupicy  insolvency, reorganization. moratorium or sim:lar laws relating 10 or hmiting creditors nghts
generally

3. CONDITIONS PRECEDENT TO AMENDMENT. The satisfaction of each of the following. on or before the Third Amendment Closing
Deadline, uniess wanved or deferred by Foothill in 11s sole discretion, shall constitute conditions precedent 10 the effectiveness of this Amendment:

» Foothill shall have received each of the following documents. in form and substance satisfactons to Foothill and 1is counsct, duly execuied, and
cach such document shall be 1n full force and effect

(1) this Amendment. and
(2) the Warmants

5 Footml! shall have received an opimion of counsel from counsel to the Borrowers acceptable to Foothill and its
counse!




¢. The representations and warrantics in this Amendment, the Agreement as amended by this Amendment, and the other Loan Documents shall be
true and comrect in all respects on and as of the date hercof, as though made on such date (except 1o the extent that such representations and
warrantics relate solely to an carlier date).

d No Event of Default or event which with the giving of notice or passage of ime would constitute an Event of Default shall have occurred und be
continuing on the date hereof, no shall resuic from the consummation of the transactions contemplated herein:

¢. No njunction, wnt, restraining order, or other order of any nature prohibiting, directly or indirectly. the consummation of the transactions
contemplated herein shall have been issued and remain in force by any governmental authonty against the Borrowers or Foothill; and

f. No material adverse change shall have occurred in the financial conditior of the Borowers, any guarantor, or in the value of the Collateral;

g All other documents and legal matters in connection with the transactions coatemplated by this Amendment shail have besn delivered or
executed or recorded and shal! be in form and substance satisfactory to Foothill and its counsel

4. FURTHER ASSURANCES. Borrower shall execute and deliver all agreements, documents, and instruments, in form and substance satisfactory
to Foothill, and take all actions as Foothili may reasonably request from time to ime fully to consummate the transactions contemplated under this
Amendment and the Agreement, as amended by this Amendment

5. PAYMENT OF TERM LOAN COMMITMENT FEE.

a  The Borrowers and Foothill hereby acknowledge that (1) the Bomower's have executed and delivered a counterpant of the Term Loan
Comniitment Letter to Foothill on August 14. 1997, and (ii) Foothill has received such counterpan and has charged the term loan commitment fee
specified therein and in Section 2.8(f) of the Agreement. as amended by this Amendment, to Borrower's Loan Account on that date

6. MISCELLANEOUS.

a2 Upor the effectiveness of this Amendment, each reference in the Agreement to “this Agreement”, “hereunder”, “herein®. “hereof™ or words of
like impont referring to the Agreem ent shall mean and reier to the Agreement as amended by this Amendment

b. Upon the effectiveness of this Amendment, each reference in the Loan Documents to the "Loan Agreement”, “thercunder”. “therein”, “thereof™
or words




of like import referming to the Agreemen: shali mean and refer to the Agreement s amended by this Amendment.

€. Asused in this Amendinent. "Third Amendment Closing Deadline™ mezns Septembe: 17, 1997

d  This Amendment shail he governed by and construcd in accordance with the laws of the State of California

¢ This Amendment may de executed . ary number of counterparts and by different parties on separate Counterpans, each of which, when
exccuted aid delivered. shall be deemed 10 be an onginal, and all of which, when taker together, shall constituie but one and the same Amendment
Delivery of an executed counterpart of this Amendment by telefacsimile shall be equally as effective as deii very of an original executed counterpart
of this Amendment. Anv pany delivering an executed counterpart of this Amendment by telefacsimiie also shali deliver an onginal executed

counterpart of this Amendment but the fatlure 10 deliver an onginal executed counterpart shall not affect the validity, enforceability, and binding
effect of this Amendment

[Remainder of page intentionally left biank ]
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IN WITNESS WHEREOF, the Partics hereto have Caused this Amendment o be duly executed as of the date first ritten above
MIDCOM COMMUNICATIONS INC.,
2 Washington corporaiion

By

Title: Presiden: and CEO
ADVAL, INC,,
an Oregon zornoration

By
Title: President and EO
ADVAL DATA C ORPORATION,
an Oregon corporation
By
Title: President and CEO

ADVANCED NETWORK DESIGN,
a California corporation
By
Title: President and CEO

CEL-TECH INTERNATIONAL CORP.,
a Washington corporation

By

Title President and CEO
10




PACNET INC.,
a Washington comporation

By

Title President and CEQ
FOOTHILL CAPITAL CORPORATION,
a Calformia corporation




—_————

PACNET INC.,
a Washington corporation

By

Title

FOOTHILL CAPIT AL CORPORATION,

a California corporation

By

Title: Senior Vice President
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EXHIBIT 10.2

THIS WARRANT HAS NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS

AMENDED OR ANY STATE SECURITIES LAWS NO SALE OR DISPOSITION MAY BE EFFECTED WITHOUT iy AN EFFECTIVE
REGISTRATION STATEMENT RELATED THERETO, (0 AN OPINION OF COUNSEL FOR THE HOLDER. REASONABLY
SATISFACTORY TO THE COMPAN . THAT SUCH REGISTRATION IS NOT REQUIRED. (1) RECEPT OF A NO-ACTION LETTER(S)
FROM THE APPROPRIATE GOVERNMENTAL AUTHORITY(IES). OR (iv) OTHERWISE COMPLYING WITH THE PROVISIONS OF
SECTION 7 OF THIS WARRANT

MIDCOM COMMUNICATIONS INC.
WARRANT TO PURCHASE 100,000 SHARES
OF COMMON STOCK (this "Warrant™)

MIDCOM COMMUNICATIONS INC. a Washington corporation (the "Company ™). heredy certifies that, for value received. Foothill Capital
Corporation. 2 California corporation. or registered assigns., s the registered holder of warrants (the "Warrants™) 1o subscnibe for and purchase One
Hundred Thousand (100,000) shares of the fully paid and nonassessable Common Stock (as adjusted pursuant to Section 4 hereof, the "Shares™) of
the Company, at the price of $8.75 per share (such price and such other prices as shall result, from time 10 ume, from the adjustments specified in
Section 4 hereof is herein referred 10 as the "Warrant Price™). subject 1o the provisions and upon the terms and conditions hereinafter set forth. As
used herein. (a) the term "Common Stock™ shall mean the Company's presently authorized Common Stock, par value $ 0001 per share. and any
stock mnto or for which such Common Stock may hereafier be converted or exchanged, (b) the term “Date of Grant™ shall mean September 17. 1997,
and () the term “Other Warrants™ shall mean any warrant issued upon transfer or partial exercise of this Warrant. The term "Warrant™ as used herein
shall he deemed 20 include Other Warrants unless the context hereof or thereof ¢learly requires otherwise

1. Term. Tne purchase right represented by this Warrant is exercisable, in whole or in part, at anv time and from ume to time from the Date of
Grant through and including September 17, 2002

2. Method of Exercise; Payment; Issuance of New Warrant. Subject to Section 1 hereof. the purchase right represented by this Warrant may be
exercised by the holder hereof, in whole or in part and {rom time to time, by the surrender of this Warrant (wich the notice of excrcise form attached
hereto as Exhibit A duly executed) at the principal office of the Company and by the payment to the Company of an amount equal to the then
applicable Warrart Price multiplied by the number of Shares then being purchased The person or persons in whose name(s) any centificate(s)
representing shares of Common Stock shall be issuable upon exercise of this Warrant shall be deemed to have become the holder(s) of record of, and
shal! be treated



e

for all purposes as the record holder(s) of the shares represented thereby (and such shares shall be deemed to have been issued) immediately prior to
the ciose of busmess on the date or dates upon which this Warrant is exercised. In the event of any exercise of the rights represented by this Warmant,
certificates for the shares of stock so purchased shall be delivered to the holder hereof as soon as possible and in any event within thiny (30) days
after such exercise and, unless this Warrant has been fully exercised or expired. 3 now Warrant representing the portion of the Shares, if any, with
respect to which this Warrant shall not then have been exercised shall also be issued 1o the holder thereof as soon as possible and in any event within
such thurty day penod

3. Stock Fully Paid. Reservation of Shares All Shares that my be tssued upon the exercise of the nights represented by this Warrant will, upon
issuance pursuant 10 the terms and conditions herein, be fully paid and nonassessable, and free from all taxes, liens, charges, and pre-emptive nights
with respect to the issuc thereof. The Company shail pay all transfer taxes, if any, attributsble to the ssuance of Shares upon the exercise of the
Warrants. Duning the period within which the nghts represented by this Warrant may be exercised. the Company will at all times have authonzed,
and reserved for the purpose of the issue upon exercise of the purchase nights evidence by this Warrant. a sufficient number of shares of its Common
Stock to provide for the exercise of the rights represented by this Warrant

4 Adjustment of Warrant Price and Number of Shares. The number and Kind of secunities purchasable upon the exercise of the Warrant and the
Warrant Price shall be subject to adjustment from time to time upon the occurrence of certain events, as follows

a Reclassification or Merger. In case o! .ny reclassification, chanze or conversion of securitics of the class issuable upon exercise of this Warrant
(other than a change in par value, or from par value to no par value, or from no par value to par value, or as a result of a subdivision or combination),
or in case of any merger of the Company with or into another corporation (other than a merger with another corporation in which the Company is the
acquiring and the surviving corporation and which does not result in any reclassification or change of outstunding securnities 1ssuable upon excrcise
of this Warrant), or 1n case of any sale of all or substantially all of the assets of the Company, the Company. or such successor or purchasing
corporation, as the case may be, shall duly execute and deliver to the holder of this Warrant a new Warrant (in form and substance satisfactory to the
holder of this Warrant), so that the holder of this W arrant shall have the right to receiv ¢, at a total purchase price not to exceed that payable upon the
exercise of the unexers ,od portions of this Warrant. and in hieu of the shares of Commen Stock theretofore issuable upon exercise of this Warrant,
the kind and amourt of shares of stock, other securities. money and propenty receivable upon such reclassification, change or merger by a holder of
the number of shares of Common Stock then purchasable under this Warrant. Such new Warrant shall provide for adjustments that shall be as nearly
equivalent as may be practicable to the adjustments provided for in this Section 4. The provisions of this subparagraph (a) shall similarly apply to
successive reclassifications, changes, mergers and transfers

b.  Subdivision or Combination of Shares. If the Company at any time while this Warrant remains outstanding and unexpired shall subdivide or
combine its outstanding

()




shares of Common Stock. the Warrant Price shall be proportionately decreased in the case of a subdivision or increased in the case of a combination,
effective at the close of business on the date the subdivision or combination becomes =ffective

¢ Stock Dividends and Other Distributions If the Company 2t any time while this Warrant is outstanding and uncxpired shall (i) pay a dividend
with respect to Common Stock payable ;m Common Stock. or (1) make any other distribution with respect to Common Stock (except any
distribution specifically provided for in the foregoing sub-paragraphs (a) ana (b)) of Common Stock. then the Warrant Price shall be adjusted, from
and after the date of dcrermination of sharcholders entitled 10 receive such dividend or distribution, to that price determined by multiplving the
Warmmant Price o effect immediately prior to such date of determunation by a fraction (i) the numerator of which shall be the total number of shares of
Common Stock outstanding immediately prior to such dividend or distribution. and (1) the denominator of which shall be the total number of shares
of Common stock outstanding immediately after such dividend or distnibution

d Rights Offerings. In case the Company shall. at any time after the Date of Grant. issuc rights, options or warrants 10 any person or persons who
are at the time of such issuance the holders of equity securities of the Company. ntitling them 1o subscribe for o purchase shares of Commen Stock
for secunities convertible or exchangeable into Common Stock) at a price per share of Common Stock (or having a conversion or exchange price per
share of Common Stock if a security cox ventible or exchangeable into Common Stock ) Iess than the fair market value per share of Common Stock
on the record date for such issuance (or the date of issuance, if there is no record date), the Warrant Price 1o be in effect on and after such record date
(or 1ssuance date, as the case may be) shall be determined by multiplying the Warrant Price in effect immediately prior to such record date (o7
1ssuance date, as the case may be) by a fraction (1) the numerator of which shall be the number of shares of Coramon Stock outstanding on such
record date (or issuance date, as the case may be) plus the number of shares of Common Stock which the aggregate offening price of the total number
of shares of such Common Stock 50 10 be offered (or the aggregate initial exchange o conversion price of the exchangeable or convertible securities
30 to be offered) would perchase at such fair mark2t value on such record date (or issuance date. as the case may be) and (i1) the denominator of
which shall be the nut ser of shares of Common Stock outstanding on such record date (or issuance date. as the case may be) plus the number of
addiional shares of Common Stock 1o be offered for subscription or purchase (or into which the conventible securities 10 be offered are imitially
exchangeable or converuble). In case such subscription price may be paid in part or in whole in a form other than cash, the fair value of such
consideration shall be determined by the Board of Directors of the Company in good faith as set forth in a duly adopted board resolution centified by
the Company’s Secretary or Assistant Secretary . Such adjustment shall be made successively whenever such an issuance occurs; and in the event that
such ngats. options. wamants, or convertible or exchangeable securities are not 5o issued of expire or cease 10 be convenible ot exchangeable before
they are exercised, converted. or exchanged (35 the case may be), then the Warrant Price shall again be adjusted to be the Warrant Price that would
then be in effect if such 1ssuance had not occurred. but such subsequent adjustment shall not affect the number of Shares issued upon any exercise of
Warrants prior 1o the date such subsequent adjustment is made



¢ Special Distributions. In case the Company shall fix a record date for the making of 2 distnbution to all holders of shares of Common Stock
{including any such distribution made tn connection with a consolidation or merger in which the Company is the surviving corporation) of evidences
of indebtedness or assets (otner than dividends and distributions referred to in subparagraphs (b) and () above and other than cash dividends) or of
subscription nights, options, warrants, or exchangeable or conventible securities containing the right to subscribe for or purchase shares of any class
of equity secunties of the Company (excluding those referred 1o in subparagraph (d) above), the Warrant Price to be in effect on and after such
record date shall be adjusted by multiplying the Warrant Price in effect immediately prior to such record date by a fraction (1) the numerator of
which shall be the fair market value per share of Common Stock on such record date, less the fair value (as determined by the Board of Directors of
the Company in good faith as set forth in a duly adopted board resolution certified by the Company’s Secreiary or Assistant Secretary ) of the portion
of the assets or evidences of indebtedness so to be distnbuted or of such subscription rights, options, warrants, or exchangeable or convertible
securities applicable to one (1) share of the Common Stock outstanding as of such record date, and (11) the denominator of which shall be such fair
market value per share of Common Stock. Such adjustment shall be made successively whenever such a record date is fixed; and in the event that
such distnbution is not so made. the Warrant Price shall again be adjusted to be the Warrant Price which would then be in effect if such record date
had not been fixed. but such subsequent adjustment shall not affect the number of Shares 1ssued upon any exercise of Warrants prior to the date such
subsequent adjustment was made

t  Other Issuances of Secunties. In case the Company or any subsidiary shall, at any tme after the Date of Grant, issue shares of Common Stock. or
nghts. options, wamrants or convertible or \changeable secunitics containing the right to subscribe for or purchase shares of Common Siock
(excluding (1) shares. nghts, options, warrants, or convertible or exchangeable securities described in subparagraphs () or (g) of Section 11 hereof or
issued in any of the transactions described in subparagraphs (b), (<), (d) or (¢) above, (i1) shares issued upon the exercise of such rights, options or
warrants or upon conversion or exchange of such convertible or exchangeable secunties, (111) the Warrants and any shares issued upon exercise
thereof, and (iv) stock options, and shares of Common Stock issued upon exercise of such options, pursuant to any stock option plan existing as of
the Date of Grant). at a price per share of Common Stock (determined in the case of such rights, options, warrants, or convertible or exchangeabie
securitics by dividing (x) the total amount receivable by the Company in consideration of the sale and issuance of such rights, options, warrants, or
convertible or exchangeahic secuntics, plus the total mimimum consideration payable to the Company upon exercise, conversion, or exchange
thereof by (y) the total maximum number of shares of Common Stock covered by such nights, options, warrants, or convertible or exchangeable
securities) lower than the fair market value per share of Common Stock on the date the Company fixes the offering price of such shares. rights.
options, warmants, or convertible or exchangeable securities. then the Warrant Price shall be adjusted so that it shall equal the price determined by
multiplyving the Wamant Price in effect immediately prior thereto by a fraction (1) the numerator of which shall be the sum of (A) the number of
shares of Common Stock outstanding immediately prior to such sale and issuance plus (B) the number of shares of Common Stock which the
aggregate consideraiion received (determined as provided below) for such sale or issuance would purchase at such fair market value per share, and
(1) the




denominator of which shall be the tota! number of shares of Common Stock outstanding immediately after such sale and issuance. Such adjustment
shail be made successively whenever such an issuance 1s made For the purpozes of such adjustment. the maximum number of shares of Common
Stock which the holder of ary such nghts, opticns, warmants or convertible or axchangeable secunities shall be entitled 10 subscnbe for or purchase
shall be deemed to be issued and outstanding as of the daic of such sale and 1ssuance and the consiCeration received by the Company therefor shall
be deemed 1o be the consideration recerved by the Company for such nights, options, warrants, or convertible or exchangeable securities, plus the
minimum consideration or premium stated in such nghts. options. warrants, or convertible or exchangeable securities to be paid for the shares of
Common Stock covered thereby. In case the Company shall seil and issue shares of Common Stock. or nights, oplions, warrants, or convertibie or
exchangeabie secunities contaning the nght 1o subscribe for or purchase shares of Common Stock for a consideration consisting. in whole or in pan.
of property other than cash or its equivalent, then in determining the price per share of Common Stock and the consideration received by the
Company for purposes of the first sentence of this subparagraph (f). the Board of Directors of the Company shall determine, in good faith, the fair
value of said property, and such determination shall be described in a duly adopted board resolution certified by the Company’s Secretary or
Assistant Secretany . In case the Company shall seli and issue rights, options, warrants, or convertible or exchangeable securities containing the right
to subscnibe for or purchase shares of Common Stock together with one or more other securities as a part of a unit at a price per unit, then in
determining the price per share of Common Stock and the consideration received by the Company for purposes of the first sentence of this
subparagraph (f). the Board of Directors ¢ f the Company shall determine, in good faith, which determination shall be described in a duly adopted
board resolution centified by the Company’s Secretany or Assistant Secretary, the fair value of the rights, options. warrants, or convertible or
exchangeable securities then being sold as part of such unit. Such adjustment shall be made successively whenever such an issuance occurs, and in
the cvent that such nights, options. warrants, or convertible or exchangeable securitics expire or cease 10 be convertible or exchangeable before they
are exercised, converted, or exchanged (as the case may be). then the Warrant Price shall again be adjusted to the Warrant Price that would then be
n effect if such sale and 1ssuance had not occurred, but such subsegquent adjustment shall not affect the number of Shares issued upon anv exercise
of Warrants prior to 'he date such subseguent adiustment is made

g Adjustment of Number of Shares. Upon cach adjustment in the Warrant Price. the number of Shares of Common Stock purchasable hereunder
shall be adjusted, to the ncarest whole share, 10 the product obtained by mulupiyving the number of Shares purchasable immediately prior to such
adjustment i the Warrant Price by 2 fraction. the numerator of which shall be the Warrant Price immediately prior to such adjustment and the
denominator of which shall be the Warrant Price immediately thercafter

h  Determunation of Farr Market Value For purposes of this Section 4. “fair market value” of a2 share of Common Stock as of a particular date (the
"Determunation date”™) shall mean (1) if shares of Common Stock are traded on 3 national secunities exchange (an "Exchange”). the weighted average
of the closing prices of a share of the Common Stock of the Company on the last five (5) trading days prior 1o the Determination
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Date reported on such Fxchange as *ported in The Wail Sureet Joumnal (weighted with Respect 1o the trading volume with respect to cach such day)
or (i) if shares of Common Stock we not traded on an Exchange but trade in the over-the-counter market and such shares are quoted on the National
Association of Securities Dealers Automated Quotations System ("™NASDAQ"), (A) the average of the last sale prices reponted on NASDAGQ or (B)
«f such shares are an issue for which last sale prices are not reported on NASDAQ, the average of the closing bid and ask prices, in cach case on the
last five (5) trading cavs (or if the relevant price or quotation did not exist on any of such days, the relevant price or quotation on the next preceding
business day on which there was such a price or quotation) prior to the Determination Date as reported in The Wall Street Journal

S. Notice of Adjustments. Whenever the Warrant Price or the number of Shares purchasable hercunder shall be adjusted pursuant to Section 4
hereof, the Company shall make a certificate signed by its chief financia! officer setting forth, in reasonable detail, the event requiring the
adjustment, the amount of the adjustment, the method by which such adjusiment was calculated. and the Warrant Price and the number of Shares
purchasable hereuader after giving effect to such adjustment, which shall be mailed /without regard to Section 13 hereof, by first class mail, postage
prepaid) to the holder of this Warrant

6. Fractional Shares. No fractional shares of Common Stock will be issued 1n connection with any exercise hercunder, but in licu of such fractional
shares the Company shall make a cash pavment therefor based on the fair market value (as determined in accordance with Section 4(h) above) of a
share of Common Stock on the date of exercise

7. Compliance with Securities Act: Disposition of Warrant or Shares of Common Stock

a. Compliance with Securities Act. The holder of this Warrant, by acceptance hercof, agrees that this Warrant and the shares of Common Stock to
be issued upon exercise hereof are being acquired for investment and that such holder will not offer. sell or otherwise dispose of this Warrant. ¢ amy
shares of Common Stock to be 1ssued upor exercise hercof except under circumstances which will not result in a violation of the Securities Act of
1933, as amended (the "Act”™). Upon exercise of this Warrant, the holder hereof shall confirm in writing, by executing the form atiached as Schedule
1 to Exhibit A hercto, that the shares of Common Stock so purchased are being acquired for investment and not with a view toward distribution or
resale. This Warrant and all shares of Common Stock issued upon exercise of this Warrant (unless registered under the Act) shall be stamped or
imprinted with a legend in substantially the following form

“"THE SECURITIES EVIDENCED HEREBY HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, OR ANY STATE SECURITIES LAWS. NO SALE
OR DISPOSITION MAy BE EFFECTED WITHOUT (i) AN EFFECTIVE REGISTRATION STATEMENT RELATED THERETO. (1) AN
OPINION OF COUNSEL FOR THE HOLDER,
REASONABLY SATISFACTORY TO THE COMPANY, THAT SUCH REGISTRATION IS NOT
REQUIRED, (11i) RECEIPT OF A NO-ACTION LETTER(S) FROM THE APPROPRIATE
GOVERNMENTAL
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6. Fractional Shares. No fractional shares of Common Stock will be issued 1n connection with any exercise hercunder, but in licu of such fractional
shares the Company shall make a cash pavment therefor based on the fair market value (as determined in accordance with Section 4(h) above) of a
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7. Compliance with Securities Act: Disposition of Warrant or Shares of Common Stock

a. Compliance with Securities Act. The holder of this Warrant, by acceptance hercof, agrees that this Warrant and the shares of Common Stock to
be issued upon exercise hereof are being acquired for investment and that such holder will not offer. sell or otherwise dispose of this Warrant. ¢ amy
shares of Common Stock to be 1ssued upor exercise hercof except under circumstances which will not result in a violation of the Securities Act of
1933, as amended (the "Act”™). Upon exercise of this Warrant, the holder hereof shall confirm in writing, by executing the form atiached as Schedule
1 to Exhibit A hercto, that the shares of Common Stock so purchased are being acquired for investment and not with a view toward distribution or
resale. This Warrant and all shares of Common Stock issued upon exercise of this Warrant (unless registered under the Act) shall be stamped or
imprinted with a legend in substantially the following form

“"THE SECURITIES EVIDENCED HEREBY HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, OR ANY STATE SECURITIES LAWS. NO SALE
OR DISPOSITION MAy BE EFFECTED WITHOUT (i) AN EFFECTIVE REGISTRATION STATEMENT RELATED THERETO. (1) AN
OPINION OF COUNSEL FOR THE HOLDER,
REASONABLY SATISFACTORY TO THE COMPANY, THAT SUCH REGISTRATION IS NOT
REQUIRED, (11i) RECEIPT OF A NO-ACTION LETTER(S) FROM THE APPROPRIATE
GOVERNMENTAL




AUTHORITY(IES), OR (1v) OTHERWISE COMPLYING WITH THE PROVISIONS OF SECTION
TOF THE WARRANT UNDER WHICH THESE SECURITIES WERE ISSUED DIRECTLY OR INDIRECTLY "

In additon. = connection with the 1ssuance of this Warrant, the holder specificaily represents to the Company by acceptance of this Warramt
as follows

The holder s aware of the Company’s business affairs and financial condition, and has acquired information about
e Company sufficient to reach an informed and Knowlerdgeable decision to acquire this Warrant. The holder is
acquinng this Warrant for its own account for investment purposes only and not with a view to. or for the resale in
connection with, any "distnibution™ thereof for purposes of the Act

(2) The holder understands that this Warrant and the Shares have not been registered under the Act in reliance upon a
specific exemption therefrom, which exemption depends upon. among other things, the bona fide nature of the holder's
imvestment intent as expressed heremn. In this connection, the holder understands that, in the view of the Securities and
Exchange commission (the "SECT), the statutory basis for such exemption may be unavailable if the holder’s
representation was predicated solely upon a present intention to hold the Warrant and the Shares for the minimum capital
gains penod specified under applicable tax laws, for a deferred sale, for or until an increase or decrease in the market
price of the Warrant and the Shares, or for a pnior of one (1) year or any other fixed period in the future.

{31 The holder further understands that this Warrant and the Shares must be held indefinitely unless subsequently
registered under the Act and any applicable state secunties laws, or unless exemptions from registration are otherwise
avatlabie

(4) The holder is aware of the provisions of Rule 144 and 144A, promulgated under the Act. which in substance, permit
limuted public resale of “restnicted secunties™ acquired, directly or indirectly, from the issuer thereof (or from an affiliate
of such 1ssuer), in 2 non-public offering subject to the satisfaction of centain conditions, if applicable, including. among
other things. the availability of certain public information about the Company, the resale occuming not less than one (1)
vear afier the party has purchased and paid for the securitics to be sold. the sale being made through a broker in an
unsolicited “broker’s transaction”™ or in transactions directly with a market maker (as said term is defined under the
Secunities Exchange Act of 1934, as amended) and the amount of securities being sold during any three-month period not
exceeding the specified limitations stated therein

(5) The holder further understands that at the time it wishes 10 sell this Warrant and the Shares there may be no public
market upon which 10 make such a sale, and thai. even if such a public market then exists, the Company may not be
satsfying the current public information requirements of Rule 144 and 144A, and that, in such event, the holder may be

luded from sclling this Warrant and the Shares under Rule 44 and 144A cven if the one(1)- year minimum holding
peniod had been satisfied




(6) The holder further understands that in the event all of the requirements of Ruls 144 and 144A are not satisfied,
registration under the Act, compliance with Regulation A, or some other registration exemption will be required; and
that, notwithstanding the fact that Rule 144 and 143A is not exclusive, the Staff of the SEC has expressed its opinion that
persons proposing 1o scll private placement securities other than in a registered offering and otherwise than pursuant 1o
Rule 144 and 144A will have a substantial burden of proof in establishing that an exemption from registration is
available for such offers or sales, and that such persons and their respective brokers who participate in such transactions
do so at their own nisk

b. Disposition of Warrant or Shares. With respect to any offer, sale or other disposition of this Warrant, or any Shares acquired pursuant to the
exercise of this Warrant prior to registration of such W arrant or Shares, the holder hereof and cach subsequent holder of this Warrant agrees to give
written notice to the Company pnior thereto, describing briefly the manner thereof, 1-gether with a wnitten opinion of such holder’s counsel, if
reasonably requested by the Company, to the effect that such offer, sale or other disposition may be effected without registration or qualification
(under the Act as then in effect or any federal or state law then in effect) of this Warrant or such Shares and indicating whether or not under the Act
certificates for this Warmrant or such Shares to be sold or otherwise disposed of require any restrictive legend as 1o applicable restrictions on
transferability in order to ensurc compliance with applicable law. Promptly upon receiving such written notice and reasonably satisfactory opinion., if
so requested, the Company, as promptly as practicable, shall noufy such holder that such holder may sell or otherwise dispose of this Warrant or
such Shares, all in accordance with the terms of the notice delivered to the Company . If a determination has been made pursuant to this subsection
{b) that the opinion of counsel for the holder is not reasonably satisfactory to the Company. the Company shall so notify the holder promptly after
such determination has been made. The foregoing notwithstanding, this Warrant or such Shares may. as to such federal laws, be offered, sold or
otherwise disposed of in accordance with Rule 144 and 144A under the Act, provided that the Company shall have been fumnished with such
information as the Company may reasonably request to provide a reasonable assurance that the provisions of Rule 144 and 144A have been satisfied

Each centificate representing this Warrant or the Shares thus transferred (except a transfer pursuant to Rule 144) shall bear a legend as to the
applicable restrictions on transferability in order to ensure compliance with such laws, uniess in the aforesaid opinion of counsel! for the holder. such
legend 15 not required in order to ensure compliance with such laws. The Company may 1ssuc stop transfer instructions to its transfer agent or, 1if
acting as its own transfer agent the Company may stop transfer on its corporate books. in connection with such restrictions

8. Rights as Sharcholders; Information. No holder of this Warrant. as such, shall be entitled 10 vote or reccive dividends or be deemed the holder of
Common Stock or any other securitics of the Company which may at any time be 1ssuable on the exercise hereof for any purpose. no shall anything
contained herein be construed to confer upon the holder of this Warrant, as such, any of the rights of a sharcholder of the Company or any right to
vote for the clection of the directors or upon any matter submitted to shareholders at any meeting thereof, or to receive notice of meetings, or o
receive dividends or subscription rights or otherwise until this Warrant shall have been exercised and the Shares purchasable upon the exercise
hercof shall




have become deliverable, as provided herein. The foregoing notwithstanding, the Company will transmit to the holder of this Wamant such
nformation. documents and reponts as are generally distributed 1o the holders of any class or series of the securities of the Company concurrently
with the distnibution thereof to the sharchoiders

9. Registraton Rights

9.1.2. The Company covenants and agrees that at any time after receipt of a written request (a "Demand Registration Request”) from the holders of
this Warrant and the Other W armants and/or holders of Shares (this Warrant, the Other Wairarts, and the Shares are referred (o herein, collectively, as
the "Secunties™) (heremnafter, the “Securityholders™) constituting at least fifty percent (30° ) of the Sccurities on such date (determined on an as-
excrcised basis) and then eligible for inclusion in a registration pursuant to this Section 9.1, stating that the Initiating Securitvholders (as defined
below) desire and Intend to transfer all or a portion of 1'.¢ Securities held by them under such circumstances, the Company shall give notice (the
"Registration Notice™) to all of the Security holders within thirty (30) days of the Company’s reczipt of such registration request, and the Company
shall cause 10 be included in such regrstration all Securities requested to be included theren by any such Securitvholder within fifteen (15) days after
such Registration Notice s effective (subject 1o the provisions of the final sentence of this Section 9.1(a)). After such fiftcen (15)-day period, the
Company shall file as promptiy as practicable a registration statement and use its reasonabie best efforts 10 cause such registration statement 1o
become effective under the Act and remain effective for one hundred and twenty (120) days or such shorter period as may be required if all such
Securities covered by such registration statement are sold prior to the expiration of such one hundred twenty (120)-day period. provided that the
Company shall not be obligated to effect any such registration pursuant to this Section 9.1 after the Company has effected one (1) such registraton
pursuant to this Section 9 1. provided further that 1o the extent that any Securities requested to be included in the initial registration requested under
this Section 9 1(a) are not so included as the result of the provisions of the final sentence of this Section 9.1(2). the Company shall be obligated to
effect one (1) additional registration pursuant to this Section 9.1. Each Secuntyholder making 2 demand for registration under this Section 9.1 is
referred to heren as an “Imtiating Secunityholder * For purposes of this Section 9, a registration shall not be deemed to have been effected unless a
registration statement with regard thersto has been declared effective and. subject to Section 9.3(b) herzof, remained effective for a period of one
hundred and twerty (120) days (or such shoner peniod as 1s permutted in the second sentence of this Section 9.1). The foregoing notwithstanding, in
the event of an underwniten offering pursuant to this Section 9.1, if the managing underwriter of such offering shall advise the Securityholders in
writing that. m its opimnion, the disbursement of a specified portion of the securities requested 10 be included in the registration would materially
adversely affect the distnibution of such securities by increasing the aggregate amount of the offering in excess of the maximum amount of securitics
which such managing underwriter believes can reasonably be sold in the contemplated distnibution, then the securities to be included in the
regisiration shall be included in the following order: (1) first. pro rata among all of the Secunties requested to be included therein by the Initiating
Securityholder. (1) second. the Securities requested 1o be included therin by the other Security holder, pro rata among such Securityholders
according 10 the number of Securities requested by be included by cach such Secunity holder requesting inclusion
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therein, and (411) third, such other securities requested 10 be included therein by the Company and the holders of such other secuntics, pro --- among
the Company and the holders of such other securities according to the number of secunties requested to be included by the Company and cach such
holder requesting inclusion therein

b. For purposes of this Section 9.1 the Securityholders who have requested registration of Shares to be acquired upon the exercise of Warrants not
theretofore exercised shal! furnish the Company with an undertaking that they or the underwniters or other persons to whom such Warrants will be
transferred have undertahen 'o exercise such Warrants and to sell. transfer or otherwise dispose of the shares received upon exercise of <uch
Warrants in such registration

¢. In the event of an underwnitten offering pursuant 1o this Section 9.1, the Company shall be entitled 10 select the underwriter. provided, that the
underwniter so selected shall be subject 1o approval by the Secunty holders requesting registration of the Securities being registered, which approval
shail not be withheld unreasenably

d.Notwithstanding the terms of Section 9.1(a), the Company shall not be required to register the Securities of Secuntyholders pursuant to Section
9.1, if the Company elects, at its sold option and to the extent that it may legally do so, to purchase such Sccuritics and completes such purchase
pursuant to the provisions of this Section 9.1(d). Within fifteen (15) days after receipt of a Demand Registration Request. the Company may elect to
purchase all and not less than all of the Securities that would otherwise be subject to registration pursuant to Section 9.1(a) by providing written
notice (the "Purchase Notice™) to all of the Secunityholders setting forth (1) its election to purchase such Securities, (it) the purchase price of the
Securities, and (iii) the closing date for such purchase. The Company shall thereafter purchase all of the Secunities requested 1o be included in such
purchase by the Secunityholders witkin fifteen (15) days after the Purchase Notice becomes effective. The purchase price for each Share shall be the
fair market value (as defined in Section 4) of a share of Common Stozk on the date of the Demand Registration Request. the purchase price for cach
Warrant shall be (x) the fair market value (as defined in Section 4) of a share of Common Stock on thede date of the Demand Registration Request
less (y) the Warrant Price. The closing of the purchase of the Securities shall take place on the date set forth in the Purchase Notice, which date shall
be not less than fifteen (15) nor more than forty-five (45) days after the date of the Purchase Notice. At the closing. the Company shall deliver 1o
cach Secuntyholder, in cash, the purchase price for the Secunties surrendered by such Security holder

923 The Compary covenants and agrees with the Securityholders that in the event that the Company proposss after the Date of Grant to file a
registration statement under the Act with respect to any of its equity secunties (other than pursuant to registration statements on Form S-4 or Form
S-8 or any successor or similar forms). whether or not for its own account. then the Company shall give written notice of such proposed filing 1o al!
Security hbolders promptly (and in any event at least twenty(20) days before the anticipated filing date). Such notice shall offer to such Security
holders. iogether with others who have similar rights, the opportunity 1o include in such registration statement such number of Securities as they may

request. The Company shall direct and use its reasonable best efforts to cause the
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managing underwriter of a proposed underwritten offening (unless the offering is an underwntten offering of a class of the Company's equity
securities other than Common Stock and the managing underwriter has advised the Company 10 writing that, 1a its opinton, the inclusion in such
offenng of Common Stock would matenally adversely affect the distnibution of such offening) to permait the holders of Securities requested 1o be
included in the registration 10 include such Securities in the proposed offerirg and the Company shall use its reasonable best efforts 10 include such
Securitics in such proposed offermg on the same terms and conditions as any similar securities of the Company included thenin. If the offering of
which the Compary gives nouce is a public offering invoiving an underwriter, the right of a Securityholder 10 registration pursuant to this Section
9.2 shall be conditioned upon such Securitvholder’s participation in such underwniting and the inclusion of the Securnties to be sold by such
Securtvholder in the underwriting Al Secuntyholders proposing to distnbute Secuntics through such underwriting shall enter into an underwriting
agreement in customary form with the representative of the underwriter or underwriters. The foregoing notwithstanding. in the case of a firm
commitment offering on underwriting terms appropriate for such a transaction. other than a registration requested by Securityholders pursuant to
Section 9.1, if any such managing underwriter of recognized standing shall advise the Company and the Secuntyholders in writing that, in its
opinion, the distribution of all or a specified portion of the Secunties requested 10 be included n the registration concurrently with the securities
being registered by the Company would matenially adversely affect the distnbution of such secunties by increasing ihe aggregate amount of the
offering 1n excess of the maximum amount of securities which such managing underwrniter believes can reasonably be sold in the contemplated
distribution, then the securnities to be included in a registration which is a primary underwnitten offering on behalf of the Company shall be included
in the following order: (i) first. the secunties the Company proposes to include therein and (ii) second. such other securities (including the
Securities) requested to be included, pro rata among the holders (including the Securityholders) of such other securities according to the number of
securities requested-to be included by each such holder requesting inclusion therein

b. In the event that a holder or holders of the Company's securities (other than a Secunityholder or Secunityholders) requests. pursuant to rights
granted to such holder or holders. that the Company file a registration statement for the public offering of securitics and the Company and the other
holders of the Company’s secunties (including the Secunityholders) who have rights 1o be included in such registration. request 1o be included in
such registration and the managing underwriter of such offering shall advise the Company and the holders requesting inclusion in the offering that,
in its opinion, the distribution of a specified portion of the securnities requested to be included in the registration would materially adversely affect the
distribution of such secunties by increasing the aggregate amount of the offering in excess of the maumum amount of securities which such
managing underwriter beiieves can reasonsbly be sold in the contemplated distribution then, the secunitics 10 be included in the registration shall be
included in the following order: (i) first. all of the secunties requested 1o be included therem by the holder or holders making the initial request for
the registration, and (i1) second, such other securities requested 1o be included therein by the Company and the holders of such other secunties, pro
rata among the Company and the holders of such other securities according to the number of securities requested to be included by the Company and
cach such holder requesting inclusion therein. For purposes of this Section 9.2(b). the Company




agrees 10 request for inclusion in the registration only that number of securitics that the Company intends, in good faith. to sell. if all such securities
0 reauested by the Company were permitted to be included by the managing underwriter in such registration and sold pursuant thereto

9.3.a. In connection with the registration of Securities on behalf of the holders thereof (such Securityholders being referred 1o herein as "Scllers”™) in
accordance with Section 9.1 or Section 9.2 above, the Company agrees to

(i) enter into a cross-indemnity agreement. in customary form. with each underwriter, if any, and cach Seller;

(i1) subject 1o the provisions of Section 9.1(a) and Section 9.2(a) regarding reductions by the managing underwriter,
include in the registration statement filed with the SEC, the Securities for which requests for registration have been
made, provided, however, that promptly after filing a registration statement or prospectus or any amendments or
supplements thereto, the Company shall fumish to each Seller copies of all such documents filed including, if requested,
documents incorporated by reference in the registration statement: and notify each Seller of any stop order issued or
threatened by the SEC and use its best effons to prevent the entry of such stop order or to remove it if entered.

(111) prepare and file with the SEC such amendments of and supplements to such registration statement and the prospectus used in connection
therewith as may be necessary 10 keep such registration statement effective (A) in the case of a registration pursuant to Section 9.1, for a period of
one hundred and twenty (120) days, or. in the case of a registration pursuant 1o Section 9.2, for a period of ninety (90) days, or, in the case of a
registration pursuant 1o Section 9.2, for a peniod of ninety (90) days or (B) such shorter period as may be required if all such Securities covered by
such registration statement are sold prios 1o the expiration of such periods, and comply with the provisions of the Act with respect to the disposition
of all securities covered by such registration statement during such period in accordance with the intended methods of disposition by the Sellers set
forth in such registration statement.

(iv) fumnish 1o cach Seller and each underwrniter, if any, without charge, such number of copies of the registration
statement, cach amendment and supplement thereto (in each case inciuding all exhibits thercto), the prospectus included
in such registration statement (including cach preliminary prospectus) and such other documents as such Seller may
reasonably request in order to facilitate the disposition of the Securities proposed to be sold by such Seller;

(v) use its reasonable best efforts to register or qualify such Securities under such other securitics or Blue Sky laws of
such jurisdictions as any Seller or any such underwrniter reasonably requests in wnting and Keep such registrations or
qualifications in effect for so long as such registration statement remains in effect and do any and all acts and things
which may be reasonably necessany or advisable to enable such Seller to consummate the disposition in such
Jurisdictions of the Securities owned by such Seller:
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provided, however, that the Company shall not be required to (A) qualify generally to do business in any jurisdiction where it would not otherwise
be required to qualify but for this subsection (v). (B) subject itself to taxation (n any such jurisdiction, or (C) consent to general service of process in
any jurisdiction,

(v1) notify each Selier, at any ume when a prospectus relating to such Seller’s Secunities is required 1o be delivered under
the Act. of the occurrence of any event as a result of which the prospectus included in such registration statement
contamns an untrue statement of a matenal fact or omits to state any material fact necessary to make the statements therein
not misleading. and as soon as practicable prepare a supplement or amendment 1o such prospectus so that, as thercafter
delivered 1o the purchasers of such Securities, such prospectus will not contain an untrue statement of a material fact or
omit to state any matenial faci necessary to make the statements therein not misleading:

(vi1) cause all such Secunties to be listed on any Exchange or NASDAQ on which similar securities issued by the Company are then listed.
(viti) provide a transfer agent, registrar and CUSIP number for all such Securities not later than the effective date of such registration statement,
(1) enter into such customary agreements (including an underwrniting agreement in customary form) and take all such

other actions that the Seliers or the underwriters, if any, reasonably request in order to expedite or facilitate the
disposition of such Secunties.

{x) make available for inspection by the Scilers and their counsel, any underwriter pasticipating in any disposition
pursuant to such registration statement, and anyv counsel retained by any such underwriter, all pertinent financial and
other information and corporate documents of the Company. and cause the Company’s officers, directors and emplovees
to supply all information reasonably requested by any such Scller underwriter or counsel in connection with such
registration statement,

(x1) with respect to an underwritten offering. use its reasonable best effonts to obtain a "cold comfon™ letter from the
Company’s independent public accountants in customary form and covering such matters of the type customanly covered
b “cold comfont” letters as the sellers or any underwriter may reasonably request;

(xii) with respect to an underwritten offering. obtain an opinion of counse! 10 the Company. addressed 1o the Sellers and any underwriter, 1
customary form and including such matters as are customarily covered by such opinions in underwritten regisiered offerings of eguity securities as
the Scllers or any underwriter reasonably request. such opinion 10 be reasonably satisfactory in form and substance 10 cach Seller; and

(x1i1) otherwise use its best efforts to comply with all applicable as rules and regulations of the SEC, and make available 10 its securityholders, as
$00n as reasonably practicable. an camings statement covering the period of at least twelve (12)
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months subsequent to the effective date of the regisiration statement, which earmings statement shall satisfy the provisions of Section |1(a) of the Act
and Rule 158 thercunder

b. Any other provisions of this Section 9 notwithstanding, upon receipt by the Securitvholders of a written noticed signed by the chief executive
officer, chief operaung officer or chief financial officer of the Company to the effect set forth below, the Company shall rot be obligated dunng a
reasonable period of time thereafter 10 effect any registrations pursuant to this Section 9, and the Securitvholders agree that they will immediately
suspend sales of shares under any effective registration statement for a reasonable period of ume, in either case not to exceed minety (90) days, at any
time at which, in the Company’s reasonable judgment, (i) there is a development involving the Company or any of its affiliates which is material but
which has not vet been publicly disclosed or (1) sales pursuant to the registration statement would matenally and adversely affect an underwnitten
public offering for the account of the Company or any other material financing project or a proposed or pending matenial merger or other material
acquisition or matertal business combination or matenal disposition of the Company’s assets, to which the Company or any of its affiliates s, or is
expected to be, a panty. In the event a registration is postponed or sales by the Secunty holders pursuant to an effective registration statement are
suspended in accordance with this Section 9.3(b). there shall be added to the penod during which the Company is obligated to keep a registration
effective the number of days for which the registration was postponed or sales were suspended pursuant to this Section 9.3(b)

¢. The Company may require that cach Seller, as a condition registening his, her or its Securities pursuant hereto, to fumnish to the Company such
information regarding the distribution of the Securities proposed to be sold by such Seller as the Company may from time to time reasonably request
in wnung

d. Each Seller agrees that, upon receipt of any notice from the Company of the occurrence of any event of the Kind described in subsection (vi) of
Section 9.3(3) above, such Seller shall forthwith discontinue disposition of Securities pursuant to the registration statement covering such Securities
until such Seller's receipt of copies of the supplemented or amended prospectus contemplated by Section 9.3(aKvi) above and, if so directed by the
Company. such Seller will deliver to the Company (at the Company’s expense) all copies. other than permanent file copies in such Seller's
possession, of the prospectus covening such Securities current at the time of receipt of such notice. In the event the Company shall give any such
notice. the period mentioned in Section 9 3(a)iir) above shall be extended by the number of davs during the period from and including the date of
giving of such notice 10 and inciuding the date when cach Seller shall have received the copies of the supplemented or amended prospectus
contemplated by Section 9 3(a)vi) above

¢ The Company shall not file or permit the filing of any registration or comparable statement which refers to any Seller by name or otherwise as
the Seller of any securities of the Company unless such reference to such Scller 15 specifically required by the Act or any similar federal statute then

in force
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9.4 All expenses incident to the Company's performance of or comphiance with this Warrant, including without Iimitation all registration and filing
fees, fees and expenses relating to filings with any Exchange, fees and expenses of compliance with securities or Blue Sky laws in junsdictions
reasonably requested by any Seller or underwriter pursuant to Section 9. 3(aX+) (including reasonable fees and disbursements of counsei ia
connection with Blue Sky quilifications of the Secunnies), all word processing, duplicating and printing expenses, messenger and delivery expenses,
fees and disbursements of couasel for the Company and one (1) counsel for the Scilers, independent public accountants (including the expenses of
any special audit o¢ "co 4 comfort” letters required by or incident 1o such performance) and underwriters (excluding discounts, commissions or fees
of underwriters, selling brokers, dealer managers or simiiar secunties industry profcssionals attributable 1o the secunties being registered, which
discounts, commissions or fees with respect to any Seller’s respective shares shall be pasd by such Seller, and legai expenses of any person other than
the Company and the Sellers. but including lability mnsurance if the Company so desires). all the Company’s internal expenses (including. without
limitation, all salaries and expenses of s officers and employees performing legal or accounting duties). the expense of anyv annual audit. the
expense of any liability msurance (if the Company determuncs 1o obtain such insurance) and the fees and expenses incurred in connection with the
listing of the secunties to be registered on any Exchange and/or NASDAQ on whica such secuntics issued by the Company are then listed. the
reasonable fees and expenses of any special expents (including attormeys) retamed by the Company (if 1t 50 desires) in connection with such
registration and fees and expenses of other persons retained by the Compan: (all such expenses being herein called "Registration Expenses”), shall
be bome by the Company

9.5 In connection with the preparation and filing of cach registration statement under the Act persuant 10 ths Section 9. the Company shall give the
Sellers under such registration statement, their underwriters, if any, and thewr respective counsel and accountants. the opportunity 1o participate in the
preparation of such regisiration statement, each prospectus included theremn or filed with the Commission, and cach amendment thercof or
supplement thereto, and will give each of them such access 10 its books and records and such opportunities to discuss the business of the Company
with its officers and the independent public accountants who have cerufied its financial staterments as shall be necessany. in the opinion of such
Sellers’ and such underwriters’ respective counsel, to conduct 2 reasonabie investigation within the meaning of the Act

9.6.a In the cvent of any registration of any secunities of the Company under the Act. the Company shall. and hereby does, indemnify and hold
harmless in the case of any registration statement filed pursuant to Section 9.1 or Section 9.2, the Seller of any Securities covered by such
registration statement, its directors, officers, employees and agents. exch other person who partcipates as an underwrniter in the offering or sale of
such Secunities and each other person. if any, who controls such Sclier or any such underwriter within the meaning of the Act against any losses,
claims, damages. or liabilitics (or actions or proceedings whether commenced or threatened in respect thereof, joint or several, 1o which such Seller
or any such director or officer or employee or agent or underwriter or controlling person may become subject under the Act or otherwise transfer as
such losses, claims, damages, or liabilities (or actions or proceedings, whether commenced or threatened, in respect thereof) anse out of
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or are based upon any untrue statement or alleged untrue statement of any material fact contaned in any registration statement under which such
Securities were registered under the Act. any preliminany prospectus, final prospectus or summary prospectus contained therein, or any amendment
or supplement thereto, or any omission or alieged omission to state therein a material fact required 1o be stated thersin or necessan w make the
statements thercin not misleading, and the Company stall retmburse such Seiler ana each such director, officer. employee, agent, underwriter and
controlling person for any legal or wiy other expenses reasonably incurred by them in connection with investigating or deferding any such loss,
claim, lability, action, or proceeding: provided, however, thet the Company shall not be hable in any such case to the extent that any such loss.
claim, damage. fiability (or action or procecding, whether commenced or threatened in respect thereof) or expense arises out of or is based upon an
untrue statement or aileged untrue statement or omission or alleged omission made in such registration statement, any such prehminary prospectus.
final prospectus, summary prospectus. amendment, or supplement in reliance upon and in conformity with written information furnished to the
Company by such Seller for the express purpose of use in the preparation thereo! and, provided, further, that the Company shail not be hiable in any
such case to the extent that any such loss. claim, damage, liability (or action or proceeding, whether commenced or threatened, in respect thereof). or
expense arises out «. such person’s failure to send or give a copy of the final prospectus, as the same may be then supplemented or amended. within
the time required by the Act to the person asserting an untrue statement or alleged untrue statement or omission or alleged omission if such statement
or omission was corrected in such final prospectus. Such indemmity shall remain in full force and effect regardiess of any investigation made by or
on behalf of such Seller or any such director, officer. emplovee, agent. underwriter or controlling person and shall survive the transfer of such
Securities by such Seiler.

b. In the event that the Company includes any Secunties of a prospective Seller in any registration statement filed pursuant to Section 9.3, such
prospective Seller shall, and hereby does. indemnify and hold harmiess the Company, 1ts directors. officers, employees and agent, each other person
who panticipates as an underwriter in the offering or sale of such Securities and each other person, if any, who controls the Company or any such
underwriter within the meaning of the Act against any losses. claims, damages, or liabilities (or actions or proceedings whether commenced or
threatened in respect thereof), joint or several, to which the Company or any such director or officer or employee or underwniter or controlling
person may become subject under the Act or otherwise, insofar as such losses, claims, damages. or labilities (or actioas or proceedings, whether
commenced or threatened. in respect thereof) anse out of or are based upon any untrue statement or alleged untrue statement of any material fact
contained 1n any registration statement under which such Securities were registered under the Act. any preliminary prospectus, final prospectus or
summary prospectus contained therein, or any amendment or supplement thereto, or any omission or alleged omission to state therein a matenal fact
required 1o be stated therein or necessany to make the statements therein not misleading. and such prospective Seller shall reimburse the Company
and such director, officer. emplovee, agent. underwriter or controiling person for any legal or any other expenses reasonably incurred by them in
connection with investigating or defending any such loss, claim, liability, action, or procceding. if. and only if, such statement or alleged statement
or omission or alleged omission was made in reliance upon and in conformity with written information furmished to the Company through an
nstrument duly exccuted by such Seller specifically stating
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that it s for use n the preparation of such registration statement. preliminany prospectus, final prospectus, summary prospectus, amendment, or
supplement. In no event shall the hatwlay of any Seller hereunder be greater in amount that the dollar amount of the proceeds received by such Seller
upon the sale of the Sccunties giving nse v such indemmification obligation. Such indemnity shall remain in full force and effect regardless of any
investigation made by or on behalf of the Company or any such director, officer, employee, agent. underwriter or controlling person and shall
survive the transfer of such Securities by such Seller

¢ The Company shall be entitied to reccive mdemaities from underwriters, selling brokers. dealer managers, and similar securities industry
professionals participating m the distnbution 10 the same extent as provided sbove with respect 1o information so furnished in writing by such
persons specifically for 'nclusion i any prospectus of regrtration statement

d. Prompily after receipt by an indemnuficd party of notice of the commencement of any action or proceeding involving a claim referred 1o in this
Section 9.6, such indemmified party shall f a claum m respect thereof 1s 1o be made against an indemnifying party. give written rotice to the latter of
the commencement of such action. provided, however. that the failure of any indemn:ficd party to give notice as provided herein shall not relieve the
indemnifying party of its obligations under the preceding subdivisions of this Section 9 6. except to the extent that the indemnify ing panty is actually
prejudiced by such falure to give notice In case any such achion is brought against an indemnified party, unless in such indemnified pany's
reasonable judgment a conflict of mterest between such indemnified and indemnifying parties may exist in respect of such claim, the indemnifying
party shall be entitled to participate in and to assume the defense thereof, jointly with any other indemnitying party similarly notified, 1o the extent
that the indemnifying party may wish. with counsel reasonably satisfacton 10 soch indemnified party, and after notice from the indemnifying panty
to such indemnified party of its clection so 10 assume the defense thereof. the indemnifying party shall not be liable to such indemnified party for
any legal or other expenses subsequently incurred by the latter in connection with the defense thereof other than reasonable costs of investigation. If,
in the indemnified party's reasonabic judgment a conflict of interest between such indemnified and indemnifying parties may exist in respect of such
claim. the indemnified party may assume the defense of such claim, jointly with any other indemnificd party that reasonably determines such
conflict of interest to exist. and the indesnnifying party shall be hiable to such indemnified panties for the reasonable legal fees and expenses of one
counsel for all such indemnified parties and for other expenses reasonable incurred in connection with the defense thereof incurred by the
indemnified party. No indemnifving party shall, without the consent of the indemnified party, consent to entry of any judgment or enter into any
settlement of any such action w hich does not include as an unconditional term thereof the giving by the claimant or plaintiff 10 such indemnified
party of a reicase from all liability. or 2 covenant not o sue. in respect of such claim or litigation. No indemnified party shall consent to entry of any
Judgment or enter into any settlement of any such action the defense of which has been assumed by an indemnifying panty without the consent of
such indemnifving party

¢ Indemnification and contribution simifar to that specified in this Section 9.6 (with appropriate modifications) shal! be given by the Company and
cach Seller




with respect to any required registration or other qualification of Secunties under any Federal or state law or regulation of any govemnmental
authority, other than the Act

£ The indemnification required by this Section 9.6 shall be made by periodic payments of the amount thereof during the course of the investigation
or defense, as and when bills arc received or expense, loss, damage or Lability 1s incurred

g. If the indemnification provided for in this Section 9.6 from the indemnifying party is unavailabic v an indemnified party hereunder in respect of
any losses, claims, damages. habilities, or expenses referred to herein, then the indemnify ing party, in lieu of indemnifving such indemnified parny,
shall contnbute to the amount paid or pavable by such indemnified party as a result of losses, claims, damages. liabilities, or expenses in such
proportion as is appropriate to reflect the relative fault of the indemnifyving party and indemnified party in connection with the actions which resulted
in such losses, claims, damages. habilities. or expenses, as well as any other relevant equitable considerations. The relative fault of such
indemnifving party and indemnified party shall be determined by reference to, among other things, whether any action in question, including any
untrue or alleged untrue statement of a matenial fact or omission or alleged omission to state a matenal fact, has been made by, or relates to
information supplied by, such indemnifyving party or indemnified party, and the parties relative intent, knowledge, access to information, and
opportunity 1o correct or prevent such action. The amount paid or payable by a party as a result of the losses, claims, damages, labilities, and
expenses referred to above shall be deemed to include any legal or other fees or expenses reasonably incurred by such party in connection with any
investigation or proceeding. In no event shall the liability of any Seller hereunder be greater in amount than the dollar amount of the proceeds
received by such Seller upon the sale of the Securities giving rise to such contribution obligation. The parties hereto agree that it would not be just
and equitable if contribution pursuant to this Section 9 6(g) were determined by pro rata allocation or by any other method of allocation which does
not take 1o account the equitable considerations referred to in this Section 9.6(g). No person guilty of fraudulent misrepresentation (within the
meaning of Section 11(f) of the Act) shall be entitled to contribution from any person or entity who was not guilty of such fraudulent
misrepresentation

9.7 If requested by the managing underwriter of an offering for which Shares of such Secunityholder have been registered, a Securityholder shall not
sell or otherwise transfer or dispose of any Securities held by such Secuntyholder (other than those included in the registration) during such period
following the effective date of such registration as is usual and customary at such time in similar public offerings of similar secunties; provided,
however, that the Company shall use its reasonable best efforts to cause cach holder of a material number of shares of Common Stock 1o enter into
similar "lock-up” agreements in respect of such offering. The obligations described in this Section 9.7 shall not apply 1o offerings pursuant to a
registration statement on Form S-4 or Form S-8 or any successor or similar form

10. Additional Rights

10.1 Secondary Sales. The Company agrees that it will cooperate with the holder of this Warrant in obtaining liquidity if opportunities to make
secondary sales of the
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Company's securities become available To this end, the Company will promptiy provide the holder of this Warrant with notice of any offer to
acquire from the Company’s security holders more than five percent (3%) of the total voting power of the Company and will cooperate with the
holder in arranging the sale of this Warrant to the person or persons making such offer

10.2. Mergers. In the event that the Company undertakes to (1) sell, lease, exchange. convey or otherwise dispose of all or substantialiy all of its
property or business. or (11) merge into or consolidate with any other corporation {other than a wholly-owned subsidiary of the Company), or effect
any transaction (including a merger or other reorgamization) or series of related transactions, in which more than 50% of the voting owner of the
company 15 disposed of, the Company will use its best efforts to provide at lease thirty (30) days notice of the terms and conditions of the proposed
wransaction. The Company will cooperate with the holder in consummating the salc of this Warrant in connection with any such transaction

103 Right to Convert Warrant into Common Stock. Net Issuance

a Right 1o Convert In addition to and without limiting the nights of the holder under the terms of this Warrant. the holder shall have the right to
convert this Warrant or any portion thereof (the "Conversion Right”) into shares of Common Stock as provided in this Section 10.3 at any time or
from time to time during the term of this Warrant. Upon exercise of the Conversion Right with respect to a particular number of shares subject to this
Warrant (the *Converied Warrant Shares™), the Company shall deliver to the holder (without pavment by the holder of any exercise price or any cash
or other consideration) that number of shares of fully paid and nonassessable Common Stock equal to the quotient obtained by dividing (i) the value
of this Wamant (or the specified portion hereof) on the Conversion Date (as defined in subsection (b) hereof). which value sha!l be equal to (A) the
aggregate far market value of the Converted Warrant Shares issuable upon exercise of this Warrant (or the specified portion hereof) on the
Conversion Date less (B) the aggregate Warrant Price of the Converted Warrant Shares immediately prior to the exercise of the Conversion Right by
(1) the fair market value of one share of Common Stock on the Conversion Date
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Expressed as a formula, such conversion shall be computed as follows

X=A-B
Y

Where X = the number of shares of Common Stock that may be
1ssued to holder

Y = the fair market value (FMV) of one share of Common
Stock

A= the aggregate FMV (i.c., FMV x Converted Warrant
Shares)

B = the aggregate Wammant Price (1.e., Converted
Warrant Shares x Warrant Price)

No fractional shares shall be issuable upon exercise of the Conversion Right, and. if the number of shares to be issued determined in accordance with
the foregoing V>rmula 15 other than a whole number, the Company shall pay to the holder an amount in cash equal to the fair market value of the
resulting fractional share on the Conversion Date. For purposes of Section 9 of this Warmant, shares 1ssucd pursuant te the Conversion Right shall be
treated as if they were issued upon the exercise of this Warrant

b. Method of Exercise. The Conversion Right may be exercised by the holder by the surrender of this Warrant at the principal office of the
Company together with a wnitten statement specifying that the holder thereby intends to exercise the Conversion Right and indicating the number of
shares subject to this Warrant which are being surrendered (referred 1o in subsection (a) hercof as the Converted Warrant Shares) in exercise of the
Conversion Right Such conversion shall be effective upon receipt by the Company of this Warrant together with the 2foresaid written statement, or
on such later date as is specified therein (the "Conversion Date™). Centificates for the shares issuable upon exercise of the Conversion Right and, if
applicable, a new warmant evidencing the balance of the shares remaining subject to this Warrant, shall be issued as of the Conversion Date and shall
be delivered to the holder within thirty (30) days following the Conversion Date

¢. Determination of Fair Market Value. For purposes of this Section 103, "fair market value”™ of a share of Common Stock shall have the meaning
set forth in Section 4(h) above

11. Representations and Warranties. The Company represents and warrants to the holder of this Warrant as follows:

a.  This Warrant has been duly authorized and executed by the Company and is a valid and binding obligation of the Company enforceable in
accordance with its terms, subject to laws of general application relating to bankruptcy. insolvency and the relief
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of debtors and the rules of law or principles at equity governing specific performance. injunctive relief and other equitable remedies,

5. The Shares have been duly authorized and reserved for issuance by the Company and, when issued in accordance with the terms hereof. will be
validly issued. fully paxd and nonassessable.

¢. The rights, preferences. privileges and restrictions granted to or imposed upon the Common Stock and the holders thereof are as set forth in the
articles or certificate of incorporation of the Company . as amended 10 the Date of Grant (as so amended. the “Charter”). a true and complete copy of
which has been delivered to the original holder of this Warrant,

d. The execution and delivery of this Warrant are not. and the issuance of the Shares upon exercise of this Warrant in accordance with the terms
hereof will not be. inconsistent with the Chanter or by-laws of the Company, do not and will not contravene, in any material respect, any
governmental rule or regulation. judgment or order applicable to the Company, and do not and will not conflict with or contravene any provision of,
or constitute a default under, any mndenture, mortgage. contract or other instrument of which the Company is a party or by which it is bound or
regquire the consent or approval of. the giving of notice to, the registration or filing with or the taking of any action in respect of or by, any Federal,
stac or local government authority or agency or other person, except for the filing of notices pursuant to federal and state securities laws, which
filings will be effected by the ime required thereby,

e There are no actions, suits, audits, investigations or proceedings pending or, to the knowledge of the Company, threatened against the Company
in any court or before any governmental commission. board or authority which, if adversely determined, will have 2 matenal adverse effect on the
ability of the Company to perform its obligations under this Warrant;

f The authorized capital stock of the Company consists of ninety million (90.000.000) shares of Common Stock par value $.0001 per Share, and
10,000,000 Shares of Preferred Stock, par value $.0001 per Share, of which approximately 15,161,936 shares of Common Stock, and no shares of
Preferred Stock, were issued and outstanding as of the close of business on August 31, 1996. All such outstanding shares have been validly issued
and are fully paid. nonassessable shares free of preemptive rights;

g Except for the Warrants and as set forth on Schedule 11(g) attached hereto and incorporated herein. there are no subscriptions. rights. options,
warrants, or calls relating to any shares of the Company's capital stock, including any right of conversion or exchange under any outstanding security
or other instrument. and

h. Except as disclosed in the Company's most recent Proxy Statement and Form 10-K. the Company is not subject to any obligation (contingent or
otherwisc) to repurchase or otherwise acquire or retire any shares of its capital stock or any security convertible into or exchangeabic for any of its
capital stock
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12. Modification and Waiver. This Warrant and any provision hercof may be changed. waived, discharged or terminated only by an instrument in
writing signed by the party against which enforcement of the same is sought

13. Notices. Any notice, request. communication or other document required or permitted to be given or delivered te the holder hereof or the
Company shall be delivered. or shall be sent by private couner or certified or registered mail, postage prepaid. 1o cach such holder at its address as
shown on the books of the Company or 1o the Company at the address indicated therefor on the signature page of this Warrant

14 Binding Effect on Successors This Warrant shall be binding upon any corporation succeeding the Company by merger. consolidation or
acquisition of all or substantially all of the Company‘s assets, and all of the obligations of the Company relating to the Common Stock ssuable upon
the exercise or conversion of this Warrant shall survive the exercise, conversion and termination of this Warrant and all of the (+ venants and
agreements of the Company shall inure to the benefit of the successors and assigns of the holder hereof. The Company will, at the time of the
exercise or conversion of this Warant, in whole or in part. upon request of the holder hereof in respect of any nights to which the holder hereof shall
continue to be entitled after such exercise or conversion in accordance with this Warrant. provided, that the failure of the holder hereof to make any
such request shall not affect the continuing obligation of the Company to the holder hereof in respect of such nghts

15. Lost Warrants or Stock Certificates. The Company covenants to the holder hereof that, upon receipt of evidence reasonably satisfactory to the
Company of the loss, theft. destruction or mutilation of this Warrant or any stock certificate and. in the case of any loss, theft or destruction, upon
receipt of an executed lost securnities bond or indemnity reasonably satisfactory to the Company, or in the case of any such mutilation upon surrender
and cancellation of such Warrant or stock certificate, the Company will make and deliver a new Warrant or stock centificate, of like tenor. in lieu of
the lost, stolen, destroved or mutilated Warrant or stock certificate

16. Descripiive Headings. The descniptive heading of the several paragraphs of this Warrant are inserted for convenience only and do not constitute
a part of this Warran!

17. Govemning Law. This Warrant shall be construed and enforced in accordance with, and the nights of the parties shall be governed by, the laws of
the State of Washington

18. Survival of Representations. Warranties and Agreements  All representations and warranties of the Company and the holder hereof contained
herein shall survive the Date of Grant, the exercise or conversion of this Warrant (or any part hereof) or the termination or expiration of rights
hereunder. All agreements of the Company and the holder hercof contained herein shali survive indefinitely until, by their respective terms, they are
no longer operative
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19. Remedies. In case any one or more of the covenants and agreements contained in this Warrant shall have been breached by holders hereo! (in
the case of a breach by the Company). or the ompany (in the case of a breach by a holder). may proceed to protect and enforce their or its rights
either by suit in equity and/or ™y ation ¥ law. including. but not limited to, an action for damages as a result of any such breach and/or an action for

specific performance of any such covenant or agreement contained this Warrant

20 Acceptance. Receipt of this Wanant by the holder hereof shall corstitute acceptance of and agreement to the foregoing terms and conditions
21. No Impairment of Rights. The Compamy w L. by amendment of its Charnter or through any other means, avoid or seek 1o avoid the
observance or performance of any of the terms of this W arrant but will at all imes in good faith assist in the carrving out of all such terms and in the

holder of this Warrant against impairment

taking of afl such action as siav be NECCSSAry Of appropniate in order to protect the nghts of
MIDCOM COMMUNICATIONS INC

By s William H. Oberlin

Titie_ President and CEO

C

Address 26899 Northwestern Huy Suite 121

Sout idMI 48033

Dated: as of Septemt

(]
.



EXHIBIT A
NOTICE OF EXERCISE
To MIDCOM COMMUNICATIONS INC

1. The undersigned hereby clects to purchase shares of Common Stock of MIDCOM COMMUNICATIONS INC  pursuant to the ierms ol the
attached Warrant. and tenders herewith payment of the purchase price of such shares in full

-

2 Please issue a centificate or certificates representing said shares in the name of the undersigned or in such other name Or names as arc specified
below

(Name)
(Address)
3. The undersigned represents that the aforesaid shares are being acquired for the account of the undersigned for investment and not with a view to,

or for resale in connection with, the distribution thereof and that the undersigned has no present intention of distributing or reselling such shares. In
support thereof, the undersigned has executed and Investment Represe. ation Statement attached hercto as Schedule 1.

(Signature)




Purchaser
Company
Securnty
Amount

Date

Schedule |

INVESTMENT REPRESENTATION STATEMENT

MIDCOM COMMUNICATIONS INC

Common Stock

In connection with the purchase of the above-listed securities (the "Secunities”). the undersigned (the "Purchaser”) represents to the Company as

follows

(2) The Purchaser is aware of the Company’s business affairs and financial condition, and has acquired sufficient information about
the Company to reach an informed and knowledgeable decision 1o acquire the Securities. The Purchaser is purchasing the Securities
for its own account for investment purposes only and not with a view 10, or for the resale in connection with, any “distribution” thereof
for purposes of the Secunties Act of 1933, as amended (the "Act™)

(b) The Purchaser understands that the Securitics have not been registered under the Act in reliance upon a specific exemption
therefrom, which exemption depends upon, among other things, the bona fide nature of the Purchaser’s investment intent as expressed
herein. In this connection, the Purchaser understands that. in the view of the Securities and Exchange Commission ("SECT). the
statutory basis for such exemption may be unavailable if the Purchaser's representation was predicated solely upon a present intention
to holéd these Secunties for the minimum capital gains penod specified under applicable tax laws, for a deferred sale, for or until an
increase or decrease in the market price of the Securities, or for a penod of one yvear or any other fixed period in the future

(c) The Purchaser further understands that the Secunties must be held indefinitely unless subsequently registered under the Act or
unless an exemption from registration is otherwise available In addition, the Purchaser understands that the centificate evidencing the
Securities will be imprinted with the legend referred 10 in the Warrant under which the Secunties are being purchased




/d) The Purchaser is aware of the provisions of Rule 144 and 144A, promulgated under the Act. which, in substance, permit limited
public resale of *restricted securities” acquired, directly or indirect!v. from the issuer thereof (or from an affiliate of such ssuer), In 3
non-public offening subject 1o the satisfactior, of certain conditions, if applicable, including. among other things The avarlability of
cermain public information about the Company. the resale occurring not less than one (1) year after the party has purchased and pa.d for
the securitics 10 be sold. the sale being made through a broker in an unsolicited "broker’s transaction” of in transactions directly with a
market maker (as said term is defined under the Securitics Exchange Act of 1934, as amended) and the amount of secuntics being sold
during any three-month period .ot exceeding the specified limitations stated therein

{e) The purchaser further understands that at the time it wishes to sell the Secunties there may be no public market upon which to
make such a sale, and that, even if such a public market then exists. the Company may not be satisfying the current public information
requirements of Rule 144 and 134A. and that. in such event. the Purchaser may be preciuded from selling the Secunties under Rule
144 and 1 43A even if the one-year minimum holding period had been satisfied

() The Pur.naser further understands that in the event all of the requirements of Rule 144 and 144A are not satisfied, registration
under the Act. compliance with Regulation A. or some other registration exemption will be required. and that, notwithstanding the fact
Rule 184 is not exclusive. the Staff of the SEC has cxpressed its opinion that persons proposing to sell private placement securitics
other than in a registered offening and otherwise than pursuant 1o Rule 144 will have a substantial burden of proof in establishing that
an exemption from regisiration 15 available for such offers or sales, and that such persons and their respective brokers who participate
in such transactions do so at their own nisk

Purchaser

Date: __




EXHIBIT 111
MIDCOM COMMUNICATIONS INC

EXHIBIT 11} STATEMENT RE.  COMPUTATION OF NET LOSS PER SHARE

Three months Nine months
ended ended
September 30 September 30
(In thousands. except per share data) 1997 19946 1997 1996
dans B b s d 2o AR S
Net loss (823 "i’iﬁ a}l! 246, (360 549) ($77.320)
Weighted average shares outstanding 15,128 15681 15438 15 442

B e

Net loss per share (81 36) ($1 in, $1 S01)
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MANAGERIAL QUALIFICATIONS

William J. Rouhana, Jr. -  Chairman of the Board of Directors and Chief Executive
Officer of WinStar Communications, Inc.; Member of Board
of Directors and President of WinStar Wireless Corp.

Mr. Rouhana has been Chief Executive Officer of WinStar Communications, Inc. since
March 1994 and Chairman of the Board since 1991. Prior to joining WinStar Communications,
Mr. Rouhana was President and Chief Executive Officer of WinStar Companies, Inc.. a merchant
bank which is a principal stockholder of WinStar Communications, for 11 vears, from 1984
through February 1995. Through WinStar Companies. Inc.. he served from August 1987 to
February 1989, as Vice Chairman of the Board and Chief Operating Officer of Management
Company Entertainment Group, Inc., a diversified distributor of entertainment product and,
thereafter. until may 1990, he served as Vice Chairman of its Board. Since August 1992, Mr.
Rouhana has been a Director of TII Industries, Inc., a telecommunications equipment
manufacturing company. From May 1991 through September 1994. he was director of [ ancit
Media Productions, Ltd., a creator of children’s television programming. Mr. Rouhana was in
private legal practice from 1977 to 1984, specializing in the finance of entertainment product.
Mr. Rouhana is a member of the Board of Governors of the United Nations Association and is a
member of Business Executives for National Secunty (BENS). Mr. Rouhana is a Phi Beta
Kappa graduate of Colby College, a Thomas J. Watson Fellow (1972-73) and a graduate of
Georgetown University School of Law

David W. Ackerman -- Executive Vice President of WinStar Communications, Inc.’s
Telecommunications Group; Vice President and Chief
Operating Officer of WinStar Wireless Fiber Corp.; Member
of Board of Directors Wireless of Delaware, Inc.

Mr. Ackerman 1s a Member of the Board of Directors of WinStar Wireless of Delaware,
Inc. Mr. Ackerman has over 21 vears of telecommunications experience, much of which is
directly applicable to the development and construction of wireless networks. Mr. Ackerman
established and operated cellular mobile and paging operations in more than 52 markets.
Previously. Mr Ackerman was Senior Vice President of Mobile Telecommunication
Technologies (Micl.) from 1982 through 1991. Mr. Ackenman held senior management
positions at MCI Communications in the areas of new business development, corporate
development, product and systems planning, network systems and national accounts engineeriny.
Mr. Ackerman has also held various senior management positions for GTE. Rochester Telephone
Company and New York Telephone in operations. planning, development, finance and
marketing.
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Leo 1. George -- Vice President and Assistant Secretary of WinStar Wireless
Fiber Corp.; Regulatory Vice President of WinStar
Telecommunications Group

Mr. George is Vice President and Assistant Secretary of WinStar Wireless Fiber Corp.
He is also the Regulatory Vice President of WinStar Commuaications, Inc.’s
Telecommunications Group. Mr. George specializes in domestic and international
telecommunications matters, including radio, television, CATV, satellite and interstate and local
telephone companies. Mr. George was Assistant General Counsel of the FCC in charge of
iegislative liaison with the Legislative and Executive branches of the United States Government.
During the formative years of MCI, and for five years thereafier, he was personal counsel to the
Chairman of the Board, Mr. William G. McGowan. Mr. George also assisted and advised MCI's
President and founder, Mr. John D. Goeken, on new business ventures. Thereafter, he became
Chief FCC Counsel for U.S. Telephone until it became a public company and acquired by United
Telephone of Kansas City. Mr. George's law practice has been concentrated in matters before
the Federal Communications Commission, State Public Utility Commissions, and the United
States Circuit Court of Appeals for the District of Columbia Circuit.

Timothy R. Graham -- Executive Vice President — Business Affairs of WinStar
Communications, Inc.; Member of Board of Directors and
Secretary of WinStar Wireless Fiber Corp.; Member of the
Board of Directors, and President of WinStar Wireless of
Delaware, Inc.

Mr. Graham is Executive Vice President of WinStar Communications. Inc. Mr. Graham
is also the President, and a Member of the Board of Directors of WinStar Wireless of Delaware,
inc. From October 1991 through September 1994, Mr. Graham served as the President and
Corporation Secretary of the primary real estate subsidiary of National Capital Management
Corporation, a San Francisco-based company engaged through its subsidiaries in real estate
rental, industrial manufacturing, and insurance matters. Mr. Graham has also practiced law as an
independent lawyer and has been active in venture capital and merchant banking activities.
From January 1987 to July 1989, Mr. Graham was a partner in the law firm of Nixon, Hargrave,
Devans & Doyle. Prior to his tenure at Nixon. Hargrave, Mr. Graham practiced at Alexander &
Green, a firm which specialized in corporate finance, regulatory and business law. Mr. Graham
has served as Securities Law Editor of Barrister Magazine, an American Bar Association
publication, has been a frequent lecturer on securities law matters, and has authored a number of
publications, including “Public Offerings in the United States by Foreign Companies™ and
“Financing of Foreign Companies through United States Securities Markets.” Mr. Graham is a
director of TII Industries, Inc., a telecommunications equipment manufacturing company, and
National Capital Management Corporation.

Steven G. Chrust -- Vice President of the Board of Directors of WinStar
Communications, Inc.

Mr. Chrust has been a director of WinStar Communications, Inc. since January. 1994 and
the Vice Chairman of the Board since January, 1995. He is the founder and President of SGC
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Adwisery Services, Inc. (“SGC™), a discretionary money-management service firm specializing
in the telecommunications and technology sector, since its inception in October 1992. From
1987 10 1992, Mr. Chrust was a director of AMNEX., Inc., an operator services long distance
company. and served as 1ts Board Chairman. Chief Executive Officer and President between
October 1990 and October 1992, From August 1985 through December 1989, Mr. Chrust served
as the Executive Vice President of Executone Information Services, Inc. Mr. Chrust was
Director of Technology Research and a shareholder of Sanford C. Bernstein & Co.. Inc., a Wall
Street investment firm currently handling approximately $23 billion in client assets, where he
was ranked by prestigious financial institutions in the top tier of telecommunications analysts for
more than ten years and as number one analyst in that special sector for five consecutive years.
He was associated with Sanford C. Bernstein & Co., Inc. from 1970 through 1985. Mr. Chrust
has also been a director of American Communications Services, Inc., a fiber based competitive
access provider, since November 1993,

Bill Harvey -- Member of Board of Directors of WinStar Communications,
Inc.

Mr. Harvey has been a director of WinStar Communications, Inc. since June. 1994. Mr.
Harvey founded and serves as President and Chief Executive Officer of New Electronic media
Science and Next Century Media, Inc.. marketing, media and research consuiting companies
specializing in the development and application of new technologies for the marketing,
entertainment and interactive media industries. In this capacity, Mr. Harvey has worked with the
Big 3 networks, several Regional Bell Operating Companies. the seven major film studios, IBM.
AT&T. most of the top 20 cable networks, many of the basic cable networks, agencies, videotex
companies and advertisers spending over $12 Billion annually. Mr. Harvey invented the
marketing tool known as the Area of Dominant Influence (ADI) for Arbitron and co-founded
International Ratings Services, Inc., the first company 10 provide U.S. movie studios, including
Warner Brothers. Columbia and CBS International, with ratings for their television programs
broadcast in foreign countries. Mr. Harvey is also the publisher of “The Marketing Pulse,” a
monthly adventising and media trade newsletter which he has published since 1979.

Steven B. Magyar -- Member of Board of Directors of WinStar Communications,
Inc.

Mr. Magyar has been a director of WinStar Communications, Inc. since June, 1993. Mr.
Magyar operates a private business which specializes in brokerage services and financial
planning services for high net worth individuals and business owners. Prior to 1994, Mr. Magyar
worked for Cigna Insurance Company in various sales management positions, both on corporate
and operational levels. Mr. Magyar has served on Cigna’s strategic business development
committee and has been a guest lecturer at New York University. Mr. Magyar is also a Centified
Life Underwriter and Chartered Financial Consultant with the Amenican College of Insurance.
Mr. Magyar is a member of the General Agents and Managers Association, the National
Association of Underwriter and the American Society of CLU & ChFC.

P
'
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Nathan Kantor -- Member of Board of Directors of WinStar Communications,
Inc., Acting Chief Executive Officer of WinStar
Telecommunications Group and President and CEO of the
ITC Group, Inc.

Mr. Kantor has been a Director of WinStar Communications, Inc. since October, 1994
and Acting Chiet Executive Officer of WinStar Telecommunications Group since June, 1994.
Mr. Kantor, through the ITC Group, oversees and coordinates ali of WinStar Communications.
Inc.’s telecommunications activities. Mr. Kantor was part of the management team that built
MCI into its current position as the second largest domestic long-distance carrier with annual
revenues in excess of $13 Billion. As President of one of MCI's largest divisions, Mr. Kantor
was responsible for marketing. sales, operations and customer service. As the Founder,
President and Chief Operating Officer of MCI International, Inc., he was responsible for the
development and implementation of MCI's international business strategy. During his 18 years
with MCI, Mr. Kantor served in various positions. including the management of all field
operations throughout the U.S. Mr. Kantor is currently the President of ITC Group which
specializes in the development of emerging competitive telecommunications companies.

David Banker -- Member of Board of Directors, Former CEQO, and
Consultant to WinStar Communications, Inc.

Mr. Banker has been a director of WinStar Communications. Inc. since January 1992 and
was President and Chief Executive Officer from October 1992 through February 1994. He was a
director of WinStar Gateway Network, Inc. from may 1992 to February 1994. Since June 1991,
Mr. Banker has been Executive Vice President. director and a minority stockholder of Waterford
Investment Capital. Inc.. a venture capital firm. From June 1986 to July 1991, Mr. Banker was
Chief Executive Officer of Buxton Corporation, a manufacturer of consumer goods. From
March 1981 to December 1985, he was President and Chief Executive Officer of TMW
International, an importer of consumer goods. From 1974 to 1980, he was President and Chief
Executive Officer of Lechmere Sales and from 1969 to 1974 he was Senior Vice President of
Merchandising of Zayre Corporation.

Doreen F. Davidson - Executive Vice President - Corporate Development of
WinStar Communications, Inc.

Ms. Davidson has been the Executive Vice President of WinStar Communications, Inc.
since July, 1991 and was the Company’s Chief Financial Officer from July 1991 to February
1994. Ms. Davidson specializes in the areas of mergers and acquisitions, financings, strategic
planning, and contract negotiations. Previously, she was Executive Vice President of WinStar
Companies, a merchant bank and financial consulting services company. From 1981 to 1986.
Ms. Davidson held various positions. including audit manager for worldwide accounts and
technical research manager, at KPMG Peat Marwick, independent certified public accountants.
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Stuart B. Rekant - Chief Operating Officer of WinStar New Media, Inc.

Mr. Rekant has been Chief Operating Officer of WinStar New Media, Inc. since June
1694. Mr. Rekant founded Nonfiction Films, a producer of historical documentaries, which is
now a subsidiary of WinStar New Media, Inc. Prior to the launch of Nonfiction Films in 1994,
Mr. Rekant was President and Chief Operating Officer of U.S. News Productions which he
established in June of 1992, transforming U.S. News and World Report’s existing video
operation into a leading producer of documentary programming for U.S. cable television and
intemnational distribution. Prior to joining U S. News, he had vanous management
responsibilities with prominent media companies, including Miramax Film Corp., Management
Company Entertainment Group, Inc.. Independent Production Resources, Inc. and Home Box
Office, Inc. Mr. Rekant began his career in the entertainment business with the legal department
of Columbia Pictures Industries, Inc. in 1975.

William J. vanden Heuvel -- Member of the Board of Directors of WinStar
Communications, Inc.

Ambassador vanden Heuvel became 2 member of the Board of Directors in June 1995.
He is currently Senior Advisor to the investment banking firm, Alien & Co., and is of counsel to
the law firm Stroock & Stroock & Lavan. He is also a member of the IRC Group. whichis a
Washington, D.C.-based group of consultants who are former U.S. ambassadors. Ambassador
vanden Heuvel was a director of Time Wamer, Inc. from 1981 to 1993, and is currently on the
board of Zemex Corp.. which is listed on the New York Stock Exchange. He also serves on the
board of numerous public service and diplomatic organizations, and is Chairman of the Board of
Govemnors and of the United Nations Association. Ambassador vanden Heuvel served asa U.S.
Deputy Permanent Representative to the United Nations from 1979 to 1981, and U.S.
Ambassador to the European Office of the United Nations and other international organizations
in Geneva from 1977 to 1979. He was Special Assistant to U S. Attorney General Robert F.
Kennedy from 1961 10 1964. He is a graduate of Deep Springs College. Comell University and
Comell Law School. where he was editor-in-chief of the Law Review.

Bert Wasserman -- Member of the Board of Directors of WinStar
Communications, Inc.

Mr. Wasserman has been a member of the Board of Directors since June 1995. He joined
Wamer Communications in 1966 and was an officer of the company from 1970 to 1994. In
1981, he was elected to the Office of the President and the Board of Directors. In 1990. after the
Time Warner merger, he was named Executive Vice President and Chief Financial Officer, and
was a director of Time Warner, Inc. from 1990 - 1993. Mr. Wasserman serves on various
boards, including several investment companies in the Dreyfus Family of Funds, the Chemical
Bank National Advisory Board, and Lillian Vernon Corp. He is a graduate of Baruch College
and Brooklyn Law School.
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Amy L. Newmark -- Exccutive Vice President of Strategic Planning of WinStar
Communications, Inc.

Ms. Newmark has been an Executive Vice President of the Company since April 1995.
Ms. Wewmark assists in strategic planning. industry analysis. and financial community relations.
Ms. Newmark has 17 vears of experience in the telecommunications field, including 14 vears in
the financial community. A magna cum laude graduate of Harvard College and a Chartere
financial Analyst. she began her career as a consultant to the telecommunications industry at the
Yankee Group and then at the Gartner Group, where she started their telecommunications
research service. She then spent 12 years as an analyst covering telecommunications and
information services; first at C.J. Lawrence, and then as an independent analyst providing long
and short ideas to hedge funds. Most recently, Ms. Newmark has managed Information Age
Partners, L.P., an investment partnership specializing in telecommunications and technology
companies.

Arthur A. Greene -- General Manager of WinStar Gateway Network, Inc.

Mr. Greene has been General Manager of WinStar Gateway Network, Inc. since January,
1995. Mr. Green brings over 23 vears of direct experience in the telecommunications industry.
Prior to joining the Company, Mr. Greene, through the ITC Group, was Vice President of
Operations of Unitel Communications, Canada’s national telecommunications facilines-based
carrier with digitai fiber optic and microwave networks which is owned by Canadian Pacific
United, Progress Communication, Inc. and AT&T. Prior to a successful consulting career, Mr.
Greene had an extensive operational and executive management career at MCI Communications,
Inc. from 1978 through 1991. reaching the position of Vice President of Network Operations -
Western Region.

George S. Simons -- Vice President Engineering and Operations, WinStar
Telecommunications Group

Mr. Simons has been Vice President of Engineering and Operations, WinStar
Telecommunications Group since July 1994. He has over twenty vears of experience in design,
implementation and operations with MCI Telecommunications. Most recently, he was Vice
President-Technical Services for the national Account Division, where his responsibilities
included propos+! development, sub-contractor relationships, private network engineering and
assistance in product development for MCI's Fortune 500 customers nationwide. Mr. Simons
led the technical marketing support efforts for major MCI wins at Mermrill Lynch, Citicorp, Bank
of America. NASD, Aetna, ITT and also developed MCI's outsourcing strategies. Mr. Simons’
career also encompassed positions in network engineering, capital planning, COE and
construction, operations management customer service and order entry and fulfillment. In those
roles, he had capital budgets responsibility for $100mm and expense budgets of $20mm. He
established the first large account service center, built the first MCI owned POP in the Northeast,
was instrumental in the implementation of equal access in the Northeast, led the effort in
negotiating 800 translations with the LEC’s. had responsibility for all provisioning in the
Northeast Division, and established the first complex bids group within MCI.
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M. James Bullen -- Vice President Systems Engineering, WinStar
Telecommunications Group

Mr. Bullen has been Vice President Systems Engineering for the WinStar
Telecommunications Group since July 1994, He has twelve years of software engineering
experience 2nd eleven years of management experience in the development and operations of
telecommunications systems including switching systems, network management, intelligent
network platforms, electronic messaging. and long distance information systems. From 1991 to
1993, as Director of Systems Er ‘ineering with Unitel Communications Inc., he was responsible
for the planning, design and implementation of the Business support Systems for the company.
In 1990 and 1991, Mr. Bullen was Director of Telecommunications Systems with Pilot Systems
Development. From 1980-1988 he held Senior Manager positions at MCI Telecommunications
in the areas of switch systems software engineering. network control systems and network
systems development and messaging development. Mr. Bullen has a B.S. in Computer Science
from Rensselaer Polytechnic Institute.

Barbara A. Garrett -- Vice President, Marketing

Currently Vice President of Marketing for WinStar Telecommunications Group. Ms.
Garrett joined WinStar in March 1995, Prior to WinStar, Ms. Garrett spent seven years at
Citibank as a Vice President of Marketing and New Business Development. Among her
achievements there, she identified and launched segmented credit card products, managed a $45
million advertising and PR budget. and pioneered a new payment system for the U.S.
marketplace using SmartCard technology. Prior to Citibank. Ms. Garrett was with MCI from
1984 — 1988, holding vanous marketing assignments and obtained her initial marketing training
at General Goods between 1981 and 1984, Ms. Garrett holds a B.A. in Economics with honors
from the University of Marvland and an M.B.A. from the Wharton Graduate School.
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ITEM i. BUSINESS
GENERAL

WindStar Commurications, Inc. (the "Company ™) provides a full range of telecommunications senvices, incicding local long distance and internet
access services, as a competitive local exchange cartier ("CLEC™). By exploiting 15 fiber-quality digital capacity in the 38 GHz portion of the radio
spectrum (“Wireless §oocr-TM-") and a switch-based infrastructure, the Company secks to distinguish ntself as a fac:lities-based. value-acded
provider of high-capacity telecommunications services to small and medium-sized businesses and an attractive altermative 1o established providers,
such as the regional Bell operating companies ("RBOCs™). In October 1996, the Company began offering switch-based local exchange services 10
end users in New York City and is currently offering or introducing loca! exchange services on a resale basis in 1] additional maujor metropolitan
areas. Duning the next several years, the Company intends to introduce its local exchange services in cach of the other major metropolitan areas
where 1t 15 hicensed 1o provide 38 GHz services over four or more 100 MHz channels Over ime, the Company intends to carry a substantial majonty
of its local telecommunications services traffic over Wireless Fiber and its own switched networks, unlike most fiber-based CLECs. which typically
do not carry the majonty of their customer traffic over their own networks. The Company also offers a vanety of facilities-based broadband. high-
capacity local access and digital network services ("Carrier Services™) 1o other telecommunications services providers on a wholesale basis. As of
March 25, 1997, the Company had 40 carrier customers, including. ama. 2 others, Amentech Cellular Services. MCl Communications, Pacific Bell
and T clepont Communications

The Company is the holder of the largest amount of 38 GHz spectrum in the United States and is utihzing this asset to build local telephone
networks for the transmission of voice, data and video traffic in the major metropolitan areas covered by the Company’s 38 GHz licenses (the
“Wireless Licenses™). The Wireless Licenses, including the 88 licenses acquired by the Company in its January 1997 acquisition of Millwave
Limited Partnership (the "Milliwave Acquisition”). cover an aggregate of more than 100 cities with populstions exceeding 100.000 eack, and
encompass an aggregate population of approximately | 72 million. The Wireless Licenses allow the Company 1o provide Wireless Fiber services in
48 of the 50 most populated Metropolitan Statistical Areas ("MSAs”) in the United States. The Company has agreed to acquire an aggregate of 47
additiona! 38 GHz licenses in a series of transactions, subject to approval by the Federal Communications Commission ("FCC™). Upon compiction
of these acquisitions, the Company’s Wireless Licenses will enable the Company to provide services in the 50 most populated MSAs and will sover
Citics encompassing an aggregate population of 180 million. Many of the Company’s Wireless Licenses allow for the provision of Wireless Fiber
services over four or more channels in a single market. The Company believes that the utilization of multiple 38 GHz channels in a single licensed
arca provides it with advantages over 38 Gliz service providers that possess fewer channels. by allowing it to build out city- wide networks of
broadband capacity

The Company has four operating units condacting business prunarnily through the following wholly owned subsidiaries

= WinStar Telecommunications, Inc. ("WinStar Telecom™) is a CLEC providing competitive loca! telephone service as an altemative to local
telephone companies

- WinStar Wirgiess, Inc. ("WinStar Wireless™) delivers the Company's Carmier Services to long distance carriers, other competitive access
providers ("CAPs™). mobile communications companies, local telephone companies. cable television operators, Intemet access providers end
users, and other customers with broadband local telecommunications needs




- WinStar New Media Company, Inc. ("New Media®) acquires rights to, and distnbutes information services and entertainment content as a
complement to the Company ‘s telecomsmunications activities

- WinStar Global Products, Inc. ("Global Products™) is a nonstrategic, merchandising subsidian acquired prior to the Company's entry into the
telecommunications industry . which distnbutes consumer products through more than 20,000 individual retail outlets.

The Company was incorporated under the laws of the State of Delaware in September 1990 and its principal offices are located at 230 Park
Avenue, New York, New York 10169 The Company’s phone number is (212) 687-7377. Each of the Company’s principal subsidiarics 1s
incorporated under the laws of the State of Delaware

TELECOMMUNICATIONS INDUSTRY OVERVIEW

The telecommunications industry is being reshaped by the deregulation of telecommunications markets, growing demand for high-speed, high-
capacity digital telecommunications services wnd rapid advances in wircless technologies, including 38 GHz-based technology. The long distance
market has been opened to competition for more than a decade and current deregulation is now allowing new competitors to enter into the local
telecommunications markets to compete with the incumbent local exchange carmiers ("LECs”™) in all aspects of local telecommunications services and
10 offer integrated (LE, bundied local. long distance and other) telecommunications services. The accelerating growth of local area networks
("LANS"), wide arca networks ("WANs®), Intenet services and video teleconferencing and the ongoing revolut.on In mIicCroprocessor power are
significantly increasing the volume of broadband telecommunications traffic. The convergence of these factors i« creating significant opportunities
for competitive telccommunications services providers such as the Company

GENERAL

The present structure of the telecommunications marketplace was shaped principally by the count-directed divestiture ("Divestiture”) of the Bell
System in 1984 In connection with the Divestiture, the United States was divided into 194 local access transportation areas ("LATAS") and the
Bell System was scparated into a long distance carrier. AT&T, to provide long distance services between LATAS, and seven RBOCs,
including. for example, Bell Atlanuc and NYNEX, to provide local telecommunications services

While the Divestiture facilitated competition in the long distance segment of the telecommunications market, each LEC initially continued to enjoy a
monopoly in the provision of local telecommunications services in its respective geographic service area. The Telecommunications Act of 1996 (the
“Teleconaunications Act”), however, opens the local exchange services market to competition on a nationwide basis. The Telecommunications Act
provides for the removal of legal barriers to competition in the local exchange market and will permit CLECs, such as the Company, to offer, in
addition to long distance and other services, a full range of local exchange services, including local dial tone, custom calling features and intralLATA
toll services, to both business and residential customers. It requires LECs to allow altemnate camiers, such as the Company, to interconnect with their
networks and establishes additional procompetitive obligations upon the incumbent LECs. These obligations include allowing unbundled access to
the incumbent LECs' networks, resale of local exchange services, number portability, dialing parity, access to rights-of-way and mutual
compensation for the termination of switched local traflic. In addition, the legislation codifies the LECs' equal access and nondiscrimination
obligations and preemnpts inconsistent state regulation. The Telecommunications Act also contains certain provisions that ultumately will eliminate
the restrictions that currently prohibit the RBOCs from providing mnterLATA services

The full extent of the effects of the Telecommunications Act and certain of the FCC's rules thereunder (the "Interconnection Order™) on the
Company and other telecommunications companies is as vet unknown. The Telecommunications Act and the Interconnection Order contain many

provisions that




require enabling regulations. many of which have not yet been promuigated. are not yvet final, or are still subject (o reconsideration or anpeal or both
However, the Company believes that both competition and opportunity 1n the telecommunications industny will be increased by the
Telecommunications Act as telecommunications providers seck to enter into newly-opened markets quickly. The Company behieves that such
opportunity 1s amphified by (1) growing consumer interest, especially among business users, in aliemnatives 10 their existing camiers for improved
customer service, and for more capacity in the form of broader digital bandwidth channels to customer premises, beiter pricing terms and route
diversity, (i1) long distance camiery’ desire 1o connect their long distance networks to local ongination and termination points at ratss lower than
available from the incumbent LECs. (111) a monopoly position and pricing structure in the local exchange services market which histonically has
provided little economic ‘acentive for the incumbent LECs to upgrade their existing networks or to provide specialized services: (iv) technological
advances in data and video services and products requinng greater transmission capacity and reliability | (v) the rapid growth of the Imernet and the
corresponding increase in demand for local access broadband Circuits. and (vi) ongoing regulatony imtiatives to allow other providers of local
telecommunications services 1o interconnect their networks with those owned by the incumbent LECs

38 GHZ TECHNOLOGY

An aggregate of fourteen 100 MHz channeis in the 38 GHz portion of the radio spectrum are currently allocated by the FCC in each licensed
area, with certain additional 100 M * channels available for future licensing. Although FCC rules specify that 38 GHz be used for pont-to-
point transmissions, it has not mandated any particular commercial services for such frequency . Prior to 1993, the 38 GHz portion of the radio
spectrum remained largely unassigned for commercial use in the United States due to, among other factors, the lack of available technology to
efficiently utilize 38 GHz for commercial purposes. In the early 1990s, however, technology became available which allowed for the
commercial provision of wireless telecommunications links between two fixed points The 38 GHz portion of the radio spectrum was first used
on a commercial basis in Europe by providers of personal communications services ("PCS”) for the interconnection of their cell sites

By carly 1994, technolor <al advances combined with growing use in Europe led 1o increasing awareness of and interest in the potential uses of 38
GHz technology in the United States. After Avant-Garde Telecommunications, Inc. (which was acquired by the Company in July 1995 and was the
onginal recipient of many of the Wireless Licenses) received its initial 30 multiplechannel 38 GHz hicenses in September 1993 (each license
providing for four channels for an aggregate of 400 MHz of bandwidth capacity ). other entities, including several large telecommunications
companies such as Pacific Telesis, GTE and MCI Communications, sought similar multiple-channel 38 GHz licenses for the provision of wireless
local telecommunications services. However, in September 1994, the FCC began 10 follow new procedures with respect 1o the granting of 38 GHz
licenscs, including limiting bandwidth capacity 1o a singie 100 MHz channel per licensee in a particular licensed geographic area and. in November
1995, established & freeze on the issuance of new licenses in this spectrum pending the outcome of a rulemaking proceeding. See "Government
Regulation of Telecommunications Operations™ elsewhere in this Item |

Point-1o-point wireless local telecommunications services can be offered in many portions of the radio spectrum. However, 38 GHz has
charactenstics well suited for the provision of local ielecommunications services, including

RAPID DEPLOYMENT OF ALTERNATIVE LOCAL INFRASTRUCTURE. 38 GHz technology generally can be deploved considerably more
rapidly than wireline (because of permit procedures and construction time required for wireline buildout) and many other wircless technologies
(because of their infrastructure requirements and. in many instances, the need 10 follow FCC frequency coordination procedures in connection with
wircless facilines)




BROAD BANDWIDTH. The total amount of bandwidth for each 38 GHz channel 1s 100 MHz, which supports full broadband capability. For
example. one 38 GHz DS-3 channel at 45 Mbps can transfer daia at a rate which is over 1,500 umes the rate of the fastest dial-up modem currently
in pencral use (28 & Kbps) and over 350 times the rate of the fastest ISDN line currently in general use (128 Kbps). Data transfer rates of a 38 GHz
DS-3 channel even exceed the data transfer rates of cable modems (30 Mbps). The broadband capacity of 18 GHz provides improved speed and
quality in transmissions, as compared to transmissions that are camed over 3 “last mile” consisting of copper wire. In addition to accommodating
standard voice and cata requirements, 43 Mbps dats transmission razes aliow end users to recerve full motion video and 3-D graphics and to utilize
highly interactive appiications on the Intemet and other networks

EASE OF INSTALLATION. The equipment used for point-to-point applications in 38 GHz (i ¢, antennae, transceivers and digital interface units)
is typically smaller, l2ss obtrusive and less expensive, and uses less power than cquipment used for similar applications at lower frequencies. These
characteristics make it relatively easier to ubtain the necessary rights ("Roof Rights™) required to install 38 GHz transceivers on rooftops and towers
and less costly to imtiate 38 GHz-based services as compared to most other wireless services

EFFICIENT CHANNEL REUSE. Cenain charactenstics of 38 GHz including the small amount of dispersion (LE., scattering) of the radio beam as
compared to the more dispersed radio beams produced at lower frequencies, allow for the reuse of bandwidth capacity in a licensed arca. The ability
to reuse capacity allows the 38 GHz license holder to densely deploy its 38 GHz services in a given geographic area. provide services to multiple
custoners over the same 38 GHz channel, and conserve bandwidth capacity, thereby enhancing the types of services that can be provided and
increasing the number of customers to which such services can be provided. Due to the limited dispersion characteristics of 38 GHz. numerous T-1
circuits and’or DS-3 circuits can be placed in close proximity without interfering with each other. The Company believes that the use of multple 100
MHz channels allows, and in manv instances is required. for reuse where multiple DS-3 paths are being densely deploved in a given area The
Company currently utilizes one 100 MHz channel 1o provide either four T-1 circuits, eight T-1 circunts or one DS-3 circuit depending on the specific
radio equipment utilized and its configuration. The specific equipment and capacity deployed are determined by the capacity needed on each link

38 GHz licenses have been granted by the FCC on a geographic basis and cover areas onginally defined by the applicant, allowing the license holder
to install and operate as many transmission links as can be engineered in the entire licensed arca without obtaining further approval from the FCC.
This is a significant @:fference from the licensing provisions applicable to most other comparable portions of the radio spectrum (1LE., those that are
used for most other commercial point-to-point applications). many of which are licensed on a link-by-link basis foliowing frequency coordination.
Frequency coordination 1s often time consuming and problematic at frequencies lower than 38 GHz because such freguencies are widely used and
signals at such frequencies are more dispersed. The exclusive night to use a particular channel or channels within a broad geographic arca gives the
licensee much greater control and flexibility over its network design. A 38 GHz licensee can save costs, ensure interference-free operations and
increase quality and reliability by designing efficient 38 GHz networks in advance of their deployvment

TELECOMMUNICATIONS OPERATIONS
The Company belicves that in order to effectively compete with incumbent LECs and other telecommunications services providers in its target
markets, 1t must develop a core group of assets, capabilities and resources. The Compan: has made substantial progress in acquiring and developing

these core assets. which include

TRANSMISSION AND SWITCHING FACILITIES. In October 1996, the Company initiated local switched services in New York City, utilizing
its first SESS switch, purchased from Lucent Technologies (“Lucent”), and
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facilities leased from NYNEX. During the next three vears, the Company intends to install Lucent switches to serve most of its major markets. The
Company has acquired the necessary Roof Rights to mstall its Wireless Fiber transmussion facilitics on spproximaiely 900 buildings nationally and
15 acquinng Roof Rights to an additional S0 to 75 butldings per month. The Company also has developed monitoring and management systems that
will ensure the efficient use of its networks and provide network relisbility and transmission guality equivalent to that provided by fiber-optic
networks. The Company recently compieted constructior. of 3 network operating center {"NOC™). which is operating 24 hours a day, 7 days a week,
and is currently butiding a nationa! field service force

STATE AUTHORIZATIONS. The Company has obtained authorization to operate as a CLEC in 19 states and is in the process of seeking
authorization to cperate as a CLEC in a number of additional junisdictions. The Company 15 authorized 1o provide its jocal access and other Camier
Services as a CAP in 31 states and has applications pending for such authonzations in a number of additional jurisdictions

SALES AND CUSTOMER SUPPORT ORGANIZATIONS. The Company is expending a significant amount of time and capital to build a
dedicated. responsive sales and customer support organization in order to ensure that the people and sysiems necessary 10 achieve customer
satisfaction keep pace with a growing customer base. The Company has a direct sales organization for its CLEC services, currently consisting of
more than 240 people located in 12 major cities, and a Cammier Services sales group, currently consisting of more than 70 people

INFORMATION SYSTEMS The Company s investing significant capital developing state-of-the-ant information systems platforms directed
toward the accurate and flexibie handling of the billing and customer satisfaction requirements of a diverse customer base purchasing a vanety of
telecommunications services. The Company believes that its information systems allow it to provide customers with a level of senice and
responsiveness that many other telecommunications services providers do not offer and that such level of service will become a Key factor in
customers’ choice of telecommunications services providers as the market matures

EXPERIENCED MANAGEMENT AND OPERATING PERSONNEL. The Company has assembled & management team and hired operating
personnel expenienced in all arcas of telecommunications operations, including more than 200 former officers and employees of MCI
Communications and more than 50 former officers and employees of Sprint Corporation, as well as officers and employees from other established
telecommunications companies. The Company plans to hire additional experienced telecommunications marketing and operations persoane! as

appropriate
STRATEGY FOR TELECOMMUNICATIONS BUSINESS GROWTH

The Company’s objective is 1o become the full-service telecommunications provider of cheice to small and medium-sized business customers
and a provider of high-quality altemnative and broadband facilities to its Carrier Services customers. Key elements of the Company’s strategy
are 1o

EXPAND NETWORK INFRASTRUCTURE. The Company s creating an infrastructure on a city-by-city basis using its Wireless Fiber
capabilities, switches acquired by the Company from equipment vendors and facilitics leased from other carriers to onginate and terminate traffic
Pursuant to 1ts building-centric network plan, the Company 1s identifying strategically located sites in cach metropolitan area to serve as hubs for its
network. These hud sites will be connected via Wireless Fiber links to end users. The Company believes that a limited number of hub sites
(generally less than a dozen) in each metropolitan arca will allow it to address more than 70% of its targeted customers’ buildings and to camry the
maonty of its customers’ traffic on its own network instead of the higher cost facilities of other camiers

EXPLOIT FIRST-TO-MARKET ADVANTAGES. The Company sceks to capitalize on the significant opportunitics emerging in the industry as a
sesult of the Telecommunications Act by exploiting a "first-to-market”




advantage as one of the few holders of 38 GHz licenses with an established operating and management infrastructure. Th: Company believes that its
carly entrance into its markets provides it with advantages over many potential competitors by allowing it to: (1) establish & customer base prier to
widespread competition from other CLECS: (11) develop a proven, relizble network infrastructure using its own switching capacity ahead of many
other CLECs, {1i1) develop pioneering expertise in the utilization of 38 GHz for the delivery of telecommunications services and the design and
managene 1t of 38 GHz-based networks, and (iv) acquire Roof Rights to place 1ts 38 GHz antennae on ¢ farge number of buildings on favorabie
terms and in advance of other wireless service providers

FOCUS ON SMALL AND MEDIUM-SIZED BUSINESS CUSTOMERS. The Company belicves there exists a substantial opportunity to attract &
base of small and medium-sized business customers by providing supernior customer service and sales support. The Sustomer base initially targeted
by the Company consists of businesses typically located in buildings that have more than 100,000 square feet of commercial space and which. in
many instances, are not served by CLECs or CAPs. The Company estimates that there are more than 8,000 buildings in this target group, populated
by approximately 9.7 million workers using more than 2.1 million phone lines. Over time, the Company intends to expand us target customer base
10 include the majonity of small and medium-sized businesses in the metropolitan areas covered by the Wireless Licenses. which the Company
estimates contain approximately 60°0 of all such businesses in the United States and represent a market opportunity in excess of $30 billion per year

MARKET WIRELESS FIBER TO OTHER CARRIERS The Company markets its Camrier Services to other carriers such &5 the RBOCs and other
LECs. interexchange cammiers ("INCs™), other CAPs and CLECs, providers of PCS and cellular and specialized mobile radio services ("CMRS”)
providers The Company believes that its Carmier Services present an attractive, economical method for telecommunications services providers to add
a high-capacity extension 1o their own networks and service territories, especially as they seek to rapidly penetrate new markets opening as a result
of the Telecommunications Act. The Company’s Carrier Services can also provide cost-efficient route diversity where network rehability concems
require multiple telecommunications paths.

Since the commercial introduction of the Company’s Cammier Services in October 1995, the number of camier customers has increased significantly
Such customers nclude Amenitech Cellular Services. AT&T Wireless, Bell Atlanuc/NYNEX Mobile, Brooks Fiber. Cellular One. PrimeCo Personal
Communications, Siemens Stromberg-Carison, Teleport Communications and Western Wireless. in addition, the Company has entersd intc multi-
year master service agreements with Amernican Communications Services, Electnic Lightwave, InteliCom, MCI Communications and Pacific Bell.
These agreements establish the framework under which such companies may effect the integration of Wireiess Fiber services into their own
telecommunications networks The Company 15 in the process of negotiating additional master service agreements with other large
telecommunications providers, including AT&T

MARKET WIRELESS FIBER SERVICES AS A SOLUTION TO GROWING CAPACITY SHORTAGES. The Compuny believes that demand for
its Wireless Fiber-based CLEC and Carnier Services will grow because of the expanding volume of data communications traffic resulting from
increasing Internet usage and other high-volume data transmussion requirements This tvpe of traffic increasingly requires high-capacity, end-to-end
networks that are often difficult to provide economically with older RBOC and LEC infrastructure

PROVIDE INFORMATION AND CONTENT SERVICES. The Company believes that the ability to deliver information and other content will
become an increasingly important factor in the choice of a telecommunications provider by businesses as competition increases and the markets
covered by the Wireless Licenses mature. Accordingly, the Company actively seeks opportunitics to utilize its information and content services 1o
enhance the marketabiliny of the Company’s telecommunications services




TELFCOMMUNICATIONS SERVICES

The Company commenced marketing its loca! exchange services in New York City in Apnii 1996 on a resale basis and began providing swiich-
based services in New York City i October 1996, The Company 1 currently mtroducing its CLEC services on a resale basis in eleven
addiuonal cites: Atlanta Boston. Chicagoe, the District of Columbia Hartford, Los Angeles, Miiwaukee, Philadelphia. San Diego, San
Francisco and Stamford Since late 1994, the Company also has focused on the development and marheting of its Wireless Fiber-based Carrier
Services. After an initial market-education phase. in which the Company demonstrated the efficacy and reliability of its Wireless Fiber
services, pnncipally through the use of field demonstrations and the instaliation of Wireless Fiber links on a trial basis, the Company began
receving orders for its Camier Services in 1993

WIRELESS FIBER

The Company utilizes its Wireless Fiber capacity in connection with its Carrmier Services and as an integral component of its CLEC facilities for
the origination and termination of iocal traffic and hubbing of switch sites and other facilities accessed by the Company

WIRELESS FIBER LINKS. Each Wireless Fiber Iink currently provides up to eight T-1s of capacity (equivalent to 192 voice lines) or one DS-3 of
capacity (equivalent to 672 voice lines). The Company belicves that wieh future developments in 38 GHz technology there will be substantial
increases m the capacity of each Wireless Fiber link. The Company’'s Wireless Fiber links meet or exceed general telephone industry standards,
provide transmission quality egquivalent to that produced by fiber optic-based facihties. and address the growing demand for high-speed. high-
capacity. digital telecominumications services for voice. data and video applications. including traditional local access, Internet access and network
mierconnection services

Each Wircless Fiber path consists of transmission links. which are pared digital miilimeter wave radio transceivers placed at a distance of up to five
miies from one another within a direct. unobstructed line of sight. The transceivers are typically instalied on rooftops or towers or in windows. The
transceivers currently used by the Company are pnmaniy the Tel-Link 38 Radio Systems supplied by P-Com. Inc ("P-Com”) pursuant 10 a four-
vear nonexclusive supply agreement (“Tel-Link Agreement”) executed m November 1994, which may be terminated by the Company upon 90 days’
notice to P-Com (subject to centamn hiquidated damages provisions if centain purchase munmums are not met) The Tel-Link Agreement includes
provisions whereby the Company pays 2 higher price per link at the beginning of the contract penicd. with the excess recoverable by the Company in
the form of significantly discounted hinks once certain volume levels have been achieved The contract also stipulates certain minimum 2anual
volume levels which must be met in order to maintain the agreed upon pricing structure. The Company has entered into an amendment to the Tel-
Link Agreement with P-Com, pursuant to which the requirements for volume discount pricing were revised. The Company has not yet qualified for
significant volume discounts. The amendment also added another year 1o such term, reduced the purchase commitment provisions upon termination,
and revised the type of Teil-Links 1o be provided by P-Com such that a greater proportion of higher capacity transceivers (including DS-3 capable
transceivers) will be delivered under the agreement

Significant features of the Company’s Wircless Fiber services include: (1) 38 GHz digntal millimeter wave transmissions having narrow beam width,
reducing the potential for channe! interference. (11) 100 MH2z bandwidth in cach channel, allowing for high subdivision of voice and data traffic. (iii)
a range of up to five miles between transmission links. (iv) performance enginecred (o provide up to 99.999% reliability, as tested: (v) transmission
accuracy enginecred 1o provide bit error rates of 10 (unfaded): (vi) 24-hour network monitoring by the Company’s and Lucent’s NOCs. (vii) optional
safeguards from link outages by installation of hot standbys that remain powered up and switch "on-line” if the primary link fails:



(viii) optioral forward error correction ensuring the integnty of transmitted data over Wireless Fiber paths: and (ix) relatively low cost (installed) for
cach pair of transceivers comprising a transmission link

In August 19935, the Company entered into a three-year service contract with Lucent, pursuant to which Lucent his agreed o provide site survey,
installaticn, maintenance and actwork management services for the Company’s Wireless Fiber services 24 hours a day, 7 days a week. as required
The Company als0 is in the process of expanding its own instailation, maintenance and network management capabilities. which expansion includes
the hiring of qualified personnel, the development of management and operating systems. and the recently completed construction of a modem,
state-of-the-art NOC, which 1s operating 24 hours a day. 7 days a week. Transmission links in the Company’s Wireless Fiber paths are connecied via
dial-up modems to the NOCs. The NOCs provide the Company with points of contact for petwork monitoring, troubleshooting and dispatching
repair personnel in cach MSA. The NOCs provide a wide range of network surveillance functions for each Wireless Fiber path. providing the
Company with the ability to remotely receive data regarding the diagnostics. status and performance of its transmission links

In order to provide quality transmussion. Wireless Fiber services require an unobstructed line of sight between two transceivers compnsing a link.
with a maximum distance between any two corresponding transceivers of up to five miies (or shorter distances in centain arcas, as weather conditions
may necessitate distances as short as 1.1 miles between transceivers to maintain desired transmission quahity). The areas in which such shorter
distances are required are those where rainfall intensity and the size of the raindrops adversely impact transmission quality at longer distances. Other
weather conditions, such as snow, clectrical storms and high winds, have not, in the Company’s experience, affected Wireless Fiber services. The
establishment of Wireless Fiber may require additional transceivers to triangulate around obstacles (such as buildings). Similarly, to establish
Wireless Fider services covenng a distance in excess of five miles or to establish a system of interconnected hub sites. additional transceivers are
required to establish a chain whose links are no more than five miles apart at any given point. The cost of additional transceivers where required by
weather, physical obstacles or distance may render the provision of Wireless Fiber services uneconomical in certain instances

The Company must obtain Roof Rights for each building where a transceiver will be placed. The Company’s pregualification activities often require
the payvment of option fees for the buildings that are being prequalified. In connection with the development of its Wireless Fiber capacity for both
its Camner Services and CLEC businesses. the Company has been following a plan pursuant to which it seeks 1o negotiate, prior to receipt of actual
service orders, Roof Rights for the installation of Wireless Fiber links on buildings specifically identified by existing and potential customers in the
metropolitan arcas covered by the Wireless Licenses, including buildings that can provide interconnection access to IXCs' points of presence
("POPs”), switch locations and local access nodes. As pant of the Company's acquisition ("Locate Acquisition”™) in 1996 of Local Area
Telecommunications, Inc. ("Locate”™), the Company gained roof access to a number of buildings, including the World Trade Center and other key
sites 0 New York City, which the Company anticipates using in its Carrier Services and CLEC operations

WIRELESS LICENSES. The Company recently completed the acquisition of the Milliwave Limited Partnership. As a result of the Milliwave
Acquisition. the Company obtained 88 channcls of 38 GHz capacity. cach providing for 100 MHz of bandwidth ("Milliwave Licenses™). The
Milliwave Licenses allow for the provision of service in more than 80 major markets. The cities covered by the Milliwave Licenses include many
that were already serviceable by the Company under its existing Wireless Licenses, such as Boston, Chicago. Dallas. Los Angeles and New York,
thus increasing the Company's aggregate bandwidth capacity in each such cits. The Milliwave Licenses also cover many cities that were not
previou;ly serviceable by the Company under its existing Wireless Licenses. such as Honolulu, Nashville, Orlando. RaleighDurham and Rochester
{New York) In 1996 the Company also consummated the Locate Acquisition, acquiring the assets comprising Locate’s business as a CAP providing
microwave-based Jocal access services to corporations and long distance and other common carmiers. Among Locate’s key assets are two 38 GHz
licenses, each providing 100 MHz of bandwidth, for the New York City metropolitan area. including Long Island

8




and Northern Now Jo oy, As pant of the Locate Acquisition, the Company also acquired from Locate certain licenses for the provision of point-to-
pownt services i other portions of the radio spectrum. including, among others, 10, 12, 16 and 18 GHz

The Wircless Licenses allow the Company to previde Wireless Fiber services in the 47 of the 50 most populated MSAs in the United States, which
include more than 100 citics with populations exceeding 100,000 cach and encompass an aggregate populatior: of almost 172 million people. The
Company has the largest aggregate amount of 38 GHz bandwidth capacity in the United States. The Wireless Licenses (including those acquired in
the Milliwave and Locate Acquisitions) allow for the provision of Wireless Fiber services over four or more channels in the following cities

New York--Manzattan Boston Milwaukee
New York—~West (N)) Atlanta Cincinnati
New York--Long Island Houston Pittsburgh
Los Angeles Miami St Louis
Chicago Cleveland Kansas City
Philadciphia Minneapolis-St Paul Buffalo

Dallas Baltimore Spokane
San Francisco Seattle San Diego
Detroit Phoenix Tampa
Washington Denver Tacoma

The Wireless Licenses also allow for the provision of Wireless Fiber services over multiple channels in ten additional cities and a single channel in
$3 addstional cities.

The Wireless Licenses have been granted or acquired since September 1993, The FCC's current policy s 10 align the expiration dates of all
outstanding 38 GHz heenses such that all such licenses mature concurrenily and then to renew ail such hcenses for 3 matching period. The initial
term of all currently outstanding 38 GH2 licenses. including the Wireless Licenses. expires in February 2001 While the Company believes that all of
its Wireless Licenses will be renewed, based upon FCC custom and practice establishing a presumption in favor of licensces that have complied with
their regulatory obligations during the initial license penod. there can be no assurance that any Wireless License will be renewed upon expiration of
1ts inial term

The Company has signed agreements with a number of licensees to acquire an aggregatc of 47 additional 38 GHz licenses and associated business
operations, including 15 channels in the S0 most populated MSAs in the United States | pon completion of the acquisitions, which are subject to
approval by the FUC. the Company’s total population coverage will grow to approximately 180 million. its total channel pops will grow 1o
approximately 650 million, and the Company will have Wireless Licenses in 49 of the 50 most populated MSAS in United States markets. The total
purchase price for the licenses will be approximately $16.0 million, payable in shares of the Company’s Common Stock. priced at the time of each
closing or in cash & the Company’s option, if the market price of the Common Stock is less than $16 per share

CLEC AND LONG DISTANCE SERVICES

An integral part of the Company’s iclecommunications business strategy is the creation of a Wireless Fiber-based infrastructure on a city-by-
city basis that will allow the Company to provide a broad range of communications services within cities covered by the Wirciess Licenses
T he Company delieves that its Wireless Fiber capabilities will provide it with a critical economic advantage over many other service providers
because of the high costs such service providers encounter in connecting fiber-optic lines to end users
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CLEC SERVICES. In Octover 1996, the Company initiated local switched services in New York City, utilizing s first SESS switch, purchased
from Lucent, and facilities leased from NYNEX. The Company currently intends to install, during the next three vears, switches provided by Lucent
10 service most of its major inarkets. In July 1996, (ne Company entered into & three-vear agreement with Lucent providing for the purchase of the
switching systemns and related equipmeat and software the Company will need to build its CLEC infrastructure. Switches will be provided to the
Company at discounted prices so long as the Company purchases a minimum number of switches during each year of the agreement

The Company has commenced a program designed to obtain, by the end of 1999, authorization (o operate as a CLEC in virtualiy every state where
the Company has Wirsless Licenses, which will allow the Company to file tanfls and provide local exchange services in such states once
authorization is granted. The Company currently is authorized through state-specific subsidiaries as a CLEC in California, Colorado. Connecticut,
the Distr <t of Columbia, Flonida. Georgia, lllinois, Manyland, Massachusetts, Michigan, Minnesota, New Jersey, New York, Ohio, Pennsylvania,
Tennessce, Texas, Utah, Virginia, Washington and Wisconsin, s in the process of secking authonzation to operate as a CLEC in several additional
states, and intends 10 seek such authorization in a number of additional states The Company has never had an application for CLEC authonzation
denied. The Company has entered ato a number of interconnection agreements with carriers in states that encompass vanous cities covered by the
Wireless Licenses. These agreements are with carriers such as Ameritech Corp. for [llinois and Michigan, Pacific Bell for California. Southwesten
Bell for Texas, GTE for California and Tampa, Fionda, NYNEX for New York and Massachusetts. Bell South for Flonda, Georgia and Tennessee
and Bell Atlantic for Pennsyvivania, Manland. the Distnct of Coiumbia. New Jersey and Virginia and Southern New England Telephone for
Connecticut. It also 1s in the proces. of negotiating add:tonal interconnection agreements with various local exchange service providers, including
incumbent LECs

In connection with the plan to build its CLEC networks on a city-byv-city basis, the Company 1s hinng numerous engineering. installation,
mantenance, customer service and marketing and sales personnel in order to create a direct sales organization which will provide a high level of
service to the small and medium-sized business and multiple-dwelling residential market. A sales force has been deploved in New York and in
cleven other cities. and the Company currently plans to have a sales force in all metropolitan arcas covered by the Wircless Licenses by the end of
1999. The Company also i1s developing jomnt marketing. reselling and agency relationships. For example, pursuant to an agreement ("Digex
Agreement”) with Digex. Inc, a provider of Internet access services to businesses ("Digex”), the Company will purchase from Digex. during the
next six years, a minimum of $5 million of Intemet services with the right to purchase additional amounts on a discounted basis. The Company will
resell these Intermet services under the Company’s own brand name, including through the bundling of such services with the Company's other
telecommunications services

The Company sceks 1o make its CLEC business an attractive choice for potential customers by (i) offering a broad range of telecommunications
services that specifically address its target customers’ needs, while providing levels of customer satisfaction that exceed those provided by larger
competitors and (i1) exploiting the Company’s Wireless Fiber service whenever feasible for cost-effective ongination and termination of customer
raffic, thereby allowing for attractive pricing of services

LONG DISTANCE SERVICES. As a complement to 1ts CLEC services, the Company offers its business customers long distance services on a
resale basis through agreements with major long distance camiers (MCI Communications and U.S. Long Distance) which allow it to utilize thewr
networks. In addition to providing basic long distance service, the Company is able to provide toll-frec services. international call-back. prepaid
phone cards and certun enhanced senvices

The Compan) s agreements with certain major long distance carriers are for one- to four-vear terms and provide the Company with access to long
Jdistance cammiers’ networks at rates which are typically discounted, varving with monthly traffic generated by the Company through each camer
Generally. the
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Company 1s obligated to generate certain minimum monthly usage through each network and, if such traffic is less than the minimum monthly usage
commitiment. mav be required to pay an underutilization fee in addition o 1ts monthly bill equal to a cenain percentage of the difference between
such minimum commuiments and the traffic actually generated by the Company. The Company has never paid or been required 10 pay any
underutiitzation charges. Duning 1998, the Company established a reserve for possible underutilization charges

The Company continucs to provide long distance services 10 its existing residential customers, though it no longer actively markets such services to
that segment of the market. excep! through certain established affinity programs  As a result of this change in focus, the Company’s residential long
distance customer base has and will continue to decrease due 10 attntion

CARRIER SERVICES

The Company markets and provides wireless broadband. high-capacity local access and other network services primarnily to other carriers.
Utilizing 1ts Wireless Licenses, the Company offers numerous wireless telecommunications services to support a wide range of local access and
dedicated service needs with a high degree of reliability. The technology and service applications in this fieid are evolving rapidly, and the
Company believes that its Wireless Fiber service offerings will expand over ime to include a broad range of voice, data and video applications.
The Company currently offers its Carmier Services for the following applications. among others

LOCAL BY-PASS FOR LONG DISTANCE CARRIERS. Long distance carriers can utilize the Company’s Wireless Fiber services to connect
certain call termination or origination points in a particular licensed arex to such carriers’ POPs in the licensed area at more economical rates than
those generally charged by LECs and to connect two or more of their respective POPs in a single licensed area. Long distance carriers using
Wireless Fiber services may benefit from both the iower cost afforded by such services and the wide-band capacity compared to LEC facilities,
which, in many instances, are based in part on copper infrastructure and are, therefore, narrow-band. By wtilizing the Company’s Wireless Fiber
services, long distance carriers can avoid the capacity bamer inherent in copper wire connections that typically has prevented them from providing
thewr customers with end-to-end. full digital service available under a fiber-optic or wireless-based system. Wireless Fiber services also may be
utilized to provide such cammiers with viable, cost-efficient paths 10 serve as physically diverse routes {redundant and back-up capacity) for traffic in
situations where primary routes are incapacitated and/or network reliability concerns demand alternate telecommunications paths

WIRELESS COMPLEMENT TO CAP AND LEC NETWORKS. CAPs tvpicaily compete with LECs by utilizing their own fiber-optic cable rings
and leasing the other facilities necessary to complete their networks from the LECs. Due 10 the large capital investment requited to construct such
networks, CAPs genenally build their networks in limited, densely populated areas and offer services pnmarnly to large customers such as long
distance camers, medium-sized and large businesses, government agencies and insututions. CAPs can utilize Wireless Fiber services to bypass
facilities typically leased by them from the LECs CAPs also can utilize the Company's Wireless Fiber services to facilitate the buildout and enhance
the rehiability of their own local telecommunications networks and expand their marketing opportunities. The Company believes that the relative
case and low cost of installation of Wireless Fiber services in comparison to fiber-optic facilities can provide CAPs with the ability 1o expand their
networks 1o reach some customers in areas where demand levels are insufficient to justify the cost and time involved in constructing fiber-optic
capacity. CAPs, as well as LECs. also can use the Company’s Wireless Fiber services to extend their own networks 10 provide services to arcas
within a licensed area to which it s not cost-efficient to run fiber-optic cable or to which such cable simply bas not vet been run. CAPs and LECs
also may utiiize the Company’s Wireless Fiber services 1o provide redundant and back-up capacity 1o their own existing networks




BACKBONE INTERCONNECTION AND REDUNDANCY FOR CMRS PROVIDERS. Wireless Fiber services can be utilized by providers of
mobile telecommunications services, such as PCS, cellular and specialized mobile radio camers. for interconnecting traffic (backbone network
traffic) between and among cell sites. repeaters and the wired local networks. The Company also anticipates that entities that acquired licenses in the
PCS auctions or which will acquire licenses in subsequent PCS auctions conducted by the FCC also will {ind Wirzless Fiber services attractive to
carry their backbone network traffic. By utilizing Wircless Fiber services for their backbone network needs, CMRS cammiers can maintain greater
control over their systeins by monitonng traffic camied over the Wireless Fiber services component of their systems, reduce costs of construction of
their networks, increase the flexibility of their services and reduce the lead time involved in the provision of services in their respective licensed
areas. Wireless Fiber services also can be used by CMRS carmiers 1o provide redundant znd back-up capacity for the fiber-optic and’or copper wire
portions of their backbone networks

DEDICATED PRIVATE NETWORK SERVICES. The Company also markets its Wireless Fiber services to businesses. government agencies and
institutions with multiple locantons within the Company’s licensed arcas and which generate heavy telecommunications traffic between such
locations. These entities can utilize Wireless Fiber services 1o establish their own independent telecommunications systems for dedicated private
network services. Wireless Fiber services present entitics with: (i) a method for providing telecommunications connections between their buildings
on a cost-cffective basis; (i1) a viable altemative to the LECS' networks that frequently use low-capacity copper wire for "last mile™ delivery,
generaliy allowing for faster, more reliable data transmissions: (ii1) greater control over their local telecommunications traffic and costs; and (iv)
greater security because of the private line nature of the Company’s Wireless Fiber senvices

NETWORK AND INTERNET ACCESS. The ability to access and disinibute information quickly has become critical to business and government
end users. Data traffic 1s becoming an increasing portion of overall telecommunications traffic because of the proliferation of LANs, WANS, Internet
services and video teleconferencing. The Company's Wireless Fiber capacity enables it to provide high-speed data transmission services to end users

WAN SERVICES The Company recently introduced dedicated WAN services. The Company'’s high-speed data telecommunications services
permit businesses 10 transport data between buildings and between personal computers or workstations. These dedicated services allow personal
computers and workstations on one LAN 1o communicate with personal computers and workstations on another LAN at the same speed at which
these LANSs operate. The Company’s WAN services are offered at a variety of capacities to allow customers to choose the level which meets their
needs

INTERNET SERVICES The expanding demand for Internet access and the growing importance of audio, video and graphic Intemnet applications
to both businesses and consumers also has created a growing market opportunity for the Company. The Company can offer Intemet service
providers timely, reliable and affordable access at high-speed data rates. The Company can provide wireless broadband links between customers and
their Intemnet service providers and between Internet service providers’ POPs and the Internet backbone. In June 1996, the Company entered into an
agreement ("Digex Agreement™) with Digex. Inc., a provider of Internet access services to businesses (“Digex”™). pursuant to which ihe Company
will purchase Intemnet services on a discounted basis from Digex duning the next six vears The Company wiil resell these Intemet services under the
Company’s own brand name, including through the bundling of such services with the Company’s other telecommunications services. The Company
15 actively pursuing relationships with other Intemnet service providers. Pursuant to the Digex Agreement. the Company also has the right of first
refusal to provide Digen's local access and/or customer interconnection requirements

POTENTIAL INTERACTIVE VIDEO APPLICATIONS. The inherent qualities of 38 GHz also may offer substantial opportunities for broadband
interactive video applications appropriate tor highly customized commercial demands. While the specific service offerings using 38 GHz technology
for video applications are still in
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development, the ability to commercially utilize certain aspects of this technology appears 10 be possible. The narrow beam characteristics of 38
GHz technology. allowmng for frequency reuse within a small area. coupled with its broadband capacity and multichanne! capabilities may offer a
significan: market opportunity in the future as the appropnate technologies emerge, aithough there can be no assurance of the consumer acceptance
or commercial viability of such video services In June 1996, the Company entered into an agreement with Sourse Media, Inc. {"Source Media®) a
provider of interactive technology and programmung. Pursuant to this agreement. the Company has the exclusive right. in the 38 GHz spectrum, to
use Source Media's technology and programming in connection with entertamment and information services the Company may offer

ADVER "ISING AND MARKETING OF TELECOMMUNICATIONS SERVICES
CLEC AND LONG DISTANCE SERVICES

Over the next three vears, the Company intends to market its telecommunications services in substantially all markets covered by its Wireless
Licenses through direct sales. alternative sales channels television, print and other media. The Company introduced its first series of television
commercials and print advertising in the New York City market in November 1996 and intends to utilize media advertising campaigns in cach
market in which it commences cffening its CLEC services, including broadcast media in specific major markets

The Company is targeting small and medium-sized businesses. especially those in buildings in which the Company’s Wircless Fiber capacity can be
utilized. for economic competitive advantage, to onginate and/or terminate customers’ local telecommunications traffic

The Company also intends to market its services to residences in multiple-dwelling units, such as apartment buildings to enter into the residential
segment of the local exchange services market pnmarnily by entering tnto partnerships and agency arrangements with shared tenant services providers
and possibly partnerships or alliances with other teiecommunications services providers

Consistent with its telecommun cations marketing strategy of emphasizing sinall and medium-sized business customers, the Company has, among
other things, introduced products and services readily marketable to business long distance customers, including prepaid phone card services and a
broad amray of toll-free services, including services which allow toll-free calls to be onginated nationwide The Company also offers business
customers several flexible billing services such as master accoun: billing (which enables customers to aggregate billing for several locations for
management and accounting purposes and to qualify for volume discounts), project accounting codes (which reflect accounting codes of the
customer on the billing statement) and computenzed call detail reports (which provide call detail to customers on computer disks or tape for direct
input into the customer’s computer for accounting or rebilling)

CARRIER SERVICES

The Company began marketing its Wireless Fiber services in December 1994, Wireless Fiber services currentis are marketed by the Company
primanly to long distance carriers, CAPs. CMRS providers and LECs, as well as businesses, govenment agencics and institutions. The
Company also recently began to provide Wireless Fiber services to The City of New York as a back-up disaster recovery system for certain of
its facilities. providing the city with redundancy in the event that its land-based telecommunications service fails for any reason

The Company currently markets or intends to market its Carrier Services: (i) by performing ficid demonstrations and testing of Wireless Fiber
services. (ii) by providing potential customers with Wireless Fiber services at reduced rates, in order to educate such customers about the efficacy
and reliability of such services; (iit) by appeanng at trade shows and advertising in trade publications. (iv) through national sales
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agents and direct sales: and (v) directly to existing and potential customers of the Company’s other telecommunications services
COMPETITION IN THE TELECOMMUNICATIONS INDUSTRY

LOCAL TELECOMM! NICATIONS MARKE]

The local telecommunications market 1s intensely competitive for newer entrants and currentiy 1s domenated by the RBOCs and LECs. The
Company has been marketing local access and other Carrier Services only since December 1994 and local exchange services as a CLEC only
since April 1996, and the Company has not obtained significant market share in any of the areas where it offers such services. nor does it
expect to do so given the size of the local telecommunications services market, the intense competition and the diversity of customer
requirements. In each area covered by the Wireless Licenses. the services offered by the Company compete with those offered by the LECs,
such as the RBOCs. which currently dominate the provision of local services in their markets. The LECs have long-standing relationships with
their customers, have the potential to subsidize competitive services with revenues from a variety of business services and benefit from existing
state and federal regulations that currently favor the LECs over the Company in cenain respects. While legisiative and regulatory changes have
pros ded increased business opportunitics for competitive telecommunications providers such as the Company, these same decisions have
given the LECs increased flexibility in their pricing of services. This may allow the LECs to offer special discounts to the Company’s and other
CLECs' customers and potential customers. Further, as competition increases in the local telecommunications market, general pricing
competition and pressures will increase significantly. As LECs lower their rates, other telecommunications providers will be forced by market
conditions to charge less for their services in order 1o compete

In addition to competition from the LECs, the Company also faces competition from a growing number of new market enirants, such as other CAPs
and CLECs. competitors offering wire iess telecommunications services, including leading telecommunications companies, such as AT&T Wireless,
future satellite-based providers such as Indium and Teledesic, and other entities that hoid or have applied for 38 GHz licenses or which may acquire
such licenses or other wireless licenses, including those in comparable bands such as 28 GHz and 18 GHz, from others or from the FCC. There is at
least one other CAP and'or CLEC in cach metropolitan area covered by the Company’s Wireless Licenses. including. in many such areas, companies
such as IntelCom. MCI Communications. MFS Communications, Teleport Communications and Time Wamer. Many of these entities (and the
LECs) already have existing infrastructure which aliows them to provide local telecommunications services at potentially lower marginal costs than
the Company currently can attain and which could allow them 10 exert significant pricing pressure in the markets where the Company provides or
seeks to provide telecommunications services. In addition, many CAPs and CLECs have acquired or plan to acquire switches so that thev can offer a
broad range of local telecommunications services

The Company currently also faces competition from other entities which offer, or are licensed to offer, 38 GHz services, such as Advanced Radio
Telecommunications (“ART™). and BizTel, Inc The Company also could face competition in centain aspects of its sxisting and proposed businesses
from a number of competitors providing wireless services in other portions of the radio spectrum, such as CellularVision USA, a provider of
wireless television services which, in the future, also mayv provide wireless Internet access and other local telecommunications services, and
Associated Communications, a potential provider of wireless CAP and other services. In many instances, these service providers hold 38 GHz
licenses or hcenses for other frequencies (such as 2. 18 and 28 GHz) in geographic areas which encompass or overiap the Company’s market areas
Additionally, some of these entities enjoy the substantial backing of, or include among their stockholders. major telecommunications entities, such
as Amentech with respeci to ART and Teleport Communications with respect to BizTel. Due to the relative case and speed of deployment of 38
GHz and some other wireless-based technologies. the Company could face intense price competition from these and other wireless-based service

providers. Furthermore. the
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Notice of Proposed Rulemaking ("™WPRM") 1ssued by the FCC contemplates an auction of the lower 16 chaanels in the 38 GHz spectrum band
which have not been s by the F'CC in the 38 z band. or other portions of

the spectrum with sumilar characte

previously avatiable for commercial use The grant of additional lice;
I8 and 28 GHz). as well as the development of new technologies, could result in increased
compeiition. The Company beheves that, assuming the adoption of the NPRM as currently proposed entit’es having greater resources
than the Company could acquire licenses to provide 38 GHz services or comparabls senvices utilizing other bands such as 28 GHz and 18 GHz In
March 1997, the FCC released an order pursuant 1o which it stated its intention to license up to i3 GHz of spectrum in the 28 GHz band in each of

492 separate markets throughout the United States. The Cumpany anticipates that, in the absence of litigation to stay this order, these licenses will be

2 -

ucs (such as

i1ssued pursuant to auctions which may occur as carly as the second half of 1997

The Company also may face competition from cable companies. electnic utilitics, LE operating outside ther current local service areas and long
» A v L » & -
distance cammiers n the provision of local telecommunications services The great majonty of these entities provide transmission services primanly
» 8 | 5 .

over fiber-optic, copper-based and’or microwave networks, which, unlike the Company’s Wireless Fiber services, enjoy proven market acceptance
for the camage of teiecommunications traffic. Moreover, the consohidation of telecommunications companies and the formation of strategic alliances
within the telecommunications industs. which are expected to accelerate as a result of the passage of the Telecommunications Act, could give nse
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to significant new of stronger ¢ s to the Company . There can be no assurance that the Company wili be able to compete effectively in any of

its markets
The Company’s Intemet services also are likely to face sigmficant comg
operators deploving cable modems, which pr s high-speed data cag T Insla
modems currently are not wideh avan
Fiber services, the Company delieves t
methods such as price subsid Notwiths
order 1o provide breadband capacity toa s
time and capital in order ¢
assurance that cable modems will not emerge as a
on existing technologies st
competition to the Company's Intemnet acces

from other Internet service providers as well as from cable television
coax:al cabie television networks. Although cable
rapid as those which can be provided by Wireless
support the depk sems to residential cable customers through
cable industry’s | rapid deployment of cable modems, the Company belicves that in
ber of business and government users, cable operators will be required 10 spend significant

10 a more advanced hybnid fiber coavial network architecture However, there can be no
petition to the Company’s Internet business. Further, Internet access services based
uture, on such technologies as ADSL and HDSL will likely provide additional sources of

wes. Additonally . the Company belicves that many LECs and CLECs already are promoting other

RICITICT ACCOSS Services

LONG DISTANCE MARKET

The long distance market has relatively insignificant barmiers to entry. numerous entities competing for the same customers and a high (and
increasing) average churn rate as customers frequently change long distance providers in response 10 the offening of lower rates or promotional
incentives by competitors. The Company competes with major carmiers such as AT&T, MCl Communications and Sprint, as well as other
national and regional long distance carriers and resellers, many of whom own substanually ail of their own facilities and are able to provide
services at costs lower than the Company s current costs since the Company generally leases its access facilities. The Company believes that the
RBOCs also will become significant competitors 1n the long distance telecom cation Justry for certain types of services and that
Intemet service providers also will compete in this market. The Company believe i the pnincipal competitive factors affecting its market
share arc pricing, customer service, accurate billing, clear pricing policies and. 10 a lesser extent, vaniety of senices. The ability of the
Company to compete effectively will depend upon its ability to maintain high-quality, market-driven senvices at prices gencrally perceived to
be

3
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equal 1o or below those charged by its competitors. To mamtain 12 competitive posture, the Company believes that it muast bz in a position 10 reduce
its prices in order to meet reductions in rates, if any, by others. Any such reductions could adversely affect the Company. In addition. LECs hs
been obtaining additional pricing flexibility. TF s may enable LECs to grant volume discounts to larger long distance compames, which also would
put the Company’s long discance business at a disadvantage in competing with larger providers

GOVERNMENT REGULATION OF TELECOMMUNICATIONS OPERATIONS

The Company’s telecommunications services are subject to varyving degrees of federal, state and local regulation. Generally, the FCC exercises
junisdiction over all telecommunications services | ders to the extent such services involve the provision of junsdictionally interstate or
international telecommunicat oas, including the resale of long distance services. the provision of local access services necessany 10 connect callers 1o
long distance carmiers, and the use of electromagnetic spectrum (LE., wireless services) With the passage of the Telecommunications Act, the FCC's
junisdiction has been extended to include certain interconnection and related issues that traditionally have been considered subject primanily to state
regulation. The state regulatory commissions retain nonexclusive jurisdiction over the provision of telecommunications services to the extent such
services involve the provision of junsdictionally intrastate telecommunications. Municipalities also may regulate limited aspects of the Company’s
business by, for example, imposing zoning requirements or permit right-of-way procedures, and certain taxes or franchise fees

The Telecommunications Act is intended to remove the formal barmiers between the long distance and local telecommunications services markets,
allowing service providers from cach market (as well as providers of cable television and other services) to compete i all communications markets
The Telecommunications Act will permit the RBOCs to compete in the provision of interLATA long distance services. Additonally, the FCC must

romulga:: new regulations over the next several years o address mandates contained in the Telecommunications Act, which may change the
regulatory environment significantly. The Telecommunications Act generally requires LECs to provide competitors with interconnection and
nondiscriminatory access to the LEC network on more favorable terms than have been avaiiable in the past. However, such interconnection and the
terms thereof are subject to regotiations with each LEC, which may involve considerable delavs, and may not necessanly be obtained on terms and
conditions that are acceptabie to the Company. In such instances, although the Company may petition the proper regulatory agency to arbitrate
disputed 1ssucs, there can be no assurance that the Company will be able to obtain acceptable interconnection agreements

The Company is unable to predict what effect the Telecommunications Act will have on the telecommunications industry in general and on the
Company in particular. No assurance can be given that any regulation will broaden the opportunities available to the Company or will not have a
matenal adverse effect on the Company and its operations. Furthe:, there can be no assurance that the Company will be able to comply with
additional applicable laws, regulations and licensing requirements or have sufficient resources to take advantage of the opportunities which may
anse from this dvnamic regulatony environment

As required by the Telecommunications Act, in August 1995 the FCC adopted the Interconnection Order. These rules constitute a procompetitive,
deregulatory national policy framework designed to remove or minimize the regulatory, economic and operational impediments to full competition
for local services, including switched local exchange service. Although setting minimum uniform national rules. the Interconnection Order also
relies heavily on states to apply these rules and to exercise their own discretion in implementing a procompetitive regime in their local telephone
markets. Among other things. the Interconnection Order: establishes rules requinng incumbent LECs to interconnect with new entrants such as the
Company at specified network points, requires incumbent LECs to provide camiers nondiscriminatory access to natwork clements on an unbundled
basis at any technically feasibie point at rates that are



just, reasonable and nondiscriminatory, establishes ruies requiring incumbent LECs 1o allow interconnection via physical and vinual co-location;
requires the states o set pnces for that are nondiscniminatory and cost-based
(using a forward-looking methodology which excludes embedded costs bu: allows a reasonabie cost-of-capital protit); requires incumbent LECs to
offer for resaic any telecommunications services that the carrier provides at retail 1o end users at prices 10 be esiablished by the states but which
s, and requires LECs and utihities 1o provide new entraats with nondiscriminatory access

nation of loca! call

mterconnection. unbundled clements. and ten

generally are at retadl prices minus reasonably avoided ¢
to poles, ducts, conduit and nghts-of-way owned or controlled by LECs or utilities. Exemptions 1o somne of these rules are available to LECs which
qualify as rural LECs under the Telecommunications Act The Interconnection Order also requires that: intral ATA presubseription (pursuar

which LECs must allow customers to choose Jifferent cammiers for intral ATA toll service without having to diai extra digits) be implemented no

later than February 1999, LECs provide new entrants with nondiscniminatory access 10 directory assistance services, directory histings, telephone

numbers, and operator services, and LECs comply with certain network disclosure rules designed to 2nsure the interoperability of multiple local
wilkched networks There can be no prediction as 10 the manner in which the Interconnection Order will be implemented or enforced or as to what
efTect such implementatio enforcement will have on competition within the telecommunications industry generally or on the competitive
position of the Compan: specifically. A number of LECs, as weil as the National Association of Regulatory Utility Consumers and others, have filed
in Federal court secking to appeal aspects of the Intcrconnection Order and to stay some or all of the rules adopted therein. In October 1996, the
United States Cournt of Appeuis for the Eighth Circuit granted a stay of effectiveness of centain provisions of the Interconnection Order, including the

pricing provisions and the “pick-and-choose™ rule, pending court review of the ments of the case. Oral argument on this appeal of the
Interconnection Order was held in January 1997, The Company belicves that the stay will not adversely affect its CLEC operations and that such
stay may positively affect the operations of the Camer Services business

The allocation of jurisdiction between federal and state regulators over dedicated circunts that carry both interstate and intrastate traffic (including
private line and special access services) poses jurisdictional questions. Although the FCC does not generally rule on the junsdictional nature of a
camer's traffic. under current FCC practice, non-switched telecommunications services are considered junsdictionally interstate (subject to FCC
junisdiction) unicss more than 90% of the traffic 15 intrastate in nature. Currently. the Company’s dedicated service offenings are primarily
junisdictionally interstate in nature The Company believes that these services include virtually all service between 2 long distance camier’s POP and
another 1'OP of that long distance carmier or another long distance camrier, and between an end user and & long distance cameer’s POP

H: Company currently 15 not subject 10 price~cap or rate-of-retumn regulation and it may install and operate non-radio facilities for the transmission
nicrstate communications without prior FCC authornization

In acdition, the Compan filed tanffs with the FCC as required with respect 1o its provision of interstate service. However, pursuant to authority
granted t0 it under the Xc-xo nmunications Act, in Octoler 1996 the FCC ruled that non-domimnant inter-exchange carriers such as the Company
may no longer file tariffs with the FCC and existing tanfls must be withdrawn by September 22, 1997 (aithough this requirement has recently been
appropriate reguiatony authornty to

staved by court order) The Company through state-specific subsidiaries also has received centification or othe
provide intrastate non-switched service in 31 states and has applied for authority in a number of additional states

guiation In al! states where the

¢ of the Compan: vices may be classified as intrastate and therefore currently subject pamany 1o state

Company 1s offening junisdictionally intrastate Camier Services or CLEC service, the Company (through its state-ipecific operating subsidiarics) 15

tion The Company provides intrastate fong distance service pursuant to certification

certified or otherwise operat

P With appropriate state 3

tion or (where appropriate) on a deregulated basis in more than




POP 10 the recipient of the call) CAPs. such as the Company's Camier Senvicss operations, provide local access at rates that are discounted from the
rates charped by LECs If the FCC were to mandate reductions in LECS local access charges, CAPs might be forced to substantially reduce the rates
they charge long distance providers, resulting in lower gross margins (which. 1 the case of the Companys, are currently negative). The FCC currently
15 considering ¢ “nments filed in response to 1ts NPRM on universal service and access charge reform

Addmtionally, providers of long distance services. including the major INCs as well as resellers such as the Company. are coming under intensified
regulaton scrutay for marketing activities by them or therr agents that resuit in alleged unauthonized switching o customers from one long distance
senvice provader to another. The FOU and 3 number of state authonties are seckung 10 mtroduce more stnagent regulations or take other actions to
curtail the intentonal Or erroncous switching of customers. which could include, among other things, the imposition of fines. penalties and possible
operating restncuions on entities which engage or have eagaged in unauthorured switching activities. In addition, the Telecommunications Act
regquires tie FOC w prescenbe regulations imposing procedures for verifving the switching of customers and additional remedies on behalf of camriers
for unacthonzed switching of their customers. The effect, of any. of the adoption of any such proposed regulaniuns or other actions on the lang
distance industry and the manner of doing business theremn, canndt de anthicipated. Statutes and regulanions whick are ¢ may betome ;ppluahk o
e Company as it expands could reguire 1 ¢ Company 1o aiter methods of operations, &t costs which could be substantial, or otherwise limat the
tvpes of services offered by the Company See Item 3. “Legal Proceodings ™

NEW MEDIA BUSINESS

The Company believes that the abuinty 1o dohver ententunment and mformation content 1o consumers will play an increasingly important role in
comsumery’ chowe of a telecommumcations pros 2o The Company actively Sechs opportunitics 10 acquire the nights or means to market and
destribute information and snicrtainment content and services that are marketabic to traditional markets and which also can enhance the marketability
of the Companm s telccommunmcations services The Company believes that, i the future. it will be able 10 bundie content that it controls with
SANO0SS IICCOMMIETHCINIONS SO ICCS i oflers 1o provide hgher-margin products and werviKes

In December 1954, the Company consummated the acquisiton of Non Fiction Films, Inc ("NFF™)L a producer of documentany programming. NFF's
productions 1o date include ton hours of programmung for the Ans & Entertainment Network’s award winning Biography-Registered Trademark-
seres and "Divine Magic-TM- The World of the Supernatural ™ a ten-pan senics about ancient behiefs, miracies and mysticism

In April 1996 NFF acgquired an 80% oguity imierest in Foxlorber Associates. Inc. ("Fox/Lorber™). an independent distributor of films,
enterimnment serics and documentanes FovLorber distiibutes its content o wicvision and home video markets demestically and abroad. Its home
video &+ ision emphasizes the distribution of foreign and ant films and has » home video library of over 100 titles Its television division emphasizes
the distibution of educational and entertunment program senies, spotis-related programs and documentaries 10 broadcast and cable stations abroad
and m the Unied Stxes and Canada Under the terms of an agnement between NFF and the holder of the remaining 20% equity interest in
FoxLorber, NFF bas the nght 1o require such hoider 1o sell, and such holder has the right 10 require NFF to purchase, the remaining 20% equity
micrest based upon cenan crtena

From Apnl 1994 through Apnil 1996 the Company acquired an 80% equity interest in The Winaing Line. Inc. ("TWL"). The Company has the right
10 require the stockholders of TWL 50 oun the remaining 20% equity interest in TWL to sell the remaining 20% equity interest based upon centain
crtena TWL operates SportsFan, a mulumedia sponts programming and production company that provides live sports programming to more than
200 sports and talk format radio stations across the United States, up to 24 hours a day . including stations i 90 of the top 100 United States markets.
In addition to uts
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radio programming. SportsFan has developing interests in television and on-line distnbution channels. In addition. i October 1996, TW L acquired
certain assets of Major Sports. a producer of sports radio programmung, including such programs as "Costas Coast 1o Coast.” "Joha Madden Sports
Quiz" and “Pat O'Brieri's Sports | lashback *

In June 1996, the Company entered into an agreement with Source Media. Inc .. a provider of interactive technology and programrung  Pursuant w0
this agreement. the Company has the exclusive night, in the 38 GHz spectrum, 10 use Source Media's technology aad programming i connection
with entertainment and information services the Company may offer

In September 1996 and November 1996, respectively, the Company acquired an 80%e equity nterest in Millenmium Marketing, Inc (which does
business as WinStar Interactive Media Sales ("WIMS™)) and 100% of Global Media Sales. Inc. ("GMS”). The Company has the night 1o require the
stockholders of WIMS who own the remaining 20 %s equity interest in WIMS to sell. and such stockholders have the right to require the Company 1o
purchase, the remaining 20% equity interest based upon certain criteria. WIMS is a full-service agency to media sellers. with 2 focus on the
provision of advertising sales representatior. and/or related consulting services for content-driven interactive media properuies. GMS s 2 seller ©
advertising for radio content media companics

The industry in which the Company’s new media operation competes consists of a very large number of entities producing. owning or controiling
news, sports, entertainment, educational and informational content and services, including telecommunications companies, television broadcast
companics. sports franchises. * 'm and television studios, record companices, newspaper and magazine publishing companies, universities and on-line
computer services. Competition is intense for tmely and highly marketable or usable information and ententainmment content. Almost all of the
entities with which the Company’s new media operation competes have significantly greater presence in the vanous media markets and greater
resources than the Company, including existing content libranes, financial resources, personnel and existing distribution channels There can be no
assurance that the Company will be able to successfully compete in the emerging new media industry

CONSUMER PRODUCTS

The Company’s consumer products business is operated through its subsidiary, Global Products. Global Products designs. markets and distnbutes
personal care products, including hair brushes and certain hair accessories. and bath products, including gels, lotions and bath oils, and home
fragrance products, including potpourri and candles The Company considers this 10 be @ nonstrategic business operation

MARKETING AND DISTRIBUTION

Globa! Products’ customers are primanly large retailers, including mass merchandisers, discount stores, department stores, national and
regional drug store chains and other regional chains. Global Products’ customers sell through more than 20,000 individual retail outlets. Its
current customer list includes the following national and regional chain stores: WalMart, Reveo Drug Stores. CVS, Menvyn's, Target, Ames.
Marshalls, Eckerd Drug, Family Dollar Stores, Sally Beauty Supply. Fay Drug. Arbor Drug and Amencan Drng Stores

A significant portion of Global Products’ sales 1s made by its in-house sales force. The remainder of Global Products’ sales typically are made by
independent sales representatives who receive a commission from Global Products on all orders generaied by them. Independent sales
representatives generally carry the product lines of several noncompeting manufacturers and distributors, many of whom are much larger than
Global Products
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SOURCING

Global Products currently utilizes a combination of domestic and foreign suppliers and contract manufacturers and internal assembling for its
consuimer product lines. Global Products gencrally purchases its hair brushes and combs from foreign manufacturers. and packages these
products in its Fairficld, New Jersey facility. Global Products purchases comporents for its bath and body product line from both foreign and
domestic sources. and assembles and packages products in its Fairfield, New Jersey facility. Global Products does not have any binding
agreements with any of its manufacturers or suppliers. Therefore. any of such entities can terminate their relationship with Global Products at
any time. Global Products does not beli.ve that the termination of any such relationship or relationships would have a matenal adverse impact
on 115 operations since management believes it would have alternative sources for its products and components at comparable prices. There can
be no assurance of this, however, or that, in the event that Global Products were to experience difficu'ues with its present manufacturers.
suppliers and subassemblers, it would not expenence a temporary delay in obtaining the products or components it needs clsewhere

COMPETITION

The consumer produ.is industry is subject to changes in styles and consumer tastes. An unanticipated change in consumer preferences
inconsistent with Global Products’ merchandise lines could have a serious and adverse effect upon its operations. Global Products’ product
lines are subject to intense competition with numerous manufacturers and distributors of hair, beauty and bath products. Mass merchandisers,
drug store chains, and other mass volume retailers typically utilize freestanding pegboard fixtures or pegboard wall fixtures, as well as in-line
shelving and end-cap displays, to display their products. Competition for shelf and wall space for product placement is intense, as many
companies seek 1o have their products strategically placed within the store. Competition also exists with respect to product name recognition
and pnicing. since retailers and consumers often choose products on the basis of name brand, cost and value. Many of Global Products’
competitors have greater product and name recognition than it does, as well as much larger and more sophisticated sales forces, product
development. marketing anda advertising programs and facilities. Global Products generally competes by attempting to offer quality senvice and
products 1o its customers at reasonable prices

EMPLOYEES

As of March 25, 1997 the Company had approximately 1,000 employees. The Company is not a party to any collective bargaining agreements and
never has experienced a strike or work stoppage. The Company considers its relations with its employees to be good

ITEM 2. PROPERTIES

The Company’s corporate headquarters are located ar 230 Park Avenue, New York, New York 10169, These headquarters are situated in
approximately 11,500 square feet of space which the Company subleases for an average rent of approximately $304.000 per annum. The Company
has executed leases for additional office space of approximately 6,000 square feet and 18,000 square feet, cach at 230 Park Avenue, for rent of
approximately $188,000 per annum and approximately $576,000 per annum. respectively. Each of the above-described leases expires in November
2006. The Company maintains leases on other properties used in the operations of its subsidiaries. The Company believes that its insurance coverage
on its properties 1s adequate and that the Company, and each of its subsidianies, as the case may be. is in compliance with the related leases
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ITEM 3. LEGAL PROCEEDINGS

Gateway, the Company’s residential long distance subsidiary, recenves inquiries from state authorities with respect 10 consumer compiaints
concerning the provision of teiccommunications services, including allegations of unauthorized switching of long distance carriers and misleading
marketing The Company believes such inquiries are common 1n the long distance industry and addresses such inquiries in the ordinary course of
business. During 1996, Gateway expenienced an increased level of consumer and regulaton complaints, a substantial majonty of which arose from
the activities of a limited number of independent marketing agents. On May 10, 1996, Gateway adopted a policy of mandatory independent
venification for 100% of customer orders received from these agents’ programs. and effective June 10, 1996, no longer accepts customer orders trom
these programs In December 1996, the FOC and Gateway entered into a consent decree which terminated an inquiry by the FCC into any alleged
violations of unauthonzed camer conversions 'hrough the use of box programs by some of Gateway's agents. The FCC cited Gateway's efforts in
wdentifying the problems caused by these agents and its proactive response in implementing remedial actions on its own as significant factors leading
to the consent decree in lieu of mitiating a forma! investigation. The Company does not believe that resolution of these issues will have 2 matenal
adverse effect on the Company. its financial condition or 1ts results of operations

In June 1996 the Company, as plainiff, commenced an action for declaratory judgment against Nelson Thibodeaux, a former officer of Gateway, in
the Federal District Count for the Southern District of New York, seeking a declaration that the Company has no obligation to Mr. Thibodeaux under
stock option agreements gra’ ed to him duning his empioyment with Gateway  Further. because the Company believes that any and all claims that
may be advanced br Mr. Thubodeaux with regard to his stock option agreements would be frivolous. the Company has notified Mr. Thibodeaux and
his counsel of its intention 1o seek sanctions and such other remedies as may be avarlable against Mr. Thibodeaux and his counsel in the event that
Mr. Thibodeaux and his counsel seek 10 assert any defense 1o the Company’s action. Additionally. the Company secks monetary damages ansing
from ar alieged breach by Mr. Thibodeaux of the noncompetition and related provisions contained in his employment agreement with the Company.
Mr. Thibodcaux answered the Company's complant in August 1996, denving all of the Company’s assertions. The Company intends to diligently
proceed with this action

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITYHOLDERS

None
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PART I
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDERS MATTERS
MARKET PRICE OF THE COMPANY'S COMMON STOCK
The Company's Common * “ack has been quoted on the Nasdag National Market since Junc 1994 under the symbol "WCIL"
The following tadle sets forth, for the fiscal periods indicated. the high and low last sale prices of the Common Stock as reported on the Nasdaq

National Market. The quotes represent “inter-dealer” prices without adjustment or mark-ups, mark-downs or commissions and may not necessarily
represent actual transactions

COMMON STOCK
PRICE

PERIOD ENDED HIGH LOW
February 28, 1995 98 $51732
May 31, 1995 7132 6
August 31, 1995 1338 S
November 30, 1995 211316 1312
December 31, 1995 (commencing December 1,1995) - 738 14
March 31, 1996 1812 1338
June 30, 1996 KR I ) 16
September 30, 1996 29 1534
December 31, 1996 2378 1612

The last sale price of the Common Stock on March 25, 1997 was $11-3/4 per share. As of March 25, 1997, the Company had 32,766,706 shares of
Common Stock outstanding held by more than 1,000 beneficial holders
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RECENT SALES O! UNREGISTERED SECURITIES

(2) The following table sets forth certain information with respect to issuances of securities by the Company (other than stock options granted
10 its emplovees and others) duning the year ended December 31, 1996, without registration of such securities under the Secunties Act

CONSIDERATION
RECEIVED AND
DESCRIPTION OF
UNDERWRITING OR
NUMBER OTHER DISCOUNTS EXEMPTION
OF TO MARKET PRICE FROM
DATE O SECURITIES AFFORDED TO REGISTRATION
SALE TITLE OF SECURITY SOLD PURCHASERS CLAIMED
4329 Common Stock 8643 (1 2)
43096 Common Stock $8.800 () 42)
1173056 Common Stock 13,172 ) 42)

(1) Issued by the Company in connection with the acquisition of Fox/Lorber Associates. Inc. by a subsidiary of the Compan)

(2) Issued by the Company in connection with the acquisition of Global Media The Sales And Marketing Company, Inc. by a subsidiary of the
Company

{b) The following table sets forth certain information with respect to grants by the Company of stock options to its employees and others
during the year ended December 31, 1996, without registration of such secunities under the Securities Act

CONSIDERATION
RECEIVED AND
DESCRIPTION OF
UNDERWRITING OR IF OPTION. WARRANT
OTHER DISCOUNTS EXEMPTION OR CONVERTIBLE
NUMBER TO MARKET PRICE FROM SECURITY, TERMS OF
DATE OF TITLE OF OF OPTIONS AFFORDED TO REGISTRATION EXERCISE OR
SALE SECURITY GRANTED PURCHASERS CLAIMED CONVERSION
1961296 oPLIOnS 10 4,057,000 options granted.- 42 excrcisable for
purchase no consideration periods of five or
common stock received by the ten years from
granted 10 Company until grant at exercise
employees cxercise prices ranging from

$I375wS31.13




ITEM 6. SELECTED FINANCIAL DATA

The sclected financial data presented below for the years ended Februany 28, 1953, 1994 and 1995, the ten months ended December 31, 1995 and as
of ad for the year ended December 31, 1996 have been denved from the Compan,’s audited Consolidated Financial Statements included clsewhere
in this Report The selected financial data for the year ended December 21, 1995 has been derived from unaudited consolidated financial statements
of the Company. In the opinion of management, the unaudited consolidated financial statement has been prepared on the same basis as the audited
Consolidated Financial Statements and includes all adjustments, which consist only of normal recurring adjustments, necessary for a fair
presentation of the results of operations for the period This data presented below should be read in compunction with Item 7, "Management's
Discussion and Analysis of Financial Condition and Results of Operations™ and the Company’s Consolidated Financial Statements, including the
notes thereto, appeaning elsew here in this Repornt

YEAR ENDED
YEAR ENDED FEBRUARY 28 TEN MONTHS ENDED DECEMBER 31
o et e DECEMBER 3| i oo
1993 1984 1998 1995 1998 199

STATEMENT OF
OPERATIONS DATA
(IN THOUSANDS, EXCEFT PER
SHARE DATA,
Net Sales
Telecommaunications (1) $- $% s08 $134908 S13.13 $14626 $33 965
Information services - 473 2648 2928 14650
Omter 12 0 o 1398 15746 19429
Total net sales 11,289 15625 25,565 29771 33,300 68 048
Operating income (loss)
Telecommunications - 814) (4543, (7.28%) (8437) (43 658)
Information services - - tin 217 22 (1,809
Other (3.582) 159 2'6 681 6343 (42)
General corporate (663) (1.536) ety 381 @781 (1373
Total operating loss (4.245) 2191 (5.855) (10.251) (12.232) (56.522)
Interest expense (534) (744) (637) (7.630) N (37.47%)
Interest income 75 1% 385 2890 2935 10278
Onher expenses, net (2) - (5 349y (L1068 (866) a2 =
Net loss $(3.704) $0% 195 %7 230) $15857) $(18220) $83 73
Net loss per common share outstanding $0 63 1 06) S0 $(0.70) 0 82) S0
Weighted average common shares outstanding 5 066 7719 17122 2770 22287 2911
Oeher Financial Data
EBITDA (3) 2955 18385 %5.179) $R952) $(10,723) HS5SN
Capital expenditures L5 307 1818 1682 $9.003 47 961

25




FEBRUARY 28 MB !

) 194 1998 1995 19%
BALANCE SHEET DATA

(IN THOUSANDS. EXCEPT PER

SHARE DATA)

Cash, cash equivalerts and shon-term investments $631 19 $3.15 $211.701 $122.457
Property and equipment, net £ 1,301 2663 15,898 63287
Total assets £643 14610 29,509 285363 290223
Current portion of loag-term debt and capial ease odligations 3858 2851 LR $643 23036
Loag-term debt and caprial lease obligations, less curent portion

and discount 1206 308: 5.165 240 455 284339
Common and preferred stock and additional pasd-m capitak(4) 11410 22665 43518 104 823 75.726
Stockholders’ equity 1deficit) 1,747 719 18.2%0 21752 (49671

(1) The Company has generated minimal revenues from its Wireless Fiber services

(2) For the year ended February 28, 1994, principally represents noncash expense of $5.3 million consisting of the difference between the
exercise prices of certain options granted in connection with the Company’s initial public offering in April 1991 and the market value of the
underlving shares of Common Stock on the date such options became exercisable

(3) EBITDA consists of loss before interest, income taxes, depreciation and amortization and other income and expense. EBITDA is a measure
commonly used in the telecommunications industry and 1s presented to enhance an understanding of the Company's operating results and
ability 1o service its debt. It 1s not intended to represent cash flow or results of operations in accordance with generally accepted accounting
principies for the periods indicated. See ltem §, "Financial Statements and Supplementary Data”

(4) The Company did not declare or pay any dividends on its Common Stock during the periods covered hereby.
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

COMPANY OVERVIEW

The Company provides a full range of telecommunications services as a CLEC, including local, long distance and Internet access services, to small
and medium-sized businesses 1n major metropolitan areas in the United States. By exploiting 1ts Wireless Fiber services and a switch-based
infrastructure, the Company seeks to distinguish itself as a facilities-based, value-added provider of high-capacity telecommunications services and
an attractive alternative to established providers, such as the RBOCs. The Company also utilizes its Wireless Fiber capacity to provide its Cairier
Services, a vaniety of facilin. “ased bro~dband, high-capacity local access and digital network services, to other telecommunications services
providers. As a complement to its telecomm. ~ .Jations operations, the Company produces and distributes information and entertainment content. The
Company also operates a nonstrategic consumer products company

During the third quarter of 1996, the Company launched 1ts CLEC offering in New York City and has since introduced its local telecommunications
services in 11 additional markets. The Company intends to introduce its local exchange services in al! of the other major metropolitan arcas where it
is licensed 1o provide 38 GHz services over four or more 100 MHz channels duning the next several years. The Company

26




is creating an infrastructure on a City-bs ity basis using s Wircless Fiber capabilities. switches acquired by the Company from equipment vendors
and facilitics leased from other camiers 10 ongmate and termunate traffic

The Company also provides whaolesaic Camier Senvices that e¢nable other camers to expand their networks or meet end user demand via the
Company '« digital wireless capacity in the 38 GHz portion of the radio spectrum. The Company s in the process of expanding its Camer Services
business and currently markets these services in its licensed areas to RBOCs and other LECs. IXCs. CAPs and CLECs, PCS and CMRS providers,
cable companics, Intemnet service providers, value-added rescllers and systems integrators. Additionally, the Company has signed multi-year master
service agreements with a number of large industry customers. including Pacific Bell and Amentech Cellular Services, each of which has forecasted
demand for several thousand circuits, including T-1 circuits (equivalent capacity of 24 voice-grade circuits) and DS-3 circuits (equivalent capacity of
28 T-1 circuits). The Company's wholesale Carrier Services business also will serve a significant portion of the local access nceds of the Company’s
CLEC business, including backbone interconnections of hub, main switch and local node sites, and the ongination and termination of local traffic
for the Company’s local exchange customers

In connection with the Company’s rollout of its local telecommunications services, the Company is developing its business information services
One of the Company's goals in this area is to market an Internet-delivered group of targeted services to small to medium-sized business customers. It
is currently anticipated that these services will be sold through the Company’s direct sales force and will be structured as tiered-channels of licensed
and customized information, which will serve as a one-stop, casy-to-use desktop information resource for the Company s business customers.

The Company has significantly expanded its spectrum holdings during the past year with the completion of the Milliwave Acquisition and the
Locate Acquisition. The Company also has entered into certain agreements to purchase an aggregate of 47 additional 38 GHz licenses. Currently, the
Wireless Licenses allow the Company to provide Wireless Fiber services in 47 of the S0 most populated MSAS in the United States. The Wireless
Licenses currently cover more than 100 cities with populations exceeding 100,000 cach, encompass an aggregate population of approximately 172
million people and address approximately 600 million channels pops (population coverage multiplied by the number of 100 MH2 channels). Upon
completion of all pending acquisitions, which are subject to FCC consent. the Company’s total population coverage will increase to approximately
180 milhoa. its total channel pops will grow to approximately 650 million and the Wireles: Licenses will allow the Company to provide services in
49 of the 5C most populated MSAs in the United States. Sce Item 1, "Business--Telecommunications Services-- Wireless Licenses ®

REVENUES

Revenues generated by the operations of the Company’s telecommunications businesses will represent an increasing percentage of the Company's
consolidated revenues as the Company expands into the local telecommunications services market. Factors dniving the mix of revenues are as
follows

CLEC AND LONG DISTANCE SERVICES. CLEC revenues are driven primarily by the number of local exchange circuits installed and in service
The Company had installed more than 5,600 CLEC customer lines as of February 28, 1997 Customers generally are billed a flat monthly fee plus a
per-minute usage charge or fraction thereof. Revenue growth depends on the introduction of local exchange services in new cities, the purchase and
installation of switches to service those areas, and the addition of new customers. Additionally. as bundled services, such as long distance. lntemnet
access and Internet-related services, are purchased by the Company’s customers. revenue per circuit would be expected to increase

The Company inteads 1o develop other anticipated sources of revenue including resale agreements for CMRS, advanced data. broadband data
transmission and video conferc:. »g services. The Company believes that as its local exchange services business grows, such business will become
the most significant

)
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component of the Company’s revenues Revenues from this segment were $502.000 in the fourth quarter of 1996, versus $84,000 in the third quarter
of 1996, with approximately half of such revenues generated in the month of December. The Company currently sets prices at a discount to those
charged by LECs and anticipates ongoing price reductions for provision of local exchange services

The Company is first rolling out its local services on a resale basis in cach city and plans to follow initial sales with the installation of Lucent SESS
cwinches. The first switch went into service 1n New York City in October 1996. and four additional switches are now under construction in Boston,
Chicago, Los Angeles and San Dizgo The Company began connecting customers to the New York switch via Wireless Fiber links in January 1997,

Long distance telecommunications services revenuces are driven principally by the size and type of the customer base. with the largest percentage of
the Company’s long distance telecommunications services revenues currently derived from residential customers. Customers are billed on the basis
of minutes or fractions thereof. The Company is focusing on the salc of long distance services to small and medium-sized business customers as part
of its CLEC business and 1s ot currently marketing long distance services to residential customers on an active basis, except through established
affinity group and other targeted programs. As a result, the Company s allowing its revenues from residential long distance service to decline
through attrition. as it focuses on its core small to medium-sized business market

CARRIER SERVICES Camer Services revenues are driven primarily by the number and capacity (LE.. T-1s or DS-3s) of Wireless Fiber links in
service. A key measure of progress for the Company is its installed and available Wircless Fiber capacity. The Company had more than 90,000
voice-grade equivalont circuits in place as of February 28, 1997, Customers generally are billed at a fixed monthly rate per unit of capacity. Since
the Company’s local sccess customers have been, and will likely continue to be, predominantly telecommunications services providers, the addition
or loss of several major customers would have a material impact on this business. Another key measure of progress is the number of buildings for
which the Company has secured Roof Rights. The Company’s Roof Rights have been mcreasing in number and declining in average cost. As of
Februany 28. 1997, the Company has secured Roof Rights on approximately 900 buildings and is acquiring Roof Rights to an additional 50 to 75
butldings per month

INFORMATION AND CONTENT. Information and content revenues are generated principally by: (1) sales of content and related services, such as
documentanies, sports programming and foreign films, to traditional content customers. such as cable networks and radio stations; (ii) sales of
contert 10 new media distribution channels, such as on-line services: (1) sales of advertising: and (1v) the bundling of content with the Company's
telecommunications services. Revenues also are driven by the size and quality of the Company’s programming library and the release of new
programs. which affects quarter to quarter comparability

CONSUMER PRODUCTS. Consumer products revenues are generated by o nonstrategic subsidiary and are driven principally by the number of
national retailers ' the Company’s customer base. The Company obtains shelf space through such large retailers, and the addition or loss of several
large retaslers can have a sigmificant effect on the revenues of the Company’s consumer products business. Product sell-through and new product
introductions also play an important role 1n the Company’s relationships with its customers

COSTS
Factors relating to costs are as follows
CLEC AND LONG MISTANCE SERVICES  Costs associated with the Company's CLEC business include significant up-front capital
expenditures for devely; . ent of the infrastructure required to provide the Company's own iocal exchange services, including expenditures
relating to interconnection (LE . the use of LEC facilities to terminate calls), purchases and installation of switching equipment, 33 GHz radios

and
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related equipment. site scquisition fees and expenses (including option fees for the prequalitication of buildings for Roof Rights) and strategic
preplacement of a limited number of radios and related equipment in connection with the Company’s butlding-centric network plan (LE., hubbing).
In adduion, the Company 1s mcuming stant-up costs related to its CLEC business that will not be capitalized, including costs of engineering, sales
office and service personnel, marketing. administrative and other personnel, who will be needed in advance of related revenues. When the Company
commences operations in a city, it will imtially resel! the local exchange services of LECs or other CLECs The Company will cammy more of its
traffic on its own facilitics as 1t develops and installs the switches, radios and interconnections required to provide services in a particular city
However, the Company will always camy significant amounts of its tratfic over leased facilities at lower margins. The resale of local exchange
services typically will result in greater operating costs than the provision of services over the Company’s own facilities and such costs will therefore
decrease as a percentage of total CLEC operating costs 2+ the Company begins to provide more services over its own facilities. Additionally, site
acquisition and switch costs will become a lower percentage of cost per minute of service as more buildings are connecied and as the Company
increases the number of customers and lines per building. The up front capital costs of establishing the initial infrastructure required for the
Company to provide its own local exchange services are substantial and much greater than those relating to the Company’s Camier Services business.

Costs associated with the Company's long distance business include expenses related to minutes purchased from maior camers for resale, and
accordingly fluctuate with revenue. Typically, reductions of such costs are achieved through negotiated volume rebates and competitive contract
pricing. Generally, the Company 15 obligated 10 generate certain minimum monthly usage with its long distance carriers and may be required to pay,
in addition to its monthly bill. an underutiiization fee equal to a cenain percentage of the difference between such minimum comimitments and the
traffic actually generated by the Company  The Company has never paid or been required to pay any underutilization charges. The Company expects
that such costs will be reduced as it installs its own switches

CARRIER SERVICES. Costs associated with the Company’s Camier Services business include site acquisition (including option fees for the
prequalification of butldings for Roof Rights) and equipment related fees and expenses, including costs incurred in connection with the acquisition
of Roof Rights and the purchase of 38 GHz radios In addition, the Company will continuc 10 incur substantial start-up costs related to its Camer
Services business that will not be caputalized, including costs of engineering. sales office and service personnel. and marketing. administrative and
other personnel. who will be needed in advance of related revenues The Company anticipates that the cost per Wireless Fiber link will be reduced as
increased traffic i1s generated in buildings in which the Company already has established service and as the Company qualifies for volume discounts
from s pnncipal equipment vendors. The Company also expects that equipment costs will continue to drop as a result of technological
improvements and increased competition in the microwave equipment manufacturing industry

INFORMATION AND CONTENT. The Company’s information and content businesses have production, distribution and administrative costs
Film production costs include those related to producing oniginal products and licensing third-party products and are capitalized as incurred and are
expensed as productions are completed and distnbuted. Overhead costs in the production division are also capitalized and allocated to films in
progress, and are subsequently expensed as such films are completed and distnbuted. Other media production costs are expensed as incurred. The
distribution and advertising divisions incur rovalty costs pavable to third-panty producers and selling costs, both of which vary directly with sales of
acquired product, as well as administrative costs and personnel-related costs, which are primanly fixed in nature and which are expensed as incurred

CONSUMER PRODUCTS  Costs associated with the Company’s consumer products business fluctuate with material and labor component pricing
A large percentage of material . »ponents are sourced overseas,
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and are purchased in United States dollars. The Company seeks to lower product costs through improved material sourcing

RESULTS OF OPERATIONS

Revenues of the Company’s operating segments are as follows (in millions)

TEN MONTHS
YEAR ENDED ENDED DECEMBER 31 YEAR ENDED
FEBKUARY 38, DECEMBER 31,
1994 1995 1994 1995 1908 )
Telecommunications Ser ices
Carrier Services $- $01 $- $01 S0 $59
Local Exchange - - - - I 06
Res.dentia: Long Drstance ¥} 148 134 1o s X3
L 5] 149 134 131 146 N0
Information and Content - 0s 02 26 29 147
Consumer Products 2 102 o 140 158 194
Total Revenues $184 $256 22 0 $297 333 581

* The Company changed its fiscal year 1o December 31 from February 28 effective January 1, 1996.
YEAR ENDED DECEMBER 31, 1996 COMPARED TO YEAR ENDED DECEMBER 31, 1995

Revenues increased by $34.8 million, or 104.5%, for the vear ended December 31, 1996, 10 $68.1 million, from $33.3 million from the vear ended
December 31, 1995, This increase was primanily attributable 1o increased revenues generated by the Company's telecommunications and information
services segmenis

The Company’s telecommunications services revenues increased by $19.4 million, or 132.9%., for the year ended December 31, 1996, 10 $34.0
million, from $14.6 million for the year ended December 31, 1995, principally resulting from an increase in revenues from residential long distance
telephone services. Revenues from the information and ententainment senvices segment increased by $11.8 million, or 406.9%, for the year ended
December 31, 1996, 1o $14.7 mullion. from $2.9 million for the year ended December 31, 1995, due to continued growth of this segment intemnally
and through acquisitions. The revenue increase in 1996 was generated primanly from increased production and distribution of entertainment content,
including documentaries. foreign films and multimedia sports programming. Consumer products revenues increased by 22.8% in 1996 resulting
from growth of the bath and body products line

Cost of services and products increased by $27.4 million, or 110.9%. for the year ended December 31, 1996, 1o $52 1 million. from $24.7 million
for the year ended December 11 1595 As a percentage of sales, cost of services and products in 1996 was 76.5%. compared with 74.2% in 1995,
due in part 1o increased stant-up o s for facilities in connection with the rollout of the Company’s telecommunications network, in addition to lower
profit margins in the consumer products segment

Selling, general and administrative expense increased by $48 1 million to $67.7 million for the year ended December 31, 1996, or 99.4% of
revenues. from $19.6 million, or 58 9% of revenues, for the year ended December 31, 1995, Sclling, general and administrative expense increased
predominantly in the telecommunications segment as the Company continued to hire sales, marketing and related suppont personnel in connection
with the accelerated roll out of its CLEC operations. and increased spending on related advertising and marketing of services in new and existing
cities where the Company offered its senvices
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For the reasons noted above, the operating loss for the year ended December 31, 1996, was $56 5 million, compared to an operating loss of $12.2
million for the vear erded December 31, 1995

Depreciation and amortization expense increased by $3.5 million or 291 7% for the year ended December 31, 1996, to $4.7 million, from $i.2
million for the vear ended December 31, 1995, principally resulung from the Compamy's acquisition of switches. radios and other
telecommunications equipment

Interes: expense increased by $29.8 million, or 387 0%. for the year ended December 31, 1996. to $37.5 million. from $7 7 mullion for the year
ended December 31, 1995, The increase was primanily attnbutable 10 $33. 5 million in interest accrued on the Old Notes issued in the 1995 Debt
Placement, which is not payable in cash until after 1999

Interest income increased by $7.4 million, or 255 2%, for the year ended December 31. 1996, 10 $10.3 million, from $2 9 million for the vear ended
December 31, 1995, The increase is attributable to short-term investment eamings on the proceads of the 1995 Debt Placement

For the reasons noted above, the Company reported a et loss of $83 7 million for the year ended December 31, 1996 compared to a net loss of
$18.2 million for the yvear ended December 31, 1998

TEN MONTHS ENDED DECEMBER 31, 1995 COMPARED TO THE TEN MONTHS ENDED DECEMBER 31,
1994

Revenues for the ten months ended December 31, 1995 increased by $7 8 million, or 35.5%. to $29.8 million. from $22.0 million in the comparable
period of the prior year. This increase was attributable to increased revenues in the Company's information and entertainment and consumer products
merchandising segments. During the ten months ended December 31, 1995, the Camier Services business had only nominal revenues. The
information and entertainment segment, which reported nominal revenues in the prior year, had revenues of approximately $2.6 million for the ten
moaths ended December 31, 1995, related pnimarily 10 the completion of centain documentary television products The consumer products segment
also experienced an increase in revenue of approximately $5.6 million. pnimarily due to the growth in sales volume of its bath and body product line

Cost of services and products for the ten months ended December 31, 1995 increased by $5 8 mullion, to $20.9 million, from $15.1 million for the
ten months ended December 31, 1994, The increase was principally attnibutable to the growth in the Company's information and entertainment
services and consumer products segments, along with initial expenses in connection with the Company’s telecommunications network

Selling. general and administrative expenses increased by $7.7 million to $17.9 million. or 60.1% of revenues, for the ten months ended December
31, 1995, from $10.2 million. or 46.4% of revenues, in the comparable period of the prior year. The acquisition of Avant-Garde, the original holder
of many of the Wircless Licenses) and the consolidation of that entity’s results of operations into the Company's financial statements from July 17,
1995 onward, as well as the growth in the administrative infrastructure in the Carrier Services business accounted for approximately 32 7% of the
total increase. In particular, expenses were incurred to develop operating systems, to market services to targeted customers and to peepare for future
growih in the wireless business. Corporate general and administrative expenses accounted for approximately 28.1% of the total increase because of
the hiring of additional personnel and the expansion of the Company’s infrastructure to manage future growth in the telecommunications business
Selling and marketing expenses inurred by the consumer products segment 10 service increased revenues accounted for approximately 26 4% of the
total increase

For the reasons noied above, the operating loss for the ten months ended December 31, 1995, was $10.3 million. compared 10 an operating loss of
$3.6 million in the compasa' '+ period of the prior year
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Interest expense increased by $7.1 million to $7.6 million for the ten months ended December 31, 1995, from $0.5 million for the ten months ended
December 31, 1994, reflecting principally the noncash accretion of interest on the Old Notes

Interest income for the ten months ended December 31, 1995 increased by $2.6 million, to $2.9 million, compared with $0.3 million for the same
penod duning the prior vear. The increase was attributable to eamings on the 1995 Debt Placement. which raised net proceeds of $214.5 million

For the reasons noted above, the Company reported a net loss of $15.9 mitlion for the ten months ended December 31, 1995, compared to a net loss
of $4.6 million in the comparable peniod of the prior year

YEAR ENDED FEBRUARY 28, 1995 COMPARED TO YEAR ENDED FEBRUARY 28, 1994

Revenues for the vear ended Februany 28, 199¢ were $25.6 million, up 64.1% from the prior year's revenues of $15.6 million. During the year
ended February 28, 1995, e telecommunications segment reported revenues of $14.9 million. compared to revenues of $8.5 million in the year
ended February 28. 1994, an increase of 735 3% Telecommunications revenues consisted almost entirely of revenues generated through the
Company's resale of long distance services, and revenue growth resulted primarily from growth in the Company's customer base. The consumer
products segment also experienced substantial revenue growth, from $7.1 million in the year ended February 28, 1994, to $10.2 million in the year
ended February 28, 1993, an increase of 43 7% This increase was attnbutable to approximately $3.6 million in additional revenues from the bath
and body product line acquired in the vear ended February 28, 1994, as well as growth in the personal care products line These revenue increases
were offset by a reduction of approximately $1.2 million in revenues trom discontinued business lines. The information and entertainment segment
generated $0 5 million in revenues in the year ended February 28, 1995, its first year of operation

Cost of services and products for the vear ended February 28, 1995 increased by $8.4 million. or 78 5%, to $19.1 million, from $10.7 million for the
year ended Februany 28, 1994, The increase is principally attnbutable to the growth in the Company's long distance telephone and consumer
products businesses

Seclling. general and admunistrative expenses increased by $5.2 million 1o $11.9 million. or 46 3% of revenues, for the year ended February 28, 1995,
from $6.7 million, or 42 9% of revenues, for the prior year. The increase was atiributable to increased operating expenses related to the growth of the
Company's telecommunications revenues and the consumer products segment, the deveiopment of the corporate infrastructure needed to identify,
acquire and manage opportunities for the Company’s continued telecommunications growth, and start-up expenses associated with the Carrier
Services business, offset by a reduction of expenses related to discontinued business lines The Company also recorded a restructunng charge of $0.6
miliion and other nonrecurming charges of $0.5 million in the sear ended Februany 28, 1995, related to its teleccommunications operations. These
charges include termination costs for previous executive, management. and staff personnel as well as other charges taken in connection with sales
programs and other intiatives implemented by previous management. For the reasons noted above, the operating loss for the year ended February
28, 1995, was $5.9 million, compared to an operating loss of $2.1 million in the prior vear

Interest expense dacreased to $0 6 miilion in the sear ended February 28, 1995 from S0.7 million in the prior year. This improvement was due to the
use of approximately $2.0 million in promissory notes by the holders thereo! for the payment of the excercise price of certain warrants

For the reasons noted above, the Company reported a net loss of $7.2 million for the year ended February 28, 1993, compared to a net loss of $8.2
million for the year ended February 28, 1994
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LIQUIDITY AND CAPITAL RESOURCES

The Company has incurred significant operating and net josses, due in large part to the development of its telecommunications services business, and
anticipates that such losses will increase over the near term as the Company accelerates its growth strategy. Historically, the Company has funded its
operating losses and capital expenditures through public and private offerings of debt and equity securnities and from credit and lease facilities, and
expects & continue funding its growth strategy, as necessany, through a combination of these financing vehicles. Cash used to fund negative
EBITDA during the vear ended December 31, 1996 was $49.6 million. and purchases of property and equipment were $48 0 million. At December
31, 1996 and 1995, working capital was $75.6 million and $214 9 million, respectively, including cash, cash equivalents and short-term investments
of $87.6 million and $211 7 million, respectively (giving effect 1o the Milliwave Acquisition). As of December 31, 1996, after giving pro forma
cffect to the Milliwave Acquisition and the Preferred Stock Placement (as defined below). cash, cash equivalents and short-term investments were
S183.6 million. As adjusted, giving effect to the 1997 Debt Placement (as defined below) (including the application of $17.8 million of the proceeds
therefrom to repay promissony notes of the Company issued in connection with the Locate Acquisihon (the "Locate Notes”)) cash, cash equivalents
and short-term investments were $436 2 mullion as of December 31, 1996

The passage of the Telecommunications Act in February 1996 resulied in opportunities that motivated the Company 10 accelerate the development
and expansion of its telecommunications businesses through increased capital expenditures. Capital expenditures for the years ended December 31,
1996 and 1995 were $48.0 million and $9.0 million. respectively As a result of the acceleration of the development and expansion of the Company's
telecommunications business, the Company’s current plans are for capital expenditures of an average of approximately $170 million per vear over
the next three years The amount of capital required to execute this plan is a function of the speec at which the plan is executed. The Company may
elect 10 slow the speed or narrow the focus of this expansion in the event that it is unable to raise sufficient amounts of capital on acceptable terms

A significant portion of the Company’s increased capital requirements will result from the rollout of the Company’s CLEC business. The Company is
building a direct sales force. has opened sales offices in eleven major cities and 15 in the process of expanding into other metropolitan areas
Additionally, the Company is in the process of ordering and installing switching and other network equipment to be placed in its key markets

The Company has commitments during 1997 to purchase $26.4 miilion of teiecommunications capital equipment and. prior to April 8, 1997, 10
repay the Locate Notes aggregating approximately $17.8 mullion

In February 1997 the Company sold 4,000,000 shares of its 6% Series A Cumulative Preferred Stock and warrants to purchase 1,600,000 shares of
Common Stock, pursuant to which the Company and one of its subsidianies realized net proceeds of approvimatels $96 million {the "Preferred Stock
Placement”™). In addition. in March 1997, the Company and one of its subsidiaries sold an aggregate of $300 million principal amount of noles.
pursuant to which they realized net proceeds of approximately $290 million (the "1997 Debt Placement™)

Management anticipates, based on current plans and assumptions relating 10 its operations. that the proceeds of the 1997 Debt Placement. together
with the Company’s existing financial resources and additional equipment financing arrangements whnich the Company mntends to scek. will be
sufficient to fund th: Company’s growth and operations for approximately 24 to 30 months from the date of this Repont. In order to provide
additional future liquidity to the Company, the Company has obtained a commitment for a $150 million facility from affiliates of the initial
purchasers of the notes sold in the 1997 Debt Placement, which, subject to the Compans satisfving vanous operating and financial critena. may be
drawn by the Company on March 31, 1999 In the event the Company’s plans or assumptions change or prove 10 be inaccurate, or if the Company
consummaltes any acquisitions of businesses or assets (including additional
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spectrum licenses, by auction or otherwise), the Company may be required to seek additional sources of capital sooner than currently anticipated

The Company’s subsidiaries have two asset-based working capital facilities with a total of $9.8 million outstanding thereunder as of December 31,
1996, with terms expiring in 1998 and 1999 Remaining availability under these lines as of December 31, 1996 was approximatels $1 .7 million. In
addition. the Company’s subsidiarics have entered into, and will continue to seck. financing arrangements with respect to equipment. including
telecommun cations switches, 38 GHz radios and other related equipment. The Company’s subsidiary, WinStar Telecom, consummated a $3.1
million salc/leaseback of its New York City switch in December 1996, and borrowed approximately $3.3 million from a third party lender in
connection with WinStar Telecom's purchase of its Chicago switch from Lucent in March 1997

FORWARD-LOOKING STATEMENTS

When used in this and in future filings by the Company with the SEC, in the Company’s press releases and in oral statements made with the approval
of an authonized executive officer of the Company. the words or phrases "will likely result.™ expects.” "plans.” "will continue,” "is anticipated,”
“estimated.” "project” or “outlook” or similar expressions (including confirmations by an authonzed executive officer of the Company of any such
expressions made by a third party with respect 1o the Company ) are intended to identifs "forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995 The Company wishes to caution readers not to place undue reliance on any such forward-looking
statements, each of which speak only as of the date made. Such statements are subject 10 certain nisks and uncertainties that could cause actual results
10 differ materially from historical camings and those presently anticipated or projected. Factors that may cause actual results to differ matenially
from thosc contemplated by such forward-looking statements include, among others, the following: (a) the Company’s ability to service its debt or to
obtain financing for tae buildout of its telecommunications network: (b) the Company’s ability to attract and retain a sufficient revenue-generating
customer base, () competitive pressures in the telecommunications industry. and (d) general economic conditions. The Company has no obligation
10 publicly release the result of any revisions which may be made to any forward-looking statements to refl=ct anticipated or unanticipated events or
crcumstances occurmng after the date of such statements

ITEM S FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements « & uired by ltem 8(a) are included in this Report beginning on Page F-1

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Not

Ol
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PART I

The information required by Items 10, 11, 12 and 13 of Form 10-K 1s mncorporated herein by reference 10 the Companv's Proxy Statement for the
Annual Meeting of Stockholders anticipated *

y be held on June 30, 1997
PART IV
ITEM 14, EXHIBITS, FINANCIAL STATEMENT SCHEDY LES AND REPORTS ON FORM 8K
(a) The following documents are filed as part of this Repont
(1) Financial Suastement
Sec Index 10 Financial Statements and Financial Ststement Schedules appearing on page F-1
(2) Fimancial Statement Schedules
See Index to Frmancial Statements and Financial Statement Schedules appeaning on page F-1

(3) Exhibits

EXHIBIT

NUMBER DESCRIPFTION

21 Agreement by and among the Company. New Media, TWL, and the principals of TWL relating to certain
finanCing provided by the Company 10 TWL and reisted matiers (Incorporated by reicrence from Exhidit
2.3 o the Company’s Annual Repont for the Fiscal Year Ended February 28 19593)

22 First Amendment to Agreement by and among the Company. New Media. TWL and the princinals of TWL
(Incomporated by reference from Exdubit 1 2 10 the Company's Annual Report on Form | -ASB for the
fiscal year ended Februany 28 1995)

33 Second Amendment 1o Agreement by and among the Compamy . New Media, TWL and the principals of TWL
(Incorporated by reference from Exhidit 2 2 w the Company's Annsal Report oa Form 10-KSB for the
fiscal year ended Februany 28 199%)

3t Restated Cenificate of Incorporarion of the Company {Incomporated by reference 1o Exhibit 3 1 1o the
Company’s Registration Statement on Form S-18 No  33-37024))

32 Amendment to Centificate of Incerporation of the Company effecting name change from "Robemn Apparel

Inc * to "Robem Industrics. Inc * {Incorporated by reference to Exhibit 3 1(5) to the Company's
Registrarion Statement on Form S8 (No_ 3332716

35 Second Amendment 1o Centificats of Incomoration of the Compam ¢ffecting name change from "Robem
Industnies, In¢ * 10 "WinStar Communications. Inc ~ (Incorporated by reference to Exhibst 3 1(bito
the Company’s Registration Statement on Form S-1 (No 33339145

34 Ceruficate of Elimination of Series A. B. €, D and E Preferred Siock of the Compan (Incorporated
reference 10 Exhibit 3 6 to the Company s Current Report on Form 8-K dated Februan 14 1997)

3s Cenificaie of Designations. Preferences and Rights of 6% Series A Cumulative Convertibie Preferred
Stock (Incorporated by reference 1o Exhidit 2 10 the Company's Current Report on Form 8-K dated
February 14 1997

36 By-Laws of the Compas) (Incorporated by reference to Exhibit 3.2 1o the Company's Registration

Statement on Form S-18 (No 33-37024))

3.6(a) Amendments 1 O By -Laws of the Company (Incorporated by reference 1o Exhibit 3 6(2) 10 the Company's
Quarnterly Report on Form (0-Q for the quarner ended June 30, 1996
3s
. b




EXHIBIT
NUMBER

37
38

39

36

DESCRIPTION

Ceruficate of Incorporation of WinStar Wireless (Incorporated by reference from Exhibit
Company’s Current Repon on Form 8-K, dated Februany 11, 1994)

By-Laws of WinStar Wireless (Incorporated by reference from Exhibit 8 to the Company's Current Repont
on Form 8-K, dated rebruany 11, 1954)

Centificate of Incorporation of Gateway (Incorporated by reference to Exhibit 3 5 10 the Company's
Annual Report on From 10-K for the Fiscal Year Ended February 28 1993)

Amendment to Centificate of Incorporation of Gateway effecting name change from “Communications
Gateway Network, Inc * to “WinStar Gateway Netw ok Inc * (Incorporated by reference from Exhibit 3 11
to the Company’s Annual Report on Form 10-KSB for the fiscal year ended Februan 28, 1995)

By-Laws of Gateway (Incorporated by reference to Exhibit 3 6 to the Company’s Annual Report on From
10-K for the Fiscal Year Ended February 238, 1993)

Centificate of Incorporation of New Media (Incorporated by reference to Exhibit 3 9 to the Company’s
Annual Report on From 10-KSB for the Fiscal Year Ended February 28, 1993)

Amendment to Certificate of Incorporation of New Media effecting name change from “"WinStar Interactive
Media Company, Inc ™ to "WinStar New Media Company, Inc * (Incorporated by reference from Exhibit 3.14
to the Company's Annual Report on Form 10-KSB for the fiscal yvear ended February 28 1995)

By-Laws of New Media (Incorporated by reference to Exhibit 3 10 to the Company’s Annual Report on Form
10-KSB for the fiscal year ended Februany 28, 1994)

Cenificate of Incorporation of WinStar Wireless Fiber Corp. ("Wireless Fiber Corp *) (Incorporated by
reference to Exhibit 3 16 10 the Company’s Annual Report on Form 10-KSB for the fiscal year ended
Februany 28, 199%)

Amendment 1o Centificate of Incorporation of Wircless Fiber Corp. effecting name change from *WinCom
Corp " 10 "WinStar Wireless Fiber Corp ™ (Incorporated by reference 1o Exhubit 3 17 the Company's
Registration Statement on Form S-3 (No. 33-95242))

Cenificate of Merger effecting merger of Avant-Garde into Wireless Fiber Corp (Incorporated by
reference 1o Exhibit 3 18 the Company’s Registration Statement on Form S-3 (No 33.95242))

By-Laws of Wireless Fiber Corp. (Incorporated by reference to Exhibit 3 17 to the Company's Annual
Report on Form 10-KSB for the fiscal year ended February 28, 19935)

Cenificare of Incorporation of Global Products (Incorporated by reference to Exhibit 3 3 to the
Regntration Statement on Form S-18 of Global Products (No. 33-12349))

Amendment to Centificate of Incorporation of Global Products to change its name from “Beauty Labs,

Inc * 10 "WinStar Global Products. In¢ * (Incorporated by reference from Exhibit 3 19 to the Company's
Annual Report on Form 10-KSB for the fiscal year ended Februany 28, 19995)

By-1Laws of Global Products (Incorporated by reference to Exhibit 3 4 10 the Registration Statement on
Form S-18 of Global Products (No 33-123549))

Ceruficate of Incorporation of WinStz: NFF Inc. ("WinStar NFF”) (Incorporated by reference from

Exhibit 321 1o the Company’s Annuai Report on Form 10-KSB for the fiscal year ended Februany 28,
19935)

By -laws of WinStar NFF (Incorporated by reference from Exhibit 3 22 to the Company’s Annual Beport on
Form 10-KSB for & fecal year ended February 28, 199%)

Ceruficate of Merger ¢i ~FF with and into WinStar NFF, with WinStar NFF as the merger's surviving
entity (Incorporated by reference from Exhibit 3 23 1o the Company’s Annual Report on Form 10-KSB for
the fiscal vear ended February 28, 1995)

10 the
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EXHIBIT
NUMBER

-
’

44

102

103

108

DESCRIPTION

: 1o Centificate of Incorporation of WinStar NFF changing its name from "WinStar NFF Inc " to
Fiction Frims Ing” (Incorporated by reference from Exhibit 3 24 10 the Company 5 Annual Report
o0 Form 10-KSB for the fiscal yeur ended February 28, 1995)

Ceruficate of Incorporation of WinStar Telecom (Incorporated by reference from Exhibit 3 24 10 the
Compans's Transition Report on Form 10-KSB for the ten monihs ended December 31, 1995

By-laws of WinStar Telecom (Incorporated by reference from Exhibit 3 24 to the Company's Transition
Report on Form 10-KSB for the ten monihs ended Februany 28 199%)

Specimen of Common Stock Cerificate {Incorporated by reference from Exhibit 4 310 the Registrahon
Stmement of Company on From S-18 (%o 33.37024))

Specimen of 6% Senes A Preferred Stock Cemificate {Incorporated by reference 1o Exhibit 3 to the
Compaes's Current Repon on Form 5-A dated February 14 1957

EC-A Warmants issved t© Everest Capital Fund, L P ("Fund®) for 130,500 shares of Common Stoch and to
Everest Capaal International, LP (7C apital”) for 169,500 shares of Common Stoch (Incorporated by
reference 10 Exhibit 4.6 to the Compan) Registration Statement on Form S-3 (No_ 33.95242)

EC-B Warrants wsued 10 Fund for 43 500 shares of Common Stock and to € apital for 56,500 shares of
Commen Stock (lacorporated by reference to Exhibit 4 7 1o the Compam s Regntration Statement on Form
S-3 (Ne. 3395242

EC-C Warrants issued 10 Fund for 63250 shares of Common Stock and 1o L spinal for £4 750 shares of
Common Stk (Incorporated by references 1o Exhibit 4 8 to the Compans 5 Regratration Siatemeat on Form
S.3 (No 33984

Form of Warranls issued 10 purchasers in the Preferred Stoch Placement (Incorporated by reforence 10
Exhinit 4 10 10 the Company § Current Report oa Form 8-K dsted Februany 13 199T)

Agreement betwesn the Company and ITC Growp (Incorporated by reference from Exhibu 109 10 the
Company's Annual Repont on Form 10-KSB for the fiscal vear €0 fed February 28 195

Lease for 230 Park Avenue New York New York facalities (Incorporated by reference from Exhibee 10 10
10 the ( ompamy's Annual Report on Form 10-KSB for the fiscal yex ended Febraany 28 1990

Lease for addional space ¥ 230 Park Avenue Now York. New York 10169 (inc semorated by reforence
from Extubat 10 21e ¢ Company’s 1 ransition Report on Form | KSB for the ter months ended
Decermber 31, 199%)

Lease for 144 Fasrfacld Poad. Farficld Now Jersey facilities (Incorporated by relcrence from Exhida

10 12 12 the Company’'s A sual Report on Form 10-KSE for the fiscal yeur ended Februan 28 1935
Lease for 7799 Leesburg Pike Tvsons Comer, Virginia facslities {incoeporated by referenie from
Exhibic 10 18 10 the Compans » Annual Report on Form 10858 for the fiscal yeur ended Februan 2%
1995

10 S(3) Amendment 10 Lecidarg Pike Lease (Incorporated by reference from Exhibat | 7{a) 1w the Company §

106

107

1 ransison Repont on Forn 10-KSB for the ten me nths ended December 31 1994

1992 Performance Equity Pian (Incorporated by reference 10 Exhubit 10 53 10 the Company 5 Registranhon
Supement on Form S-18 (Neo 35374

Lose mad Secunty Agrecment hetween Gateway and The l 1T Group Credit Finance. Ins CCit
(Incororated by reference from Exhibit 1022 w0 the Company 3 Annual Report on Form 10-KS for the
fiscal vear ended February 28, 1992




EXHIBIT

NUMBER

108

109

1010

1011

1012

10.13
1014

10.15

10.16

1017

DESCRIPTION

Guaranty and Surety Agreement between the Company and CIT in connection with Exhibit 10.12 above
(Incorporated by reference from Exhibit 10.25 1o the Company’s Annual Repont on Form 10-KSB for the
fiscal year ended Februan 28, 1995)
Subordination Agreemeni between the Company and CIT in connection with Exhibit 10 12 above
(Incorporated by reference from Exhibit 10 26 1o the Company’s Annual Report on Form 10-KSB for the
fiscal year ended February 28, 1995)
Keepwell Agreement between the Company and CIT in connection with Exhibit 10.12 above (Incorporated by
reference from Exhibit 1027 to the Company’s Annual Report on Form 10-KSB for the fiscal year ended
Februars 28, 1995)
Agreement between CIT and Zere Plus Dialing. Inc regarding Escrow and Disbursing Agreement with Texas
Commerce Bank and Assignment of Outstanding A ccounts Receivable in connection with Exhibit 1022 adove
(Incorporated by reference from Exhibit 1028 to the Company's Annual Report on Form 10-KSB for the
fiscal year ended February 28, 1995)
Limited Guaranty of the Company in connection with Exhibit 10.19 above (Incorporated by reference from
Exhibit 10.38 to the Company’s Annual Report on Form 10-KSB for the fiscal year ended February 28,
1995)
Executive Incentive Compensation Program (Incorporated by reference from Echibit 10 40 to the
Company's Annual Repont on Form 10-KSH for the fiscal year ended Februany 28, 1995)°
Lease for 12 Gardner Road, Fairfield, New Jersey tacilities (Incorporated by reference to Exhibit
10.52 10 the Company’s Registration Statement on Form S-3 (No_ 33.95242))
Agreement between the Company, WinStar Wireless and P-Com. Inc (Incorporated by reference from
Exhibit 1011 to the Registration Statement on Form S-1 of P-Com. Inc (No. 33-88492) on file with the
Commission)
Employment Agreement between the Company and Nathan Kantor, together with voting stipulation given by
William J. Rovhana, Jr_ 1o Mr. Kantor (Incorporated by reference to Exhibit 10 34 to the Company's
Registratior Statement on Form S-3 (No. 33.65242))*
Form of Stock Option Agreement between the Company and Nathan Kantor for the purchase of 350,000
shares of Common Stock (Incorporated by reference 1o Exhubit 10,55 1o the Company’s Registration
Statement 0n Form S-3 (No. 33-95242))
Form of Stozk Option Agreement between the Company and Nathan Kantor for the purchase of 350,000
additional shares of Common Stock (Incorporated by reference to Exhibit 10 56 10 the Company's
Registration Statement on Form S-3 (No. 33-935242))*
Employment Agreement between ihe Company and William J. Rouhana, Jr. (Incorporated by reference to
Exhibit 10 57 10 the Company’s Registration Statement on Form S-3 (No. 33-95242))*
Employment Agree vent between the Company and Fredric E- von Stange (Incorporated by reference o
Exhibit 10 58 10 the (. ~pany’s Registration Siatement on Form S-3 (No  33.95242))°
Facility Agreement between ML Investors Services, Inc ("ML”) and WinStar Wireless (incorporated by
reference to Exhibit 10 99 10 the Company’s Registration Statement on Form S-3 (No 33.95242))
Master Lease Agreement between ML and WinStar Wireless (Incorporated by reference 1o Exhibit 10 60 to
the Company s Registration Statement on Form S-3 (No. 33-95242))
Form of Stock Option Agreement between the Company and ML (Inzorporated by reference to Exhibit 10 61
10 the Company s Registration Statement on Form S-3 (No 33-93242))
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EXHIBIT
NUMBER

1032

1033

1054

1035

1036

1037

DESCRIPTION

Lease Guaranty between the Compam and ML (Incomporated by reference 1o Exhibit 10 62 to the Company’s
Registration Statement on Form S-3 (No 35-95242)
Service Agreement between WinStar Wireiess and AT&T (Incorporated by reference to Exhibit 10.63 1o the
Company’s Registration Statement on Form S-3 (No. 33-95242)) (confidentiality granted under Rule 406
promulgated under the Act, accordingly, certain information has been omitted from this exhibit and
filed separatels with the Commission)
Senior Notes Indenture, including form of Restricted Global Senior Note, entered into in connection
with the Company's private placement of notes i October 1995 (the “1995 Debt Placement”)
(Incorporated by reference from Exhibit 2 10 the Current Report on Form 8-K. dated Ociober 23, 1995)
Convertible Notes Indenture, including form of Restncted Global Convertible Notes, entered into in
connection with the 1995 Debt Placement (Incorporated by reference from Exhubit 3 to the Current
Report on Form 8K dated Oxctober 23, 1995)
Employment Agreement between WinStar Wireless and Leo | George (Incorporated by reference from
Exhibit 103 1o the Company’s Annual Report on Form 10-KSB for the fiscal year ended February 28,
1995)°
Employment Agreement between NFF and Stuart B Redant (Incorporated by reference from Exhibit 105 10
the Company’s Annual Report on Form 10-KSH for the fiscal year ended February 28, 1995)°
Employment Agreement between New Media and Stuan B Rekant (Incorporated by reference from Exhibit
10 6 10 the Company’s Annual Repont on Form 10-KSB for the fiscal year ended February 20 1995)°
Registration Rights Agreement among the Company and the former stockholders of the panners of
Milliwave entered into in connection with the Milliwave Acguriition (Incorporaied by reference 10 the
Company’s Curent Report on Form £-K dated Februany 17 1987
Amended and Restated Credit Agreement among W inStar Global Products, Inc  1BI Schroder Bank Trust
Company, as lender, and 1B) Schroder Bask & Trust Company. &5 agent (Incorporated &, rofcrence 1o
Exhibit 10.79 te the Company's Quanterly Report on Form 10-0) for the quaner ended Sepiember 30, 1996)
Pledge Agreement by WinStar Global Products Inc i favor of 1111 Scheoder Banker & Trust Company, as
agent (Incorporated by reference to Exhibit 10 80 to the Compann s Quanterly Report on Form 10-Q for
the quarier ended September 30, 1996)
Subord Agr between WinStar Commumications. Inc . and 1B) Schroder Bank & rust Company., as
agent (Incorporated by reference to Exhibit 10 81 1o the Company's Quanerdy Repont on Form 10-Q for
the quarter ended September 30, 1996)
Amended and Restated Guaranty between WinSiar Communications. Inc and [B) Schroder Bank & Trust
Company, as agent agent (Incorporated by reference 10 Exhubit 10 £2 10 the Company’s Quanerly Repont
on Form 10-Q for the quaner ended September 30 1996)
First Supplemental Indenture (OI¢ Senior Notesj detween WinStar Commumications. Inc. and United States
1 rust Company of New York, as trustee (Incorporated b reference to Exhibit 10 53 10 the Company's
Quanerly Report on Form 10-Q for the quarter ended September 30, [994)
First Suppiemental Indenture (Convertible Notes) between WinStar Communicaiions, Inc and United
States Trust Company of New York, as trustee (Incorporated by reference to Exhibit 10 83 1 the
Company’s Quarterly Report on Form 10-Q for the quanter ended September 30 1996)
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EXHIBIT
NUMBER DESCRIPTION
1038 Sentor Notes Indenture. including form of New Senior Note, entered into in connection with the

issuance of the New Senior Notes in the 1997 Debt Placement (Incorporated by reference from Exhibat
10 2 10 the Compan: s Current Report on Form 8-K. dated March * 1997)
1039 Guaranterd Semior Secured Notes Indenture, including form of WELU Note, entered into in connection with
the ssuance of the WEC Notes in the 1997 Debt Placement (Incomporated by reference from Exhibit 103
1o the Compam’s Current Report on Form 8-K. dated March 27, 1995)
1040 Purchase Agreement with respect 10 the New Senior Notes and the WEC Notes entered into by the Company
WEC and the purchasers thereunder in connection with the 1997 Debt Placement (Incosporated by
reference from Exhibit 10 1 to the Company’s Current Report on Form 8-K, dated March 27, 1995)
1041 Registration Rights Agreement entered into by the Company. WEC and the initial hoiders of the Notes in
connection with the 1997 Debt Placement (Incorporated by reference from Exhibit 10 4 1o the Company's
Current Repont on Form £-K, dated March 27, 1995)
1042 Secunty Agreement entered mto by WEC and the Trustee in connection with the 1997 Debt Placement
{Incorpotared by reference from Exhibit 10 S 10 the Company’s Current Report on Form 8-K, dated March
27.1955)
1043 Secuntics Purchase Agreement entered into in connection with the Preferred Stock Placement
incomporsted by reference 1o Exhibit 2 7 10 the Company’s Current Report on Form 8-K dated February
141967
1034 Registration Rights Agreement entered into 1 connection with the Preferred Stock Placement
tincorporated by reference to Exhidit 10 85 to the Company’s Current Report on Form 8N dated February
14 1987
21 Scheduie of Company's Subsidianies (filed herewith)
231 Consent of Geant Thomton LLP. Independent Accountants of the Company
271 Financwy' Data Schedule
* Indicates management CORtract or compensatory plan or arrangement

{b) Reports on Form 8-K

I Cumrent Report on Form 8-K with respect to the acquisition by the Company of certain assets and business comprising the Microwave
Division of Local Area Telecommunications, Inc. on October 8, 1996, including the following audited (except as otherwise indicated) financial
statements of the acquired business: Balance sheets as of June 30, 1996 and 1995, Statements of Operations for the year ended December 31,
1995 and the six months ended June 30, 1996 and 1995 (unaudited). Statements of Divisional (Deficit) Surplus as of and for the six months
ended Junc 30. 1996 (unaudited) and for the years ended December 31, 1995 and 1994, and Statements of Cash Flows for the vear ended
December 31, 1995 and the six months ended June 30, 1996 and 1995 (unaudited)

Copres of the exhibits listed above will be made available by the Company to any stockholder upon written request of the stockholder
addressed 10 WinStar Communications. Inc., 230 Park Avenue, Suite 3126, New York, New York 10169, Attention: Investor Relations. Any
stockholder requesting 3 copy of any such exhibit will be charged a copying fee of $.25 per page
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act. the registrant
caused this report (o be signed on hehalf by the undersigned, thereunto duly authorized, on the 315t day of March, 1997

WINSTAR COMMUNICATIONS, INC.
By ’s’ WILLIAM J ROUHANA JR

William J. Rouhana, Jr
Chairman of the Board
and Chief Executive Officer

In accordance with Section 13 or 15(d) of the Exchange Act, this repori has
been signed below by the following persons on behalf of the registrant and in the Capacitics and on the dates indicated

SIGNATURE TITLE DATE
o WILLIAM J ROUHANA.JR Chairman of the Board, Chief Executive Officer
o —————————— - (principal excoutive officer) and Durector
William J Rouhana Jr March 31,1997

¢ STEVEN G CHRUST
ettt Vice Chasrman and Dwrector
Steven G Chrust March 311997

/s/ NATHAN RANTOR

. e President, Chief Operating Officer and Director

Nathan Rantor March 31,1997
/& FREDRIC E VON STANGE Executive Vice President. Cuef Financial Officer

———————————— (principal accounting officer) and Director

Fredric E von Sunge March 31, 1997

/& WILLIAM HARVEY
———————————— Director

William Harvey March 311997

i STEVEN MAGYAR
e os Director
Steven Magyar March 31,1997

/s’ WILLIAM J VANDEN HEUVEL

Durector
William J vanden Heuve! March 31,1997
/s/ BERT WASSERMAN
enessssonsese Director
Bert Wasserman March 31, 1997
Dl A e ——— Director
Dennis R Patrick
/s JAMES | CASH
Director
James | Cash March 31, 1997
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WINSTAR COMMUNICATIONS, INC.
INDEX TO FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULES
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Repont of Independent Cerufied Public Accountants F-2
Consolidated Balance Sheets as of December 311995 and 1996 F3
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1994 (unaudited). Ten Months ended December 31 1995 and the Year Ended December 31, 1996 F.4
Consolidated Statements of Stockholders’ Eguity (Deficit), Year Ended February 28,1995, Ten Months

ended December 31 1955 and the Year Ended December 31, 1996 F-3
Consolidated Statements of Cash Flows. Year Ended February 28, 1995, Ten Months ended Decetaber 31
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Notes 1o Consolicated Financial Statements F9
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Schedule 11-Valuation and Qualifying Accounts Year Ended February 28 1995, Ten Months Ended
December 31, 1995 and the Year Ended December 31, 1996 F.32
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
WinS:ar Communications. Inc

We have audited the accompanying consolidated balance sheets of WinStar Communications, Inc and Subsidiaries as of December 31, 1995 and
1996. and the related consolidated statements of operations, stockholders’ equity (deficit), and cash flows for the year ended February 28, 1995, the
ten months ended December 31, 1995 and the year ended December 31, 1996 These financial statements are the responsibility of the Company’s
management. Our responsibility 1S 10 express an opinion on these financial statements based on our audits

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we pian and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management. as well a5 evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our epimon

In our opimion, the financial statements referred 10 above preseni fairly, in all material respects, the consolidated financial position of WinStar
Communications. Inc and Subsidiaries as of December 31, 1995 and 1996, and the consolidated results of their operations and their consolidated

cash flows for the year ended February 28, 1993, the ten months ended December 31, 1995 and the vear ended December 31, 1996, in conformity
with generally accepied accounting principles

GRANT THORNTON LLP
New York, New York

January 24, 1997
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(IN TNOUSANDS)
DECEMBER 31, 1996
DECEMBER 31. —————
1995 H!S!%lg AL PRO [ﬂ;\'ﬁ
(UNAUDITED. NOTE
2)
ASSETS
Current assets
Cash and cash equivalents $138.106 $95.490 $60.573
Short-term investments 73508 26997 26997
Cash, cash Cquivalients and shom-term nvestments 211,701 122,487 87.570
lmnmmcqwty secunties 6515 688 688
Accounts receivable, net of allowance for doubtiul acounts of
$800 and $1.002 respectively 8684 17,649 17.655
Inventories v 7392 13615 13615
Prepaid expenses and other current assets 3768 16726 11.726
Total current assets 238,060 171,168 131,254
Y and equipment, net 15898 63287 64678
Licenses, net 12.55¢ 27434 167,569
Intangible assets. net 3.034 13404 13.404
Deferred financing costs 10,525 10.53% 10,535
Other assets 3290 4398 3308
Total assers $285 363 290.223 $301 838
LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
Current liabilities
Current portion of long-term ded: $5.258 $19.901 $19.901
Accounts pavable and accrucd expenses 13513 32516 32630
Current portion of capitalized lease obligations 1338 3138 3138
Total current liabilizies 23,156 38,555 55.666
Capitalized lease obligations. less current portion 608! 10,849 10,849
Long-term debt. e, current poction 23431 273.4% 273,490
Deferred income taves = = 26,500
Total liabilities 263611 33989 66,505
Commitments angd contingencics
Stockholders’ equity (deficn)
Preferred stock 689 - -
Common stock, Par value $ 01 authorized 7¢ 000 shares issued
29.708 and 28 989, outstanding 27201 and 28 989 respectivels,
thmnm“mmmgi: S83 shares 297 290 326
Additional paid-in capial 103837 75436 150,404
Accumulated deficit 4131 (125.033) (125034)
63512 (39.308) 25,696
Treasury stock (39.678) - -
compensation 5 (1,100) - -
Unrealized loss on marketable Cquity securities (982) (363) (363)
Total stockholders’ equity (deficit) 21782 (49.671) 28333

Total liabilities a0 stockholders’ cquiny (deficit) $2%5 363 290.22 391 838

See Notes 1o Consolidated Financial Statements
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Operating revenues
Telecommunications services
Information services

Other

Total operating revenues

Operating expenses

Cost of services and products
Selling. pencral and adminstrative expenses
Depreciation and smortizasion
Total operating expenses
Operating loss

Other income (expense)
Interest expense

Interest income

Equity in loss of AGT

Net loss

Nei loss per share

Weighted average shares ogtstanding

WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(IN THOUSANDS, EXCEPT PER SHARE DATA)

FOR THE

YEAR ENDED
FEBRUARY

28,
1995

$14508

473
10,183
o8 568
19.137
11895

402
a3
(5.869)

(637)
385

(L10%)
0230
S04

12,122

FOR THE TEN MONTHS

See Notes to Consolidated Financial Statements

F-4

ENDED DECEMBER 31
19694 j9s
(UNAUDITED)

$13.420 $13.13?
193 2648
8308 13986
22018 9771
15,187 20,906
10,196 17 906
38 1210
25662 10022
(s (10251)
(505) (7.630)
297 2590
0s6) (¥56)
pIEXALS] SUS8sT)
28 070

16 22.770

FOR THE
YEAR ENDED
DECEMBER 31.
19%



BALANCES AT FEBRUARY
Issuances of common siKh
Exercise - warrants
Coaversion of preferred stk
Preferred suxk dividend
Ocher, net

Net loss

BALANCES AT FEBRUARY

BALANCES AT FEBRUARY
Issuances of common Stk
Exercise of warmants
Conversion of preferred stoch
Preferred stoch dividend
Orher, net

Net loss

BALANCES AT FEBRUARY

BALANCES AT FEBRUARY
Issuances of common stock
Exercue of warmants
Conversion of preferred stock
Preferved stock dividend
Onher, net

Net loss

BALANC £S5 AT FEBRUARY

‘e
-

"
-

*

(5

b |

1994

1994

1955

1993

1995

WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

FOR THE YEAR ENDED FEBRUARY 28, 1995
(IN THOUSANDS)

PREFERRED STOCK

B < o}
SHARES AMOUNT SHARES AMOUNT SHARES
120 $1.204 o $173 25
(0.53) (533) 0.17) (173) (225)
006 62
en 3 R 5= =
COMMON STOCK ADDITIONAL
P ettt PAID-IN ACCUMULATED
AMOUNT SHARES AMOUNT CAPITAL DEFICIT
$900 9843 $98 $202% $(17 946)
3718 3 7567
6,105 61 12.738
(900) 485 s 1.601
(62)
(13)

!? 230y
$- 20187 $201 €i0 583 $(25.238)
TOTAL

STOCKHOLDERS

EQUITY
4719
$004
12799

3

(7 230%
$18279

See Notes to Consolidared Financial Statements

F-3




BALANCES AT FEBRUARY 2%
1955

Issuances of commen stock
Issuance of preferred woch
Conversinns of preferred
stk

Warrants and common stock
egurvalents ssued in
CONAETIION verth long-erm
dett and lexse financing
Conversion of long-term debt
Preferred siock dnvadends
Issuance of restricied stock
Amortization of deferred
Compensation

WinSur Private Exchange
Transaction

Unrealized loss on mivestments
m markewabie eguin
ecunles

Onher, net

Net loss

BALANCES AT DECEMBER 31
1995

BALANCES AT FERRUARY 28
1993

Issuances of comman stock
lssuance of preferred stock
Conversions of preferred
stock

Wamants and common stock
equivalents sued
connection with long-term
Cebt and lease financing
Conversion of long-cerm debt
Preferred stock dividends

BALANCES AT DECEMBER 31,

1995

BALANCES AT FEBRUARY 28
1995

Issuances of common stock
Issuance of preferred stock
Conversions of preferred

WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE TEN MONTHS ENDED DECEMBER 31, 1995

(IN THOUSANDS)
PREFERRED STOCK
B E COMMON STOCK ADDITIONAL
--------------- e——————- R —— PAIDIN ACCUMULATED
SHARES AMOUNT SHARES AMOUNT SHARES AMOUNT CAPITAL gngn
Q73 $733 - $- 20187 $201 $42.585 $25.238)
1347 45 10,639
932 6,000 (360)
(015 (137 (93 (6,000) 683 7 6,140
981
539 5 40
on 1 216)
150 2 1,236
1% 37 39641
(433)
(5857
088 $685 = $- 2608 $297 $103 837 a3y
TREASURY STOCK
UNREALIZED LOSS
COMMON STOCK PREFERRED STOCK B ON INVESTMENTS
e R —— DEFERRED IN MARKETABLE
SHARES AMOUNT SHARES AMOUNT COMPENSATION EQUITY SECURITIES
- $- - $-- $- $-
(1.23%)
138
2.507) (36,345) (0 69) (3.330)
(S8
2.507) $036 348) 0 $43330) 00 R
TOTAL
STOCKHOLDERS
EQUITY
$182%
10683
5840




sock

Wamrants and common stock
equivalents nsued in
connection with long-tcrm
dedt and jease financing
Conversion of long-term debt
Preferred stock dividends
Issuance of restricted stock
Amonization of deferred
compensation

WinStar Private Exchange
Transaction

Unreatized loss on investments
1n marketable equity
secunties

Ozher, net

Net loss

BALANCES AT DECEMBER 31
1995

981
jas

{113

(582)
(433)
(15857

$21.752

See Notes 1o Consolidated Financial Statements
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT)
FOR THE YEAR ENDED DECEMBER 31, 1996
(IN THOUSANDS)

TREASURY
STOCK
COMMON
PREFERREDSTOCK B COMMON STOCK ADDITIONAL STOCK
e ———————— msevreseame semmees rae PAID-IN ACCUMULATED  ~evreeme
SHARES AMOUNT SHARES AMOUNT CAPITAL DEFICIT SHARES
BALANCES AT DECEMBER 31 1998 065 $685 29.708 297 $103.857 $41 310 (2507
Issuances of common steck 1,383 14 9519
Acguisiton of treasury $5ares (150)
Retiremer  of woasurny st3res (0 65) (629) (2557 27) (42,018) 2657
Amorizsion of deferred
COmPenIalion
Conversion of long-term debt $55 & 3578
Fasr value of stock options granted o
nonempioyees and other net 120
Usnrealizad gam on iavestments i
marketabie equity SECUNteS
Net loss (83723
BALANCES AT DECEMBER 3! 1996 = $- 28 989 $290 $75438 $(125 033y -
UNREALIZED
GAIN/ (LOSS) TOTAL
PREFERRED STOCK B ON INVESTMENTS  STOCKHOLDERS
e S DEFERRED IN MARKETABLE EQuUITY

AMOUNT SHARES AMOUNT COMPENSATION EQUITY SECURITIES (DEFICIT)

BALANCES AT DECEMBER 31,1995 $036 338) (069) §3.330) $(1.100) S8 21782
Issuances of common steck 9633
Acquisiton of reaseny saares (3.0%6) (3.056)
Retirernent of treasun shares v ane 069 33%0 -
Amoruzation of deferred

compensation 1.100 1,100
Converson of long-term debt 3883
Faur value of stock options granted to

nonemployces and other net 120
Unrealzed gawn on n

marketabie equity secunies €19 81¢
Net loss (83.723)
BALANCES AT DECEMBER 31, 19» $-e - $- S $363) $29671)

See Notes to Consolidated Financial Statements
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WINSTAR COMMUNICATIONS. INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)
TEN MONTHS
YEAR ENDED ENDED YEAR ENDED
FEBRUARY 28, DECEMBER 31, DECEMBER 31,
1998 1995 19%
Cash flows from operating activ uies
Net loss $(7.230) $(15.857) $(83.723)
Adjustments 10 reconcile net loss 10 net cash used in operating
activities
Depreciation and amortization 658 1,300 6.307
Provision for doubtful accounts : K9 887 1.562
Equity in uaconsolidated results of AGT 1,109 866 -
Noncash interest expense - 6.151 35,040
Decrease in operating asscts
Accounts receivable (1310 (5,527 (5.464)
Inventoncs ; (1.729) (3.159) (5.056)
Prepaid £ jenses and other current assets (430) (2479) (14,167)
Onher assets 91) (269) (1.566)
Increase in accounts pavable and accrued expenses 1638 6306 10,187
Other, net %R 179 186
Net cash used in operating activitics (6.528) (11.602) (56.694)

Cash flows from investing activitics
Investments in and advances to AGT (7.129) (5,704) -

Decrease (increase) in short-term investments, net - (73.594) 46,597
Decrease (increase) in other iny estments, net - (7497) 6447
Purchase of property and equipment. net (1,05%) (8.608) (47.961)
Acquisitions, net 679 - 2.121)
Orher. net (1.925) (499) (1.619)
Net cash provided by (used in) investing activities ; (10.788) (95.902) 1343
Cash flows from financing activities

Proceeds from long-term debt, net 1264 225,796 1213
Payment of dividends - (s -

Net proceeds from equity transactions 19,067 11259 6.295
Proceeds from equipment icase financing ; - 6,998 8.345
Payment of capital lease obligations. ... X 251) (701) (2.108)
Other, net : (329) (35 (1.010)
Net cash provided by financing activitics ... S . : 19.751 242,454 12735
Net (decrease) increase in cash and cash equivalents : 2437 134950 (42,616)
Cash and cash equivalents at beginning of period < 719 3.156 138.106
Cash and cash equivalents at end of period : 3156 138,106 95,490
Short-term investments at end of period - 73,595 26997
Cash, cash equivalents and short-term investments at end of period b R $3.156 211,701 $122.487

See Notes to Consolidated Financial Statements
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE [ -SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
CONSOLIDATION

The consolidated financial statements include the accounts of WinStar Communications, Inc. ("WCI") and s subsidiaries (the "Company™). All
material intercompany transactions and accounts have heen eliminated in consolidation

NATURE OF BUSINESS

The Company is the holder of the largest amount of 38 GHz licenses in the United States and utilizes this position to provide facilities-based
telecommunications services. The Company plans 1o offer a full range of telecommunications services as a Competitive Local Exchange Carrier
("CLEC™). including local, long distance and Intemet access services, to small and medium-sized businesses in major metropolitan areas in the
United States. The Company also offers a vanety of broadband. high-capacity local access and digital network services to telecommunications
service providers on 2 wholesale basis. As a complement 1o its telecommunications services offerings. the Company produces and distributes
information and entertainment content. The Company also operates 2 nonstrategic consumer products company. The Company’s telecommunications
services are subject 10 vanving degrees of federal, state and local regulation

To capualize on opportunities m the ielecommunications industry, the Company is pursuing a rapid expansion of its telecommunications services,
which will require significant amounts of capital to finance capital expenditures and anticipated operating losses. The Company may elect 1o slow
the speed or narrow the scope of this expansion in the event that it is unable to raise sufficicnt amounts of capital on acceptable terms

FISCAL YEAR

The Company changed s fiscal yeur end from February 28 to December 31, effective Januany 1, 1996 Accordingly, these financial statements
present the year ended Februany 28, 1995, the ten-month transiion penod ended December 31, 1995, and the yvear ended December 31, 1996

CASH AND CASH EQUIVALENTS

The Company considers all highly liguid investments purchased with an original maturity of three months or less 10 be cash equivalents. Cash
cquivalents consist of money market fund investments, short-term certificates of deposit, and commercial paper. Exclusive of cash in banks, cash
equivalents at December 31, 19935 and 1996 were $137 4 million and $84.5 million, respectively. and approximate fair value

SHORT-TERM INVESTMENTS

Shorti-term mvestments are widely diversified and principally consist of certificates of deposit and money market deposits. US. government or
government agency securities, commerciai paper rated "A-1/P-17 or higher, and municipal secunities rated "A” or higher with an original maturity of
greater than three months and less than six months. Shori-term investments are considered held-lo-matunty and are stated at amortized cost which
approximates fair value As of December 31, 1995 and 1996, cash, cash equivalents and shor-term investments totaled $211.7 million and $122.5
mullion, respectively
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) INVENTORIES
Inventories in the merchandising division are valued at the lower of cost or market, principally using the first-in, first-out method

Film inventories include direct and indirect production costs, which are amortized to expense in the proportion that revenue recognized during the
year for each film bears to the estimated otal revenue to be received from all sources under the individual film forecast method. Management's
estimate of forecasted revenues exceeds the unamortized costs on an individual program basis. Such forecasted ravenue 15 subject to revision in
future penods if warranted by changing market conditions

PROPERTY AND EQUIPMENT

Property and equipment is stated at cost. Depreciation and amortization are generalls computed using the siraight-line method over the estimated
useful lives of the related assets

CAPITALIZED INTEREST

The Company follows the policy of capitalizing interest expense as a component of the cost of its telecommunications equipment constructed for its
oW Use

LICENSES AND INTANGIBLE ASSETS
Licenses and intangible asscts are being amortized by the straight-line method over their estimated useful lives

Goodwill represents the excess of cost over the fair value of assets acquired. The Company's policy is 10 measure goodwill impairment by
considening a number of factors as of cach balance sheet date including (1) current operating results of the applicable business, (i1) projected future
operating results of the applicable business, (ii1) the occurrence of any significant regulatory changes which may have an impact on the continuity of
the business. and (iv) any other material factors that affect the continuity of the applicable business. The amortization penod for goodwill is
determined on a case-by-case basis for each acquisition from which goodwill arises based on a review of the nature of the business acquired as well
as the factors cited above (see Note 6)

INCOME TAXES

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards No. 109, "Accounting for Income Taxes™
("SFAS 1097). Pursuant to SFAS 109, deferred income taxes are recognized for temporany differences between financial statement and income tax
hases of assets and Labilities, loss carryforwards and tax credit carryforwards for which income tax benefits are expected to be realized in future
vears. A valuation sllowance is established to reduce deferred tax assets if it is more likely than not that all, or some portion, of such deferred tax
assets will not be realized. The effect on deferred taxes of a change in tax rates is recognized in income in the period that includes the enactment
date
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) REVENUE RECOGNITION

In the telccommunications segment. revenues are recorded upon placing of calls or rendering of other related services. In the information services
segment. revenues from film productions are recognized when a program is accepted by the licensee and is available for broadcast. Revenues from
the licensing of film productions are recognized when the license period begins and the film is available for broadcast. Revenues from advertising
sales are recognized when the related adverusing 1s broadcast. In the merchandising segment, revenues are recorded upor shipment of merchandise
and are presented in the accompany ing consolidated statement of operations net of merchandise retums. The Company provides for future estimated
retumns of merchandise at the time of sale

NET LOSS PER COMMON SHARE

Net loss per common share is calculated by dividing the net loss by the weighted average number of shares of common stock outstanding. Stock
options, warrants and other convertible secunties have not been included in the calculation as their inclusion would be antidilutive

CONCENTRATION OF CREDIT RISK

Financial instruments which potentially subject the Company to concentration of credit risk consist principally of trade receivables. Concentration of
credit nisk with respect to these receinvables s penerally diversified due to the large number of entities comprising the Company’s customer base and

that its receivable credit risk exposure 15 hmited

The Company places its cash and investments with relatively few high credit quality financial institutions with approximately $60 million at one
institution. As a result, substantially all of the cash. cash equivalents and short-term investments at December 31. 1996 are uninsured.

USE OF ESTIMATES IN PREPARING FINANCIAL STATEMENTS

in preparing financial statements in conformity with generally accepted accounting principles, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and revenucs and expenses duning the reporting period. Actual results could differ from those estimates

UNAUDITED FINANCIAL STATEMENTS

The unaudited consolidated statement of operations for the ten months ended December 31, 1994 15 2 condensed financial statement in accordance
with the rules and reguiations of the Securities and Exchange Commission. Accordingly. the statement omits certain information included in
complete financial staiements ». / should be read in conjunction with the information for the year ended February 28, 1995, the ten months ended
December 31, 1995 and the year ended December 31, 1996. In the opinion of the Company, the accompanying unaudited consolidated financial
statement includes all adjustiments (consisting only of nonmal recuming adjustments) necessary 1o present fairly the results of operations for the ten
months ended December 31, 1994
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 1-SUMMAK Y OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) RECLASSIFICATIONS
Certain prior period amounts have been reclassified to conform to the current peniod presentation.
NOTE 2-ACQUISITIONS
ACQUISITION OF MILLIWAVE LIMITED PARTNERSHIP AND PRO FORMA BALANCE SHEET

On January 2. 1997, a subsidiary of the Company merged with the corporate sharcholders of Milliwave Limited Partnership ("Milliwave”), a large
holder of 38 GHz licenses in the United States, covering 160 million people in more than 80 major markets. The merger consideration paid by the
Coinpany to the sharcholders of the corporate partners of Milliwave was $116 million ($40.7 million in cash and 3.6 million shares of the
Company’s common stock, which had an aggregate market value of $75 million). Pursuant to a registration nights agreement, the Company agreed to
register such shares of common stock for resale prior to January 1, 1998 The merger was treated as a "purchase” for accounting purposes with the
purchase price principally allocated to licenses. In addition, approximately $26.5 million of deferred tax habilities were recorded in connection with
the acquisition. with a corresponding allocation 1o licenses, which will be amortized on 8 straight-line basis over 40 vears Milliwave had minimal
operations prior 1o its merger into the Company

The unaudited pro forma balance sheet has been prepared as if the Milliwave acquisition had been consummated at December 31, 1996. The pro
forma financial information should be read in conjunction with the related historical information and ts not necessanly indicative of the results that
would have been attzined had the transaction actually taken place

Unaudited pro forma results of operations, which reflect the combined operations of the Company and Milliwave as if the merger occurred as of the
January 1, 1996, is as foliows

FOR THE YEAR
ENDED

DECEMBER 311996

Net Sales - $66.560
Net Loss. . / : (91.898)
Net Loss Per Share . DEcaAnh (292)
ACQUISITION OF LOCAL AREA TELECOMMUNICATIONS, INC,

In October 1996, a subsidiary of the Company acquired certain assets of Local Area Telecommunications, Inc. ("Locate”™), comprising its business as
a competitive access provider of local digital microwave distribution services and facilities to large corporations and to interexchange and other
common camiers. The assets acquired included multiple 38 GHz licenses in the New York metropolitan area. The purchase price for such assets was
$17.5 mullion, which was paid in the form of promissory notes (see Note 7). The acquisition has been accounted for as a "purchase”™ for accounting
purposes. with the majonity of the purchase price allocated to licenses, which will be amortized on a straight-line basts over 40 years. The accounts
of Locate have deen consolidated into the Company ‘s financial statements as of the date of the acquisition
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 2-ACQUISITIONS (CONTINUED)
ACQUISITION OF AVANT-GARDE

Avant-Garde Telecommunications, Inc. ("Avant-Garde™ or "AGT™) was a privately held company which held 38 GHz radio licenses granted by the
FCC in September 1993 Through July 17, 1995 the Company owned 49% of Avant-Garde, which it acquired for $4.9 million. and accounted for its
investment in Avant-Garde under the equity method. For the period from March 1. 1995 10 July 17, 1995, and the vear ended February 28, 1995,
Avant-Garde had net Josses of $1.8 million and $2.3 million, respectiveiy On July 17, 1993, pursuant to the terms of a8 merger agreement, the
Company exchanged 1,275,000 restricted shares of its common stock valued at $5 1 million for the 51% of Avant-Garde that it did not aiready own
The acquisition of Avant-Garde has been reated as 2 “purchase”™ for accounting purposes. with $12.6 mullion allocated to the licenses acquired,
which are bemng amortized on 2 straight-line basis over 40 vears. The accounts of Avant-Garde have been consolidated into the Company’s financial
statements as of the date of the acquisition

OTHER ACQUISITIONS

During the year ended Februany 28, 1995, a subsidiary of the Company purchased Non Fiction Films, Inc. ("NFF”), a producer of non-fiction
programming for cabic television and other media, for $476.000. consisting of $200,000 in cash and 28,572 restnicted shares of the Company's
common stock. The tansaction was treated as a "purchase” for accounting purposes, with the purchase price allocated based on the fair value of the
assets acquired and labilitics assumed. The excess of the purchase price over the fair value of the net assets acquired. aggregating $495.000, has
been recorded as goodwill The accounts of NFF have beer. consolidated into the Company's financial statements as of the date of the acquisition

During 1996, « subsidiary of the Company acquired 100%s ownership or a controlling interest 1n a number of companies engaged in the production
and distnbution of entertainment content. These acquisitions were treated as “purchases” for accounting purposes. The aggregate consideration for
the acquisitions was 2pproximately $6.4 million, consisting of $4.1 mullion in cash, $800,000 in notes payable and 100,605 shares of the Company’s
common stock or share equivalents, valued at $1.5 million. In connection with these purchases, the Company has made commitments to provide,
under centain conditions, up to $2 0 million in working capital and 1s obligated to pay contingent consideration, up to a maximum of $3.5 million, if
certain camings targsts are met over the five-vear period subsequent to the acquisition. The accounts of the acquired companies have been
consolidated with the Company ‘s financial statements as of the date of acquisitions

Unaudited results of operations for acquisitions other than Milliwave have not been included because they are not matenal to the consolidated
statement of operations of the Company

NOTE 3-INVESTMENTS IN MARKETABLE EQUITY SECURITIES

The Company treats its investments in marketable securitics as available for sale secunities. As such, they are carried at market value, with the
difference between the historical cost (which is determined on a FIFO basis) and the market value reflected in unrealized gains or losses on
marketable equity securities, 3 component of stockholders” equity. Duning the year ended December 31, 1996, proceeds of $6 4 million were realized
on the sale of marketable securities, which were sold at carrving value. At December 31, 19935 and 1996, unrealized losses of $982.000 and
$363.000. respectively, were carned in stockholders’ equity. The unrealized loss at December 31, 1996 is considered temporany
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 4-INVENTOR . ES
Components of inventories are as follows

DECEMBER 31, DECEMBER 31,

1995 1696
(IN THOUSANDS)
Finished goods : ¢ $1.433 $1.514
Raw matenals ‘ s Rl . 4018 7.092
Film 'nventones . . L ; ; 1941 $.009
$7.392 13.6
NOTE S~PROPERTY AND EQUIPMENT
Property and equipment consist of the following
DECEMBER 31, DECEMBER 31, ESTIMATED
1993 1996 USEFUL LIFE
(IN THOUSANDS)
Telecommanications equipment and software $15355 $58.788 510 10 yean
Furniture. fixtures and other 1,581 4577 4105 years
Leaschold improvements 40 4979 Life of the leass
17.476 68 344
Less accumulated depreciation and amortization (1L.57%) $.057)
S13898 $63 287
NOTE 6-INTANGIBLE ASSETS

Intangible assets consist of the following

DECEMBER 31, DECEMBER 31, ESTIMATED

1995 1996 SEFUL LIFE
(IN THOUSANDS)
Goodwi! 2,953 $13.904 $ 10 20 years
Covenants not to compete and other 708 108 St 10vears
3,661 14612
Less accumulate d amostization (627 (1.208)
$1.034 $13.404

Licenses are amortized over a 40-year period, in accordance with industry practice. As of Decernber 31, 1995 and 1996, the value of licenses was
$12.6 muliion and $27.4 muill ». net of accumulated amorntization of $256,000 and $820.000, respectively
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 7-LONG-TERM DEBT
Long-te/m debt consists of the following

DECEMBER 31, DECEMBER 31,

1695 1996

(IN THOUSANDS)
Semior Notes Payable (a) $153972 $176,328
Con cruble Not=s Payabie (3) 76,986 88,164
Other Notes Payable (b). X . . 11704 28,899
§ 10 Bl Ry : 242,662 293,391
Less Current Portion. . it R - 8288 19.901
$2343%3 $273 490

a) In October 1995, the Company completed a $225 million private placement of debt securities with institutional investors (the "Debt Placement™)
The transaction was structured as 3 units offering with two components, $150 million of Senior Discount Notes due in 2005 (the "Senior Notes™).
and $75 million of Convertible Senior Subordinated Discount Notes due in 2008 (the "Cony ertible Notes™). convertible at $20.625, a 10% premium
over the closing price on October 18, 1995, the day of pricing. Both secunties accrue interest at 14% per annum, with no interest payable during the
first five years, and principal payable only at matunity in October 2005, After five years, both securities require the payment of interest only, in cash,
until maturity. In addition, the Convertible Notes, including accretion thereon, will be automatically convented during the initial five-year period if
the market price of the Company’s common stock exceeds certain levels for thirty consecutive trading days. ranging from $37.50 per share in the
first year 1o $44.00 per share in the fifth year

Under the terms of the Debt Placement. the Company was obligated 1o consummate an exchange offer with respect to the Senior Notes by Apnl 23,
1996, whereby these notes would be exchanged for new notes (the "New Notes™) which would be identical in every respect 1o the original Senior
Notes except that the New Notes would be registered under the Secunties Act of 1933 Pursuant to such obligation, the Company filed an offer to
exchange the Senior Notes for the New Notes on January 31, 1996, upon which all Senitor Notes were subsequently exchanged The Company was
also obligated 10, and did. cause to be declared effective a registration statement registering the issuance or resale of the shares underlving the
Convertibic Notes (the "Conversion Shares”) by October 23, 1996 The terms of the Debt Placement also place centain restrictions on the ability of
the Company to pay dividends or make other restricted payments. incur additional indebtedness, issue guarantees, scll assets, or enter into cenain
other specified transactions

b) Two of tne Company’s subsidiaries have collateralized asset-based lending agreements with separate financial institutions aggregating $17
million Borrowings are limited to varying percentages of accounts receivable and inventory, as defined, and bear interest at rates of .75% to 3%,
respectively, in excess of the financial institutions’ respective pnme lending rates. The terms of such agreements expire in 1999 and 1998,
respectively. Such loans are guaranteed by substantially all the assets of the respective subsidianes, and additionally contain certain limited
guarantees of WCI aggregating $5.2 million. At December 31, 1995 and 1996, the aggregate outstanding balances under these agreements were $7 4
million and $9.8 million, respectively.

F.15



WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 7--LONG-TERM DEBT (CONTINUED)

On October 8, 1995, 1a connection with the purchase of Locate (see Note 2), the Company 1ssued two promiscorn notes in the aggregate principal
amount of $17 .5 million (the "Locate Notes™) bearing interest at an annual rate of 8% Interest on the Locate Notes is payable on a quanerly basis
The Notes are due on the carlicr of Apnl 8, 1997, or the day after the date on which the shares into which the Notes may be convented have been
registered pursuan! 10 an effective registration statement. The Company may convert the Locate Notes, in whole but not in pan, at its election, into
that number of shares of the Company’s common stock equal to (3) the principal amount and all accrued and unpaid interest on the Locate Notes
divided by (b) the average of the closing prices of the Company’s common stock for the five days ending on the date on which the Company gives
written notice of its decision to convert the Locate Notes. Locate has no rights of conversion. The Company has granted certain registration nghts to
Locate with respect to such shares of its common stock in the event that the Company elects such conversion. The Company may convent the Locate
Notes, and accordingly, in December 1996, the Company filed a registration statement 1o register such underlying shares At December 31, 1996, the
aggregate amount of the Locate Notes, including accrued interest thereon, was $17.8 million

In May 1995, a subsidiary of the Company issued $7.5 million of five year collateralized convertible notes (the "Notes™) bearing interest at a rate of
7%, payable semiarnually. with all principal due and payable on May 24. 2000. On December 28, 1995, the note holders converted $3.75 million of
the convertible notes and sccrued interest thereon into $39,255 shares of common stock of the Company, and on November 24. 1996, converted the
romaining outstanding Notes of $3 75 million principal amount plus accrued interest thereon into 554,880 shares of common stock of the Company

Following are maturities of long-term debt for cach of the next five years ending December 31,

(N

THOUSANDS)
1957 $19.901
1998 246
T 5561
2000 : : 191
28,399

NOTE 8—-FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of the Company’s financial instruments classified as current assets or hishilities, including cash and cash equivalents, short-term
iInvestments. accounts and notes receivable, and accounts payable and accrued expenses approximate cammying value, principally because of the shon
maturity of these items. Marketable equity securities are stated at quoted market value

The carmying amounts of the long-term debt pavable to financial institutions issued pursuant 10 two of the Company’s subsidiaries’ asset-based
lending agreements approximate fair value because the interest rates on these agreements change with market interest rates

The fair values of capitalized lease obligations approximate carry ing value based on their effective interest rates compared 1o current market rates
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 8-FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED) Estimatcd fair values of the Company’s Senior Notes Payable and
Conventible Notes Pavable are as follows

DECEMBER 31 199 DECEMBER 311996
CARRYING AMOUNT FAIR VALUE CARRYING AMOUNT
FAIR VALLE
(IN THOUSANDS)
Semior Notes Payable 153972 $153972 $176328 $179.455
Convertible Notes Pryabic 76986 76,986 LANES) 94,141

NOTE 9-CAPITAL LEASE OBLIGATIONS

The Company leases telecommunications and other equipment through vanous cquipment lease financing facihties. Such lcases have been
accounted for as capital leases in accordance with Statement of Financial Accounting Standards No. 13, "Accounting for Leases ”

Future minimum lease peyments on these capital leases are as follows

(N
YEAR ENDING DECEMBER 31 THOUSANDGS )
197 $4.727
1998 4,485
199% 1074
2000 3.065
2001 1.203

17.554
Less amount representing interest : 3.370)
Present value of minimum lease payments $13.984

The carrying value of assets under capital icases was $8 1 million and $15.9 million at December 31, 1995 and 1996, respectively, and is included in
property and equipment. Amortization of these assets is included in depreciation expense

NOTE 10-COMMITMENTS AND CONTINGENCIES
A. OPERATING LEASES

The Company’s offices. manufactuning and warchousing facilities. along with various equipment and roof access rights, are leased under
operating lcases expiring in 1997 through 2006 Certain leases contain escalation clauses based upon increasces in the consumer price index
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 10--COMMITMENTS AND CONTINGENCIES (CONTINUED) Future minimum lease payments on noncancellable operating leases are as
foliows

(N

YEAR ENDING DECEMBER 31, THOUSANDS)
1997. .. FoA%E : $6.405
1998 \ : 2 A 53516
1999 : : : 32 / 5,201
2000, : : b 4713
2001. ... ; ; - 4,128
$60.866.

Reat expense for the vear ended February 28 1993 the ten month period ended December 31, 1995 and the year ended December 31, 1996 was
$500,000, $1 million and $4 4 million. respectively

B. EMPLOYMENT CONTRACTS

Amounts due under emplovment contracts are as follows

(IN

YEAR ENDING DECEMBER 31, THOUSANDS)
1997 : $3.138
199% ; , AP 2026
e : R 1430
2000, : : 308
$6.89%

C. LITIGATION

The Company occasionally receives inquinies from state authorities ansing with respect to consumer complaints conceming the provision of
wiccommunrications services, including allegations of unauthorized switching of long distance carriers and misieading marketing. The
Company believes such inguiries are common in the long distance industry and addresses such inquiries in the ordinary course of business. In
December 1996, the Federal Communications Commission ("FCC™) and WinStar Gateway Network, Inc. ("WGN®) entered into a consent
decree which terminated an inguiry by the FCC into any alleged violations of unauthorized carrier conversions through the use of contest
programs by centun of WGN's agents. The FCC commended WGN's efforts in identifying the problems caused by these agents and cited its
proactive response in implementing self-directed remedial actions as a significant factor leading to the consent decree

In June 1996, the Company commenced an action for declaratory judgment against o former officer of WGN, who had notified the Company of his
belief that he was entitled to the issuance of cerain shares of common stock of the Company (or payment of the cash value thereof) having an
aggregate market value in evcess of $27 million under the terms of stock options granted 1o him during his employment with WGN. He has based
his beliefs on standard antid,. . on language contzined in his stock option agreement. Such language was designed and intended to adjust the number
of shares purchasable thereunder in the cvent of a merger, capital restructuring or other similar event of the Company. As the Company has never
been subject 10 a merger or capital restructuring. the former officer was immediately notified of the Company's
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 10--COMMITMENTS AND CONTINGENCIES (CONTINUED) belief that his claim was without menit in law or fact. To expedite
resolution of these issues. the Company currently 15 secking declaratony judgment that 1t has no obligation 10 the former officer

The Company is also mvolved in miscellancous claims, nquiries and Itigation ansing 1n the ordinany course of business. The Company believes
that these maners. taken individually or in the aggregate, would not have a2 material adverse impact on the Company’s financial position or results of
operaiions

. OTHER

in connection with the purchase of ielccommunications equipment including switches and radios, the Company enters into agreements with the
supphiers of such equipment As of December 31, 1996, the Company’s noncancellable purchase commitments under these agreements were
approximately $26 2 milhon

In connection with the purchase of three 38 GHz licenses. coverning certain geographic areas i the metropolitan areas which include Dallas,
Baltmore and Philadeiphia, the Company has entere? imto commitments to pay $495.000 duning the year ended December 31, 1997, subject 0
approval by the FOC of the purchase of the hcenses

NOTE 11-INCOME TANES

SFAS No 109 regquires the use of the habality method in account.ng for income taxes Temporary differences and camyforwards that give nise 1o
deferred tax assets and liabiiinies at are as follows

PRO FORMA
WITH
MILLIWAVE
(NOTE 2)
(UNA

DECEMBER 51, DECEMBER 31. DECEMBER 31,

9 199 199
(IN THOUSANDS)

Deterred Tax Assets

Net Operating Loss Carm forward $is 700 $3K21% S48218
Deferred Interest Expense 1,562 10317 1047
Aliowance for Doubtful Accounts 024 433 433
Other 018 961 %1
Gross Deforred Tax Assers 15302 60,029 60,029
Valuation \llowance (18 000 (58 5Ks) 2R 087)
Deferred Tax Asset Net of Allowance 302 1443 31 8e2
Deferred Tan Liadilitees

Depreciation 102) (1353 (135%)
Amortization = (L] (ST.088)
Gross Deferred Tax Labilties (02 (1433 ($8.342)
Net Deferred Tax Listility s $- (826 500}

The federal net operating loss carmyforward at December 31, 1996 is approxamateh $127 mullion. If not utilized, the net operating loss camvforward
will expire in vanous amounts through the vear 2011
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 11--INCOME TAXES (CONTINUED)
Some, if not all, of these losses are subject 10 2 utilization imitation under Section 382 of the Internal Revenue Code. However, the Company
belicves that substantiaiiy all of such losses will be available 1o offset future income

SFAS No. 109 requires 2 valuanon allowance against deferred tax assets if, based on the weight of available evidence. 1t is more likely than not that
some or all of the deferred tax assets may not be realized. The valuation allowance at December 31, 1995 and December 31. 1996, primarily pertains
to uncentantics with respect to future utilization of net operating loss carmyforwards

The pro forma net deferred tax Lability of $26 5 ruillion was recorded in connection with the acquisition of Milliwave (see Note 2) This deferred tax
Lisbility results from the temporany difference between the book and tax basis of the acquired licenses, and relates 10 the scheduled reversal of the
temporany differences through amortization in years 2018 through 2036 tha! cannot be offset by deferred tax assets existing at January 2. 1997, the
date 1 the Milliwave acquisition

NOTE 12-STOCKHOLDERS' EQUITY
COMMON STOCK

The authorized capital stoch of WCI includes 75 million shares of common stock, $.01 par value The holders of common stock of WCI are
entitled 10 one vote for cach: share held of record on all matters submitied to 2 vote of stockholders. Although the Company has no present
intention of paving any dividends. holders of its common stock are entitled 1o receive ratably such dividends as may be declared by the Board
of Directors out of funds legally available therefor. In the event of 2 hiquidation or dissolution of WCI. hoiders of its common stock are entitied
10 share ratably in all assets remaining after payment of labilities and the liquidation preference of preferred shares. Holders of WCI's common
stock have no preemptive rights and have no rights 1o conven thieir common stock into any other secunities There are no redemption or sinking
fund provisions applicabie to the common stock of WC!

PREFERRED STOCK

The authorized capital stochk of the Company includes 15 million shares of preferred stock, $.01 par value, which may be 1ssued from time to
time in One Or More series upon authorization by the Company’s Board of Directors. As of December 31, 1796, there are no shares of preferred
stock outstanding. The Board of Directors, without further approval of the stockholders. is authorized 10 fix the rights and terms, conversion
nghts. voting nghts, redemption nights and terms, liguidation preferences and any other nights, preferences, privileges and restrictions
applicabic 1o cach series of preferred stock

in April 1995, the Company completed a private placement of 932,040 shares of Senies E Conventible Preferred Stock ("Preferred Stock E) at 3
price of $6.4375 per share, for gross proceeds of $6 million. Preferred Stock E holders were entitled to dividends at the rate of 9% per annum,
pavahle quarterly beginning on June 30, 1995, During the ten month period ended December 31, 1995, the entire 932,040 shares of Preferred Stock
E were converted intwo 634,228 shares of common stoch

F-20




WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 12-STOCKHOLDERS' EQUITY (CONTINUED) TREASURY STOCK

Included in tressuny stock at cost af December 31, 1995 were 2,506,763 shares of common stock and 689 shares of Preferred Stock B which
were acquired 1o the Private Exchange transaction and retired dunng 1996 (see Note 14)

NOTE 13-STOCK OPTIONS AND STOCK PURCHASE WARRANTS

In 1990. the Board of Directors adopted 3 non-gualified common stock incentive plan, as amended. pursuant to which options to purchase an
aggregate of 150,000 shares of common stock may be granted to key employees of the Company as selected by the Board of Directors. The exercise
price for shares coversd by options granted pursuant to this plan will not be less than the fair market value of the shares on the date of the grant. In
1992, the Board of Directors adopted and stockholders approved the 1992 Performance Equity Plan (1992 Plan”). which authorizes the granting of
awards up 10 | million shares of common stock 10 the Company’s key employees. officers, directors and consultants. In 1996, the Board of Directors
adopted and the stockholders zpproved an increase in the number of shares available for grant under this plan to 1.5 million. Awards consist of stock
options 'hoth non-qualified options and options intended 1o qualify as “incentive™ stock options under the Internal Revenue Code), restricted stock
awards deferred stock awards, stock appreciation rights and other stock-based awards. The plan provides for automatic issuance of 10,000 stock
options annually to each director on Januany 13. at the farr market valuc at that date, subject to availability. In June 1995, the Board of Directors
adopted the 1995 Performance Equity Plan (71995 Plan”™) which was approved by the stockholders of the Company at the Annual Meeting of
Stockholders in September 1995 The 1995 Plan authorizes the granting of awards of up 1o 1.5 million shares of the Company’s common stock 10 the
Company's key employees. officers. directors and consultants The 1995 Plan is similar to the 1992 Plan. except that the 1993 Plan does not allow
for annual automatic annua! director grants. In 1996, the Board of Directors and the stockholders approved an increase in the number of shares
available for grant 10 2.5 million I addition to these three plans, the Company has granted options 10 cenain individuals not under any plan. The
options are excrcisable over a penod ranging tfrom immediaiely 1o four vears, depending on option terms
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO C INSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 13--STOCK OPTIONS AND STOCK PURCHASE WARRANTS (CONTINUED) The following table summanzes option activity for the
year ended December 31. 1996, the ten-month period ended December 31, 1995, and the year ended February 28, 1995

WEIGHTED AVERAGE
EXERCISE PRICE

NUMBER OF OPTIONS e
(IN THOUSANDS)
Balance, Febnaany 28 1992 $018 $208
Granted 2851 $7%
Exercised (1.3%) 23
Canceled (330) 06
Balance, February 28, 1995 6149 385
Granted 389 913
Exervised (2.092) 235
Canceled (708) 321
Balance, December 31 1995 7243 6%
Granted 1087 1855
Exercised 2 600
Canceled (649) 1272
Balance December 31, 1956 9712 $1143

As of December 31. 1996, options outstanding for 3.8 mullion shares were exercisable at prices ranging from $1.50 1o $31.13, and the weighted
remaining contractual life was 4.6 years

The following table summarizes option data as of December 31, 1996

NUMBER WEIGHTED
WEIGHTED AVERAGE EXERCISLABLEAS AVERAGE
REMAINING WEIGHTED AVERAGE OF 12/31/%6 EXERCISE
RANGE OF EXERCISE PRICES CONTRACTUAL LIFE  EXERCISE PRICE — PRICE
e e e NUMBER e rssneane smeemsneeeees  (IN THOUSANDS)
OUTSTANDING AS
OF 1273156
(IN THOUSANDS)
$150-%600 3.260 3s $420 2,766 $397
$606-51588 3255 45 1059 1,031 921
$16.00-531 13 3197 s3 1966 165 1869
$150-83113 o2 45 $i143 4263 $685

Compensation cos® charged 1o operations. which the Company records for options granted to non-employees, was $150,000 and $0 in the year ended
December 31, 1996 and the ten months ended December 31, 1995, respectively

The Company measures compensation in accordance with the provisions of APB Opinion No. 25 in accounting for its stock compensation plans.
Accordingly, no compensation cost has been recorded for options granted to employees or directors in the year ended December 31, 1996 or the ten
months ended
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 13--STOCK OPTIONS AND STO( K PURCHASE WARRANTS (CONTINUED) December 31, 1995. The fair value of each option granted

has been estimated on the grant date using the Black-Scholes Option Valuation Model. The following assumptions were made in estimating fair
value

Dividené Yield : e
Risk-Free Interest Rate 6.0%
Expected Life after Vesting Period

= Directors and Officers - 2.0 Years
- Others. 0.3 Years
Expected Volatiliny e 66.88%

Had compensation cost been determined under FASB Statement No 123, net loss and loss per share would have been increased as follows:

TEN MONTHS ENDED  YFAR ENDED
DECEMBER 31, DECEMBER 31,

1995 199
(IN THOUSANDS)

Net Loss

As reported $(15.857) $(83,723)
Pro forma for FASB No. 123 (21,795) (98.765)
Loss Per Skare

As reported (0.70) (3.00)
Pro forma for FASB No 123 $(0.96) $(3.54)

The weighted average fair value of options granted during 1996 was $18 78 per share

Dunng the initial phase-in period of FASB Statement No. 123, such compensation expense may not be representative of the future effects of
applyving this statement
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES Tu CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 13-STOCK OPTIONS AND STOCK PURCHASE WARRANTS (CONTINUED)

Warrants to purchase the Company’s common stock were issued ac follows (warrants in thousands)

YEAR ENDED MONTHS ENDED YEAR ENDED
FEBRLUARY 28 1583 DECEMSBER 31 199§ DECEMBER 31 _199¢
WARRANTS  PRICESHARE WARRANTS PRICE/SHARE WARRANTS PRICE/SHARFE
Beginning Balance 5.83% $0€67.8375 - 400 $1200-$13 00
Warrants Issued 1.041 2238375 30 $12 0081300 £
Warrants Exercised (6.568) $067.8375 -
Warrants Expared g $300.83 73 = = = =
Ending Balance = 00 $1200.513 00 Ly $1200-$13 00

NOTE 14-RELATED PARTY TRANSACTIONS
SERVICES AGREEMENTS

In connection with the Company's merger with Milliwave, the Company entered into a Services Agreement with Milliwave in June 1996 Under the
Services Agreement. a subsidiary of the Company installed radio links and managed Milliwave's communications network. Total fees under the
Services Agreement and equipment sales paid by Milliwave to the Company were S1.5 million through December 31. 1996

In connection with the Company’s purchase of certain assets of Locate, the Company entered into a Services Agreement with Locate in April 1996
Under the Agreement, the Company provided corsulting services to Locate regarding the operation of Locate’s business. During the year ended
December 31, 1996 Locate paid the Company approximately $352,000 under the Services Agreement

MANAGEMENT AGREEMENT

The Company and WinStar Services. a wholly owned subsidiany of WinStar Companies. a corporation of which two of the Company’s directors are
principal officers and stockholders, were parties to a five-year management agreement which provided. as amended. that WinStar Services would
render financial, advisory and management services in connection with the capital. acquisition and planning needs of the Company. During the year
ended Februany 23, 1995, an aggregate of $254,560 was paid to WinStar Services by the Company as management fees and reimbursement of
expenses. Additiona'ly, the Company paid $481.039 in cash and issued notes amounting to $481,038 in payment of contingent performance fees to
WinStar Services dering the vear ended February 28, 1995 These contingent performance fees related 1o specific debt and equity financing and
investment transactions in excess of $33 6 million During the vear ended February 28, 1995 il such notes were satisfied when they were used to
pay for the exercise of warrants and stock options held by WinStar Services and its affiliates. See "Private Exchange Transaction™ below

The management agreement was terminated as of February 28, 1995
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 14-RELATED PARTY TRANSACTIONS (CONTINUED) PRIVATE EXCHANGE TRANSACTION

On November 29, 1995, the Company acgquired. = exchange for the issuance of 3,741,224 shares of its common stock ("Private Exchange”™).
substant:ally all of the assets of WinSiar Companies. whose assets consisted of (1) all the outstanding capital stock of WinStar Services and WinStar
Venture, two wholly owned subsidiarics of WinStar Companies, and (11) 389 280 shares of the Company’s common stock owned by WinStar
Companies. The sole assets of WinStar Senvices and WinStar Venture were 2,117,183 shares of the Company's common stock and other securities of
the Coripany that were exercisable or convertible into 1,429.633 shares of the Company’s common stock  Accordingly, the Company issued
3,741,224 shares of the Company's common stock and, in exchange. acquired 3,936,396 shares of common stock and common stock equivalents. All
of the Company’s commen stock and certam of the common stock equivalents received in the Private Exchange were included in Treasury Stock at
December 31, 1995 and were retired in 1996, WinStar Companies, WinStar Services and WinStar Venture had no liabilities at the tme of the
closing of the Private Exchange other than a liability previously assumed by the Company or liatvlities for which the Company 1s being indemnified
No claims for any liabilities have been recetved by the Company

The new shares of the Company’s common stock 1ssued in the Private Exchange represented that number of shares which had an aggregate market
value based upon the average of the closing sale price of the Company’s common stock on the 30 trading dayvs preceding November 18, 1995, the
date as of which the exchange agreement regarding the above-descnibed transaction was executed, cqual to the market value of the Company’s
common stock (1) transferred by WinStar Companies to the Company, (1) owned by WinStar Services and WinStar Venture and (111) underlying
centain other securities of the Company owned by WinStar Senvices a.d WinStar Venture which were convertible into or exercisable for shares of
the Company’s common stock. Iess the aggregate excreise price of such latter securitics

The stockholders of WinStar Companies included several of the Company's current executive officers and directors. Simultancously with the Private
Exchange. Win"tar Companies was dissolved and the new shares ssued in the Private Exchange were issued directly to the stockholders of WinStar
Companies in proporiion to their equity ownership of WinStar Companies

The Private Exchange was considered and approved by a special committee of independent and disinterested directors of the Company and an
opinicn from an independent investment banking firm that the Private Exchange was fair to the Company and its stockholders was obtained in
connection with the Private Exchange

SGC CONSULTING AGREEMENT

In November 1993 and as subsequently amended. the Company entered inlo a consulting agreement with SGC Services ("SGCT). a
telecommunications consulting firm pursuant to which SGC received a monthiy fee of $17.500 and options to purchase 175.000 shares of the
Company’s common stock. The President and Director of SGC is curmrently a Director and employee of the Company  Under this consulting
agreement. SGC was entitled to receive a cash fee equal to 5% of the consideration pad in connection with cenaun transactions mtroduced to the
Compansy by SGC

In connection with investments by the Company in Avant-Garde and The Winning Line, Inc. ("TWL"). a producer of sponts-related radio
programming. both of which businesses were introduced to the Company by SGC, SGC was paid fees by Avant-Garde and by TWL. Additionally,
In connection with
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 14-RELATED PARTY TRANSACTIONS (CONTINUED) the Company’s acquisition of its equity interest in Avant-Garde. such Director
was paid a fee by the principal of Avant-Garde equal to 4.0% of the total consideration received by such principal from the Company in connection
with the acquisition. The Company paid no fees to SGC in connection with such transactions, but the fees received by SGC and such Director from
Avant-Garde and TWL were credited against the monthly fees payable to SGC by the Company

Fees and oxpenses paid to SGC during the vear ended February 28, 1995 were $119,000. The consulting agreement was terminated in January 1995
in connection with the execution of such Director's employment agreement with the Company

AGREEMENT WITH ITC GROUP, INC.

in May 1994, the Company, WinStar Wireless, Inc. ("WWI7) and ITC Group. Inc. (*ITC"). a teleccommunications consulting firm., entered into a
wo-year agreement pursuant to which ITC advised the Company on the operations of its telecommunications business ITC, together with the
management and emplovees of WWI, developed and implemented a two-year operating plan for the Company’s wireless telecommunications
business. Pursuant 1o the terms of the consulting agreement, ITC made its consultants available to the Company and its subsidianies. The Company
paid ITC an annual base consulting fee of $700,000 for the services of a core management team. as well as supplemental fees at agreed upon rates
for additional consulting services rendered by 1TC as necessary from time to time. Under the terms of the agreement. ITC provided up to 12
consultants at any given time. During the year ended February 28, 1995 and through September 1995, ITC was paid $1.5 million and $1 million,
respectivels, in fees and expenses in connection with the consulting agreement, the Company granted options to purchase an aggregate of 500,000
shares of its common stock for $4.41 per share to centain consultants of ITC

Effective September 5. 1995, ITC's President became President and Chief Operating Officer of the Company and certain core management personnel
previously provided by I1TC also became employees. Concurrently, 1TC ceased providing services to the Company under the consulting agreement,
and the Company s obiigation to pav any future compensation to ITC under such agreement was terminated

NOTE 15-SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid for interest during the year ended Februany 28, 1995, the ten months ended December 31, 1993, and the year ended December 31, 1996
was $621,000, $1.3 million and $2.1 million. respectively. During the year ended December 31, 1996. the Company capitalized $300,000 of interest
ncurred in connection with the buildout of its telecommunications network. No interest was capitalized in the ten months ended December 31, 1995
or the vear ended February 28, 1995

During the year ended Februany 28. 1995, the Company completed the following material noncash transactions. (i) the conversion of the Series D
and Series £ Warrants through the assignment of notes payable and accrued interest. (it) the satisfaction of approximately $600,000 in notes payable
through the exercise of stock options: (it} conversions of Preferred Stock Series B. C, and D: (iv) the acquisition of approximately $740,000 in
property and equipment through vanous capitalized leases: and (v) the issuance of 28 572 shares of its common stock valued at $200,000, in
connection with an acquisition

During the ten months ended December 31, 1995, the Company completed the following material noncash transactions: (1) the conversion of $3.75
million of convertibie notes plus accrued interest thereon, (1i) the conversion of Preferred Stock Series £ (i11) the acquisition of appronimately $7.5

mithon in
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WINSTAR COMMUNICATIONS. INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 15-SUPPLEMENTAL CASH FLOW INFORMATION (C( INTINUED) property and equipment through vanous capitalized leases, (iv) the
Private Exchange transaction (sec Note 141 (v) the settiement of the Company’s placement expenses from the gross proceeds of the Debt Placement;
and (vi) the acguisition of Avant-Garde

During the year ended December 31, 1996, the Company completed the following material noncash transactions. (1) the converston of $3.75 million
of convertible notes plus accrued interest. (1) the acquisition of $8 6 million in property and equipment through varnous capitalized leases, (in) the
issuance of 100,605 shares and share equivalents, with a value of $1.5 million. and $800.000 in notes pavable in connection with certain acquisiions
(sce Note 2). (iv) the issuance of $17.5 million in notes pay ahle for the acquisition of Locate, and (v) the acceptance of 150,000 shares of the
Company's common stock for payment of stock options excreised. Depreciation and amortization includes amortization of deferred compensation

NOTE 16-ADVERTISING COSTS

Advertising costs are charged 1o operations when the adveruising first takes place. Adventising expense for the year ended February 28, 1995, the ten
months ended December 31. 1995, and the vear ended December 31, 1996 was approximately $200.000, $500,000 and $4.3 milhon, respectively
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOTE 17-BUSINESS SEGMENTS

The Company’s business segments arc telecommunications, information services, and merchandising. The following table 1s a summary of these
segments for the year ended February 28, 1995, the ten months ended December 31, 1995 and the Lear ended December 31, 1996

TOTAL
TELECOMMUNI- INFORMATION BUSINESS GENERAL
CATIONS SERVICES  MERCHANDISING SEGMENTS CORPORATE CONSOLIDATED
(IN THOUSANDS)
For the vear ended February 28, 1995
Net sales $14.509 47 $10.183 $25.565 $- $25.565
Operating income (1033} (4984) (157 216 (4.925) (944) {5.569)
EBITDA (4,560) (150) 461 (4.249) (930) (5.179)
Depreciation and amortization w2 ? 245 w4 14 658
Capital expenditures 1329 4 287 1620 196 1816
Identifiable assets at February 28
1995 $14.554 $1219 $6511 $25724 $3.785 £29.509
For the ten months endad December
31,1995
Net sales $13.137 $2648 $13986 $29771 $- $29.171
Operating wome (10ss) (7.288) 217 681 (6.390) (3.861) (10.251)
EBITDA (6.358%) 241 923 (5.194) (3,758) (8.952)
Depreciation and amorzation 930 ) 242 1.196 104 1,300
Capital expenditures 7458 14 29 §.001 651 8652
|dentifiable zssets at December 31
1995 $36.99% $20.195 $10.459 $67652 $217.711 $285.363
For the vear ended December 31, 1996
Net sales $33969 $1465 $19.429 $o8 (M8 $- $68 048
Operating loss (43 658) (1.40%) (42) (45.149) (11.373) (56.522)
EBITDA (39.206) (§%0) 294 (35.802) (9.796) (49.59%)
Depreciation and amortuzation 3831 69 330 4630 202 4832
Capual expenditures 0632 701 119 374582 09 47561
Identifiable assets at December 51
1996 $101 380 $30.133 $15.248 $146.761 $143.462 $260.223

EBITDA represents operating income {loss) plus interest, taxes, depreciation and amortization

F-28




WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
NOTE 18-QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)
The unaudited quarnterly financial data for 1996 for the Company 1s as follows

QUARTER ENDED
MARCH3I! JUNE30  SEPTEMBER 30 DECEMBER 31

(IN THOUSANDS)
Operating revenues

Telccommunications services $10.217 $10.356 $782 $6.012
Information services m 2652 4088 717
Other 3321 3lse £ 157 [R5
Total operating revenues 14 508 16173 17.297 20068
Operating expenses

Cost of services and products 082 11304 (3280 18,500
Sciling. general and admnistrative cxpenses S833 $ 17297 24879
Deprecianon and amortiration 53 4 1218 2.230
Total operating expenses 19 381 27708 392 35 609
Operating loss a95n (11.554) (14495, 25.541)
Onher expense

Interest expense 5803 SR 9233 10257
Interest income (3046 (2801 2.516) 2.192)
Net loss 10 699y % 1i6) S22 $(33.696)
Net loss per share 0 39} S0 6%y 074 11
Weighted average shares outstanding 27214 2772 28133 28 553

The financial data presented shove reflects centain reclassifications from the amounts presented i the Company’s filings on form 10-Q for the
periods ending March 31, June 30 «.* September 30, 1996. The reclassifications principally relate 1o the dreakout of revenues by operating segment
and the reclassification of cenain telecommunication network costs from the selling. general and admunistrative caption 10 the cost of services and

products caption

NOTE 19-SUBSEQUENT EVENTS TO DECEMBER 31, 199¢ (UNAUDITED)

AGREEMENT TO PURCHASE ADDITIONAL LICENSES

On January 28, 1997. the Company executed agreements to acquire 47 additional 38 GHz licenses. subject 1o FCC approval The total purchase price
for the licenses will be S16 million. payable in the Company’s common stock. which will be priced at the time of closing. The acquisitions are
expected 1o close within appreximately one vear. In addition, the Company agreed to purchase additiona! 38 GHz hicenses, subject 1o FCC approval,
which may be g-anted with respect 1o certain license applications currently on file with the FCC

ISSUANCE OF CONVERTIBLE PREFERRED STOCK

On February 11, 1997, the Company sold 4 million shares of 6% Series A cumulative conventible preferred stock, par value $1.01, and 1.6 million
warrants to purchase common stock of the Company, par
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WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

NOJE 19-SUBSEQUENT EVENTS TO DECEMBER 31, 1996 (UNAUDITED) (CONTINUED) value $1.01, for gross proceeds of $100 million
The preferred stock earns a 6% annual dividend, payable quanerly in Kind, and matures on February 11, 2002

Two million shares of the preferred stock are convertible beginning on August 11, 1997, at $25 per share or, if the average closing sale price of the
Company's common stock for the preceding twenty trading days 15 less than $25. such average closing sale price, while the remainder becomes
convertible on February 11, 1998, at $25 per share or. if the average closing sale price of the Company’s common stock for the preceding twenty
trading days is less than $25, such average closing sale price. On February 11, 2002, any preferred stock still outstanding will be automatically
converted into shares of the Company's common stock, unless the Company elects 1o pay. in beu of conversion, the equivalent value in cash,

The warrants arc exerciscable at $25 per share, and expire on February 11, 2002. The Company has the right 1o call the warrants after February 11,
2001, if the Company’s common stock price has exceeded $40 on each of the previous twenty trading days

DEBT PLACEMENT

On March 18, 1997, the Company and a wholly owned subsidiary of the Company issued an aggregate of $300 million of notes in an institutional
private placement (the 1997 Debt Placement). In addition, the Company obtained a commitment for an additional $150 million facility which may
be drawn by the Company beginning March 31, 1999, subject 1o certain operating and financial criteria

The 1997 Debt Placement consisted of (1) $100 million of the Company’s 14.5% Senior Delerred Interest Notes due 2003 (the "New Senior Notes”™),
ranking PARI PASSU with the Company’s Senior Discount Notes due 2005, and (11) $200 million of 12 5% Guaranteed Senior Sccured Notes (the
"Senior Secured Notes”) which were issued by a wholly owned subsidiany and are unconditionally guaranteed by the Company. Interest on the New
Senior Notes wili accrue and compound semiannually through October 15, 2000, but will not be pavable in cash. Interest will be payable on the New
Senior Notes eack April 15 and October 15 commencing Apnl 15, 2001, through final matunty in 2005. Interest on the Senior Secured Notes 1s
pavable semiannually through maturity.

Under the terms of the 1997 Debt Placement, the Company is obligated to consummate an exchange offer with respect 10 the New Senior Notes and
the Senior Securec Notes whereby these notes will be exchanged for new notes (the *New Notes™) which will be identical in every respect to the
original New Senicr Notes and Senior Secured Notes except that the New Notes will be registered under the Securities Act of 1933 The tenns of the
1997 Debt Placement also place certain restrictions on the ability of the Company to pay dividends or make other restricted payments, incur
additional indebradness, 1ssue guarantees, sell assets, or enter into certain other specified transactions.
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Board of Directors

WinStar Communcations, Inc

In connection with our audit of
dated January 23, 1997, which s
cember 31, 1995 and the vear ended December 31, 1996

In our opinion, this scheduie

matenal respects, the informanior

GRANT THORNTON LLP
New York, New York
January 24, 1957

REPORT OF INDEPENDENT CERTIFIED
PUBLIC ACCOUNTANTS ON SCHEDULES

the consolidated financial statements of WinStar Communications, Inc. and Subsidiaries referred to in our repont
ncluded in this Annual Repont on Form 10-K. we have also audited Schedule II for the year ended February 28,

vhen considered in relation 10 the basic consolidated financial statements taken as a whole. presents fairly, in all
reguared 1o be set forth theren



WINSTAR COMMUNICATIONS, INC. AND SUBSIDIARIES

SCHEDULE H-VALUATION AND QUALIFYING ACCOUNTS

COLUMN A COLUMNBE

BALANCE AT
BEGINNING
DESCRIPTION OF PERIOD

Reserves ‘educted from assets to which
they appiy

Year ended February 28 1995
Allowance for doubtful
accounts (a) $337.843

Ten months ended Decemnber 31, 1995

Allowance for doubtful

accounts (a) $823 700
Year ended December 31, 1996

Allowance for doubtful

accounts (3) $796 731

(a) Deducted from accounts receivable

(b) Uncollectible accounts receivable charged against allowance

COLUMN € COLUMND

COLUMNMNE

ADDITIONS CHARGED
TO COSTS AND

BALANCE AT END

EXPENSES DEDUCTIONS OF PERIOD
$893 837 $427961(b) $823 709
SERT 424 $911.303(b) $796 731
1 872164 $1.670.015(b) $1.001 88¢C
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WinStar Communications, Inc
Condensed Consolidated Balance Sheets

ASSETS
Current assets
Cash and cash equivalents
Short term investments

Cash, cash eguivalents and short larm investments

Investments in cquity secantics

Accounts receivable, net of allowance for doubtful
accounts

Inventones

Prepaid expenses and other current assets

Net assets of discontinued operations

Total current assets

Property and equipment, net
Licenses, net

Intangible asscts, net
Deferred financing costs
Other assets

Total assets
=———===

LIABILITIES AND STOCKHOLDERS EQUITY (DEFICIT)
Current habilities

Current portion of long-term debt

Accounts payable and accrued expenses

Current portion of capitalized lease obligations

Total current habilitics
Capitalized lease obligations, less current portion
Long-term debt, less current portion

Deferred income taxes

Total Lisbilities

Commitments and contingencies

Stockholders’ equity (deficit)

Preferred stock. ;

Common stock. par value $ .01, authonized 75,000 and
200,000 shares, issued and outstanding
28,989 and 33,493, (. ~ectively

Additional paid-in-capital

Accumulated deficit

Unrealized loss on investments
Total stockholders’ eguity (deficit)

Total liabilities and stockholders’ equity (deficit)

{in thousands)

December  September
31,1996 30,1997
{unaudited)
$95.49% $273.537
26997 29.232
122487 302.769
688 -
13,150 26,196
5.009 4954
15.969 19.683
3814 S01S
161,117 358617
62.572 155025
27434 168,679
12955 14998
10,538 21315
4176 1,330
$278.789 $719.964
$19.901 $1.910
20442 46961
3.110 6.667
52453 55,538
10.846 25.172
265.161 630819
= 26,500
328.460 258029
- 42
290 335
75436 252647
(125.034) (291.08%)
(49.308) (38.06%)
363) -
(49671 (38 065)
$278.789 $719.962

See Notes to Condensed Consolidated Financial Statements
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Operating revenues
Telecommunications service
Telecommunications SErvices «
Information services

- commercial
residential

Total operating revenues

Operating expenses

Cost of services and products

Selling. general and adminisirative €Xpenses
Depreciation and amortization

Total operating expenses

Operating loss

Other (expense) income

Interest expense

Interest income

Other income

Net loss from continuing operations

Income (Joss) from discontinued operations

Net loss

Preferred stock dividends

Net loss applicable to common stockholders

Net loss per share from continuing operations

Net income (1oss) per share from discontinued
operations

Net loss per share

Weighted average shares outstanding

WinStar Communications, Inc

Condensed Consolidated Statements of Operations

{in thousands, except per share data)
(unaudited)

For the three months

For the nine months

ended September 30 ended September 30,
1996 1997 | 1997
$1.876 $7,429 $2.234 $17.209
$.508 1,740 28,723 6.701
4,056 11.017 7.479 25,693
11,440 20186 35436 49603
9250 19.621 25,103 48 488
15816 41,135 39,062 109916
1.158 7077 2.329 15474
26224 67,833 66 494 173,878
(14.784) (47.647) (31,058) (123,275
(9.045) (22,082) (26.695) (33,079)
2.570 3.727 8,342 11,052
- 2.219 .- 2.219
(21.259) (63.783) (4941l (164,078)
(21,212) (65.283) (50,027 (166,055
- (1.53%) - (3.881)
$(21.212) S66818) $(50.027 169 936
$(U.76) 197 1 79) $(5.10)
001 (0.04) (0.02) (0.06)
S0 75) g:ong glsgg $(5.16)
+ e s 2 09%%
28,133 33 27.691 3.I9.

See Notes to Condensed Consolidated Financial Statements
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Operating revenues

Telecommunications services - commercial
Telecommunications services - residential
Information services

Total operating revenues

Operating expenses

Cost of services and products

Selling. general and administrative expenses
Depreciation and amortization

Total ope sting expenses

Operating loss

Other (expense) incomme

Interest expense

Interest income

Other income

Net loss from continuing operations
Income (ioss) from discontinued operations
Net loss

Preferred stock dividends

Net loss applicable to common stockholders

Net loss per share from continuing operations

Net income {loss) per share from discontinued
operations

Net loss per share

Weighted average shares outstanding

See Notes to Condensed Consolidated Financial Statements

WinStar Communications, Inc
Condensed Coasolidated Statements of Uperations
(in thousands, except per share data)

(unaudited)

For the three months
ended September 30

For the nine months
ended September 30

1996 1997 1 1997
$1.876 $7.429 2.234 $17.209
S.508 1,740 25.723 6.701
056 11017 7.479 25693
11.440 20, ) 8¢ 35 436 49.603
9250 19.621 25,103 48,488
15816 41,135 39,062 109916
1158 7.072 2.329 15474
26224 67.833 6HH 451 173878
(14.784) (47.647) (31,038) (128275
(9.045) (22.082) (26.695) (53073
2.570 3.727 8,342 11,052
- 2219 - 2.219
(21,259) (63.783) (49411 (164,078)
47 (1.500) (616) (1.977)
(21.212) (65.283) (50,027) (166,055
- (1.53%) - (3.881)

$(21.212) Si166 818 $(30.027) $(169.936)

S(V.76) 197 $(1.79) 5109
001 (0.04) (0.02) (0.06)
0.75) g:oug $(181) 516

28.133 33.188 27.691 3’5.923
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WinStar Communications, Inc

Condensed Consolidated Statements of Cash Flows

{in thousands)
{unaudited)

For the Nine Months Ended
September 30,

1996 1997
Cash flows from operating activities
Net loss $(50.027) $(166.055)
Adjustments to reconcile net loss to net cash
used in operating activiies
Net loss from discontinued operations 516 1.977
Depreciation and amortization 4247 17,024
Provision for doubtiul accounts 1,067 1,533
Non cash interest expense 24630 35,825
(Increase) decrease in OPETating assets
Accounts receivable (1.585) (14.578)
Inventorics (1.383) (3.875)
Prepaid expenses and other current assets (12.523) (4,565)
Other assets (995 581
Increase 1n accounts
payable and accrued expenses 11.603 19.628
Net cash used in discontinued operalions (1.436) (3.178%)
Net cash used in operating activiies (25.786) (115.683)
Cash flows from investing acuvitics
Increase in short-term investments, et (28.468) (2,235
Purchase of property and equipment, net (29.618) (103.885)
Acquisitions 96 (35.428)
Other, net (1353 (1304
Net cash used in investing activities (59345 (142949
Cash flows from financing activities
(Repayments) of proceeds from long-term debt. net (2.687) 319.404
Net proceeds from equity transactions 5492 99,691
Proceeds from equipment lease financing 967 20.504
Payment of capital lcase obligations (1.231) 12,620)
Other, net...... (970) (300)
Net cash provided by financing activities 1.571 436679
Net (decrease) increase in cash and cash equivaients (83,560} 178.047
Cash and cash equivalents ai beginning of period 138.028 9% 290
Cash and cash equivalents at end o= peniod 54468 273,537
Short-term investments at end of peniod . 108.510 29232
Cash. cash equivalents and short-term int estments
at end of period gmz.u?s §3.°.7 769

See Notes to Condensed Consolidated Financial Statements
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1. Basis of Presentation

WinStar Communications, Inc. ("WinStar”) is a facilities-based provider of telecommunication and informnation services to small and medium-sized
businesses throughout the United States it enables customers to connect with the nation's telephone system through broadband wireless circuits
which utilize digital milliwave radio technology to carny voice, data and video traffic to the Company’s network of switches. The deregulation of the
nation's local and long distance industry, combincd with rising demand for broadband services, is creating opportunities for WinStar in the greater
than $S100 billion telecomm ., sications market. WinStar's Wireless FiberSM services are being deployed in a phased manner to large metropolitan
areas. and are scheduled to reach 30 of the most important telecommunications markets by the end of 1999 The Company currently serves local
customers in 16 markets, and plans to have switched telecommunications services available in 21 cities by the end of 1998

WinStar 1s the largest holder of radio spectrum in the United States, and is licensed by the Federal Communications Commission to utilize the 38
GHz frequency. WinStar 15 uniquely positioned 1o provide broadband connectivity due to the breadth of its spectrum holdings. which equate to 100
MHz 10 700 MHz of bandwidth in 41 of the t1op markets in the country In total, WinStar's 38 GHz licenses cover more than 125 cities with a
population exceeding 100,000, and represent more than 775 million channel pops (number of 100 MH: channels multiplied by the population
coverage)

WinStars Wireless Fiber links function equivalently to optical fiber, but can be deployed with far greater speed and at much lower cost. Local, long
distance. internet ard data services are being provided through these links, along with specialized information coatent for business and education
WinStar also offers a range of facilities-based broadband local access services ("Cammier Services™) to other iclecommunications companics

The condensed consolidated financial statements presented herein include the accounts of WinStar and its subsidianics, including 1its primary
operating subsidianies,. WinStar Telecommunications, Inc. WinStar Wireless, Inc.. WinStar New Media Company, Inc. and, as a discontinued
operation, WinStar Giobal Products. Inc. ("Global Produ.1s™). (and together with such other subsidianes, the "Compan:”). All material inter-
company transactions and accounts have been climinated in consolidation. The accounts have been prepared by the Company without audit

However, the foregoing statements contain all adjustments (consisting only of normal recumng adjustments) which arc, in the opinion of the
Company’s management, necessany to present fairly the financial position of the Company as of September 30, 1997, the statements of operations for
the three and nine months ended September 30, 1996 and 1997, and the statements of cash flows for the nine months ended September 30, 1996 and
19497

l

Wireless Fiber(sm) is a servicemark of WinStar Communications, Inc




Cenain information and footnote disclosures n.rmally included in financial statements have been condensed or omitted pursuant to the rules and
regulations of the Securities and Exchange Commission These condensed consohidated financial statzments shoutd be read in conjunction with the
financiul statements and notes thereto included in the Company’s annual report on Form 10-K for the year ended December 31, 1996, and the
Company's quanterly reports on Form 10-Q for the peniods ended March 31, 1997 and June 30, 1997

The unaudited financial statements and related footnotes for the three and nine month peniods ended September 30, 1996 reflect certain
reclassifications such that they conform to the current period presentation. The resuits of operations for the three and nine months ended September
30, 1997 are not necessarily (dicative of the results of operations for the year ending December 31, 1997

2 Dividends on Convertible Preferred Stock

Dividends on the 6% Series A Cumulative Convertible Preferred Stock ("Series A Preferred Stock”™) since its issuance have been paid "in-kind” in
additional shares of the Scries A Preferred Stock

3 Net Loss Per Share

Net loss per share has been calculated by dividing the net loss, after consideration of Preferred Stock dividends, by the weighted average number of
shares outstanding during cach penod

B US ONE Asset Acquisition

On October 17, 1997 (the "Closing Date”™). WinStar Switch Acquisition Corp. ("WSAC™). a wholly owned subsidiary of WinStar Communications,
Inc. ("WinStar”, and together with WSAC, the "WinStar Parties™), consummated a purchase (“Asset Acquisition™) of certain telecommunications
assets (the "US ONE Assets™) from US ONE Communications Corp. ("US ONE®). US ONE Communications Services Corp. and US ONE
Communications of New York, Inc. (cach individually a "Seller™ and coliectively, the "Sellers™). pursuant to the termis of an asset purchase
agreement The Assets included 12 Lucent class § switching systems and other non-switch assets. The Asset Acquisition required and received the
approval of the United States Bankruptcy Count, District of Delaware, because the Sellers are debtors in possession under Chapter 1! of the United
States Bankruptey Code of 1978, as amended

The aggregate purchase price paid for the US ONE Assets was approximately $81.1 million, of which approximately $61.1 million was paid in cash
at the closing and $20 million is payable by the WinStar Parties in cash and/or shares of the common stock of WinStar, at WinStar's discretion. on
the effective date of Scllers’ confirmed plan of reorganization

In order to finance the cash portion of the purchase price and to pay centain expenses, on the Closing Date. WSAC borrowed $62.25 million (the
“Loan") from Solomon Brothers Holding Company Inc. and Credit Suisse First Boston (together, the "Lenders™) The Loan maturity date is April
22, 1998. provided, however, that WSAC must prepay the Loan (or portions thereof) with the proceeds of any saic by it of the US ONE Assets and
with proceeds obtained from cenain financings. The Loan is guaranteed by WinStar and 1 secured by the telecommunications switches and related
equipment. inventory and software included in the US ONE Assets. Interest on the agreement is payable monthly at vanabic rates ranging from
prime plus 2% to LIBOR plus 3 5%




S. (Uktober 1997 Notes

In October 1997, the (. mpany issued $100 million principal amount of unsecured senior subordinated indebtedacssithe "¢ Xiober 1997 Notes™)
ranking par passu in ngh* of pavment v :n the Company’s 14% Convertible Senior Subordinated Notes due 2003 and junior in night 1o all existing
and future senior indebteds, ess of the Company. The October 1997 Notes bear interest at a rate of 13% per annum. Until March 1. 2002, interest on
the October 1997 Notes accrues and compounds semiannually. but will not be payable in cash. Interest ¢ the accumulated amount as of March 1.
2002 will be pavable semiannually commencing September 1. 2002. The October 1997 Notes mature on March 1, 2007 and are redeemable by the
Company on and after March 1. 2002, at its option, at certan defined prices

6 Condensed Financial Infor nation of WinSir Equipment ( orp. and WinStar Equipment Il Cormp

Ihe Company's wholly-owned subsidiaries. W inStar Equipment Corp and W inStar Equipment 11 Corp. ("WEC" an¢ "WEC . respectively ), each
of which is a special PUrpose comorations which was formed to facilitate the financing and purchase of telecommunications cquipment and related
property ("designated equipmen.,, received $200 million and $30 million in 8ross proceeds, respectively, from the 1Ssuance and sale of 12 5%
Guaranteed Senior Secured Notes ("the WEC and WEC 11 Notes™) in placements of debt in March and August of 1947, respectively. The use of the
proceeds of the WEC and WEC [} Notes are to be used to purchase designated equipment and, if such equipment is not purchased within a specified
penod, WEC and WEC I must 2pply unused proceeds thereof 1o redeem the WEC and WEC |] Notes, respectively. Both the interest and principal
of the WEC Notes are guaranteed by the Company

WEC and WEC 11 have no independent operations other than to purchase designated cquipment and 0 lease same to the Company's other
telecommunications subsidiaries Given this Opcrating environment. it is unlikely. in the opinion of management. that WEC or WEC Il will generate

sufficient income, after the payment of interest 0a the WEC and W EC Il Notes, to pay dividends or make other distributions to the Company

Summary financial information of WEC and WEC 1. which are tictuded in the condensed consolidated financial statemients of the Company., are as
follows (in thousands)

Balance sheet information at September 30, 1997

WE( WEC 11
Current assers $155367 S47419
Long term assets S$47.84) $2.660
Current Liabilities S14.78% $869
Long term luabilitics $200.000 $50,000

Statements of operations information for WEC for the three months ended September 30. 1997 and from its inception through September 30, 1997
and for WEC I for the peniod from its inception through September 30 1997, are 2 follows (in thousands}

s




WEC WEC I}
Penad from
Three Months March 13, 1997 Period from August 8,
Ended {Inception) 0 1997 (Inceplion) 10
September 30 Scptember September 30,
1967 1997 1997
Gross revenues $T4 $730 s
lnterest expense 6.159) {1260 (920)
Interest income 1.306 4292 361
Net foss (4 113} $:.2.577) $29)
e ey p———=—
Separate financial statements concerning WEC or WEC Il are not presented because management of the Company has determined that such

information would not provide any matena! information that 15 ROt already presented in the condensed consolidated financial statements of the

Company
7 Discontinued Operation « WinStar Giobal Products. In¢

On May 13, 1997, a formal lan of disposal for the ompany’s consumer products subsidiary, WinStar Global Products, Inc {"Global Products™),
was approved by the Board o Directors and it ts anticipated that the disposal will be completed within the next twelve months. The Company does
not expect 10 incur 3 loss on the disposition of Global Products. The disposal of Global Products has beer accounted for as a discontinued operation
and. sccordingly, 1S net assels have been segregated from continuing operations in the accompanying condensed consolidated balance sheets, and its
operating results are segregated and reponted as discontinued operations in the accompanying consolidated statements of operations and cash flows
Information relating to the disconts: sed operations of Global Products is as follows (in thousands of dollars)

B




For The Three Months For The Nine Months

Ended September 30 Ended September 30
1996 1997 1996 1997

Operating revenucs $5.857 $3.633 S12 534 9910
Cost of services and products 4.029 3,018 8.531 7.560
Selling. gencral & administrative
expenses 1,482 1.576 3,748 4.124
Depreciation and amortization 32 38 188 173
Total operating expenses $.568 4.649 12.467 11 858
Operating income (loss) 289 (1.014) 77 (1.948)
Interest expense ‘ (242) (208) (693) (612)
Net income (loss) $47 $01.222) $616) $(2.560)

During the three months ended September 30, 1997, the Company recorded a reserve of $1.500.000 with respect to the operations of Global
Products

Net assats of the discontinued operations of Global Products at December 31, 1996 and Scptember 30, 1997 are composed of the following (in
thousands of dollars)

December 31, September 30,
1996 1997

Assets
Accounts Receivable. net $4.499 $4.278
Inventonies 8,606 10,601
Other Assets 2,143 2.596
Total Assets 15,248 17.473
Liabiities
Current Liabilitics 3.102 3273
Other Laabiities 8332 9 187
Total Liabilities 11.434 12.460
Net Assets 384 $5.015
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§.  New Accounung Pronouncement

In Februarv 1997, the Financial Accounung Standards Board issued Statement of Financial Accounung Standards No. 128, Eamings per Share,
which 1s effective for financial statements fof both interim and annual periods ending alter December 15 1997, The new standard eliminates primary
and fully diluted camings per sharc and

quires preseniation of basic and, if applicable diluted camings per share Basic eamnings per share 1S
computed by dividing mcome available o common sharcholders by the weighted average common shares outstanding and dilutive potential

commor shares such as stock options. The adoption of this new §1an dard is not expecied 10 have a matenal impaci on the disclosure of carmings per
share in the iinancial statements
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frem 2. MANAGEMENT'S DISCUSSION AND ANALYS!S OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Company Overview

The Company provides a full range of telecommunications services as a CLEC including local, long distance and Internet access services, to small
and medium-sized businesses 10 major metropolitan areas in the United States By exploiting its Wireless Fiber services and a switch-based
infrastructure, the Company distinguishes nself as a facilities-based, value-added provider of high-capacity telecommunications services and an
attractive aliernative 1o established providers, such as the RBOCs The Company also utilizes its Wireless Fiber capacity to provide s Camer
Services, consisting of a vanety of facilitics-based broadband, high-capacity local access and digital network services, to other telecommunications
services providers The Company acquires rights to and distributes mformation services and entertainment content as a complement to its
telecommunications operations. 1he C ympany also operates a nonstrategic consumer products company, which is treated as a discontinued operation
in this repont

During the third quarter of 1996, the Company launched its CLEC offering in New York City and has since introduced its local telecommunications
services in 15 additional markets. The Company intends, during the next several vears, 1o introduce its local exchange services in many of the other
major metropolitan areas where it is licensed to provide 38 GHz services

The Company’s wholesale Carmier Services business constructs the network that will serve a significant portion of the local access and transpon
needs of the Compas s« CLEC business, including the ongination and termination of local traffic for the Company’s local exchange customers and
backbone interconnections of hub and main switch sites

In connection with the Company’s rollout of its local telecommunications services, the Company also provides business information services 1o its
CLEC customers. These services are marketed directly to end users and through the Company’s direct sales force

The Company significantly expanded 1ts spectrum holdings ("Wireless Licenses™) during the past 12 months with the completion of several
acquisitions and the grant of a number of additional licenses by the FCC. The Company has entered into agreements to purchase an aggregate of 88
additional licenses in the 38 GHz specirum. and, if granted, pursuant to pending applications. certain additional such licenses, all subject 1o FCC
consent. Currently, the Wireless Licenses allow the Company 1o provide Wireless Fiber services in 49 of the 50 most populated MSAs in the United
States. The Wireless Licenses currently cover more than 100 cities with populations exceeding 100,000 cach, encompass an aggregate population of
approximately 175 million people and address more than 625 million channels pops (population coverage multiplied by the number of 100 MHz
channels). Upon completion of all pending acquisitions, which are subject to FCC consent. the Company’s total population coverage will increase to
approximately 185 million, its total channel pops will grow to more than 775 million and the Wireless Licenses will allow the Company to provide
services in cach of the S0 most populated MSAs in the United States

l't




Revenues

CLEC Services CLEC revenues are driven pnimanly by the number of custome: lines instalied and in service. Customers generally are billed a flat
monthiy fee and 'or prowth depends on the addition of new customers and the sale of bundled services. such as

related services, and the introduction of such services In new CHlies

er-minute asage charge Reven

ng distance, ir

The Company develop other anticipated =ources of revenue including re agreements for CMRS. advanced data. broadband data
ransmistion and video con ferencing senvices. The Company behieves that as its local exchange services business grows, such business wiil become
the o gnificant component ¢ nues. Revenues from this segment were appronimately $6.5 million in the quarter ended
September 30, 1997, versus $4.0 milhon in the quaner ended June 30, 1997 and $2 0 million the quarter ended March 31, 1997. The Company has

$v installed and is operaung its own switches in New York City (which serves both New York City and Newark, New Jersey ). Boston, Chicago.
DallasFort Wonth. Los An San Diego and Washington, DC, with installation of addtional switches in Atlania, Baltimore, Houston,
Philadeiphia and Phoeniy scheduled 1o be completed by the end of March 1998 In addition, in October 1997, the Company purchased 12 additional
recently installed Lucent class § switches from US ONE. seven of which are in the following new markets for the Company © San Francisco, Denver,
Seattle, Tampa, Minneapolis, Kansas City and Columbus, Ohio

Camer Services. Camner Services revenues are driven pnmarily by the number and capacity (i.e, T-1s or DS-35) of Wireless Fiber links in service
A kev measure of progress for the Company is its installed and available Wireless Fiber capacity. The Company had approximately 156,000 voice-
grade cyuivalent circeits 1o place as of September 30, 1997, up from approximately 130.000 at June 30, 1997, Carrier customers generally are billed
at a fixed monthly rate per unit of capacity. Another key measure of progress 1s the number of buildings for which the Company has secured roof
rights to install 38 GHz transceivers ("Roof Rights™). The Company’s Roof Rights have been increasing in number and declining in average cost. As
of October 31, 1997, the Company had secured Roof Rights on over 1,900 buildings

Residential Long Distance Services. The Company is focusing on the salc of long distance services 1o smali and mediumesized dusuness customers as
part of its CLEC business and is not generally marketing long distance services to residential customers on an active basis. As a result, the Company
15 allowing its revenues from residential long distance service to decline through atirition, as it focuses on its core small 1o medium-sized business
market

information and Cont

Information and content revenues are gencrated principally by (i) sales of content and r2iaied services to traditional
customers, such as ¢zble networks and radio stations: (1) sales 10 new media distrnibution channels, such as on-line services; (111) advertising sales,
and (v} the bundling of contert with the Company's telecommunications services. Revenues also are driven by the amount and quality of the
Company's available program rights duning each quarter with some scasonality of sales, which affect quarner-to-quarter comparability

Three Months Ended September 30, 1997 Compared to Three Months Ended September
* »
30, 1996
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Revenues of the Company’s operating segments are as follows (in millions)

Three Months
Ended

September 30

1996 1997

Telecommunications Services
CLEC Services $84 $6.510
Carrier Services 1.792 919
Residential Long Distance 3.508 1.740
7384 9.169
information Services 3.0% 11.017
Total Revenuss $11.430 $20 186
P —— e

Revenues increased by $8 .8 million, or 76 S%, for the three months ended September 30, 1997, to $20.2 million. from $11.4 million for the three
months ended September 30. 1996 These revenucs exclude those from WinStar Global Products. which has been reclassified as a discontinued
operation. This increase was aunbutable to increased revenues generated by the Company’s CLEC and information services businesses, partially
offset by a decrease in camier services revenues, which were jower as a result of non-recurring construction revenues recorded in the quarter ended
September 30, 1996, and the expected decrease in residential long distance revenues

Revenues from CLEC services, which inciude all commercial end user customer telecommunication revenucs, were $6.5 million in the quarter ended
September30, 1997, compared 1o $4.0 million in the quarter ended June 30, 1997 and $2 0 million in the quarner ended March 31, 1997. The CLEC
business commenced operations in the second guarnier of 1996, The Company has since been rapadly instaliing lines for small and medium-sized
businesses, and. as of September 30, 1997, the CLEC business had installed over 51,000 lines, up from approximately 30,000 at June 30, 1997 and
13,000 at March 31, 1997 Customer line orders reached 77.000 lines as of September 30, 1997, up 79.1% from 43.000 as of June 30. 1997. As of
September 30, 1997, the annualized revenues from the CLEC business were $33 million, up from $3 million annualized as of December 31, 1996

Revenues from camier services decreased $0.9 million 10 $0.9 million in the quarter ended September 30, 1997, as compared to $1.8 miilion in the
quarter ended September 30, 1996 Recurring revenues for billed circuits continue to grow. increasing 27.5% over the quarter ended June 30, 1997
The revenue decrease, however. was the result of non-recurring installation revenue and equipment sales related to contract services provided in the
quarter ended September 30, 1996

WinStar's residential long distance revenues decreased $3 8 million to $1.7 million in the quarter ended September 30. 1997, compared to $5.5
million in the quaner ended September 30, 1996 This decrease was the result of WinStar's focus on its core business of selling communications

services 1o business customers and to other camers
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Revenues from information services increased by $6.9 million, or 171 6%, for the three months ended September 30, 1997, 1o $11.0 million. from
$4.1 million for the three months ended September 30, 1994, duc to continued internal growth and acquisitions

Cost of services and products increased by $10.4 million, or 113.0%. for the three months ended September 30. 1997, to $19.7 million. from $9.3
million for the three months ended September 30, 1996, As 2 percentage of sales, cost of services and products in the quanter ended September 30,
1997 was 97 6%. compared with 80.9% in the quarter ended September 30, 1996, as a result of increasing network operating costs from the
continued expansion of the Company’s local telecommunications business

Selling, general and administrative expense increased by $25 2 million to $41.0 million for the threc months ended September 30, 1997, from S15.8
miliion for the three months ended September 30, 1996. The Company continued to hire sales, marketing and related support personnel in
connection with the accelerated roll out of its CLEC operations, which had approximately 150 emplovees at September 30, 1996 and over 800 at
September 30, 1997, In addition, the Compan: increased spending on related advertising and marketing of its CLEC services

Depreciation and amortization expense increased by $35.9 miilion for the three months ended Septemoer 30, 1997, 10 $7.1 million, from $1 2 million
for the three months ended September 30, 1996 principally resulting from the Company’s acquisition and deplosment of switches, radios and other
equIpment In connection witn its telecommunications network buildout

For the reasons noted above the operating loss for the three months ended September 30, 1997, was $47.7 mili:on, compared with an operating loss
of $14 8 milhion for the three months ended September 30, 1996

Interest expense increased by $13 1 milhion. or 144 1% for the three months ended September 30, 1997, 10 $22.1 million, from $9.0 million for the
three momhs ended September, 30, 1996. The increase was principally attributable to the proceeds from the Company’s issuances of debt in the first
and third quanters of 1997 $13.5 mullion of the $22 1 million interest expense for the quarter is not pavable in cash until after 1999

|2 terest income increased by $1.1 million, or 45 (%4 for the three months ended September 30, 1997, 10 $3 7 million, from $2.6 million for the three
menths ended September, 30. 1996, The increase resulted from the additional interest income eamed on the proceeds from the Company’s preferred
sack and debt placements which were completed in the first and third quarters of 1997

¢t the reasons noted above. the Company reported a net loss from continuing operations of $63. 8 million for the three months ended September 30,
1997 compared 1o a net loss from continuing operations of $21.3 million for the three months ended September 30. 1996

is




Nine Months Ended September 30, 1997 Conmipared 10 Nine Months Ended September 30
1996

Revenues of the Company’s operating segments are as follows (in millions)

Nine Months Ended
September 30

1996 1997
Telecommunications Services
CLEC Services S103 S12.498
Camier Services 2,131 4711
Residential Long Distance 23.723 6.701
27957 23910
Information Services 7479 25693
Total Revenues 35436 9 603

Revenues increased by $14.1 million, or 40.0%. for the nine months ended September 30. 1997, 10 $49 6 million, from $35.4 million for the nine
m onths ended September 30, 1996. These revenues exclude those from WinStar Global Products. which have been reclassified as a discontinued
operation. This increase was attnbutable to increased revenues generated by the Company’s CLEC, camrier services and information services
businesses, partially offset by an expected decrease in residential long distance revenues

Revenues from CLEC services were $12.5 million in the nine months ended September 30, 1997, and were minimal in the nine months ended
September 30, 1996, as the CLEC business commenced operations in the second quarter of 1996

Revenues from camier services increased $2.6 million to $4.7 million in the nine months ended September 30, 1997, as compared to $2.1 million in
the nine months ended September 30, 1996. The revenue increase is the result of the growing number of billed circuits, along with instaliation
revenue and equipment sales related to contract services provided

WinStar's residential long distance revenues decreased $19.0 million to $6.7 million in the nine months ended September 30, 1997, compared to
$25.7 rillion in the nine months ended September 30, 1996. This decrease was the result of WinSzar's focus on its core business of selling
communications services to business customers and to other cammiers

Revenues from information services increased by $18.2 million. or 243 5%, for the nine months ended September 30, 1997, 10 $25 7 million. from
$7.5 million for thc nine months ended September 30, 1996, due to continued internal growth and acquisitions

Cost of services and products increased by $23 5 million, or 93 5%, for the nine months ended Sepiember 30, 1997, to $48.6 million, from $25.1
million for the nine months ended September 30, 1996, As a percentage of sales, cost of services and products in the nine months ended September
30, 1997 was 97 9% compared with 70.8% in the nine months ended September 30, 1996, as a result of increasing network  costs from the
continued expansion of the Company’s local telecommunications business
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Selling. general and ad-mistrative expense increased by $70.8 million to $109.9 million for the nine months ended September 30, 1997, from $39.1
million for the nine months ended September 30, 1996 The Company continued to hire sales, marketing and related support personnel 1n connaction
with the accelerated roll out of its CLEC operations. which had only 150 employces at September 30, 1996 and over 800 at September 30, 1997 In
addition, the Company increased spending on related advertising and marketing of its CLEC services

Depreciation and amortization expense increased by $13.2 million for the nine months ended September 30, 1997, to $15.5 million, from $2.3
million for the nine months ended September 30. 1996, principally resulting from the Company’s acquisition and deplovment of switches, radios and
other equipment in connection with its telecommunications network buiidout

For the reasons noted above, the 2perating loss for the nine months ended September 30, 1997, was $124.3 million, compared with an operating loss
of $31 | million for the mine months ended September 30, 1996

Interest expense mcreased 98 8%, for the nine months endad September 30, 1997, to $53.1 million, from $26 7 million for the nine months ended
September 30, 1996 The increase was principally attributable to the proceeds from the Company's issuance of debt in the first and third quaners of
1997 $35.9 of the $53.1 million interest exper r the nine months is not pavable i cash until after 1999

Interest income increased by $2.8 million, or 32 5%, for the nine months ended September 30, 1997, to $11.1 million, from $8.3 million for the nin
months ended September 30, 1996. The increase resulted from the additional interest income camed on the proceeds from the Company’s preferred
stock placement and 1997 debt placement in the first ana third quarnters of 1997

For the reasons noted above, the Company reported & net loss from continuing operations of $164 1 million for the nine months ended September
30, 1957, compared to a net loss from continuing operations of $49.5 million for the nine months ended September 30, 1996

Liquidity and Capitzl Resources
In "chruary 1997, the Company sold 4,000,000 shares of its 6% Secries A Cumulative Convertible Preferred Stock and warrants to purchase

k (the “Preferred Stock Placement®), pursuant to which the Company and one of its subsidiaries realized net
proceeds of approximately $96 mullion

1,600,000 shares of Common St

In March 1997, the Company and one of its subsidanies, WEC, sold an aggregate of $300 million principal amount of notes (the "1997 Debt
Placement™), pursuant 10 which they realized net proceeds of appronimately $290.5 million. Pursuant 10 a committed facility obtained by the
Company from affilistes of Credit Suisse First Boston Corporation and BT Securities Corporation, in August 1997 WEC 1! 1ssued the WEC 1l
Equipment Notes, generating proceeds to WEC 1 of $50 million. with Company paving fees of aporoximately $1.5 million and, in October 1997,
the Company issued $100 million of Senior subordinated Notes (“the October 1997 Debt Placement™), realizing net proceeds of approximately $94
mullion




The $200 million proceeds of WEC Notes issued in the March 1997 Debt Placemert must be

tilized for the purchase of designated equigsnent or
for the redemption of the WEC Notes by March 18. 1999 and the $50 million net proceeds of WEC Il Notes issued in August 1997 must be utilized
P ) g
for the purchase of designated equipment or for the redemption of the WEC Il Notes by August 8, 1999 See Note 6 of the Condensed Consolidaied
p quit 14 . .

s on distributions from these subsidianes 1o the

Financial Statements for a description ¢ operations of WEC and WEC 1l and certain restn

Company

In April 1997, the Company repaid certain indebtedness incurred in the acquisition of the assets of Local Ar Telecommunications. Inc. including
accrued interest thereon, aggregating approximately $17.8 milhion

In October 1997, in connection with the US ONE Asset Acquisition, the Company borrowed $62 25 million under a six month credit agreement
securced by centain of the US ONE Assets, realizing net proceeds of $61.25 million The Company expects to dispose of certain of the US ONE
Assets (primarily switches located in markets already covered by the Company’s existing switches), and 1o repay a portion of this borrowing with the
proceeds thereof, anc to refinance the remainder of the loan by utilizing lease or other financing which the Company believes to be readily avaiiable
in the near term

At Scptember 30, 1997, exclusive of the $94 million net proceeds from the Senior Subordinated Notes issued in October 1997. the Company had
approximately $302.8 million in cash. cash equivalents and short term investments, approximately $200 msllion of which 1s 10 be used 10 finance
equipment purchases in connection with the Company’s rollout of its tzlecommunications infrastructure

The Company has incurred significant operating and net losses due in large part 1o the development of its telecommunications services business, and
anticiyates that such losses will continue over the near term as the Company executes its growth strategy A significant portion of the Company’s
increased capital requirements will result from the rollout of the Compan:’s CLEC business The Company 15 building a direct sales force. having
opened sales offices serving the fifteen major cities in which it offers CLEC services. and is in the process of expanding into other metropolitan
areas. Additionally, the Company is in the process of ordening and installing switching and other network equipment 10 be placed in its key markets
Historically, the Company has funded its operating losses and capital expenditures through public and private offerings of debt and equity securitics
and from credit and lease facilities Cash used to fund negative EBITDA duning the nine months ended  September 30, 1997 was approximate!ls
$108.8 million. and purchases of property and equipment during the nine months ended September 30. 1997 was approx.mately $103 .8 million. At
September 30. 1997 working capital was $2472 million. including cash. cash equivalents and short-term investments of $3028 million. as
compared to working capital and cash. cash equivalents and short-term investments at December 31. 1996 of $108 7 million and $122.5 million,
respectively

The Company’s current plans call for capital expenditures of up to $450 million over 1997, 1998 and 1999 in connection with the execution of s
business pian. The amount of capital required to
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execute this plan is a function of the speed at which the plan is executed. The Company believes that its existing cash. a limited amount of lease
financing that it believes s readily available and recervables financing will provide sufficient capizal to finance its planned capital expenditures and
to fund its operating capital needs until the Company is generating positive EBITDA. which the Company expects to occur in 1999. In the event this
proves to be inaccurate, the Company may elect to slow the speed or narrow the focus of its plan or seek to raise sufficient amounts of additional
capital on acceptable terms to implement the plan. In the event the Company’s plans or assumptions change or prove to be inaccurate, or if the
Company consummates any acquisitions of businesses or assets (including additional spectrum licenses, by auction or otherwise), the Company may
be required to seek additional sources of capital sooner than currently anticipate

The Company has commitments duning the n~xt 12 months as follows
o To purchase $22.0 million of telecommunications capital equipment
o To pay $20 million in: cash or common stock, atthe Company’s election, in connection with the US ONE Asset Acquisition

o To pay $65.2 million in common stock, (or under cenain circumstances, cash, at the Company’s election ), 11 connection with the acquisition of
additional licenses

Forward-Looking Statements

When used in this and in future filings by the Company with the SEC, in the Company’s press releases and in oral statements made with the approval
of an authorized executive officer of the Company, the words or phrases "will likely result,” "expects.” “plans.” "will continue.” "is anticipated,”
“estimated.” "project” or "outlook™ or similar expressions (including confirmations by an authorized executive officer of the Company of any such
expressions made by a third party with respect to the Company) are intended to identfy "forward-looking statements” within the meaning of the
Private Secunties Litigation Reform Act of 1995, The Company wishes to zaution readers not to place undue reliance on any such forward-looking
statements, each of which speak only as of the date made. Such statements are subject 1o certain risks and uncertainties that could cause actual resuits
10 differ materially from histoncal eamings and those presently anticipated or projected. Factors that may cause actual results to differ matenally
from tose contemplated by such forward-looking statements include. among others, the following: {a) the Company’s ability to service its debt or to
obtain financing for the buildout of its telecommunications network, (b) the Company’s ability to attract and retain a sufficient revenue-generating
customer base. (¢) competitive pressures in the telecommunications industry, and (d) general economic conditions. The Company has no obligation
10 publicly release the result of any revisions which may be made to any forwardlooking statements to reflect anticipated or unanticipated events or

circumstances




PART 1L OTHER INFORMATION
Item 2 Changes in Secunties

Recent Saies of Unregiste od Securities

The following table sets forth cenain information wi

th n

espect 1o grants by the Company of stoCk options

quarter ended September 30, 1997, without registration of such secunties under the Secunities Act

Date of sale Title of security

Number of
ontions

granted or

shares issued

797 e options to
purchase

common stockh
granted 1
emplovees

92097 common stock

ltem 6. Reports on Form 8-K

148926

(1) Current Report on Form 8-K filed July 2, 1997

(2) Current Report on Form 8-K filed September 11, 1997

(3) Current Report on Form 8-K filed October 29, 1997

(4) Current Report on Form 8-K filed October 31, 1997

Conssderation recenved
and descnipraon of
underwriting of other
discounts 10 market

price afforded registraion
purchaers ¢lzmmed
options granted - no Section 401
consideration received
by the Company until
exercise
acquusiton purchase Secuon 4(2)

prce - no discount 10
market

Exemption from

its emplovees and others dunng the

If opOron, warrant of
comerubdie setunt
erms of SNeTise oF

exerTisatic for periods
of five veary from gramt
2t exercise poces
rangng from $13 38 o
$IT 88

e




In sccordance with requirements of the Exchange

authorized

WinStar Communications, Inc
Registrant

By <Fredric E von Stange

Frednc E. von Stange
Executive Vice President. Chief Financial
Officer and Director

By s'Joseph P Dwver
Joseph P. Dwyer

Vice President, Finance
{Principa! Accounting Officer)

SIGNATURES

\ct, the registrant caused this report 1o be signed on its behalf by the undersigned. thereunto duly

Dated

Dated

November 14, 1997

November 14, 1997
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LSRR TELECOMMUNICATIONS SERVICE FILINGS

State (:3p;;\ 500 E. (:ap:tol These are the telecommunications service filings that the Commission has received for the period of:

Pierre, SD 57501-5070 02/27/98 through 03/05/98

Phone: (605) 773-3705

Bics 05) 773-3809 If you need a complete copy of a filing faxed, overnight expressed, or mailed to you, please contact Delaine Kolbo within five days of this filing.
DOCKET DATE INTERVENTION
NU”BER TlTLElSTAFFISYNOPS|s FILED DEADLINE

REQUEST FOR CERTIFICATE OF AUTHORITY
— .| Application by WinStar Wireless for a Certificate of Authority to operate as a telecommunications company within the
TCO8-082 | state of South Dakota. (Staffl. TS/KC) "WinStar Wireless respectfully requests that the Commission authorize it to | 03/04/98 03/20/98
provide long distan vi hroughout the of South Dakota on a resale b &

important Notice: The Commission is compding a list of internet addresses. i you have an internet address please notfy the Commission by  E-mailing 1o Terry Norum at terryn@puc stiie o8 us Fanng the address 1o the
Commission at.  605-773-2809

PAGE 1 OF 1




BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) ORDER DENYING
WINSTAR WIRELESS, INC. FOR A ) CERTIFICATE OF
CERTIFICATE OF AUTHORITY TO PROVIDE ) AUTHORITY
TELECOMMUNICATIONS SERVICES IN )
SOUTH DAKOTA AND FOR APPROVAL NUNC ) TC98-062
)
)
)

PRO TUNC OF A TRANSFER OF ASSETS
FROM MIDCOM COMMUNICATIONS, INC. TO
WINSTAR WIRELESS, INC.

On March 4, 1998, the Public Utilities Commission (Commuission), in accordance with SDCL
49-31-3 and ARSD 20:10.24.02, received an application for a certificate of authority from WinStar
Wireless. Inc (WinStar Wireless)

WinStar Wireless proposes to offer long distance services throughout the state of South
Dakota on a resale basis. A proposed tanff was filed by WinStar Wireless. The Commission has
classified long distance service as fully competitive

On March 5, 1998, the Commission electronically transmitted notice of the filing and the
intervention deadiine of March 20, 1998, to interested individuals and entities. No petitions to
intervene or comments were filed. On March 9, 1998, Commission Staff sent WinStar Wireless a
request for additional data Staff never received the requested information. Staff sent a second
letter on August 20. 1998, which WinStar Wireless never responded to. A copy of the Commission's
September 10, 1998, agenda was electronically transmitted to WinStar Wireless on September 3,
1998 At its regularly scheduled September 10, 1998 meeting, the Commission considered WinStar
Wireless' request for a certificate of authonty Commission Staff recommended denying the
certificate of authonty and closing the docket as WinStar Wireless never sent the requested
information

The Commission finds that it has junsdiction over this matter pursuant to Chapter 49-31,
specfically 49-31-3 and ARSD 20 10.24 02 and 20.10 24 03 The Commission finds that WinStar
Wireless has not met the legal requirements established for the granting of a certificate of authority.
WinStar Wireless has not, in accordance with SDCL 49-31-3, demonstrated sufficient technical,
financial and managerial capabilities to offer telecommunications services in South Dakota. The
Commission voted to deny WinStar Wireless' application for a cenrtificate of authority. As the
Commission's final decision in this matter, it is therefore

ORDERED, that WinStar Wireless' application for a certificate of authority is hereby denied.

P
Dated at Pierre, South Dakota, this _¢’/ ~“day of September, 1998

CERTIFICATE OF SERVICE BY ORDER OF THE COMMISSION:

The undersigned hereby cerifies that this
document has been served today upon all parties of
record in this docke!. as listed on the docket service
list, by first class madl, in properly addressed
envelopes 7'-"wwpleoadthe¢eon

. jl/aa(/;’&_ A7 /{

~) (/
Date ? /[ 75 PAM NELSON Commnssnoner

/

(OFFICIAL SEAL) } Ifa; }7‘/1111—4&_(4 LA
LASKA SCHOENFELDER. Commissioner






