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Robert E. Stup, Jr. 
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March 20,2003 

VIA FEDERAL EXPRESS 

Ms. Pam Bonnld 
Exec~ltive Director 
Capitol Building 
First Floor 
500 East Capitol Avenue 
Pierre, SD 57501-0570 

Re: C HI Communications Operations, LLC Application for Certificate of Authority 
and Notification About The Transfer of Assets and Customers Broadwing 
Communications Services, Inc. and Broadwing Telecomm~uications, Inc. To C 
I11 Comm~uications Operations, LLC 

Dear Ms. Bomd:  

Enclosed please find an original of the above referenced matter. I have enclosed an 
additional copy of the pleading without the attachments to be date-stamped and returned in the 
self-addressed federal express envelope. If you have any questions, please contact the 
undersigned. 

Sincerely, 

Robert E. Stup, Jr. 

Enclosures 

WDC 328769~1 



Before the 
SOUTH DAKOTA PUBLIC UTILITIES COMMISSION 

MA8 2 8 2003 
In the Matter of 

C 111 Communications Operations, LLC 

Application for Certificate of Authority I 
APPLICATION 

C 111 Communications Operations, LLC ("C I11 Ops" or "Applicant") hereby 

applies to the South Dakota Public Utilities Commission for a Certificate of Authority 

("COA") to provide interexchange services in South Dakota. 

On February 22, 2003, C 111 Ops and its parent company, C I11 Communications, 

LLC ("C 111") (collectively C I11 Ops, C I11 and its affiliates shall be referred to as the "C 

111 Companies") entered into a purchase agreement with Broadwing Communications 

Services Inc. ("Broadwing-CSI") to acquire its broadband business, including the assets 

and customers of Broadwing Telecommunications ("Broadwing-TI") (collectively 

Broadwing-CSI and Broadwing-TI shall be referred to as the "Broadwing Companies"). 

Concurrently with the filing of this Application, C III, C I11 Ops and the Broadwing 

Companies have filed a notification with the Commission regarding the transfer of assets 

fiom the Broadwing Companies to C 111 Ops. The operating authority requested in this 

Application is necessary in order for C I11 Ops to take ownership and control of those 

assets and continue providing services to the customers currently served by the 

Broadwing Companies. 



In support of this Application, the Applicant states as follows: 

A. Background 

1. The proposed transaction contemplates that Broadwing-CSI would sell to 

C 111 its entire broadband business, which includes interstate and intrastate 

long distance and private line services. C 111, through its wholly-owned 

subsidiary, C 111 Ops, would continue to provide service to all of 

Broadwing-CSIYs and Broadwing-TI'S existing customers under the trade 

name "Broadwing." In addition, C I11 Ops would retain all of Broadwing- 

CSIYs current employees.l 

2. The proposed transaction must be structured as an asset sale rather than a 

transfer of control because of federal and state income tax implications. 

As a res~lt ,  substantially all of the assets of Broadwing-CSI, including all 

of the assets and customers of its wholly owned subsidiary, Broadwing-TI, 

shall be transferred to C 111 Ops. Attached hereto, as Attachment 1, are 

organization charts depicting the proposed transaction. As shown in the 

charts, C III Ops would hold the operating authority and the customer 

contracts. Four special purpose entities, which are wholly owned 

subsidiaries of C 111 Ops, have been organized to hold the acquired assets 

and the employees. 

B. The Parties 

3. C III is a privately held Delaware limited liability company. C 111 is the 

parent company of C 11. Ops. C I11 does not currently hold any authority 

to provide telecomunications services. Upon closing of the proposed 

1 Broadwing-TI does not retain separate employees. 

2 



transaction, C 111 would be renamed Broadwing, LLC. Attached hereto as 

Attachment 2 is the current and proposed ownership of C III. 

4. C 111 Ops is a Delaware limited liability company, which was incorporated 

on February 20, 2003, that is wholly owned by C 111. Attached hereto as 

Attachment 3 is C I11 Ops' Articles of Incorporation with amendments. C 

I11 Ops does not have a principal office in South Dakota, but its registered 

agent information is set forth in Attachment 3 and its contact information 

for any questions or regulatory issues that may arise pending the closing of 

this transaction andlor the resolution of this application is set forth below 

in paragraphs 22 and 23. C 111 Ops would be the licensed service provider 

and enter into contracts with customers for the provisioning of services. C 

111 Ops does not currently hold any authority to provide 

telecommunications services in South Dakota or any other state. 

Accordingly, as a condition precedent to the closing of the proposed 

transaction, C 111 Ops is seekmg authority to provide competitive 

telecommunications services throughout the United States, including 

South Dakota. In addition, C 111 Ops is seelung all necessary authority 

from the Federal Communications Commission. The Federal tax 

identification number of C 111 Ops is 75-310520. Upon closing of the 

proposed transaction, C 111 Ops would be renamed Broadwing 

Communications, LLC.~ A copy of the Certificate of Good Standing for C 

2 Applicant seeks the COA in the name of C 111 Communications Operations, LLC. 
Following the closing of the proposed transaction C 111 Ops would submit to the Commission a 
request for name change on the COA. 



111 Ops from the State of Delaware is attached hereto as Attachment 4. A 

copy of the Certificate of Authority to Do Business in South Dakota is 

attached hereto as Attachment 5. Attached hereto as Attachment 6 are the 

names, telephone numbers and business addresses of each the officers and 

directors of C III Ops. Also Attached hereto as Attachment 7 are the 

names, telephone numbers and business addresses of the officers and 

directors of C 111, which wholly owns C 111 Ops. 

5. Corvis Corporation ("Corvis") is the majority and controlling shareholder 

of C 111, and the only shareholder of Corvis with more than a 20% 

ownership in Corvis is David R. Huber (24.8% of Corvis' voting 

securities) whose title and contact information follows below: 

David R. Huber - Director and 
Chairman of the Board 
Corvis Corporation 
701 5 Albert Einstein Drive 
Columbia, MD 21046 
Tel: (443) 259-4000 
Fax: (443) 259-4444 

6. Corvis, a Delaware corporation, is a publicly-traded company 

(NASDAQ:CORV). Corvis is a world leader in the provision of optical 

network solutions. Corvis is the majority and controlling owner of C 111. 

From point-to-point links to all-optical networks to transoceanic systems, 

Corvis delivers innovative optical network solutions that drive carrier 

profitability faster than any other vendor. Headquartered in Columbia, 

Maryland, Corvis provides carriers with scalable optical networking 

solutions and services that dramatically reduce the overall expenses 



associated with building and operating networks. Carriers deploying 

Corvis' optical network solutions can provision new wavelength-based 

services and tailor dynamic service-level agreements for rapid revenue 

generation. Corvis does not currently hold any authority to provide 

telecommunications services. For more information about Corvis, please 

visit its website at www.corvis.com. 

7. Cequel 111, LLC ("Cequel 111") was founded in January 2002 as a privately 

held Delaware limited liability company. Cequel 111 is a minority owner of 

C III and would control less than one percent of the voting interests of C 

111. Cequel 111's mission is to acquire or invest in, and subsequently 

manage, growth-oriented firrns in the telecommunications and cable 

industries, focusing on those companies that offer platforms for future 

acquisitions and industry consolidation. In May 2002, Cequel 111 made 

equity investments in and assumed management of AAT Communications 

Corporation, which owns or manages more than 6,000 tower sites across 

the United States, leasing tower space for wireless voice and data services 

to a broad tenant base. On February 12,2003, Cequel ID announced that it 

had assumed management of and agreed to invest in Classic 

Communications, a cable provider with approximately 325,000 

subscribers. On February 21, 2003, Cequel 111 announced that, subject to 

regulatory approvals and customary closing conditions, it had entered into 

an agreement with certain affiliates of Shaw Communications, Inc., to 



purchase that company's Texas-based cable systems, which serve 

approximately 27,000 customers. 

8. Broadwing-TI, a Delaware corporation, is a wholly owned subsidiary of 

Broadwing-CSI, a Delaware Corporation. Broadwing-CSI is a wholly 

owned subsidiary of Broadwing Communications Inc. ("Broadwing 

Communications"), a Delaware corporation, which in turn is a wholly 

owned subsidiary of Broadwing Inc. an Ohio corporation. Broadwing 

Inc., a publicly-traded company (NYSE: BRW), is an integrated 

communications company comprised of Broadwing Communications and 

Cincinnati Bell. Broadwing Inc. is headquartered in Cincinnati, Ohio. 

Broadwing Inc. would have a minority (less than three percent) non-voting 

interest in C III. After the closing of the proposed transaction, Broadwing 

Inc., Broadwing Communications, Broadwing-CSI and Broadwing-TI 

would be renamed to a name that does not include "Broadwing." For 

more information about Broadwing Inc., please visit its website at 

www.broadwing.com. Broadwing-CSI is authorized to provide intrastate 

interexchange services in forty-eight states, including South Dakota. 

Broadwing-C SI currently does not serve end-user customers, but serves as 

a wholesale provider of service to other carriers. Broadwing-TI is 

authorized to provide resold intrastate interexchange services in forty- 

eight states, including South Dakota. 



C. Financial, Managerial and Technical Oualifications of C 11 Ops 

9. The financial, managerial and technical qualifications of C III Ops to 

provide competitive telecommunications in the South Dakota will be met 

through the proposed acq~~isition of the businesses of Broadwing-CSI and 

Broadwing-TI and is thus largely a matter of South Dakota Public Utilities 

Commission record. The South Dakota Public Utilities Commission has 

already found Broadwing-CSI and Broadwing-TI to be qualified to 

provide competitive telecommunications in South Dakota. Broadwing- 

CSIYs existing employees, who already have a proven track record, would 

be employed by C 111 Ops, thus assuring operational contin~lity.~ In 

addition, the proposed transaction would enhance these existing 

qualifications because of the additional financial, managerial and technical 

abilities to be contributed by the ultimate owners of C 111 Ops -- Corvis 

and Cequel III. 

10. Financial Qualifications. When the companies were initially granted their 

COAs, Broadwing-CSI and Broadwing-TI were found by the South 

Dakota Public Utilities Commission to be financially q~lalified to provide 

telecommunications services in South Dakota. Attached hereto as 

Attachment 8 are unaudited financial statements of Broadwing-CSI and 

Broadwing-TI for the past two years.4 While the companies have had 

significant operating losses over the last two years, the results fiom 

3 The employees would be employed by C III Communications Employees, Inc., a wholly- 
owned subsidiary of C III Ops. All references herein to transferring employees to C 1.1 Ops shall 
mean C III Communications Employees, Inc. 
4 Audited financial statements are not available because the companies are part of a large 
publicly held corporation that prepares consolidated financial statements. 



operations have been improving because Broadwing-CSI has previously 

taken the necessary steps to reduce operating expenses and capital 

expenditures. Furthermore, certain income statement and balance sheet 

items are not applicable to C 111 Ops. For example, C 111 Ops is not 

acquiring any of the existing debt of Broadwing-CSI or Broadwing-TI. In 

addition the value of long term assets, including associated depreciation 

and amortization, as well as long term liabilities and shareholder's equity 

will be determined and allocated once the transaction is closed. Such 

valuations will be based on the purchase price of the assets and not the 

historical costs. 

11. More importantly, the additional financial resources available to the 

business as a result of the proposed transaction would better ensure its 

continued viability. Corvis and Cequel 111 plan to invest substantial 

capital to purchase the assets of Broadwing-CSI and Broadwing-TI. The C 

111 Ops investors negotiated the proposed transaction at arms-length. 

Combined, Corvis and Cequel 111 would pay approximately $129 million 

in cash and have every incentive to ensure the financial success of C 111 

Ops and a positive return on their investment. Towards that end, Corvis 

has committed to malung a working capital infusion of up to $50 million, 

as needed, but in any event not later than December 3 1, 2003. This would 

provide C III Ops with additional financial resources in case of any 

unforeseen operating deficits or to further expand services. 



12. Attached hereto as Attachment 9 is the most recent 10-Q filing of Corvis, 

as well as its annual reports for the prior two years which are attached 

hereto as Attachment 10. Ths filing demonstrates that Corvis has the 

financial resources necessary to contribute the $50 million in working 

capital and is otherwise qualified to be the controlling owner of a provider 

of competitive telecommunications services in South Dakota. 

13. In short, if the financial resources of Corvis were combined with the 

operations of Broadwing-CSI and Broadwing-TI, the financial 

qualifications of the resulting business would be greatly improved. C 111 

Ops would be better positioned than Broadwing-CSI or Broadwing-TI to 

continue to provide and expand service offerings to their South Dakota 

customers. 

14. Technical Qualifications. The proposed transaction would have no 

negative impact on C I11 Ops' technical ability to continue to operate, 

maintain and expand the services currently offered by Broadwing-CSI and 

Broadwing-TI in South Dakota. All of the technical personnel, including 

the Chief Technology Officer, network engineers and field technicians 

employed by Broadwing-CSI would be transferred to C 111 Ops. 

15. In addition, Corvis is a world leader in the design, manufacture and 

support of high-performance all-optical and electricaVoptica1 

communications systems. The network that would be transferred to C 111 

Ops is primarily designed around Corvis equipment. All of the technical 

expertise of Corvis would be available to C III Ops. There is simply no 



better qualified company to support C I11 Ops' network. Accordingly, the 

technical qualifications of C 111 Ops and Corvis would be sufficient to 

operate, maintain, and expand its telecommunications services in South 

Dakota. Attached hereto as Attachment 11 are the resumes of the primary 

technology personnel of C 111 Ops, including those employees of 

Broadwing-CSI who would become employees of C 111 Ops. In addition, 

Attachment 11 includes the resumes of Corvis personnel who would be 

available to support C I11 Ops' network. 

16. Managerial Qualifications. C 111 Ops would be run on a day-to-day basis 

by its core management team, which would be transferred fiom 

Broadwing-CSI to C 111 Ops. Accordingly, the proposed transaction 

would have no negative impact on any Broadwing-CSI and Broadwing-TI 

services currently provided in South Dakota, but would instead allow the 

new company -- C 111 Ops -- to benefit fiom the combined management 

and industry expertise of Broadwing-CSI, Broadwing-TI, Corvis and 

Cequel 111. 

17. In addition to Corvis' substantial management expertise with designing, 

implementing and supporting state of the art optic networks, Cequel I11 

has a demonstrated track record with respect to managing 

telecommunications and related companies. Jerry Kent (President and 

CEO of Cequel 111) and Howard Wood (Chairman of Cequel III), among 

other business ventures, founded Charter Communications and built it into 

the nation's fourth-largest cable operator. Under their leadershp, Charter 



led the industry in standard performance metrics for five consecutive 

years. 

18. Finally, the new company, with its improved financial position, would be 

better positioned to attract additional management talent. Attached hereto 

as Attachment 12 are the resumes of the officers, directors and managers 

of C 111 Ops, including the managers of Broadwing-CSI that will be 

transferring to C 111 Ops. 

D. Service Provided by C 111 Ops 

19. C 111 Ops proposes to provide facilities-based and resold interexchange 

communications services (switched long distance) and interexchange 

private line services. Applicant will provide such services throughout the 

state unless restricted by state rule. At the present time, there is no 

marketing plan available for C 111 Ops. Because C 111 Ops would provide 

uninterrupted services to the current customers of the Broadwing 

Companies and to ensure the proposed transaction would not result in any 

change in the terms, conditions and price of their services, C III Ops 

proposes to adopt Broadwing-CSIYs and Broadwing-TI'S currently 

effective tariffs.' Accordingly, attached hereto as Attachment 13 are the 

initial proposed tariffs of C 111 Ops. These tariffs are identical in 

substance to the tariffs that Broadwing-CSI and Broadwing-TI currently 

have on file with the South Dakota Public Utilities Commission. C TI1 

5 As a competitive carrier, however, C III Ops reserves the right to modify its services and 
terms and conditions thereof, in accordance with the S o ~ ~ t h  Dakota Public Utilities' 
Commission's rules. 



Ops will collect deposits per contracts and on credit risks on Carrier and 

Retail Customers. 

20. As part of the purchase agreement, C I11 Ops would purchase the trade 

name "Broadwing" and would continue to provide service under that 

name. Customer invoices would continue to be issued in the same format 

in which they were issued prior to the asset transaction. Attached hereto 

as Attachment 14 are sample invoices. 

21. South Dakota customers would be provided service using facilities in 

other states than South Dakota, and C 111 Ops will own no facilities in that 

state. C III Ops would acquire any facilities in other states through 

purchase. A copy of the Purchase Agreement is attached hereto as 

Attachment 1 5. 

E. Character O~lalifications 

22. To the best of C I11 Ops' current knowledge, there are no outstanding 

formal or informal complaints pending against it before any state or 

federal regulatory commission. 

23. To the best of C I11 Ops' current knowledge, neither C I11 Ops, nor any of 

its officers or directors have been involved in any civil or criminal 

investigations andlor had judgment entered against them in any civil 

matter or convicted of any crimes related to the delivery of 

telecommunications services. 

24. Attached hereto is an affidavit from C I11 Ops' representative, confirming 

the accuracy of the statements made in this filing. 



25. After the closing of the proposed transaction, all of the regulatory, 

customer and technical contacts of the Broadwing Companies will transfer 

to C 111 Ops. Their contact information, including addresses, telephone 

numbers, fax numbers and emails will remain the same. Upon closing, C 

I11 Ops will update all of the Commission's records as required. In 

addition, upon closing, the following toll free number will be available for 

customer complaints: 1-800-422-1 199. Until closing, the principal 

business address, telephone number, and point of contact of C 111 Ops for 

all matters, including customer complaints, is as  follow^:^ 

c m OPS 
Robert E. Stup, Jr. 
Mintz, Levin, Cohn, Ferris, 
Glovsky and Popeo, L.C. 
70 1 Pennsylvania Avenue, NW 
Washington, D.C. 20004-2608 
(202) 661-871 1 - Voice 
(202) 434-7400 - Facsimile 

23. Correspondence or communications regarding this filing should be 

directed to the following: 

C 111 Ops 
Robert E. Stup, Jr. 
Mintz, Levin, Cohn, Ferris, 
Glovsky and Popeo, L.C. 
701 Pennsylvania Avenue, NW 
Washmgton, DC 20004-2608 
(202) 661-871 1 - Voice 
(202) 434-7400 - Facsimile 
restup@rnintz.com 

6 C III Ops will not provide services until the closing of the proposed transaction. Thus, 
there would not be any customer complaints or other regulatory issues requiring the Commission 
to contact the Applicant until after the closing of the proposed transaction. 



26. C 111 Ops is prepared to answer any questions, present additional 

information about their services or provide a copy of this Application to 

any interested party requesting a copy and to any persons that the South 

Dakota Public Utilities Commission directs by order or by its rules. 

WHEREFORE, C 111 Ops respectfully requests that the Commission grant the 

Application, and grant any other relief that it deems appropriate. 

Respectfully submitted, 

Robert E. stup: Jr. 
Mintz, Levin, Cohn, Ferris, Glovsky 
and Popeo, L.C. 
701 Pennsylvania Avenue, N.W. 
Washington, DC 20004-2608 

Counsel for the C 111 Companies 

Dated: March 20,2003 



AFFIDAVIT 

1 
STATE OF MARYLAND ) 

> ss 
COUNTY OF HOWARD ) 

1 

I, Lynn D. Anderson, declare under penalty of perjury that I am Vice President of 

C III Communications, LLC and C III Communications Operations, LLC; that I have read the 

foregoing and any attachments and know the contents thereof; that the same are true to the best of 

my knowledge, except as to the matters that are therein stated on information or belief, and as to 

those matters I believe them to be true. 

Subscribed and sworn to before me 
this a day of M,arch, 2003 

~01;4h' PUBLIC 
HOWARD COUW 

MARYL4ND 
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Current Structure 
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Proposed Transaction 

I Shareholders I 
Publicly Traded + Shareholders 



Proposed Final Structure 

Shareholders Shareholders 

I 

Former Broadwing 
Inc. with new name 

Former Broadwing 
Communications Inc. 

with new name 

2.019% Ownership 
No Voting Interest 

I Corvis Corporation I I Cequel 111. LLC 

89.852% Ownership j 8.129% Ownership 
0.721 % Voting 

Communications, 
LLC renamed 

100% 
f Holds newly acqulred CPCN and provides 

Former Broadwing assets and provides services formerly prodded by former 
Communications Broadwing Communlcauons Services Inc, and 

Services hc. with former Ernadwing Telewmmunlcations Inc. 

new name 
L 

renamed Broadwing 
Communications, 

I 
100% 100% 100% 

Former Broadwing 
Communications 

Real Estate Services 
Inc. with new name 

Former Broadwing 
Telecommunications 
Inc. with new name Real Estate, LLC 

renamed Broadwing 
Communications 
Real Estate, LLC 

C Ill Communications 
Assets, LLC 

renamed Broadwing 
Communications Communications 

IRU, LLC Assets. LLC 

C Ill Communications A Employees, Inc. 
renamed Broadwing 

Communications 
Em~lovees. Inc. 

*CPCNs of Broadwing Communications including transmlsslon and Holds lhe lRUs previously 
Services Inc. and Broadwing Communications Services 

CommunlcaUons Services Inc. Ulat are not held by C Ill Telecommunications Inc. will be surrendered. CommunicaUons services 
CommunlcaUons Real Estate Communlcations Real Estate, Inc!s former employees 



Corvis Corporation 

Cequel 111, LLC 

Corvis Corporation 

Cequel 111, LLC 

Broadwing, Inc. 

C 111's Current and Proposed Ownership Structure 

Current Ownership 

99 Class A Units (Voting) 

1 Class A Unit (Voting) 

Proposed Ownership 

12,O 18,567 Class A Units (Voting) 

87,300 Class A Units (Voting) and 
1,000,000 Class C Units (Non-voting) 

270,000 Class B Units (Non-voting) 



ffie First State 

I, HZU.\RTEr! S M W H  WLNDSOR, SECRE'SI&Y OF STATE OF TIIE STmE OF 

DELAWARE, DO BEREBY CER!l!IFY THE ATWLCHED IS A TRUE AND CORRECT 

COPY OF TEE CERTIFICBTE OF BORMA'PXON OF "C I11 C m I a T I O N S  

OPERATIONS, LLC", FILED IN THIS OFFICE ON THE TWENTIETH DAY OF 

FEBRUW, A.D. 2003, AT 5 O'CLOCK P . M ,  

& a y r r r ; c t - b * L  
Harrlet Smith '&m&or, Secretary of Smte 

3627662 8100 AUTHENTICATION: 2268611 

030111245 DATE: 02-21-03 



This Certificate of J3nmation Is bang duly executed and filed by the 
I 

undersigned authorized person to form a limited liability company under the R e l a m  I 
Limited Liability Company Act (the "&t"). It is heroby cartifhd as follows: 

FIRST, The name of the limited liability company (the "Comr~any") is: C 
I 

TJI Cammunications Operations, LL.C. ! 

@COW. The address of the registered office of the Company in the I 
State of Delaware is: c/o Coxpodon Service Company, 2711 Centerville Road, Suite 
400, City of Wilmington, County OF New Castle, State of Delaware 19808. The name of 
the mgisbed agent of the Compwy at such address is: Corporadm Service Compmy. i 

I m, The puqmse of the Company is to engage in any lawful act or 
activity for which a l i i t w l  liability company may be organized under the Act, 

I 

F O U R S  In furtherance and not in Wtation of the powers c w f d  
by the Act, the Company shall be governed by a limited Hability company agreement. 

m. TRe Company shall to the Mtest exmt ptn;nimd by the 
provisitma of Secdon 18-108 of the Act, as the same may be amended and snpplemtd, 
indemolfy any and all persons whom it shall have the powcr to indemnify under said 
S d o n  18-108 from and againat any and dI matters, and the indemnitication provided 
for herein shall not be cleemsd exclusive of m y  other xi@ to which any pawn may be 
entitled under the CompanyT& limited liability company a g n e m t ,  or otherwise. 

IN WlTNEE3 -OF, the undersigned authorized petson has . 
executed this Crwtificate af Formation as of February 20,2Q03. 

8 
Joshua P- Kleiman 
Authorized Person 



I, BARRIET SMITH WXNDSOR, SECRETARY OF STATE OF THE STATE OF 

DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT 

COPY OF THE CERTIFICATE OF AMENDMENT OF "C I11 COMMUNICATIONS 

OPERATIONS, LLC", FILED IN THIS OFFICE ON THE TWELFTH DAY OF 

MARCH, A.D. 2003, AT 12 O'CLOCK P.M. 

: Harriet Smith Windsor. Secretary of State 

I v- AUTHENTICATION: 2303463 

DATE: 03-12-03 



SECRLZTARY OF STATE 
DIVISZW OF a3RWRBTIaKS 
FILED 22: 00 PH 03/l2/2003 

CERTIFICATE OF AMENDMENT 

CERTIFICATE OF FORMATION 

C Ill Communbtions Opnatians. LLC 

I .  The nme of the liiitod liability company is C 111 Cwurmn'd021~ 
Operations, LLC. 

2. The Certificate of Fonnation of the Company is hmby amcodad by 
deleting in its entirety Article SE(30ND of the Cerlifimte of Formation and ~~~bat ikt thg 
the following therefor: 

TH OM,.. Thc addrrsrr o f h  Ieg isbd office of the Company in tht 
Sthe of Dclewarr is: Corporation T~ust Center, 1209 h u g e  Strat, City of WiImiagton, 
Comty of New Castle, State of Delawarc 19801. The name of tbc -ed agent of tk 
Company at such address is: The Corporation Trust Company." 

IN WITNESS WHEREOF. the undQnrignad k executed &is Ccrtific;ate of 
Amendment to Certificate of Formation of C IH Communhbrn qmations, LLC this 
12th day of March, 2003. 

Howard L. Rosenberg . 
Authorizcd Pcrson 



MAR. 7 ,  2003 3:52PM CORPORATE TRUST CENTER NU, 2 / 1 1  t', 1 

PAGE 1 

I, HAB.RIET SlldlCTH WTWDSOR, SECRETARY OF STATE OF THE STATE OF 

D E L A W ~ ,  DO HEREBY CERTIFY "C I11 C O ~ I C A T I O N ~  OPERATIONS, 

LLCM IS DULY PORMED UlllDER THE LAWS OF THE 8TATE OF DEEmWaRE AWD 

REC0RD8 OF THIS OFFICE SHOW, AH OF THE SEVEI(PPH DAY OF =CB, 

MOT BEEN ABIBEi38ED TO DATE. 

& & A W L  
Harriet Smith Wlndsor, Secremv of Sate 

3627662 8300 AdTHEITICATION: 2295856 

030153650 DATE: 03-07-83 



RITER LAW OFFICE PAGE 02 

OFFICE OF THE SECRETARY OF STATE 

Certificate o f  Authority 
Limited Liability Company 

ORGANIZATIONAL ID #: FL00154X 

1, Chris Nelson, Secretary of State of the SBtc of South :Dakota, h,ercby certify 
that duplicate of the Applicatio~, for a Ccrtif,cate of Authority of C 11T 
COMMUNICATIONS OPERATIONS, LLC (DE) to transact 
business i.n this statc duly si.grled and verified p~muant to the provisions of thc 
South Dakob Limited Liability Company Act, have bcen received in this office 
aild aro found to cor~fom. to law. 

ACCORDZNGLY and 'by virtue of the authority vcsted in, me by law, 1 hereby 
issue this Certificate of A,uthorjty and attach hereto a duplicate of thc application 
for certificate of adlority. 

IN TESTIMONY WHEREOF, I 
have heremto set my hand and 
affixed thc Grea.t Seal of the Stnte of 
South Dakota., at Pierre, the Capital, 
this March 14,2003. 



SECRETARY OF STATE 
STATE CAPITOL 
500 E. CAPEDL A W  
PIERRE, SB. 57501 
(605)773-4645 
FAX (605) 373-4550 

R I T E R  LAW O F F I C E  PAGE 03 

1. The namc of the foreign Limited Liability Company is: 

C 111 Cattrmunicatian$ Opetations, LLC fk 

2. The name of the slpte or country undbt whose law it is orgrlnizeb is: 

3. The street dddress of its principal office is: 

4.  he address of il$ inirial designated office in South Dakota k: 

5. T l ~ c  name and stmct address of its initial agcnt for service of process in South Dakota is: Y 

C T CORPORATION SYSTEM, 3 19 S, Coteau Strmt, Piewe, South Dakota 57501 

6. The dntc o f  organizetion is: 02t'20/2003 , md the period ofduition i s :  Per~ehlal, 

7. If thc company is manager-managcd, ratherthan member-mcltrnged, the n m e  and address of cach initial managm: 

8. WhLihei one or InQt of the membcts o h h e  company are to be liablc fot its debts and obligations under a provision similar to 
SDCL 47-34A-303 (c) .  

The application must be slgned by n Membcr if the compaay i s  a rnembcr-mnnaged company or by a manager if it$ a 
manager-managed company.' 

D~~~ March 12,2003 

The ~pplic:ition for mth~iity must be aemrnpimicd by h e  first Awual Report. 
* One wiginal and one exact oroonfarmed copy must be submitted. 

. The ap'plieation must be acwmpanied by an o~iginal, cunctrtly dated &?*Jh2* of GrlndStondi~g of Existence from the 
Scmenry of State m the state whsn it ie orgmizcd. 



RlltK LAW UktlLt 

Secretary of State 
State of South Dakota 
500 E. Capitol . 

'Pierre SD 57501-5070 
605-773-4845 

FIRST ANNUAL REPORT 
0 E  A 

LI[MXTED ILIAIBmITY COMPAW 

1. The name of the Limited Liabilily Co.mpany is: 
C Ill Communications Oprations, LLC 

2. The state or country under whose law it is organized is: 
Delaware 

3. The address of its registered oEi'iee and tho namc and address of its registered agent for service 
of process in South Dalcota is: 
C T CORPC&4TION SYSTEM, d o  C T CORPO-MTTQN SYSTEM, 3 19 So Colcau Strcct, Pbrre, S~uth  0ak~tf.I 57501 

4. The address of its principal office is: 
701 Pennsylvania AVC~UF, NW, Suile 9Qn. Attn: Robert E. Stup, Jr., Waahingron, DC 20004 

5.  The names and business addresses of any managers: 

6. The doIlar amount of the total agreed contributio.ns to the limited liability compmy is 
fF 1oo.oo * 

rlate; March 12; 2003 - Member 

* FTLING FEE: . 

AGREED CONTMBUTION FEE 
Not in excess of $50,000 $90 
$50,00 I, to 9; 100,000 $150 
In excess of $1 00,000 $150 for first $100,000 plus $.50 

for each additional $1,000 
The maximum mount charged may not exceed sixteen thausapd dollars. 



C 111 Ops' Officers and Directors 

As a single member limited liability company, C 111 Ops is managed by its sole member, C 111 
Communications, LLC and does not have directors. 

Jerald L. Kent - President 
Cequel 111, LLC 
12444 Powerscourt Drive 
St. Louis, MO 63 13 1 
Tel: (3 14) 965-2020 
Fax: (3 14) 965-0500 

Lynn D. Anderson - Vice President 
Corvis Corporation 
70 15 Albert Einstein Drive 
Columbia, MD 2 1046 
Tel: (443) 259-4000 
Fax: (443) 259-4444 

Martin D. Kerckhoff - Vice President 
Cequel 111, LLC 
12444 Powerscourt Drive 
St. Louis, MO 63 13 1 
Tel: (3 14) 965-2020 
Fax: (3 14) 965-0500 

Kim Larsen - Secretary 
Corvis Corporation 
70 1 5 Albert Einstein Drive 
Columbia, MD 21046 
Tel: (443) 259-4000 
Fax: (443) 259-4444 



C 111's Officers and Directors 

David R. Huber - Director and Chairman of the Board 
Corvis Corporation 
70 15 Albert Einstein Drive 
Columbia, MD 21046 
Tel: (443) 259-4000 
Fax: (443) 259-4444 

Lynn D. Anderson - Director and Vice President 
Corvis Corporation 
70 1 5 Albert Einstein Drive 
Columbia, MD 21046 
Tel: (443) 259-4000 
Fax: (443) 259-4444 

Kim Larsen - Director and Secretary 
Corvis Corporation 
70 15 Albert Einstein Drive 
Columbia, MD 21046 
Tel: (443) 259-4000 
Fax: (443) 259-4444 

John L. Spitos - Director 
OCG Ventures 
92 12 Berger Road 
Columbia, MD 21046 
Tel: (443) 259-0010 
Fax: (410) 309-4326 

Jerald L. Kent - Director and President 
Cequel III, LLC 
12444 Powerscourt Drive 
St. Louis, MO 6313 1 
Tel: (3 14) 965-2020 
Fax: (3 14) 965-0500 

Martin D. Kerckhoff - Director and Vice President 
Cequel 111, LLC 
12444 Powerscourt Drive 
St. Louis, MO 63 13 1 
Tel: (3 14) 965-2020 
Fax: (314) 965-0500 



Broadwing Communications Services Inc. 

INCOME STATEMENT 
9 Months Ending September 30,2002 

Unaudited 

Net Revenues 

Operating Expenses: 
Cost of Services 
Operations and Administration 

/ Depreciation and Amortization 
Other Operating Expenses 

Operating Loss 

Interest Expense 
Equity Interest 
Other, Net 

Loss Before Income Taxes, Minority Interest and 
Change in Accounting Principle 

Benefit for Income Taxes 
Minority Interest 
Change in Accounting Principle 

Net Loss 



Broadwing Communications Services Inc. 

BALANCE SHEET 
September 30,2002 

Unaudited 

ASSETS 
Current Assets 

Cash And Cash Equivalents 
Accounts Receivable 
I/C Receivables From Affiliates 
Prepaid Assets 
Deferred Taxes & Other Current Assets 

Total Current Assets 

Fixed Assets, Net 
Other Non-Current Assets 
Investment In Subsidiaries 

Total Assets 

LIABILITIES AND STOCKHOLDERS EQUITY 
Current Liabilities 

Accounts Payable 108,391,754 
Deferred Revenue 30,337,108 
Taxes Payable 98,238,623 
Current Portion Of Long Term Debt 2,113,609 
Other Current Liabilities (263,038,356) 

Total Current Liabilities (23,957,262) 
Non-Current Liabilities 

Total Long Term Debt Less Current Portion 1,074,228 
Deferred Tax Liability 326,324,410 
Total Other Liabilities 356,127,940 
Minority Interest 

Total Non-Current Liabilities 
Total Liabilities 

Stockholders Equity 
Total Retained Earnings 
Additional Paid In Capital 

Total Stockholders Equity 

Total Liabilities And Stockholders Equity 



Broadwing Telecommunications Inc. 

INCOME STATEMENT 
/ 9 Months Ending September 30,2002 

Unaudited 
\ 

Net Revenues 

Operating Expenses: 
Cost of Services 
Operations and Administration 
Depreciation and Amortization 

Operating Loss 

Interest Expense 
Other, Net 

Loss Before Income Taxes & Change in Accounting 
Principal 

Benefit for Income Taxes 
Change in Accounting Principal 

Net Loss 



Broadwing Telecommunications Inc. 

BALANCE SHEET 
September 30,2002 

Unaudited 

ASSETS 
Current Assets 

Cash and Cash Equivalents 
Accounts Receivable 
Prepaid Assets 
Deferred Taxes 
Other Assets 

Total Current Assets 

Fixed Assets, Net 
Net Intangible Assets 
Other Non-Current Assets 

Total Assets 

LIABILITIES AND STOCKHOLDERS EQUITY 
Current Liabilities 

Accounts Payable 
Accrued Liabilities 
Taxes Payable 
Other Accrued Liabilities 

Total Current Liabilities 
Non-Current Liabilities 

Deferred Tax Liability 
Other Long Term Liabilities 

Total Non-Current Liabilities 
Total Liabilities 

Stockholders Equity 
Total Retained Earnings 
Additional Paid In Capital 

Total Stockholders Equity 

Total Liabilities And Stockholders Equity 



Broadwing Communications Services Inc. 

INCOME STATEMENT 
12 Months Ending December 3 1,2001 

Unaudited 

Net Revenues 

Operating Expenses: 
Cost of Services 
Operations and Administration 
Depreciation and Amortization 
Other Operating Expenses 

Operating Loss 

Interest Expense 
Equity Interest 
Other, Net 

Loss Before Income Taxes and Minority Interest 

I Benefit for Income Taxes 

Minority Interest 

Net Loss 



Broadwing Communications Services Inc. 

BALANCE SHEET 
December 3 1,2001 

Unaudited 

ASSETS 
Current Assets 

Fixed 
Other 

Cash And Cash Equivalents 
Accounts Receivable 
I/C Receivables From Affiliates 
Prepaid Assets 
Deferred Taxes 

Total Current Assets 

Assets, Net 
Non-Current Assets 

Investment In Subsidiaries 
Total Assets 

LLABILITIES AND STOCKHOLDERS EQUITY 
Current Liabilities 

Accounts Payable 
Deferred Revenue 
Taxes Payable 
Current Portion Of Long Term Debt 
Other Current Liabilities 

Total Current Liabilities 
Non-Current Liabilities 

Total Long Term Debt Less Current Portion 
Deferred Tax Liability 
Total Other Liabilities 
Minority Interest 

Total Non-Current Liabilities 
Total Liabilities 

Stockholders Equity 
Total Retained Earnings 
Additional Paid In Capital 

Total Stockholders Equity 

Total Liabilities And Stockholders Equity 



Broadwing Telecommunications Inc. 

INCOME STATEMENT 
12 Months Ending December 3 1,2001 

Unaudited 

Net Revenues 

Operating Expenses: 
Cost of Services 
Operations and Administration 
Depreciation and Amortization 

Operating Loss 

Interest Expense 
Other, Net 

Loss Before Income Taxes 

Benefit for Income Taxes 

Net Loss 



Broadwing Telecommunications Inc. 

BALANCE SHEET 
December 3 1,2001 

Unaudited 

AS SETS 
Current Assets 

Cash And Cash Equivalents 
Accounts Receivable 
Prepaid Assets 
Deferred Taxes 
Other Assets 

Total Current Assets 

Fixed Assets, Net 
Net Intangible Assets 
Other Non-Current Assets 

Total Assets 

LLABILITIES AND STOCKHOLDERS EQUITY 
Current Liabilities 

Accounts Payable 
Accrued Liabilities 
Taxes Payable 
Other Accrued Liabilities 

Total Current Liabilities 
Non-Current Liabilities 

Deferred Tax Liability 
Other Long Term Liabilities 

Total Non-Current Liabilities 
Total Liabilities 

Stockholders Equity 
Total Retained Earnings 
Additional Paid In Capital 

Total Stockholders Equity 

Total Liabilities And Stockholders Equity 



FORM 10-Q 

UNITED STATES SECURITIES AND EI CCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

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

For the quarterly period ended September 28,2002 
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PART I . Financial Information 

Item 1 . Financial Statements . 
CORVIS CORPORATION AND SUBSIDIARIES 

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS 
(In thousands. except share and per share amounts) 

ASSETS 
Current assets: 

Cash and cash equivalents ................................................................ 
.................................................................... Short-term investments 

Trade accounts receivable ................................................................ 
................................................................................... Inventory. net 

Other current assets .......................................................................... 
Total current assets ............................................................ 

December 29. 
2001 

September 28. 
2002 

.............................................................................. Restricted cash. long-term 2. 417 2. 396 
........................................................................... Property and equipment. net 134. 393 104. 852 

Goodwill and other intangible assets. net ....................................................... 2 1. 429 58. 593 
............................................................................. Other long-term assets. net 12. 219 2. 811 

Total assets ........................................................................ $ 978. 825 $ 810. 432 

LIABILITIES AND STOCKHOLDERS' EQUITY 
Current liabilities: 

Notes payable. current portion ......................................................... 
Capital lease obligations. current portion ......................................... 

............................................................................. Accounts payable 
Accrued expenses and other liabilities ............................................ 

.................................. Provision for restructuring and other charges 
Total current liabilities ....................................................... 

Noncurrent liabilities: 
............................................... Notes payable. net of current portion 

Capital lease obligations. net of current portion .............................. 
Deferred lease liability and other ..................................................... 

................................................................... Total liabilities 

Commitments and contingencies 
Stockholders' equity: 

Common stock-$0.01 par value; 1.900.000. 000 shares 
authorized; 362.687. 909 shares issued and outstanding as 
of December 29. 2001. 412.288. 312 shares issued and 
outstanding as of September 28. 2002 ............................... 3. 621 4. 117 

................................................................. Additional paid-in capital 2.648. 955 2.798. 275 
Shareholder notes receivable ........................................................... . (32) . . 
Accumulated other comprehensive loss: 

Foreign currency translation adjustment ............................ (10. 796) (8. 377) 
Accumulated deficit ........................................................... (1.752. 927) (2.070. 472) . . . .  . . . .  
Total stockholders' equity ................................................. 888, 853 723, 511 
Total liabilities and stockholders' equity ........................... $ 978. 825 $ 810. 432 

See accompanying notes to unaudited condensed consolidated financial statements . 



CORVIS CORPORATION AND SUBSIDIARTES 
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 

(In thousands. except per share amounts) 

Three Months Ended Nine Months Ended 

September 29. September 28. September 29. September 28. 
2001 2002 2001 2002 

Revenue ....................................................................... $ 24. 157 $ 1. 353 $ 173. 203 $ 13. 092 
Costs of Revenue: 

Product sales .................................................. 15. 554 757 108. 999 9. 478 
Inventory write-downs and other 

charges ....................................................... .. 24. 278 99. 166 30. 324 
Gross profit (loss) ........................................... 8. 603 (23. 682) (34. 962) (26. 710) 

Operating expenses: 
Research and development. exclusive of 

equity-based expense ................................ 34. 827 
Sales and marketing. exclusive of equity- 

based expense ........................................... 12, 672 
General and administrative. exclusive of 

equity-based expense .............................. 7. 652 
Equity-based expense: 

Research and development ........................ 10. 940 
Sales and marketing .................................. 8. 265 
General and administrative ........................ 8. 997 

Amortization of intangible assets ................... 12. 014 
Purchased research and develoument ............. .. 
Restructuring. impairment and other 

charges ....................................................... 131 
Total operating expenses ................. 95. 498 
Operating loss .................................. (86. 895) 

Interest income and other. net ...................................... 6. 269 
Net loss .......................................... $ (80. 626) 

Other comprehensive income (loss) . foreign 
currency translation adjustment ............................. 1 1. 949 (128) (68. 726) 2. 419 

Comprehensive loss ....................................... $ (68. 677) $ (127. 756) $(1.072. 013) $ (3 15. 126) 
P - 

............... Basic and diluted net loss per common share $ (0.23) $ (0.31) $ (2.87) $ (0.82) 
Weighted average number of common shares 

outstanding ............................................................ 352, 335 410. 323 349. 490 385. 643 

See accompanying notes to unaudited condensed consolidated financial statements . 



CORVIS CORPORATION AND SUBSIDIARIES 
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

(In thousands) 

Nine Months Ended 
September 29, September 28, 

Cash flows from operating activities: 
......................................................................................................... Net loss 

Adjustments to reconcile net loss to net cash used in operating activities: 
Depreciation and amortization ........................................... 
Equity-based expense ........................................................ 

... ............................ Purchased research and development ; 
.................... Restructuring, impairment and other charges 

Changes in operating assets and liabilities: 
Decrease (increase) in accounts receivable .............. 
Decrease (increase) in inventory, net ....................... 
Decrease (increase) in other assets ........................... 
Increase (decrease) in accounts payable and accrued 

................................................................... expenses 
................................. Net cash used in operating activities 

Cash flows fiom investing activities: 
................................. Purchase of property and equipment 

............................. Cash acquired in business combination 
Purchases and sales of short-term investments, net ........... 
Decrease (increase) in deposits and other 

.............................................................. non-current assets 
Net cash used in investing activities .................................. 

Cash flows from financing activities: 
Payments on note payable and capital leases .................... 
Proceeds from the issuance of stock .................................. 
Net cash provided by (used in) financing activities ........... 
Effect of exchange rate changes on cash and cash 

......................................................................... equivalents 
Net decrease in cash and cash equivalents ....................... 

Cash and cash equivalents-beginning .......................................................... 
Cash and cash equivalents-ending ............................................................... 

Supplemental disclosure of cash flow information: 
Interest paid ....................................................................... 

Supplemental disclosure of noncash activities: 
Obligations under capital lease .......................................... 
Purchase business combinations consideration paid with 

............................................................... common stock 

See accompanying notes to unaudited condensed consolidated financial statements. 



CORVIS CORPORATION AND SUBSIDIARIES 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED 

FINANCIAL STATEMENTS 

(Amounts in thousands, except per share data) 

(1) Summary of Significant Accounting Policies and Practices 

(a) Basis of Presentation 

The unaudited condensed consolidated financial statements included herein for Corvis 
Corporation and subsidiaries (the "Company") have been prepared by the Company, without 
audit, pursuant to the rules and regulations of the Securities and Exchange Commission. In the 
opinion of management, the condensed consolidated financial statements included in this report 
reflect all normal recurring adjustments which the Company considers necessary for the fair 
presentation of the results of operations for the interim periods. Certain information and footnote 
disclosures normally included in the annual consolidated financial statements prepared in 
accordance with accounting principles generally accepted in the United States of America have 
been condensed or omitted pursuant to such rules and regulations. However, the Company 
believes that the disclosures are adequate to understand the information presented. The operating 
results for interim periods are not necessarily indicative of the operating results for the entire 
year. 

These financial statements should be read in conjunction with the Company's December 
29,2001 audited consolidated financial statements and notes thereto included in the Company's 
Annual Report on Form 10-K filed on March 21,2002. 

(b) Revenue and Costs of Revenue 

Revenue from product sales is recognized upon execution of a contract and the 
completion of all delivery obligations provided that there are no uncertainties regarding customer 
acceptance and collectibility is deemed probable. '1f uncertainties exist, revenue is recognized 
when such uncertainties are resolved. 

Revenue from installation services is recognized as the services are performed unless the 
terms of the supply contract combine product acceptance with installation, in which case 
revenues for installation services are recognized when the terms of acceptance are satisfied and 
installation is completed. Revenues from installation service fmed price contracts are recognized 
on the percentage-of-completion method, measured by the percentage of costs incurred to date 
compared to estimated total costs for each contract. Amounts received in excess of revenue 
recognized are included as deferred revenue in the accompanying condensed consolidated 
balance sheets. Revenue from annual maintenance agreements is recognized on a straight-line 
basis over the service period. 

Costs of revenue include the costs of manufacturing the Company's products and other 
costs associated with warranty and other contractual obligations, inventory obsolescence costs 
and overhead related to the Company's manufacturing, engineering, finishing and installation. 
Warranty reserves are determined based upon actual warranty cost experience, estimates of 
component failure rates and management's industry experience. 



CORVIS CORPORATION AND SUBSIDKRIES 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED 

FINANCIAL STATEMENTS 

(Amounts in thousands, except per share data) 

(c) Uses of Estimates 

The preparation of consolidated financial statements in conformity with accounting 
principles generally accepted in the United States of America requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure 
of contingent assets and liabilities at the date of the consolidated financial statements, and the 
reported amounts of revenues and expenses during the reporting period. Actual results could 
differ fiom those estimates. 

(2) Inventory 

Inventories are comprised of the following: 

December 29, September 28, 
2001 2002 

Raw materials ............................................................................................ $ 197,549 $ 197,93 1 
........................................................................................ Work-in-process 17,037 5,913 

Finished goods .......................................................................................... 52,268 40,063 
Less: reserve for excess inventory and obsolescence ............................... (1 70,428) (1 69,435) 

Inventory, net ........................................................................... $ 96,426 $ 74,472 

(3) Inventory Write-downs, Restructuring and Other Charges 

During 200 1 and 2002, unfavorable economic conditions resulted in reduced capital 
expenditures by telecommunications service providers causing a decline in the demand for the 
Company's products. In response to these conditions, in the second, third and fourth quarters of 
2001, the Company implemented restructuring plans designed to decrease the Company's 
operating expenses and to align resources for long-term growth opportunities. These plans 
included the closure of the Company's Canadian operations. Additionally, the Company 
evaluated the recoverability of the carrying value of its inventory and long-lived assets in light of 
the economic environment, the delay of customer network build-outs and projected sales. As a 
result, the Company recorded charges of approximately $1.0 billion in the year ended December 
29,2001. These charges were comprised of $216.5 million in cost of revenue charges associated 
with inventory write downs; $77.7 million associated with consolidation of excess facilities, 
write-downs of idle equipment and workforce reductions; $71 1.5 million associated with the 
write-down of goodwill generated in the acquisition of Algety Telecom S.A.; and $12.3 million 
associated with permanent impairment charges on strategic equity investments carried at cost. 

During the nine months ended September 28,2002, the Company continued to develop 
and implement restructuring plans designed to fbrther align resources for long-term growth 
opportunities. 

\ 



CORVIS CORPORATION AND SUBSIDIAFUES 
NOTES TO UNAUDITED CONDENSED CONSOLLDATED 

FINANCIAL STATEMENTS 

(Amounts in thousands, except per share data) 

Restructuring efforts included the completion of a multi-year manufacturing outsourcing 
agreement with Celestica, a world leader in electronics manufacturing services, in an affected to 
improve overall manufacturing flexibility and reduce costs. Under the agreement, the Company 
will transition all of its manufacturing capabilities to Celestica with the exception of final 
assembly, system integration and testing capabilities. The full transition of affected 
manufacturing capabilities is expected to be complete in the second quarter of 2003. 

In September 2002, the Company completed plans for the reorganization of its French 
subsidiary, Corvis Algety. The reorganization will result in the elimination of jobs as well as the 
consolidation of facilities and equipment. These actions will result in staff reductions totaling 
approximately 165 employees or 80 percent of the local workforce over the next six months. 

In light of these activities as well as the continued contraction within the 
telecommunications sector, the Company continued to evaluate the carrying value of its 
inventory and other assets. These events and analysis have resulted in the following inventory 
write-downs, restructuring, impairment and other special charges: 



CORVIS CORPORATION AND SUBSIDIARIES 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED 

FINANCIAL STATEMENTS 

Restructuring liability as 
.... of December 29,2001 

Quarter ended March 30, 
2002: 
Restructuring and other 

charges ...................... 
........... Non-cash charges 

................ Cash payments 

Quarter ended June 29, 
2002: 
Restructuring and other 

charges .................... 
........... Non-cash charges 

................ Cash payments 
....... Accretion of interest 

Adjustments of prior 
estimates ......................... 

Quarter ended September 
28,2002: 
Restructuring and other 

.................... charges 
........... Non-cash charges 

................ Cash payments 
....... Accretion of interest 

Effect of international 
................ exchange rates 

Adjustments of prior 

(Amounts in thousands, except per share data) 

Interest 
Income and 

Cost of Revenue Restructuring and Other Charges Other 

Special Charges, 
Inventory Write- 
downs, Contract 

Losses and 
Purchase 

Commitments 
Workforce 
Reduction 

Total 
Restructuring Impairment 

Facility Asset and Other of 
Consolidation Impairments Charges Investments 
(In thousands) 

estimates ......................... . , . , (34) 

Total 

$24,050 

6,906 
(5,082) 
(7,187) 

16,398 
(13,513) 

(3,966) 
127 

(8,135) 

55,626 
(42,673) 
(2,872) 

(81) 

132 

Restructuring liability as 
$2,421 $12,867 $4,408 - $17,275 - of September 28,2002 .... $1 9,696 

(4) Basic and Diluted Net Loss Per Share 

Basic and diluted net loss per share are computed as follows (in thousands, except per 
share data): 



CORVIS CORPORATION AND SUBSIDIARIES 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED 

FINANCIAL STATEMENTS 

(Amounts in thousands, except per share data) 

Three Months Ended 
September 29, September 28, 

2001 2002 
Net loss .................................................................................................... $ (80,626) $ (127,398) 

................................ Basic and diluted weighted average common shares 352,335 410,323 
............................................ Basic and diluted net loss per common share $ (0.23) $ (0.3 1) 

Nine Months Ended 
September 29, September 28, 

2001 2002 
Net loss .................................................................................................. $ (1,003,287) $ (317,545) 

................................ Basic and diluted weighted average common shares 349,490 385,643 
............................................ Basic and diluted net loss per common share $ (2.87) $ (0.82) 

Options and warrants outstanding as of September 28,2002 to purchase 52.3 million and 
7.6 million shares of common stock, respectively, and 1.1 million unvested shares acquired 
through the exercise of options were not included in the computation of diluted loss per share for 
the three and nine months period ended September 28,2002 as their inclusion would be anti- 
dilutive. 

Options and warrants outstanding as of September 29,2001 to purchase 59.2 million and 
7.6 million shares of common stock, respectively, and 6.4 million unvested shares acquired 
through the exercise of options were not included in the computation of diluted loss per share for 
the three and nine months ended September 29,2001 as their inclusion would be anti-dilutive. 

(5) Dorsal Acquisition 

On May 16,2002, the Company completed its acquisition of Dorsal Networks, Inc., a 
privately held provider of next-generation transoceanic and regional undersea optical network 
solutions for 41.8 million shares of common stock valued at approximately $91.8 million. The 
acquisition was accounted for under the "purchase" method of accounting. Under the purchase 
method, the purchase price of Dorsal was allocated to identifiable assets and liabilities acquired 
fiom Dorsal, with the excess being treated as goodwill. 

The following table summarizes the estimated fair value of the assets acquired and 
liabilities assumed at the date of acquisition which is based on an independent valuation. 
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Current assets ................................................................................................... 
Property and equipment ................................................................................... 
Other assets ...................................................................................................... 
Patents ............................................... .:. ........................................................... 

.............................................................. In-process research and development 
.......................................................................................................... Goodwill 

.............................................................................. Total assets acquired 
Current liabilities ............................................................................................. 

......................................................................... Total liabilities assumed 

................................................................................. Net assets acquired 

Acquired patents will be amortized over an estimated life of five years. Goodwill will 
have an indefinite life, but will be subject to periodic impairment tests. In process research and 
development was expensed during the nine months ended September 28,2002. Dr. David R. 
Huber, the Company's Chairman and Chief Executive Officer, owned, directly or indirectly, 
approximately 3 1 percent of the outstanding stock of Dorsal. 

The following unaudited pro forma data summarizes the results of operations for the 
period indicated as if the Dorsal acquisition had been completed as of the beginning of each 
period presented. The unaudited pro forma data gives effect to actual operating results prior to 
the acquisition, adjusted to include the pro forma effect of amortization of intangibles. These pro 
forma amounts do not purport to be indicative of the results that would have actually been 
obtained if the acquisition occurred as of the beginning of the periods presented or that may be 
obtained in the future. 

Three Months Ended 
\ 

September 29, September 28, 
2001 2002 

Revenues ................................................................................................... $ 24,157 $ 1,353 
.................................................................................................... Net Loss (99,443) (127,398) 

........................................................... Basic and diluted net loss per share $ (0.28) $ (0.3 1) 

Nine Months Ended 
September 29, September 28, 

2001 2002 
Revenues .............................................................................................. $ 173,203 $ 13,092 
Net Loss ................................................................................................ (1,059,294) (329,111) 

........................................................... Basic and diluted net loss per share $ (3.03) $ (0.85) 
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(6) Legal Matters 

In July 2000, Ciena Corporation ("Ciena") informed the Company of its belief that there 
is significant correspondence between products that the Company offers and several U.S. patents 
held by Ciena relating to optical networking systems and related dense wavelength division 
multiplexing communications systems technologies. On July 19,2000, Ciena filed a lawsuit in 
the United States District Court for the District of Delaware alleging that the Company is 
willfully infringing three of Ciena's patents. Ciena is seeking injunctive relief, monetary 
damages including treble damages, as well as costs of the lawsuit, including attorneys' fees. On 
September 8,2000, the Company filed an answer to the complaint, as well as counter-claims 
alleging, among other things, invalidity and/or unenforceability of the three patents in question. 
On March 5,2001, a motion was granted, allowing Ciena to amend its complaint to include 
allegations that the Company is willfully infringing two additional patents. Although a trial date 
has not been set, we believe that a trial will commence in the first quarter of 2003. Based on the 
status of the litigation, the Company cannot reasonably predict the likelihood of any potential 
outcome. 

Between May 7,2001 and June 15,2001, nine class action lawsuits were filed in the 
United States District Court for the Southern District of New York relating to the Company's 
P O  on behalf of all persons who purchased Company stock between July 28,2000 and the filing 
of the complaints. Each of the complaints names as defendants: the Company, its directors and 
officers who signed the registration statement in connection with the Company's P O ,  and 
certain of the underwriters that participated in the Company's P O .  Our directors and officers 
have since been dismissed fiom the case, without prejudice. The complaints allege that the 
registration statement and prospectus relating to the Company's P O  contained material 
misrepresentations and/or omissions in that those documents did not disclose (1) @at certain of 
the underwriters had solicited and received undisclosed fees and commissions and other 
economic benefits from some investors in connection with the distribution of the Company's 
common stock in the P O  and (2) that certain of the underwriters had entered into arrangements 
with some investors that were designed to distort andfor inflate the market price for the 
Company's common stock in the aftermarket following the P O .  The complaints ask the court to 
award to members of the class the right to rescind their purchases of Corvis common stock (or to 
be awarded rescissory damages if the class member has sold its Corvis stock) and prejudgment 
and post-judgment interest, reasonable attorneys' and experts witness' fees and other costs. 

I By order dated October 12,2001, the court appointed an executive committee of six 
,plaintiffsy law f m s  to coordinate their claims and function as lead counsel. Lead plaintiffs have 
been appointed in almost all of the P O  allocation actions including the Corvis action. On 
October 17,2001, a group of underwriter defendants moved for the judge's recusal. The judge 
denied that application. On December 13,200 1, the moving underwriter defendants filed a 
petition for writ of mandamus seeking the disqualification of the judge in the United States Court 
of Appeals for the Second Circuit. On April 1,2002, the Second Circuit denied the moving 
underwriter defendants' application for a writ of mandamus seeking the judge's recusal fi-om this 
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action. On April 19,2002, plaintiffs filed amended complaints in each of the IPO allocation 
actions, including the Corvis action. On May 23,2002, a conference was held at which the court 
set a briefing schedule for the filing of motions to dismiss the amended complaints. On July 1, 
2002, the underwriter defendants filed their motion to dismiss the amended complaints. On July 
15,2002, the issuer defendants filed their motion to dismiss the amended complaints. The 
briefing on the motions to dismiss has recently been completed, and the judge heard oral 
arguments on the motions on November 1,2002. No discovery has occurred. 

It is the position of Company management that, at this time, it is not possible to estimate 
the amount of a probable loss, if any, that might result from this matter. Accordingly, no 
provision for this matter has been made in the Company's consolidated financial statements. 

(7) Concentrations 

The Company has relied on four customers for all of its revenue: Wiltel Communications 
Group, Inc. (formally Williams Communications, LLC), Broadwing Communications Services, 
Inc., Telefonica de Espana S.A.U. and France TBlCcom. The Company expects that a significant 
portion of its future revenue will continue to be generated by a limited number of customers. 
The loss of any one of these customers or any substantial reduction in orders by any one of these 
customers could materially adversely affect the Company's financial condition or operating 
results. 

(8) Recent Accounting Pronouncements 

The Financial Accounting Standards Board (FASB) issued Statement of Financial 
Accounting Standards No. 143 (SFAS 143), "Accounting for Asset Retirement Obligations," in 
August 2001. SFAS 143 requires companies to record the fair value of a liability for an asset 
retirement obligation in the period in which it is incurred, and capitalize the cost by increasing 
the carrying amount of the related long-lived asset. The Company is required to adopt SFAS 143 
on January 1, 2003. The adoption of this standard will not have a material effect on the 
company's results of operations. 

The FASB issued SFAS 145, ccRescission of FASB Statements No. 4,44 and 64, 
Amendment of FASB Statement No. 13, and Technical Corrections" in April 2002. SFAS 145 
clarifies guidance related to the reporting of gains and losses from extinguishment of debt and 
resolves inconsistencies related to the required accounting treatment of certain lease 
modifications. The provisions of this statement relating to the extinguishment of debt are 
effective for financial statements issued for fiscal years beginning after May 15,2002. The 
provisions of this statement relating to lease modifications are effective for transactions 
occurring after May 15,2002. The Company does not believe this standard will have a material 
impact on its results of operations. 
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The FASB issued SFAS 146, LLAccounting for Costs Associated with Exit or Disposal 
Activities" in June 2002. SFAS 146 nullifies previous guidance on this issue and requires a 
liability for a cost associated with an exit or disposal activity to be recognized and measured at 
its fair value in the period in which the liability is incurred. The Company is required to adopt 
the provisions of this statement for exit or disposal activities initiated after December 3 1,2002. 
The Company is assessing the impact that the adoption of this standard will have on the 
Company's results of operations. 

In July 2001, the FASB issued SFAS No. 141, "Business Combinations", and SFAS No. 
142, "Goodwill and Other Intangible Assets." SFAS No. 141 addresses the accounting for 
acquisitions of businesses and is effective for acquisitions occurring on or after July 1,2001. 
SFAS No. 142 addresses the method of identifying and measuring goodwill and other intangible 
assets acquired in a business combination, eliminates further amortization of goodwill, provides 
for classification of workforce intangibles as goodwill and requires periodic evaluations of 
impairment of goodwill balances. SFAS No. 141 and 142 are effective January 1,2002, except 
for acquisitions occurring on or after July 1,2001, for which the provisions of SFAS No. 141 and 
142 are applicable. Accordingly, through December 29,2001, the Company continued to 
amortize goodwill. 

Had the amortization provisions of SFAS No. 142 been applied as of January 1,2001, for 
all of the Company's acquisitions, the Company's income (loss) and earnings (loss) per share 
would have been as follows: 

Three Months Ended 
September 29,2001 September 28,2002 

Net loss, as reported ................................................................... $ (80,626) $ (127,398) 
Goodwill amortization .................................................................. 8,982 - 

Workforce in place amortization .................................................. 110 - 

Net loss, as adjusted ................................................................. $ 71,534 $ 127,398 

Basic and diluted per share data: 
Net loss per common share, as reported ..................................... $ (0.23) $ (0.31) 
Goodwill and workforce in place amortization per common 

share ............................................................................... 0.03 - 

Net loss per common share, as adjusted ..................................... $ (0.20) $ (0.31) - - 
Nine Months Ended 

September 29,2001 September 28,2002 
Net loss, as reported ..................................................................... $ (1,003,287) $ (317,545) 
Goodwill amortization .................................................................. 104,790 
Workforce in place amortization .................................................. 334 - 

Net loss, as adjusted ..................................................................... $ (898,163) $ (317,545) 
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- 
Basic and diluted Der share data: 

Nine Months Ended 
Se~tember 29.2001 Se~tember 28.2002 

.................................... Net loss per common share, as reported $ (2.87) $ (0.82) 
~ o o d w i i  and workforce in plac~amortization per common 

share. .............................................................................. 0.30 - 

Net loss per common share, as adjusted .................................... $ (2.57) $ (0.82) 

As of January 1,2002, the Company reclassified approximately $0.7 million of intangible 
assets associated with an acquired employee workforce fi-om intangible assets to goodwill, which 
in accordance with SFAS No. 142, are no longer separately identifiable fi-om goodwill. As of 
September 28,2002, the Company had approximately $87.9 million of intangible assets ($38.6 
million net of accumulated amortization) related to patents and intellectual property, which are 
being amortized straight-line over a period of three years. The Company incurred amortization 
expense of $12.8 million during the nine months ended September 28,2002 and anticipates 
amortization expense to be the following for the next five years: 

Estimated Amortization Expense: 
For the year ended 12/28/02: $1 8,492 
For the year ended 12/27/03 : $17,771 
For the year ended 12/25/04: $10,966 
For the year ended 12/24/05: $ 4,141 
For the year ended 12/23/06: $ - 

In August 2001, the Financial Accounting Standard Board issued SFAS No. 144, 
"Accounting for the Impairment or Disposal of Long-lived Assets". This statement addresses 
financial accounting and reporting for the impairment or disposal of long-lived assets. This 
statement supersedes FASB Statement No. 12 1, LLAccounting for the Impairment of Long-lived 
Assets and for Long-Lived Assets to be Disposed o f  ', and the accounting and reporting 
provisions of APB Opinion No. 30, "Reporting the Results of Operations, Reporting the Effects 
of Disposal of a Segment of a Business, and Extraordinary, Unusual and infi-equently Occurring 
Events and Transactions", for the disposal of segments of a business (as previously defined in 
that opinion). The adoption of SFAS No. 144 did not have any effect on the Company's results 
of operations. 



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

- You should read the following discussion and analysis along with our unaudited 
condensed consolidated financial statements and the notes to those statements included 
elsewhere in this report and in conjunction with our Form 10-K for the year ended December 29, 
2001 filed on March 21,2002 with the Securities and Exchange Commission. 

Overview 

We design, manufacture and sell high performance all-optical and electricaVoptica1 
terrestrial and undersea communications systems that we believe accelerate carrier revenue 
opportunities and lower the overall cost of network ownership for carriers. Our optical products 
have enabled a fundamental shift in network design and efficiency by allowing for the 
transmission, switching and management of communications traffic entirely in the optical 
domain. By deploying our products, carriers eliminate the need for expensive and bandwidth 
limiting electrical regeneration and switching equipment, significantly reducing costs, increasing 
network capacity and allowing them to provide new services more quickly and efficiently. Our 
products also open new market opportunities for carriers by enabling a flexible, in-service 
migration path fi-om existing point-to-point and ring electricaVoptica1 networks to all-optical 
mesh networks. 

Customers 

We currently have six customers, including Broadwing Communications Services, Inc., 
Wiltel Communications Group, Inc. (foi-mally Williams Communications, LLC), Qwest 
Communications Corporation, Telefonica de Espana S.A.U., France Telecom and the U.S. 
Federal Government. 

Broadwing has agreed to purchase at least $200 million of our products and services as 
part of a multi-year purchase agreement. Since successfully completing field trials in July 2000, 
Broadwing has deployed a wide range of our optically optimized networking products, including 
the all-optical switch, to create a national all-optical network that has been in service for over a 
year. Sales to Broadwing continue as part of network expansions and maintenance. Cumulative 
sales to Broadwing through September 28,2002 totaled $191.6 million. 

In 2001, Wiltel accepted a field trial system and agreed to purchase up to $300 million of 
our products and services as part of a multi-year purchase agreement. Firm commitments 
totaling approximately $85.0 million must be purchased prior to December 31,2003. Wiltel has 
deployed our switching and transport equipment to create a national all-optical network, which is 
currently in service carrying commercial traffic. Cumulative sales to Wiltel through September 
28,2002 total $77.5 million. 

On April 22,2002, we reached an agreement with Qwest Communications Corporation 
modifying the terms of our previous purchase agreement. Under the terms of the new 
agreement, Qwest agreed to purchase up to $150 million of our products and services over a 
multi-year period. Firm commitments totaling $7.0 million must be purchased in 2002 and $5.0 
million must be purchased in 2003 subject to certain acceptance criteria. In addition, we have 



agreed with Qwest to enter into two field trials of Corvis ON transport and switching equipment 
as well as our Corvis Optical Convergence Switch (OCS). The field trials began in the third 
quarter of 2002. 

During the first quarter of 2002, we completed the first sales of our XF repeaterless link 
product to Telefonica de Espana, which was deployed between the island of Mallorca and 
Telefonica's backbone network in Spain. In April 2002, we sold a XF repeaterless link to France 
Telecom to upgrade its link between the European mainland and the island of Corsica. The 
relationships with Telefonica and France Telecom are in early stages and the agreements do not 
include significant purchase commitment levels, however, we hope to develop these 
arrangements into long-term business relationships. 

In the third quarter of 2002, we created a wholly owned subsidiary, Corvis Government 
Solutions, Inc. (CGSI), to provide optical networking solutions and services to the Federal 
marketplace. During the third quarter, CGSI secured its first contract and purchase order from 
the U.S. Federal Government. 

We have also entered into lab trials and discussions regarding laboratory and field trials 
with other carriers for our ON, OCS and transoceanic subsea products. Upon successful 
completion of these field trials, we hope to enter into agreements for commercial deployment 
with new customers. 

Starting in 2001 and continuing in 2002, conditions within the general economy and the 
telecommunications sector have resulted in reduced capital expenditures by carriers and a 
reduced demand for telecommunications networking systems. As a response to these conditions, 
we implemented restructuring plans designed to decrease our business expenses and to align 
resources for long-term growth opportunities. Additionally, we evaluated the carrying value of 
our inventory and long-term assets. As a result of these steps, we recorded charges totaling 
approximately $1.0 billion in the second, third and fourth quarters of 2001. These charges were 
comprised of $2 16.5 million in cost of revenue charges associated with inventory write-downs 
and losses on open purchase commitment cancellations; $24.5 million associated with workforce 
reductions; $53.2 million associated with consolidation of excess facilities and write-downs of 
idle equipment; $71 1.5 million associated with the write-down of goodwill; and $12.3 million 
associated with permanent impairment charges on strategic equity investments. 

During the nine months ended September 28,2002, we continued to develop and 
implement additional restructuring plans designed to further align resources for long-term 
growth opportunities. 

Restructuring efforts included the execution of a multi-year manufacturing outsourcing 
agreement with Celestica, a world leader in electronics manufacturing services in an effort to 
improve overall manufacturing flexibility and reduce costs. Under the agreement, we will 
transition all of our manufacturing capabilities to Celestica with the exception of final assembly, 
system integration and test capabilities. The full transition of affected manufacturing capabilities 
is expected to be complete in the second quarter of 2003. 



In September 2002, we completed plans for the reorganization of our French subsidiary, 
Corvis Algety. The reorganization will result in the elimination of jobs as well as the 
consolidation of facilities and equipment. These actions will result in total staff reductions of 
approximately 165 employees or 80 percent of the local workforce over the next six months. 

In light of these activities as well as continued contraction within the telecommunications 
sector, we continued to evaluate the carrying value of our inventory and other assets. These 
events and analysis have resulted in the following inventory write-downs, restructuring, 
impairment and other special charges: 

Interest 
Income and 

Cost of Revenue Restructuring and Other Charges Other 

Special Charges, 
Inventory Write- 
downs, Contract Total 

Losses and Restructuring Impairment 
Purchase Workforce Facility Asset and Other of . 

Commitments Reduction Consolidation Impairments Charges Investments Total 
(In thousands) 

Restructuring liability as 
of December 29,2001 .... 

Quarter ended March 30, 
2002: 
Restructuring and other 

charges ...................... 
Non-cash charges ........... 
Cash payments ................ 

Quarter ended June 29, 
2002: 
Restructuring and other 

charges .................... 
Non-cash charges ........... 
Cash payments ................ 
Accretion of interest ....... 
Adjustments of prior 
estimates ......................... 

Quarter ended September 
28,2002: 
Restructuring and other 

charges .................... 
Non-cash charges ........... 
Cash payments ................ 
Accretion of interest ....... 
Effect of international 
exchange rates ................ 
Adjustments of prior 
estimates ......................... - - 

Restructuring liability as 
of September 28,2002 $2,421 $12,867 $4,408 - $1 7,275 - $19,696 .... -- 



We continue to monitor our financial position and will make strategic decisions as 
necessary to position us for long-term success, which may result in additional restructuring 
charges. These initiatives could lead to fuirher reductions in our facility and fmed asset needs, 
resulting in associated asset impairment and write-down charges. 

Critical Accounting Policies and Estimates 

We have identified the following critical accounting policies that affect the more 
significant judgments and estimates used in the preparation of our consolidated financial 
statements. The preparation of our financial statements in conformity with accounting principles 
generally accepted in the United States of America requires us to make estimates and judgments 
that affect our reported amounts of assets and liabilities, revenues and expenses, and related 
disclosures of contingent assets and liabilities. On an on-going basis, we evaluate our estimates, 
including those related to asset impairment, revenue recognition, product warranty liabilities, 
allowance for doubtful accounts, and contingencies and litigation. We stated these accounting 
policies in the notes to our 2001 annual consolidated financial statements and at relevant sections 
in this discussion and analysis. These estimates are based on the information that is currently 
available to us and on various other assumptions that we believe to be reasonable under the 
circumstances. Actual results could vary from those estimates under different assumptions or 
conditions. 

We believe that the following critical accounting policies affect the more significant 
judgments and estimates used in the preparation of our consolidated financial statements. 

Revenue. Revenue from product sales is recognized upon execution of a contract and the 
completion of all delivery obligations provided that there are no uncertainties regarding customer 
acceptance and collectibility is deemed probable. If uncertainties exist, revenue is recognized 
when such uncertainties are resolved. Customer contracts generally include extensive lab and 
field trial testing and some include other acceptance criteria. 

Our products can be installed by our customers, third party service providers or by us. 
Revenue from installation services is recognized as the services are performed unless the terms 
of the supply contract combine product acceptance with installation, in which case revenues for 
installation services are recognized when the terms of acceptance are satisfied and installation is 
completed. To the extent customer contracts include both product sales and installation services, 
revenues are recognized based on their respective fair values. Revenues from installation service 
fixed price contracts are recognized on the percentage-of-completion method, measured by the 
percentage of costs incurred to date compared to estimated total costs for each installation 
contract. Amounts received in excess of revenue recognized are included as deferred revenue in 
our condensed consolidated balance sheet. Revenue from annual maintenance agreements is 
recognized on a straight-line basis over the service period. 

Costs of Revenue. Costs of revenue include the costs of manufacturing our products and 
other costs associated with warranty and other contractual obligations, inventory obsolescence 
costs and overhead related to our manufacturing, engineering, finishing and installation 
operations. Warranty reserves are determined based upon actual warranty cost experience, 
estimates of component failure rates and management's industry experience. Inventory 



obsolescence costs are estimated using certain assumptions, including projected sales and sales 
mix. Actual results may differ from those estimates. We continually monitor component 
failures, technical changes, and levels of on-hand inventory and adjust our estimates accordingly. 
If, however, actual results vary significantly from our estimates, we will adjust the assumptions 
utilized in our methodologies and reduce or provide for additional accruals as appropriate. 

Allowancefor Bad Debt. To date, we have relied on four customers for all of our 
revenues. We expect that a significant portion of our future revenue will continue to be 
generated by a limited number of customers. We monitor the financial conditions of these 
customers closely and have concluded that no allowance for bad debt was appropriate as of 
September 28,2002. 

Restructuring and Other Charges. Reflecting continued unfavorable economic 
conditions and continued lack of expected customer wins and product sales, our Board of 
Directors approved plans for the reduction of operations including the consolidation of facilities, 
reduction of employees and the outsourcing of a majority of our manufacturing capabilities. In 
addition, we evaluated the recoverability of the carrying value of our inventory and long-lived 
assets. As a result, we recorded charges associated with estimated excess inventory and open 
purchase commitments based on projected sales volumes, sales mix and estimated selling prices. 
Facility consolidation costs are based on assumed exit costs and timetables. Asset impairment 
charges are based on estimated salvage values and recoverability estimates. Goodwill 
impairment charges are based on estimated discounted future cash flows. If actual results differ 
significantly from our estimates and assumptions, we will adjust our reserves and allowances 
accordingly. 

Goodwill and Other Intangible Assets. We have recorded goodwill and intangibles 
resulting from our acquisitions. Through December 29,2001, goodwill and intangibles have 
been amortized on a straight-line basis over their respective lives of between 3 and 5 years. 
Upon the adoption of SFAS No. 142 on December 30,2001, we ceased amortizing goodwill and 
will perform an annual impairment analysis to assess the recoverability of the goodwill, in 
accordance with the provisions of SFAS No. 142. Our annual impairment analysis will take 
place in the fourth quarter. If we are required to record an impairment charge in the future, it 
would have an adverse impact on our results of operations. 

Litigation. In July 2000, Ciena Corporation ("Ciena") informed us of its belief that there 
is significant correspondence between products that we offer and several U.S. patents held by 
Ciena relating to optical networking systems and related dense wavelength division multiplexing 
communications systems technologies. On July 19,2000, Ciena filed a lawsuit in the United 
States District Court for the District of Delaware alleging that we are willfully i n h g i n g  three of 
Ciena's patents. Ciena is seeking injunctive relief, monetary damages including treble damages, 
as well as costs of the lawsuit, including attorneys' fees. On September 8,2000, we filed an 
answer to the complaint, as well as counter-claims alleging, among other things, invalidity andlor 
unenforceability of the three patents in question. On March 5,2001, a motion was granted, 
allowing Ciena to amend its complaint to include allegations that we are willfully i n h g i n g  two 
additional patents. Although a trial date has not been set, we believe that a trial will commence 
in the frrst quarter of 2003. Based on the status of the litigation, we cannot reasonably predict 
the likelihood of any potential outcome. 



Between May 7,2001 and June 15,2001, nine class action lawsuits were filed in the 
United States District Court for the Southern District of New York relating to our initial public 
offering on behalf of all persons who purchased our stock between July 28,2000 and the filing of 
the complaints. Each of the complaints names as defendants: Corvis, our directors and ofjficers 
who signed the registration statement in connection with our initial public offering, and certain 
of the underwriters that participated in our initial public offering. The complaints allege that the 
registration statement and prospectus relating to our initial public offering contained material 
misrepresentations andor omissions in that those documents did not disclose (1) that certain of 
the underwriters had solicited and received undisclosed fees and commissions and other 
economic benefits from some investors in connection with the distribution of our common stock 
in the initial public of fehg and (2) that certain of the underwriters had entered into 
arrangements with some investors that were designed to distort andor inflate the market price for 
our common stock in the aftermarket following the initial public offering. The complaints ask 
the court to award to members of the class the right to rescind their purchases of Corvis common 
stock (or to be awarded rescissory damages if the class member has sold its Corvis stock) and 
prejudgment and post-judgment interest, reasonable attorneys' and experts witness' fees and 
other costs. 

By order October 12,2001, the court appointed an executive committee of six plaintiffs' 
law firms to coordinate their claims and function as lead counsel. Lead plaintiffs have been 
appointed in almost all of the IPO allocation actions, including the Corvis action. On October 
17,2001, a group of underwriter defendants moved for the judge's recusal. The judge denied 
that application. On December 13,200 1, the moving underwriter defendants filed a petition for 
writ of mandamus seeking the disqualification of the judge in the United States Court of Appeals 
for the Second Circuit. On April 1,2002, the Second Circuit denied the moving underwriter 
defendants' application for a writ of mandamus seeking the judge's recusal from this action. On 
April 19,2002, plaintiffs filed amended complaints in each of the IPO allocation actions, 
including the Corvis action. On May 23,2002, a conference was held at which the court set a 
briefing schedule for the filing of motions to dismiss the amended complaints. On July 1,2002, 
the underwriter defendants filed their motion to dismiss the amended complaints. On July 15, 
2002, the issuer defendants filed their motion to dismiss the amended complaints. The briefing 
on the motions to dismiss has recently been completed, and the judge heard oral arguments on 
the motions on November 1,2002. No discovery has occurred. 

Based on the status of the litigation, we cannot reasonably predict the likelihood of any 
potential outcome. We continue to monitor the status of the litigation, however we can give no 
assurances that an unfavorable outcome will not result in future charges. 

Results of Operations 

Three months ended September 28,2002 compared to three months ended September 29,2001 

Revenue. Revenue decreased to $1.35 million for the three months ended September 28, 
2002 from $24.2 million for the three months ended September 29,2001. This decrease in 
revenue is primarily due to a reduction in capital spending by telecommunications carriers 
resulting in a decline in demand for telecommunications equipment, including our products. 
Revenue for the three months ended September 28,2002 was attributable to two customers. 



Service revenues, including maintenance, training and support totaled approximately $0.9 
million. 

Gross ProJit (loss). Costs of revenue consists of component costs, direct compensation 
costs, warranty and other contractual obligations, inventory obsolescence costs and overhead 
related to our manufacturing and engineering, finishing and installation operations. In addition, 
cost of revenue includes charges associated with our restructuring plans and excess inventories. 

Gross profit (loss) decreased to $(23.7) million for the three months ended September 28, 
2002 from $8.6 million for the three months ended September 29,2001. Negative gross margins 
are attributable to inventory write-downs of $24.3 million recorded in the three months ended 
September 28,2002. Excluding inventory write-downs and other charges, gross profit and gross 
margin were $0.6 million and 44% for the three months ended September 28,2002 and $8.6 
million and 36% for the three months ended September 29,2001. The increase in gross margin 
is primarily due to an increase in the relative proportion of service revenue compared to product 
revenues as well as the recognition of certain product revenues which had been deferred pending 
final acceptance. We expect that gross margin, excluding inventory write-downs and other 
charges, will decrease in the corning quarters as a result of an increase in the relative proportion 
of product revenues. 

Research and Development, Excluding Equity-Based Expense. Research and 
development expense, excluding equity-based expense consists primarily of salaries and related 
personnel costs, test and prototype expenses related to the design of our hardware and software 
products, laboratory costs and facilities costs. All costs related to product development, both 
hardware and software, are recorded as expenses in the period in which they are incurred. Due 
to the timing and nature of the expenses associated with research and development, significant 
quarterly fluctuations may result. We believe that research and development is critical to 
achieving current and future strategic product objectives. 

Research and development expenses, excluding equity-based expense decreased to $33.0 
million for thk three months ended September 28,2002 from $34.8 million for the three months 
ended September 29,2001. The decrease in expenses was primarily due to lower prototype and 
lab materials expense, offset in part by higher labor costs associated with the Dorsal acquisition. 

Sales and Marketing, Excluding Equity-Based Expense. Sales and marketing expense, 
excluding equity-based expense, consists primarily of salaries and related personnel costs, 
laboratory trial systems provided to customers, trade shows, other marketing programs and travel 
expenses. 

Sales and marketing expense, excluding equity-based expense, decreased to $1 1.0 million 
for the three months ended September 28,2002 fiom $12.7 million for the three months ended 
September 29,2001. The decrease in expenses was primarily attributable to the effects of cost 
saving initiatives including staff reductions and the curtailment of certain discretionary spending. 

General and Administrative, Excluding Equity-Based Expense. General and 
administrative expense, excluding equity-based expense, consists primarily of salaries and 
related personnel costs, information systems support, recruitment expenses and facility demands 



associated with establishing the proper infrastructure to support our organization. This 
infrastructure consists of executive, financial, legal, information systems and other 
administrative responsibilities. 

General and administrative expenses, excluding equity-based expense, decreased to $7.2 
million for the three months ended September 28,2002 from $7.7 million for the three months 
ended September 29,2001. The decrease in expenses was primarily attributable to staff 
reductions and professional service fees. 

Equity-based Expense. Equity-based expense consists primarily of charges associated 
with employee options granted at below fair market value prior to our initial public offering. 

Equity-based expense related to research and development, sales and marketing and 
general and administrative functions for the three months ended September 28,2002 decreased 
to $17.7 million fiom $28.2 million for the three months ended September 29,2001. The 
decrease in equity-based expense resulted fiom a decrease in employee headcount. 

Amortization of Intangible Assets. Amortization of intangible assets relates to the 
amortization of certain intangible assets with £inite lives. As a result of the issuance of SFAS 
No. 142, we no longer record amortization of goodwill, rather goodwill will be tested at least 
annually for impairment. There may be more volatility in reported income (loss) than previous 
standards because impairment losses are likely to occur irregularly and in varying amounts. 

Amortization of intangible assets expenses decreased to $5.7 million for the three months 
ended September 28,2002 fiom $12.0 million for the three months ended September 29,200 1. 
The decrease was primarily attributable to the discontinuation of amortization of goodwill 
resulting from the acquisition of Algety Telecom S.A. that was being amortized over five years. 

Interest Income, Net. Interest income, net of interest expense, decreased to $2.1 million 
for the three months ended September 28,2002 fiom $6.3 million of net interest income for the 
three months ended September 29,2001. The decrease was primarily attributed to lower average 
invested cash balances and lower average returns on investments. 

Nine months ended September 28,2002 compared to nine months ended September29,2001 

Revenue. Revenue decreased to $13.1 million for the nine months ended September 28, 
2002 from $173.2 million for the nine months ended September 29,200 1. This decrease in 
revenue is due to a reduction in capital spending by telecommunications carriers resulting in a 
sharp decline in demand for telecommunications equipment, including for our products. 
Revenue for the nine months ended September 28,2002 was attributable to four customers. 
Service revenues, including maintenance, training and support totaled $4.3 million. 

Gross ProJt (loss). Costs of revenue consists of component costs, direct compensation 
costs, warranty and other contractual obligations, inventory obsolescence costs and overhead 
related to our manufacturing and engineering, finishing and installation operations. In addition, 
cost of revenue includes charges associated with our restructuring plans and excess inventories. 



Gross loss decreased to $(26.7) million for the nine months ended September 28,2002 
from $(35.0) million for the nine months ended September 29,2001. Negative gross margins are 
primarily attributable to inventory write-downs of $30.3 million in the nine months ended 
September 28,2002 and $99.2 million recorded in the nine months ended September 29,2001. 
Excluding inventory write-downs and other charges, gross profit and gross margin were $3.7 
million or 28% in the nine months ended September 28,2002 and $64.2 million or 37% in the 
nine months ended September 29,2001. Due to current competitive and economic pressures, we 
expect that gross margin, excluding inventory write-downs and other charges, may continue to 
decrease in the corning quarters. 

Research and Development, Excluding Equity-Based Expense. Research and 
development expense, excluding equity-based expense, consists primarily of salaries and related 
personnel costs, test and prototype expenses related to the design of our hardware and software 
products, laboratory costs and facilities costs. All costs related to product development, both 
hardware and software, are recorded as expenses in the period in which they are incurred. Due 
to the timing and nature of the expenses associated with research and development, significant 
quarterly fluctuations may result. We believe that research and development is critical to 
achieving current and future strategic product objectives. 

Research and development expenses, excluding equity-based expense, decreased to $95.1 
million for the nine months ended September 28,2002 from $1 17.8 million for the nine months 
ended September 29,2001. The decrease in expenses was primarily attributable to the reduction 
in prototype and lab material expenses. 

Sales and Marketing, Excluding Equity-Based Expense. Sales and marketing expense, 
excluding equity-based expense, consists primarily of salaries and related personnel costs, 
laboratory trial systems provided to customers, trade shows, other marketing programs and travel 
expenses. 

Sales and marketing expense, excluding equity-based expense, decreased to $36.1 million 
for the nine months ended September 28,2002 from $43.2 million for the nine months ended 
September 29,2001. The decrease in expenses was primarily attributable to the effects of staff 
reductions and decreases in professional service fees and transportation expenses. 

General and Administrative, Excluding Equity-Based Expense. General and 
administrative expense, excluding equity-based expense consists primarily of salaries and related 
personnel costs, information systems support, recruitment expenses and facility demands 
associated with establishing the proper infrastructure to support our organization. This 
infrastructure consists of executive, financial, legal, information systems and other 
administrative responsibilities. 

General and administrative expenses, excluding equity-based expense, decreased to $24.4 
million for the nine months ended September 28,2002 from $27.2 million for the nine months 
ended September 29,2001. The decrease in expenses was primarily attributable to the effects of 
cost saving initiatives including staff reductions, facility consolidations and the curtailment of 
certain discretionary spending, offset, in part, by increases in professional service fees. 



Equity-based Expense. Equity-based expense consists primarily of charges associated 
with employee options granted at below fair market value prior to our initial public offering. 

Equity-based expense related to research and development, sales and marketing and 
general and administrative functions for the nine months ended September 28,2002 decreased to 
$54.7 million fiom $79.3 million for the nine months ended September 29,2001. The decrease 
in equity-based expense resulted fiom decreases in employee headcount. 

Amortization of Intangible Assets. Amortization of intangible assets relates to the 
amortization of certain intangible assets with finite lives. As a result of the issuance of SFAS 
No. 142, we no longer record amortization of goodwill on a straight-line basis, rather goodwill 
will be tested at least annually for impairment. There may be more volatility in reported income 
(loss) than previous standards because impairment losses are likely to occur irregularly and in 
varying amounts. 

Amortization of intangible assets expenses decreased to $12.8 million for the nine 
months ended September 28,2002 fi-om $1 13.9 million for the nine months ended September 29, 
2001. The decrease was primarily attributable to the discontinuation of amortization of goodwill 
resulting fiom the acquisition of Algety Telecom S.A. that was being amortized over five years. 

Interest Income, Net. Interest income, net of interest expense, decreased to $2.6 million 
for the nine months ended September 28,2002 fi-om $19.8 million of net interest income for the 
nine months ended September 29,2001. The decrease was primarily attributable to lower 
average invested cash balances, lower average returns on investments and the write down of 
certain strategic investments. 

Liquidity and Capital Resources 

Since inception through September 28,2002 we have financed our operations, capital 
expenditures and working capital primarily through public and private sales of our capital stock, 
borrowings under credit and lease facilities and cash generated fiom product sales. At 
September 28,2002, our cash and cash equivalents and short-term investments totaled $548.8 
million. 

Net cash used in operating activities was $97.3 million for the nine months ended 
September 28,2002 and $200.9 million for the nine months ended September 29,2001. Cash 
used in operating activities for the nine months ended September 28,2002 was primarily 
attributable to a net loss of $3 17.5 million, offset in part by non-cash charges including 
depreciation and amortization of $38.8 million, equity-based expense of $54.7 million and 
purchased research and development expense of $34.6 million associated with our acquisition of 
Dorsal Networks in May 2002 and certain non-cash restructuring charges of $48.7 million. Cash 
flows fi-om operating activities were further offset by changes in operating assets and liabilities 
of $43.7 million, principally a change in accounts receivable of $27.7 million. 

Net cash used in investing activities was $25.2 million for the nine months ended 
September 28,2002 and $108.8 million for the nine months ended September 29,2001. The 
decrease in net cash used in investing activities for the nine months ended September 28,2002 



was primarily attributable to reductions in capital expenditures offset in part with cash acquired 
through our purchase of Dorsal Networks. 

~ e t  cash used in financing activities for the nine months ended September 28,2002 was 
$4.0 million, primarily attributable to the repayment of principal on notes and capital leases. Net 
cash provided by financing activities for the nine months ended September 29,2001 was $1.8 
million, primarily attributable to proceeds fkom the exercise of warrants and employee stock 
options off-set in part by proceeds fkom the issuance of common stock. 

As of September 28,2002 long-term restricted cash totaled $2.4 million associated with 
outstanding irrevocable letters of credit relating to lease obligations for various manufacturing 
and office facilities and other business arrangements. These letters of credit are collateralized by 
funds in our operating account. Various portions of the letters of credit expire at the end of each 
respective lease term or agreement term. 

On October 24,2002, we announced that our Board of Directors has authorized a share 
repurchase program under which we can acquire up to $25 million of our common stock in the 
open market. The purchases will be executed at times and prices considered appropriate by us 
during the next two years. The share repurchase program may be implemented at such future 
date as we may determine and may be suspended at any time and from time-to-time without prior 
notice. The repurchase program will be funded using our existing cash balances and the 
repurchases shares may be used for corporate purposes in compliance with applicable law. 

Due to current economic conditions, we have and may be required to sell our product to 
future customers at lower margins or be required to provide customers with financing which 
could result in reduced gross margins, extended payment terms or delayed revenue recognition, 
all of which could have a negative impact on our liquidity, capital resources and results of 
operations. 

Our liquidity will also be dependent on our ability to manufacture and sell our products. 
Changes in the timing and extent of the sale of our products will affect our liquidity, capital 
resources and results of operations. We currently have a limited number of customers that could 
provide substantially all of our revenues for the near future and these customers are operating in 
a troubled economic environment. The loss of any of these customers, any substantial reduction 
in current or anticipated orders or an inability to attract new customers, could materially 
adversely affect our liquidity and results of operations. We plan to diversify our customer base 
by seeking new customers both domestically and internationally. 

If we experience delays or disruptions in manufacturing output or we are unable to 
successfully manufacture our products and to develop alternative manufacturing sources in a 
timely manner, our sales, financial position and results of operations would be adversely 
affected. 

We believe that our current cash and cash equivalents, short-term investments and cash 
generated fiom product sales will satisfy our expected working capital, capital expenditure and 
investment requirements through at least the next twelve months. 



If cash on hand and cash generated from operations is insufficient to satisfy our liquidity 
requirements, we may seek to sell additional equity or debt securities. To the extent that we raise 
additional capital through the sale of equity or debt securities, the issuance of such securities 
could result in dilution to our existing shareholders. If additional h d s  are raised through the 
issuance of debt securities, the terms of such debt could impose additional restrictions on our 
operations. Additional capital, if required, may not be available on acceptable terms, or at all. If 
we are unable to obtain additional financing, we may be required to reduce the scope of our 
planned product development and sales and marketing efforts, which could harm our business, 
financial condition and operating results. Increasingly, as a result of the financial demands of 
major network deployments, carriers are looking to their suppliers for fmancing assistance. 
From time to time, we have and may continue to provide or commit to extend credit or credit 
support to our customers as we consider appropriate in the course of our business. 

Dorsal Networks 

On May 16, 2002, we completed our acquisition of Dorsal Networks, Inc., a privately 
held provider of next-generation transoceanic and regional undersea optical network solutions 
for 41.8 million shares of common stock valued at approximately $91.8 million. The acquisition 
was accounted for under the "purchase" method of accounting. Under the purchase method, the 
purchase price of Dorsal was allocated to identifiable assets and liabilities acquired from Dorsal, 
with the excess being treated as goodwill. The acquisition resulted in an in-process research and 
development charge of approximately $34.6 million as well as the recognition of certain 
intangible assets of $30.2 million, which will be amortized over an estimated life of five years. 
In addition, the acquisition will result in goodwill of approximately $19.1 million, which will 
have an indefinite life, but will be subject to periodic impairment tests. Dr. David R. Huber, our 
Chairman and Chief Executive Officer, owned, directly or indirectly, approximately 3 1 percent 
of the outstanding stock of Dorsal. 

Item 3. Quantitative and Qualitative Disclosures About Market Risk 

The following discussion about our market risk disclosures involves forward-looking 
statements. Actual results could differ materially from those projected in forward-looking 
statements. We maintain instruments subject to interest rate and foreign currency exchange rate 
risk. We categorize all of our market risk sensitive instruments as non-trading or other 
instruments. 

Interest Rate Sensitivity 

We maintain a portfolio of cash equivalents and short-term investments in a variety of 
securities including: commercial paper, certificates of deposit, money market funds and 
government and non-government debt securities. Substantially all amounts are in money market 
finds as well as high grade, short-term commercial paper and certificates of deposit, the value of 
which is generally not subject to interest rate changes. We believe that a 10% increase or decline 
in interest rates would not be material to our investment income or cash flows. Our long-term 
debt obligations bear fmed interest rates. As such, we have minimal cash flow exposure due to 
general interest rate changes associated with our long-term debt obligations. 



Foreign Rate Sensitivity 

We primarily operate in the United States; however, we have expanded operations to 
include research and development and sales offices in various European countries. As a result, 
we may have sales in foreign currencies exposing us to foreign currency rate fluctuations. For 
the nine months ended September 28,2002, we recorded limited sales in a foreign currency. We 
are exposed to the impact of foreign currency changes, associated with the Euro, for financial 
instruments held by our European subsidiaries. These instruments are limited to cash and cash 
equivalents and trade receivables. It is the policy of management to fund foreign operations on a 
monthly basis, thus minimizing average cash and overnight investments in the Euro. At 
September 28,2002, our European subsidiaries maintained cash and cash equivalents and trade 
accounts receivable of approximately (Euro) 6.2 million. We believe that a 10% increase or 
decline in the Euro exchange ratio would not be material to cash and cash equivalent balances, 
interest income, or cash flows from consolidated operations. 

Item 4. Controls and Procedures 

Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14 of the Securities 
Exchange Act of 1923 ("Exchange Act") promulgated thereunder, our chief executive officer 
and chief fmancial officer have evaluated the effectiveness of our disclosure controls and 
procedures as of a date within 90 days prior to the date of the filing of this report (the 
"Evaluation Date") with the Securities and Exchange Commission. Based on such evaluation, 
our chief executive officer and chief fmancial officer have concluded that our disclosure controls 
and procedures were effective as of the Evaluation Date to ensure that information required to be 
disclosed in reports that we file or submit under the Exchange Act is recorded, processed, 
summarized and reported within the time periods specified in SEC rules and forms. In addition, 
a Disclosure Committee has been established consisting of key legal, financial and business unit 
leaders to review the Company's public filings and to insure accurate and timely disclosure of 
required information. 

Except for the establishment of a Disclosure Committee, there have been no significant 
changes in the internal controls or in other factors that could significantly affect our internal 
controls subsequent to the date of their most recent evaluation, including any corrective actions 
with regard to significant deficiencies and material weaknesses. 



PART I1 - OTHER INFORMATION 

ltem 1. Legal Proceedings 

By letter dated July 10,2000, Ciena Corporation ("Ciena") informed us of its belief that 
there is significant correspondence between products that we offer and several U.S. patents held 
by Ciena relating to optical networking systems and related dense wavelength division 
multiplexing con~~nunications systems technologies. On July 19,2000, Ciena filed a lawsuit in 
the United States District Court for the District of Delaware alleging that we are willfully 
infiinging three of Ciena's patents. Ciena is seeking injunctive relief, monetary damages 
including treble damages, as well as costs of the lawsuit, including attorneys' fees. On 
September 8,2000, we filed an answer to the complaint, as well as counter-claims alleging, 
among other things, invalidity andlor unenforceability of the three patents in question. On 
March 5,2001, a motion was granted, allowing Ciena to amend its complaint to include 
allegations that we are willfully infiinging two additional patents. Although a trial date has not 
been set, we believe that a trial will commence in the first quarter of 2003. 

We have designed our products in an effort to respect the intellectual property rights of 
others. We intend to defend ourselves vigorously against these claims and we believe that we 
will prevail in this litigation. However, there can be no assurance that we will be successful in 
the defense of the litigation, and an adverse determination in the litigation could result fiom a 
finding of infringement of only one claim of a single patent. We may consider settlement due to 
the costs and uncertainties associated with litigation in general, and patent infringement litigation 
in particular, and due to the fact that an adverse determination in the litigation could preclude us 
fi-om producing some of our products until we were able to implement a non-infringing 
alternative design to any portion of our products to which such a determination applied. Even if 
we consider settlement, there can be no assurance that we will be able to reach a settlement with 
Ciena. An adverse determination in, or settlement of, the Ciena litigation could involve the 
payment of significant amounts by us, or could include terms in addition to payments, such as a 
redesign of some of our products, which could have a material adverse effect on our business, 
financial condition and results of operations. 

We believe that defense of the lawsuit may be costly and may divert the time and 
attention of some members of our management. Further, Ciena and other competitors may use 
the existence of the Ciena lawsuit to raise questions in customers' and potential customers' 
minds as to our ability to manufacture and deliver our products. There can be no assurance that 
questions raised by Ciena and others will not disrupt our existing and prospective customer 
relationships. 

Between May 7,2001 and June 15,2001, nine class action lawsuits were filed in the 
United States District Court for the Southern District of New York relating to our initial public 
offering on behalf of all persons who purchased our stock between July 28,2000 and the filing of 
the complaints. Each of the complaints names as defendants: Corvis, our directors and officers 
who signed the registration statement in connection with our initial public offering, and certain 
of the underwriters that participated in our initial public offering. Our directors and officers have 
since been dismissed horn the case, without prejudice. The complaints allege that the 
registration statement and prospectus relating to our initial public offering contained material 



misrepresentations andlor omissions in that those documents did not disclose (1) that certain of 
the underwriters had solicited and received undisclosed fees and commissions and other 
economic benefits from some investors in connection with the distribution of our common stock 
in the initial public offering and (2) that certain of the underwriters had entered into 
arrangements with some investors that were designed to distort andlor inflate the market price for 
our common stock in the aftermarket following the initial public offering. The complaints ask 
the court to award to members of the class the right to rescind their purchases of Corvis common 
stock (or to be awarded rescissory damages if the class member has sold its Corvis stock) and 
prejudgment and post-judgment interest, reasonable attorneys' and experts witness' fees and 
other costs. 

By order dated October 12,2001, the court appointed an execut,ive committee of six 
plaintiffs' law f m s  to coordinate their claims and function as lead counsel. Lead plaintiffs have 
been appointed in almost all of the P O  allocation actions, including the Corvis action. On 
October 17,2001, a group of underwriter defendants moved for Judge Scheindlin's recusal. 
Judge Scheindlin denied that application. On December 13,200 1, the moving underwriter 
defendants filed a petition for writ of mandamus seeking the disqualification of Judge Scheindlin 
in the United States Court of Appeals for the Second Circuit. On April 1,2002, the Second 
Circuit denied the moving underwriter defendants' application for a writ of mandamus seeking 
Judge Scheindlin's recusal from this action. On April 19,2002, plaintiffs filed amended 
complaints in each of the actions, including the Corvis action. On May 23,2002, a conference 
was held at which the court set a briefing schedule for the filing of motions to dismiss the 
amended complaints. On July 1,2002, the underwriter defendants filed their motion to dismiss 
the amended complaints. On July 15,2002, the issuer defendants filed their motion to dismiss 
the amended complaints. The briefing on the motions to dismiss has recently been completed, 
and the judge heard oral arguments on the motions on November 1,2002. No discovery has 
occurred. We intend to vigorously defend ourselves. 

Item 2. Changes in Securities and Use of Proceeds 

(a) None. 

(b) None. 

(c) None. 

(d) Not applicable. 

Item 3. Defaults upon Senior Securities. 

None. 

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

(a) None. 

@) None. 



(c) None. 

(d) None. 

Item 5. Other Information 

None. 

Item 6. Exhibits and Reports on Form 8-K 

(a) Certification under Section 906 of the Sarbanes-Oxley Act of 2002. 

(b) On August 13,2002, we filed a Current Report on Form 8-K dated August 13,2002 containing 
the certification required by Section 906 of the Sarbanes-Oxley Act of 2002. 



SIGNATURES 

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

Date: November 12,2002 

Date: November 12,2002 

IS/ L m  D. Anderson 
Lynn D. Anderson 
Senior Vice President, Chief Financial Officer and 
Treasurer 

IS/ Timothy C. Dec 
Timothy C. Dec 
Vice President and Chief Accounting Officer 



CERTIFICATE 

I, David R. Huber, certify that: 

1. I have reviewed this quarterly report on Form 10-Q of Corvis Corporation; 

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a 
material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this quarterly report; 

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

4. The registrant's other certifying officers and I are responsible for establishing and 
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a- 
14 and 15d-14) for the registrant and we have: 

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

b) evaluated the effectiveness of the registrant's disclosure controls and procedures 
as of a date within 90 days prior to the filing date of this quarterly report (the 
"Evaluation Date"); and 

c) presented in this quarterly report our conclusions about the effectiveness of the 
disclosure controls and procedures based on our evaluation as of the Evaluation 
Date; 

5 .  The registrant's other certifying officers and I have disclosed, based on our most recent 
evaluation, to the registrant's auditors and the audit committee of registrant's board of 
directors (or persons performing the equivalent function): 

a) all significant deficiencies in the design or operation of internal controls which 
could adversely affect the registrant's ability to record, process, summarize and 
report fmancial data and have identified for the registrant's auditors any material 
weaknesses in internal controls; and 

b) any fiaud, whether or not material, that involves management or other employees 
who have a significant role in the registrant's internal controls; and 

6. The registrant's other certifying officers and I have indicated in this quarterly report 
whether or not there were significant changes in internal controls or in other factors that 
could significantly affect internal controls subsequent to the date of our most recent 



evaluation, including any corrective actions with regard to significant deficiencies and 
material weaknesses. 

Date: November 12,2002 

IS/ David R. Huber 
Name: David R. Huber 
Title: Chairman and 

Chief Executive Officer 



CERTIFICATE 

I, Lynn D. Anderson, certify that: 

1. I have reviewed this quarterly report on Form 10-Q of Corvis Corporation; 

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a 
material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this quarterly report; 

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

4. The registrant's other certifying officers and I are responsible for establishing and 
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a- 
14 and 15d-14) for the registrant and we have: 

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

b) evaluated the effectiveness of the registrant's disclosure controls and procedures 
as of a date within 90 days prior to the filing date of;chis quarterly report (the 
"Evaluation Date"); and 

c) presented in this quarterly report our conclusions about the effectiveness of the 
disclosure controls and procedures based on our evaluation as of the Evaluation 
Date; 

5 .  The registrant's other certifying officers and I have disclosed, based on our most recent 
evaluation, to the registrant's auditors and the audit committee of registrant's board of 
directors (or persons performing the equivalent function): 

a) all significant deficiencies in the design or operation of internal controls which 
could adversely affect the registrant's ability to record, process, summarize and 
report financial data and have identified for the registrant's auditors any material 
weaknesses in internal controls; and 

b) any fraud, whether or not material, that involves management or other employees 
who have a significant role in the registrant's internal controls; and 

6. The registrant's other certifying officers and I have indicated in this quarterly report 
whether or not there were significant changes in internal controls or in other factors that 
could significantly affect internal controls subsequent to the date of our most recent 



evaluation, including any corrective actions with regard to significant deficiencies and 
material weaknesses. 

) Date: November 12,2002 

Is1 L w  D. Anderson 
I Name: Lynn D. Anderson 

Title: Senior Vice President, 
Chief Financial Officer and 
Treasurer 



EXHIBIT INDEX 

Exhibit 
No. Description 

99.1 Certificate of the Chief Executive Officer and the Chief Financial Officer 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 



C O R V I S  C O R P O R A T I O N  

A N N U A L  R E P O R T  

2 0 0 0  





(Dollorr rv rhnrt~anrlr, mcr/it Per shun U I I I ~ I I ~ I )  Jnwoq I ,  Durmbur 311, 

O P E R A T I O N S  2000 2000 

Revenue $ - %: 68,898 

Gross Profit 25,955 

Net Loss (71,270) (283,611) 

Pro Forma Net Loss (a) (66,126) (96,277) 

Pro Forrna Net Loss per share (a) (2.16) (0.61) 

F I N A N C I A L  P O S I T I O N  

Cash and Cash Equivalents 244,597 1,024,758 

Inventory, Net 15,869 219,414 

Total Assets 307,279 2,381,836 

Srockholders' Equity 239,626 2,186,593 

O T H E R  I N F O R M A T I O N  

Working Capltal %: 236,839 $1,172,040 

Total Employees 355 1,452 

(a) Excludes other ~ n t a n g ~ b l e  asset amortlzatlon expense, equity-based expense and purchased research and development expense 



D R I V E N  B Y  A V I S I O N  

T O  O U R  SHAREHOLDERS 

W E  Y E A R  ZUUO WAS A R E M A R K A B L E  Y E A K  for Corvis 

and the entire optical communications industry. I t  was the 

year in which Broadwing Communications installed Corvis 

products, including the first commercial all-optical switch, in 

cheir network, demonstrating that all-optical networks can be 

a conlnlercial reality. In addition, Williams Communications 

used Corvis products in ics next-generation network to demon- 

strate for the first time that ultra-long distance optical trans- 

mission and Raman amplification technology can be used to 

deploy highly efficient, terrestrial networks. Also, we won a 

large contract from Qwesc Communications to deploy Corvis 

products in its high-performance network. Finally, Corvis built 

state-of-[he-art manufacturing facilities, expanded its research 

and development capabilities, increased its global presence and 

launched the most successful IPO in history for a venture-backed, 

technology start-up company. 

Researchers predict that communications service provider 

spending for optical networking equipment will continue to 

grow from $21 billion in 2000. We  believe chat this spending 

will be targeted scrategically toward technologies that enable 

service providers to compete more effectively in a marketplace 

that is transitioning from yesterday's short-distance, voice servic- 

es co tomorrow's longer-distance, data-intensive services. Corvis 

is uniquely positioned to deliver these technologies. 

OUR VISION 

Our vision is clear. We believe chat optical technologies can 

provide higher capacity, lower-cost and more efficient commu- 

nication networks. This vision has been shared by engineers 

and scientists for many years. In fact, Alexander Graham Bell 

is said to have considered optical communications more than 

a century ago, buc he discarded it in favor of electrical com- 

munications because optics technologies were not yet feasible. 

But now, all-optical necworks are feasible and we see the 

dawn of a new era in communications. We  see the power 

of light- transporting information over thousands of miles, 

uninhibited by the electrical equipment that has congested 

communication necworks in the past. We see our customers 

deploying necworks that eliminate excess equipmenc, 

enabling them to deliver innovacive services at  a fraction of 

today's costs. 

THE CUSTOMERS' NEED 

In the early 19905, I ,  along with many dedicated engineers and 

scientists in the industry, developed the first commercial dense 

wavelength division multiplexing (DWDM) systems, which 

began to deliver on [he promise of optical technology. DWDM 

systems allow inforniation to be transmitted using multiple col- 

ors of light on a single fiber becween electrical switches in a net- 

work. DWDM systems dramatically increased the transmission 

capacity and lowered [he cost of communications at a time when 

data-intensive applications and the Internet were just taking off. 

However, D W D M  systems only began to address the chal- 

lenges faced by the industry. These DWDM systems were 

designed for voice traffic, cransmitting information up to 360 

miles. While these systems were a significant improvement, 

che growth in the demand for capacity is driven by data traffic, 

which researchers indicate must be transmitted in excess of 

1,400 miles on average through the networks and across mul- 

tiple fiber links. As a result, service providers were forced to 

install systems that require excess signal processing equipment 

to accommodace the long-distance requirements of chese new 

data demands. 

In addition, because long-distance daca traffic has to travel 

over multiple links, it became necessary for service providers to 

install excess electrical signal processing equipmenc and electri- 

cal switches merely to allow data traffic to continue onto the 

next link. The burden of operationally supporting all of this 

excess equipment in the network has made it difficult for service 

providers to scale their necworks to meet the growing demand 

for longer distance dam services. 

THE TECHNOLOGY 

We started Corvis with our vision that optical technology 

could be used to eliminate chis excess equipment from com- 

munication networks. Our customers would then be able to 

provide cost-effective, innovative services required for data- 

intensive applications and grow their networks and business 

unencumbered by the electrical legacy of voice traffic net- 

works. To accommodate daca traffic in the network without 

excess equipment, ultra-long-distance all-optical cransmission 

was required. Also, to accommodace the flow of data traffic 

across multiple fiber links, all-optical switching had to replace 



"THE A L L - O P T I C A L  N E T W O R K  I S  N O T  MERELY A N  I M P R O V E M E N T  O V E R  

E L E C T R I C A L  N E T W O R K S ,  B U T  A  C O N V E R G E N C E  O F  N E X T - G E N E R A T I O N  

T E C H N O L O G I E S  T H A T  E N A B L E  N E T W O R K I N G  T O  B E  V I E W E D  I N  A N  

ENTIRELY N E W  L I G H T .  '' 

electrical switching and be incegratecl with the transmission 

equipment. In  addicion, it was necessary to provide an inte- 

grated network management syscem thac could control and 

configure the network in a flexible manner. In  summary, we 

aimed to p u t  together the technology that  would make the 

vision of an intelligent, all-optical network a reality. 

After three years of incredibly hard work by a dedicaced team 

of talented people, Corvis has delivered the world's first com- 

mercial all-optical necwork, the CorWave O N ,  and now stands 

alone as the only company offering networks designed for the  

communication industry's present and  future traffic demands. 

W e  believe, and ochers are beginning co recognize, that  

D W D M  was just the beginning of the  optical communicacions 

era and that  electrical networks pacched together with D W D M  

systems are vestiges of  the past. 

The  all-optical network is noc merely an improvement over 

electrical networks, bu t  a convergence of next-generacion cech- 

nologies that  enable networking to  be viewed in an entirely 

new light. O u r  all-optical switch noc only eliminates excess 

electrical signal processing and switching equipment from the 

network, buc also provides far greater switching capacities. In  

doing so, the all-optical switch consumes only a fraction of che 

electrical power, real estate and  overall operational budget  

consumed by electrical switches. O u r  optical network gate- 

ways, optical amplifiers and optical addldrop n~ulciplexers 

allow l ight  to travel nluch longer distances a t  higher capacities 

and lower costs. These technologies also eliminate excess 

equipment and its associated operational costs from our cus- 

tomers' networks and enables them to  tailor their network 

capacity to their service demands. In  addition, our network 

management software enables o u r  customers to  provision 

services rapidly without  costly, time-consuming installacion 

trips for excess equipment.  

THE F U T U R E  

The  future is bright for technologies such as ours, thac make 

communicacions networks more efficient, scalable and cost- 

effective. Recently, we announced two new product lines, the 

CorWave LR and CorWave XLIXF, that  have been designed to 

provide high capacicy transmission and eliminate excess equip- 

ment  in regional necworks. 

W e  believe we  are the only company offering a full suite of 

optical networking products designed for the present and 

future traffic patterns of our customers. In  addition, we plan to  

continue to enhance our current product  lines, as well as expand 

our product offering. 

In  the near term, we see the growth of service provider 

spending slowing and competition among service providers 

intensifying. W e  believe Corvis is well-positioned with prod- 

ucts that  enable our customers to  compete by delivering inno- 

vacive services cost-effectively and  efficiently. 

I n  looking back a t  2000,  we express our  sincere thanks to 

our  customers, our  shareholders, our  suppliers and our  employ- 

ees for contr ibuting to a successful year. Your commitment and  

support  have brought our vision to  a commercial reality. 

T h e  year 2 0 0 1  should prove to be another exciting year for 

Corvis and the communicacions industry. W e  look fonvard to 

sharing o u r  progress with you over che next year. 

DAVID R. HUEIER 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 
MARCH 30,2001 







THE CORWAVE O N  IS A FULLY-INTEGRATED SUITE O F  O P T I C A L  N E T W O R K I N G  P R O D -  

UCTS THAT ENABLE SERVICE PROVIDERS TO B U I L D  INTELLIGENT, ALL-OPTICAL 

MESH NETWORKS. THE DIAGRAM TO THE RIGHT ILLUSTRATES HOW INFORMATION 

CAN BE  TRANSMITTED FROM L O S  ANGELES THROUGH DENVER TO CHICAGO USING 

C O R V I S '  C O R W A V E  O N  PRODUCTS. THE CDRWAVE O N  SUITE INCLUDES OPT ICAL  

NETWORK GATEWAYS,  O P T I C A L  AMPL IF IERS,  O P T I C A L  A D D / D R O P  MULTIPLEXERS 

A N D  O P T I C A L  SWITCHES,  WHICH ARE INTEGRATED WITH THE C O R M A N A G E R  

NETWORK M A N A G E M E N T  SYSTEM A N D  CAN BE  DEPLOYED WITH OUR OPT ICAL  

P R O T E C T O R .  

OPTICAL NETWORK GATEWAY (0  N G )  
Like a highway's on and off ramps, the Optical Network Gateway provides access co an all-opcical network. The 
Opcical Network Gateway currently provides up to 400 gigabits per second in each direction chat can be trans- 
mitted up to 3,200 kilometers, or approximately 2,000 miles, without electronic regeneracion over diverse fiber 
types. Capacity can be added incrementally by inserting transmitters and receivers into the Opcical Network 
Gateway. Our  Opcical Network Gateway can be integrated with our Optical AddJDrop Multiplexers and Optical 
Switches, which can provide flexible traffic management, high network efficiency and rapid restoration of services. 

OPTICAL AMPLIFIER ( O A )  
The Optical Amplifier employs various amplification technologies to support high-capacity, ultra-long trans- 
mission over diverse fiber types. Our  Raman amplification technologies enable us to tailor our amplifiers to our 
customer's fiber plant and establish ultra-long transmission paths through the network. Our Optical Amplifiers 
currently support up  to 400 gigabits per second in each direction and transmission distances of up to 3,200 
kilometers, or approximately 2,000 miles, without electrical regeneracion. 

OPTICAL ADD/DROP MULTIPLEXER ( O A D M )  
The Optical AddlDrop Multiplexer enables traffic to enter and exit the network at a necwork intersection with- 
out requiring an optical-to-electrical-to-optical conversion of all traffic parsing through the intersection. The 
Optical AddlDrop Multiplexer can be integrated with the Optical Network Gateway to allow traffic to enter or 
exit the network, up to the full capacity of each fiber in each direction, at each network intersection. 

OPTICAL SWITCH (0s )  
The Optical Switch functions like a highway's cloverleaf, enabling traffic to move between highways without 
exiting, The Optical Switch provisions routes and optically switches up to 2.4 terabits per second of traffic 
between fibers co provision services, reconfigure the necwork and restore services. The Oprical Switch optically 
interconnects multiple fibers to switch traffic between one or more fibers entirely in the optical domain. In 
addition, the Opcical Switch can be integrated with the Optical Network Gateway to allow traffic to enter or 
exit the fibers. 

OPTICAL PROTECTOR ( O P )  
--.- The Optical Protector provides optical layer protection and restoration to ensure network reliability against 

&!+$~6? 
**a* .y5 major failures such as fiber cuts and equipment failures. The Optical Protector meets the industry benchmark 

of 50 milliseconds protection switch time to ensure carrier-grade performance. The Optical Protector also pro- 
vides bit rate-transparent and protocol-independent open interfaces, which support 2.5 and 10 gigabits per sec- 
ond applications, and SONETISDH, Ethernet, IP and ATM protocol applications. The Opcical Protector can be 
deployed wich CorWave O N ,  CorWave LR, CorWave XLIXF systems, as well as inceroperace wich existing ven- 
dor equipment deployed in a service provider's network. 







CURMANAGER NETWORK 
MANAGEMENT SYSTEM 
The CorManager Network ~Managemenc 
System includes four applications-Corvis 
Wave Planner, Corvis Provisioning Tool, 
Corvis Network Manager, Corvis Element 
Interface- that help service providers effi- 
ciently and quickly plan, provision and 
manage their network traffic. By incegrat- 
ing its hardware and software designs, 
Corvis gives service providers the ability to 
provision services with the "point and 
click" of a mouse, as opposed to taking 
many months to plan and install addicion- 
al equipment in the network. 

CURVIS WAVE PLANNER 
( C W P )  
The Corvis Wave Planner enables service 
providers to plan the deployment of crans- 
mission and switching equipment in the 
network using current and future traffic 
patterns. In addition, service providers can 
evaluate and plan the redeployment of 
deployed network capacity to meet evolv- 
ing capacity demands in the network. 

C U R V I ~  PROVISIONING TOOL 

( C P T )  
The Corvis Provisioning Tool enables serv- 
ice providers to verify their network config- 
uration and to provision their network 
traffic with a "point and click" of a mouse. 

CURVIS NETWORK MANAGER 
( C N M )  
The Cotvis Network Manager enables a 
comprehensive view of the network, as well 
as fault, configuration, performance and 
security management in the network. 

CORWAVE L R  

The CorWave LR system provides up 
to 3.2 terabits per second in each direc- 
tion chat can be transmitted up to 2,000 
kilometers, or approximately 1,240 
miles, without electrical regeneration 
over diverse fiber types. Capacity can be 
added incrementally by inserting trans- 
mitters and receivers into the system. 
The CorWave LR system provides for 
transmission of 320 10 gigabits per sec- 
ond channels in each direction. 

CORWAVE XL/XF 
The CorWave XLIXF system provides up 
to 800 gigabits per second in each direc- 
tion that can be transmitted up to 350 
kilometers, or approximately 220 miles, 
without the use of in-line amplification 
equipment (i.e., repeaterless). Capacity 
can be added incrementally by inserting 
transmitters and receivers into the system. 

CURVIS ELEMENT INTERFACE 
( C E I )  
The Corvis Element Interface provides 
detailed views of the Corvis products 
either using the Corvis Necwork Manager 
or by direct access to the Corvis product. 





I - i ~  Y E A R  zouo WAS EXI-~ILAH,CI.I~*'G F.OS COHVIS CORPOR,~TION as we worked 

CORVIS 

SWITCHING 

PRODUCTS 

CUSTOMER 

SATISFACTION IS 

AN IMPERATIVE 

AT CORVIS 

with Broadwing Communications to enable the world's first commercial all-optical network. The 

Austin-based company deployed our full suite of CorWave products, including the first commer- 

cially available all-optical switch. During 2000,  Broadwing signed a $200-million, two-year 

agreement with Corvis. Employees of Corvis who designed, built and deployed products co 

Broadwing were particularly excited to witness the debut of all-optical switching products: 

COR:.JIS OPTICAL SWITCH: In the simplest cerms, the all-optical switch provides higher 

capaciry switching at  a lower cost than eleccrical swicches. The Corvis Optical Swicch directs opti- 

cal signals among fibers withouc performing electrical conversions, thereby eliminating excess 

electrical signal processing and switching equipment, while providing unmatched flexibility for 

addressing a wide range of traffic requiremencs. The  Corvis Optical Switch not only outperforms 

electrical switches in terms of capacity, but: also consumes only a fraction of the electrical power, 

real estate and overall operational budget dedicated to electrical swicches. 

CCIRVIS PTICAL AD D:DROP MULTIPLEXER: The Corvis Optical AddIDrop Multiplexer, 

o r  O A D M  as i t  is called, allows optical signals to  be selectively added and dropped without con- 

verting every optical signal into an electrical signal. The  O A D M  accommodates local and long- 

distance traffic, rapid service provisioning and reduced costs, thereby enhancing the flexibility of 

the network. 

According to Kristine Boschert, Vice President, Customer Satisfaction, keeping a customer satis- 

fied means providing fast and efficient quality service. Kristine has built a team that is focused on 

eliminating both the frustration and omissions she experienced at  her previous job as a buyer of 

network equipment. She knows from personal experience: "Customer satisfaction and customer 

service go hand in hand." So, itS not unusual for Kristine to pull together within minutes individ- 

uals of all levels to find a solution t o  a customer's particular needs. 

OUR GOAL AT CORVIS IS TO PROVIDE THE CUSTOMER 

W I T H  SUPERIOR SERVICE. WE HAVE DEDICATED TEAMS 

THAT PROVIDE KNOWLEDGEABLE, TAILORED AND 

RESPONSIVE SERVICE TO EACH CUSTOMER TO 

ACHIEVE THIS GOAL." 

KRISTINE M. BOSCHERT 
V I C E  P R E S I D E N T ,  C U S T O M E R  S A T I S F A C T I O N  



The Coruis CorMa?~uger 

sofiuare team tuorks 

closely with mstomrrs to 

efficiently plan a d  

tmnage their nettr~orh. 



THE BOTTOM L I N E  "Corvis' 

industq 

switch 1. 

ro become che first provider to actually 

switch light and create the first generation of lighmave services to our 

customers," says Rick Ellenberger, Broadwing President and CEO, 

"Corvis provides a best-of-breed solution that enables carriers to build 

the next-generation of broadband networks that delivers speed and 

capacity in the most cost-effective manner." 

Coruis turn assists it! 
the deploymettt of the 
all-optical switch. 

2000 2001 2002 2003 2004 

S O U R C E :  RHK, Ocr. 2000 





THE CORVIS EXPERI 

IT 'S IMPORTANT T O  

COMPANY THAT CAR 

ENCE HAS BEEN GREAT. 

ME TO WORK FOR A HIGH-TEE 

ES ABOUT QUALITY." 

CORVIS PRODUCTS 

PROVIDE WHAT 

CUSTOMERS 

NEED MOST 

N EXCITING OPPORTUNITY FOR C O R V I S  has been to work with Williams 

Communications, a leader in providing broadband services. The Tulsa-based telecorn provider 

completed its 33,000-mile U S .  network in 2000 and is looking to Corvis to add capacity 

cost-effectively. 

CORVIS 

TRANSPORT 

PRODUCTS 

In January 2001, Williams completed an extensive field trial of Corvis' products and extended 

its contract with the company to a multi-year, $300-million agreement. The field trial included 

the industry's longest all-optical transmission on a terrestrial necwork traveling over 3,800 miles, 

or 6,400 kilometers, which is more than the distance from Boston to San Diego. 

"The deployment of Corvis' all-optical technology will reduce our time-to-market in offering 

new optical services to our customers and allow them to reap the benefits of revolutionary tech- 

nology without significant capital expense," says Jeff Storey, Senior Vice President and Chief 

Operations Officer for Williams Communications' network unit. 

Ultra-long-haul transport is important to telecom providers like Williams because roughly SO 

percent of all network traffic is sent over long distances. Corvis' ultra-long-haul transport prod- 

ucts include the Optical Network Gateway and Optical Amplifier: 

C o  RVI s PTICAL NETWORK GATEWAY: This product provides access to an all-optical net- 

work from other networks. The Optical Network Gateway currently provides up to 400 gigabits 

per second in each direction that can be transmitted up to 3,200 kilometers without electronic 

regeneration over diverse fiber types. Our Optical Network Gateway can be integrated with our 

Optical Add/Drop Multiplexer and Optical Switch to provide flexible access to the network. 

co RVIS o PTICAL AMPLIFIER : This product supports error-free transmission up to 3,200 

kilometers, without electronic regeneration over a variety of fiber types. The Corvis Optical 

Amplifiers employ Raman amplification technology that allows them to be tailored to a cus- 

tomer's fiber plant to enable ultra-long distance transmission in their network. 



Corui~ tech71icimr are 

!ruined to rapidly 

deploy Coruir soIr/tions. 

THE BOTTOM LINE "We are committed to finding . technologies, .. such as the Corvis 
. . 

equipment, chat assure our customers the same high level of 

network reliability they have come to expect from Williams," 

says Jeff Storey. 

T H E  N O R T H  A M E R I C A N  O P T I C A L  T R A N S P O R T  

E Q U I P M E N T  M A R K E T  

-- 2000 Z O O ~  20112 2003 2004 - 

S O  u R c E : RHK, Ocl 2000 







" I  JOINED CORVlS BECAUSE 1 WAS VERY IMPRESSED 

WITH CORVIS' TECHNICAL VISION AND FELT LIKE 

I WOULD BE PARTICIPATING IN THE INFORMATION 

REVOLUTION. WE'RE WORKING ON CONCEPTS TO 

MAKE BANDWIDTH ALMOST INFINITE." 

D R .  STEPHEN GRUBB 

C O R V l S  P R O D U C T S  

A R E  B A S E D  O N  

EXTENSIVE R & D  

CORVIS E X T E N D S  

N EXT-GENERATION 

OPTICAL  NETWORKING 

leader in broadband Internet communications. In 2000, Qwest signed a $150-million, multi-year 

agreement with Corvis for next-generation transmission equipment. 

Customers like Qwest are relying on companies like Corvis to develop leading-edge, next genera- 

tion technologies to build more efficient networks. Therefore, research and development is criti- 

cal. Corvis has 484 people working in research and development. Many are recognized leaders in 

cheir fields; many have Ph.Ds. The company has R&D facilities in Columbia, Maryland, as well as 

in Lannion, France, and Quebec, Canada. 

"Although we are researchers working on cutting-edge technologies, we always think of ourselves 

as engineers," says Dr. Stephen Grubb, "That title implies executing and ensuring that products 

get to market quickly." 

Such was the case with the CorWave ON all-optical products that Corvis deployed Iasc year. "It 

went from a concept prototype to a new architecture commercially deployed in a national network 

in less than two years --lightning speed," Stephen says. 

Corvis will continue to invest in market-driven R&D initiatives to expand the CorWave product 

family. Recently, we announced two new product lines, the CorWave LR and the CorWave 

XLIXF, that have been designed to provide high-capacity transmission and eliminate excess signal 

processing equipment in regional networks. 

The CorWave LR system provides up to 3.2 terabits per second in each direccion that can be 

transmitted up to 2,000 kilometers withouc electrical regeneration over diverse fiber types. 

The CorWave LR system provides for 10  gigabits per second transmission of 320 channels in 

each direction. 

Our CorWave XL products for terrestrial links and CorWave XF products for undersea festoon 

links will enable service providers to deploy high-capacity, repeaterless systems that address a 

broader range of applications in existing networks and to develop new market opportunities. The 

CorWave XLIXF products will enable service providers to transmit up to 800  gigabits per sec- 

ond in each direction for distances up co 350 kilometers without the use of in-line amplification 





equi 

as a repeaterless link). The  elimi- 

nation of in-line amplification equipment in 

regional networks cucs operational costs dramatically, speeds regional 

network deployment and helps service providers to generate revenue 

more rapidly. 

THE BOTTOM LINE "Corvis is a good fit for us because their optical equipment will help 

us meet our  customers' demands," said Mike Perusse, Qwesc's Senior 

Vice President of Network Engineering. "Corvis' unique combinacion of 

scalability and fonvard-looking, all-optical architecture will supporc Qwest's 

cost-effective network and help meet the strong demand for broadband 

applications and services." 

I N T E R N E T  B A C K B O N E  T R A F F I C  

S O U R C E :  RHR 

C O J Y I ~ J  has saccessfirlly scded 
the corupany to deploy corriplete 
tratiotjtuide nrtluorks. 
v 



C O R V I S  L E A D E R S H I P  

FFICERS KEY MANAGERS R E S E A R C H  & 
DEVELOPMENT 

M I C H A E L  L. B O R T Z .  P H . D .  

Execucive Engineer 
D A V I D  R. H U B E R ,  P H . D .  

Chairman of che Board, 
Presidenc and Chief Executive Officer 

M I C H A E L  C.  A N T O N E  

Senior Vice President, 
Intel lect~~al  Propercy Counsel 

THOMAS J. C U L L E N ,  P H . D  

Executive Engineer T E R E N C E  F. UNTER, P H . D  

Chief Operating Officer 

MI31!3E A. A U G I S  

Senior Vice President, 
Business Developrnenc and Marketing T H I E R R Y  G E O R G E S ,  P H . D .  

Senior Vice President, Technology ANNE H. STUART 

Senior Vice President, 
Chief Financial Officer and Treasurer 

R I C H A R D  J. S A K O S H  

Senior Vice President, Global Sales 
Corvis Algety 

S T E P H E N  G. G R U B B ,  P H . D  

Executive Engineer K R I S T I N E  M.  B O S C H E R T  

Vice President, Cuscorner Sacisfaccion 
K I M  D. L A R S E N  

Senior Vice Presidenc, 
General Counsel and Secretary A L l S T A l R  J. P R I C E  

Executive Engineer G H A Z i  M .  C H A O U I ,  P H . D .  

Vice Presidenc, Manufacturing 
R O B E R T  L. R I C H M O N D  

Senior Vice Presidenc, 
Hardware Engineering 

T I M O T H Y  C. D E C  

Vice President, Chief Accounting Officer 
and Corporate Controller 

A D E L  A.  M .  S A L E H ,  P H . D .  

Vice President and 
Chief Necwork Architect 

JERO~ME FAUL 
Vice Presidenc, 
Business Developrnenc and 
Managing Direccor, 
Corvis Algecy 

D A V I D  R .  HUBER, P H . D .  

Cllairman of the Board, 
Presidenc and Chief Executive Officer 

JANE M.  S I M M O N S ,  PH.D. 
Execucive Engineer 

DAVID F. SMITH 

Vice President, Hardware Engineering 
F R A N K  A. B O N S A L  

Direccor 
Parcner of New Enterprise Associates 

R A M A N  K A S H Y A P ,  P H .  D. 
Vice Presidenc, Corvis Canada 

A L B E R T  J. R I S D O R F E R  

Vice Presidenc. Human Resources 
T H O M A S  D.  S T E P H E N S  

Executive Engineer F R A N K  M. D R E N D E L  

Direccor 
Chairman and Chief Execucive Officer of 
CornrnScope, Inc. 

G I L  T A D M O R  

Vice President, Software Engineering 

JOSEPH R. H A R D I M A N  

Director 
formerly President and Chief Executive 
Officer of Nacional Association of 
Securities Dealers, Inc. and 
the Nasdaq Scock Market, Inc. 

RAYMOND Z A N O N I ,  P H . D .  

Execucive Engineer 

U S S A M A  R. HASSANEIN, P H . D  

Director 
Managing General Parcner of 
Newbury Vencures 

D A V I D  S.  O R 0 5  

Direccor 
Chairman and Chief Execucive Officer of 
Aecher Syscems, Inc. 





Perind from I r n r  2, 1997 -- ..... ......... 
)>,or EnrM 
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(Amorrarr it, rhnasarrdt. u.srtpt per shore mno~rsrrJ (inception) m Dnernber 3 1 ,  December j I ,  Jouarrr~ I ,  December 30, 

S T A T E N E N T  O F  O P E R A T I O N S  D A T A :  1997 1998 2000 2000 

Revenue 

Cost of revenue 

Gross profit 

Operating expenses: 

Research and development, excluding 

equicy-based expense 

Sales and marketing, excluding equity-based expense 

General and administrative, excluding equity-based expense 

Equicy-based expense: 

Research and clevelopment 

Sales and marketing 

. General and administracive 

Amortization of intangible assets 

Purchased research and development 

Tocal operating expenses 

Operating loss 

Interest income (expense), nec 

Net  loss 

Basic and diluted net loss per common share 

Weighted average number of common shares outscanding 

Drceviber 3 1 ,  D m n i b w  3 I ,  Jnntroty I ,  D m m b c r  3 0, 

B A L A N C E  S l l E E T  D A T A :  1 9 9 7  1998  2 0 0 0 2 0 0 0  

Cash and cash equ~valents  $ 1,620 $ 4,041 S 244,597 $ 1,024,758 

W o r k ~ n g  capttal 1,552 (1,474) 236,839 1,172,040 

Tocal assets 2,652 8.488 307,279 2,381,836 
Notes payable and cap~cal lease o b l ~ ~ a c i o n s ,  net of current porclon - 5,800 38,771 45,909 

Total stockholders' equlty (defmc) 2,506 (2,968) 239,626 2,186,593 

C O M M O N  S T O C K  M A R K E T  D A T A :  

Price Range 

Fiscal Year 2000 Quarters High Low 

First - - 

Second - - 

Third $ 108.06 $ 61.05 

Fourth 70.56 19.50 



You should read the following discussion and analysis along with 
our consolidated financial statements and the notes to those srare- 
ments included elsewhere in this reoort. This discussion contains 
forward-looking statements chat involve risks and ~~ncertainties. 
Our actual results co~lld differ materially from those anticipated in 
the fonvard-looking statements as a result of various factors includ- 
ing the risks discussed in "Factors That  May Affecr Our  Future 
Results" below. 

We design, manufacture and market high performance optical 
communications systems that lower the overall cost of network 
ownership for service providers. O u r  all-optical products enable 
a fundamental shift in the design and efficiency of backbone ner- 
works by allowing for the transmission, switching and manage- 
ment of communications traffic entirely in the optical domain. 
Our  products enable the creation of all-optical backbone networks 
that support transmission over long distances and eliminate the 
need for expensive and bandwidth-limiting electrical regeneration 
and switching equipment. 

From our inception on June 2, 1997 until July 2000, we were 
a development stage company. Our  operating activities consisted 
primarily of research and development, product design, manufac- 
turing and testing. We also recruited and trained our administm- 
rive, financial, marketing and customer support organization and 
established a direct sales force. 

We currently have three customers, Broadwing, Williams 
Communications and Qwest. During the first half of 2000, we 
shipped, installed and activated laboratory trial systems and field 
trial systems for both Broadwing and Williams Communications 
to allow for cuscomer testing and inspection. Jn July 2000, we 
successfully completed the Broadwing Communications field trial 
and Broadwing agreed to purchase $200 million of our products 
and services over a two-year period. Throughout the remainder of 
2000, we began the deployment of both transmission and switcli- 
ing equipment to Broadwing and built up finished goods inven- 
tory necessary to support customer orders in early 2001. 

In January 2001, the field trial system provided to Williams 
Communications was accepted and Williams Communications 
agreed to purchase up to $300 million of our products and services 
over a multi-year period. 

Qwest has agreed to purchase $1 50 million of our products, 
some of which are currently under development, over a nvo-year 
period beginning on the dace chat the producrs meet agreed-upon 
technical requirements. Qwest's purchase obligations are subject to 
our products being competitively priced and our ability to make 
products that meet agreed-upon technical requirements by the end 
of 2001. 

We are in discussions with other service providers to begin field 
trials and to purchase our products and services. 

REVENUE. Revenue from product sales is recognized upon exe- 
cution of a contract and the completion of all delivery obligations, 
provided thac there are no uncertainties regarding cuscomer 
acceptance and collectibilicy is deemed probable. If uncertainties 
exist, revenue is recognized when such uncertainties are resolved. 
Costs of revenues include the costs of manufacturing the Com- 
pany's products and other costs associated with warranty and other 

concmct~~al  obligations, inventory obsolescence costs and overhead 
related to the Company's manufacturing, engineering, finishing 
and installation operations. Warranty reserves are determined 
based upon actual warranty cost experience, estimates of compo- 
nent failure rates and management's industry experience. Due 
to our limited customer base, significant quarterly fluctuations in 
revenue may result. 

RESEARCH AND DEVELOPMENT, EXCLUDING 

EQUITY-BASED EXPENSE. Research and development, 
excluding equity-based expense consists primarily of salaries and 
related personnel costs, test and prototype expenses related to the 
design of our hardware and software products, laboracory units and 
facilities costs. All costs related to product development, both 
hardware and software, are recorded as expenses in the period in 
which they are incurred. Due to the timing and nature of the expenses 
associated with this process, significant quarterly fluctuations may 
result. We believe that research and development is critical in 
achieving current and future strategic product objectives. We expect 
thac research and development expenses will continue to increase 
in the future as we continue to enhance our existing products and 
explore new or complementary technologies, and pursue various 
cost reduction strategies. 

SALES AND MARKETING, EXCLUDING EQUITY- 

BASED EXPENSE. Sales and marketing, excluding equity- 
based expense consists primarily of salaries and related personnel 
coscs, laboratory trial systems provided to customers, trade shows, 
other marketing programs and travel expenses. We intend to con- 
tinue to adjust our sales operations in order to increase market 
awareness and acceptance of our products. We also expect to initi- 
ate additional marketing programs to support our current prod- 
ucts. Our  success depends on establishing and maintaining key 
customer relationships. In order to achieve this objective, we expect 
to expand our cuscomer service and support organization. We 
anticipate that our sales and marketing expenses will continue to 
increase in the future, but  at  lower rates than seen in prior periods. 

GENERAL AND ADMINISTRATIVE, EXCLUDING EQUITY- 

BASED EXPENSE. General and administrative, excluding 
equity-based expense consists primarily of salaries and related per- 
sonnel costs, information systems support, recruitment expenses 
and facility demands associated with establishing the proper 
infrastructure to support our organization. This infrastructure con- 
sists of executive, financial, legal, information systems and ocher 
administrative responsibilities. W e  anticipate thac these costs will 
continue to increase in the future, but at  lower rates than seen in 
prior periods. 

Since our inception, we have incurred significant losses, and as 
of December 30,  2000, we had an accumulated deficit of $374.8 
million. We do not expect to be cash flow positive before at  least 
2002. We have a lengthy sales cycle for our products and accord- 
ingly expect to incur significant research and development, sales 
and marketing and general and administrative expenses before we 
realize related revenue. As a result, we will need to generate sig- 
nificant revenue to achieve and maintain profitability. 

During 1999, we changed our accounting reporting period from 
a calendar year-end to a manufacturing 52- or 53-week fiscal year- 
end, ending on the Saturday closest to December 31  in each year. 



INTEREST INCOME (EXPENSE). NET. Interesc income, 

Year ended December 30, 2000 compared to year etzded 
Jauc~ary I ,  2000 

REVENUE. Revenue increased co $68.9 million for che fiscal 
year encled December 30, 2000 from zero for che liscal year ended 
Jan~inry 1, 2000. The increase in revenue is actribumble co che 
acceprance of a field crial syscem and che subsequenc sale of net- 
work 1i:~rdw:ire and sofcware to Broadwing under a $200 million 
two-year purchase agreemenc. 

ti RD ss PRO FIT. Costs of revenue consists of component coscs, 
direcc compensation coscs, warranty and ocher contractual obliga- 
tions, invencory obsolescence costs and overhead related co our 
man~ifacturing and engineering, finishing and inscallation opera- 
rims. Gross profic was $26.0 million for the year ended Decem- 
ber .30, 2000. Gross margin as a percentage of revenues was 37.7%. 

RESEARCH AND DEVELOPMENT. EXCLUDING 

EQIJITY-BASED EXPENSE. Researcli and development ex- 
penses, excluding equity-based expense, increased co $88.9 million 
for the year ended December 30, 2000 from $41.6 million for the 
year ended January 1, 2000. The increase in expenses was primari- 
ly accribucable co significant increases in headcounr and increased 
expenses associaced wich protocype development and laboracory 
macerials. 

B A S E D  EXPENSE. Sales and marketing expenses, excluding 
equity-based expense, increased co $30.9 million for the year 
encled December 30, 2000 from $3.4 million for the year ended 
January 1, 2000. The increase in expenses was primarily accribuca- 
ble to significant increases in headcount, increases in promocional 
and crade show activicies and expenses relaced co laboratory systems 
provided ro currenc and potencial cuscomers. 

GENERAL AND ADMINISTRATIVE. EXCLUDING 

E q i - l ~ T y - B n s ~ ~  EXPENSE. General and adminiscracive ex- 
penses increased co $31.1 million for the year ended December 30, 
2000 from $19.0 million for che year ended January 1, 2000. The 
increase in expenses was primarily actribucable to increases in 
salaries and related benefics due co the hiring of addicional person- 
nel and increased expenses incurred during the development of 
manufacturing processes. 

EQUITY-EASED EXPENSE. Equicy-based expense relaced to 
research and developmenc, sales and marketing and general and 
administracive funccions for che year ended December 30, 2000 
increased to $98.4 million from $5.0 million in the year ended 
January 1, 2000. The increase in equity-based compensation 
resulted from options granted with exercise prices below fair value 
ac the date of granc as well as expenses recognized upon the waiv- 
ing of cercain forfeiture provisions concained in warrancs granted 
to cercain cuscomers. 

AMDRTIZATION OF I N T A N G I ~ L E  ASSETS. Amortization 
of incangible assecs expenses increased co $46.7 million for che 
year ended December 30, 2000 from $0.2 million for [he year 
ended January 1, 2000. The increase was primarily accributable to 
[he amorcizarion of intangibles resulting From our recenc acquisi- 
tion of Algery Telecom S.A., which resulted in approximately 
$876.7 million in goodwill chac is being amortized over five years. 

nec of inceresc expense, increased co $28.6 million for the year 
ended December .30, 2000 from $2.1 million of net inceresr 
expense for clie year ended January 1, 2000. The increase was pri- 
marily attributable co higher invested cash balances from che pro- 
ceeds of che initial public offering and ocher privace placements, 
offset in parc by Interest incurred under various credic facilicies. 

Year e?zdedJa~zrmty 1,  2000 compared t o  year ended 
December j 1, 1998 

REVENUE. We recognized no revenue in either period. 

RESEARCH AND DEVELOPMENT. EXCLUDING 

EQUITY-BASED EXPENSE. Research and development 
expenses, exclucling equity-based expense, increased to $41.6 mil- 
lion for [he year ended January 1 ,  2000 from $15.7 million for the 
year ended December 31, 1998. The increase in expenses was pri- 
marily attributable co salaries and related benefits due to che hir- 
ing of addicional personnel, protorype and laboracory materials, 
facilities coscs and information syscems supporc costs. 

SALES AND MARKETING, EXCLUDING EQUITY- 

BAS ED EXPEN s E. Sales and marketing expenses, excluding 
equity-based expense, increased to $3.4 million for che year 
ended January 1, 2000 from $0.2 million for che year ended 
December 31, 1998. The increase in expenses was primarily actrib- 
utable to salaries and relaced benefics due to che hiring of addirion- 
a1 personnel, promotional and trade show expenses. 

GENERAL AND ADMINISTRATIVE, EXCLUDING 

EQ u ITY- B A s E D EXP EN s E. General and administrative ex- 
penses, excluding equicy-based expense, increased co $19.0 million 
for the year ended January 1, 2000 from $3.2 million for che year 
ended December 31, 1998. The increase in expenses was primarily 
actribucable co professional fees, personnel and relaced benefics 
due co the hiring of addicional personnel and information system 
support coscs. 

EQUITY-EASED EXPENSE. Equity-based expense related 
co research and developmenc and sales and marketing for the year 
ended January 1, 2000 increased to $5.0 million from zero in the 
year ended December 31, 1998. The increase in equity-based com- 
pensacion resulced from expenses recognized upon che waiving of 
cercain forfeiture provisions concained in warrancs granced to cer- 
cain cuscomers as well as options granced with exercise prices 
below fair value ac the dace of grant. 

AMORTIZATION OF INTANGIBLE ASSETS. Amorcizacion 
of intangible assecs expenses increased co $0.2 million for the year 
ended January 1, 2000 from zero for the year ended December 31, 
1998. The increase was primarily actribucable to amortization 
associaced wich our acquisition of Kromafibre, Inc. 

INTEREST INCOME (EXPENSE), NET. Interest expense, 
net of inceresr income, increased to $2.1 million for che year ended 
January 1, 2000 from $0.4 million for che year ended December 
31, 1998. Interest expense increased for the year ended January 1, 
2000 as a result of increased borrowings under new and exiscing 
credir facilities, offsec in parc by an increase in inceresc income 
primarily accribucable to proceeds from private placements. 



Since inception through December 30, 2000, we have financed our 
operations, capiral expenditures and working capital primarily 
through public and private sales of our capital stock, borrowings 
under credit and lease fac~licies and cash generated from opera- 
tions. At December 30 ,  2000, our cash and cash equivalents 
totaled $1,024.8 million. 

Net  cash used in operating activities was $235.0 million, 
$71.8 million and $16.2 million for the years ended December j 0 ,  
2000, January 1, 2000 and December 3 I ,  1998, respectively. 
Cash used in operating activities for the year ended December 30, 
2000 was primarily attributable to a net loss of $283.6 million 
and $195.4 million of inventory increases, partially offset by 
an increase in accounts payable of $79.7 million and non-cash 
expense icems including purchased research and development of 
$42.2 million and eq~~icy-based expense of $98.4 million. 

Net  cash used in invescing activities for the years ended Decem- 
ber 30, 2000, January 1,  2000 and December 31, 1998 was 
$68.2 million, $14.0 million ind  $1.7 million, respectively. The 
increase in net cash used in investing activities for the year ended 
December 30,  2000 was primarily attributable co purchases of 
manufacturing and test equipment, information systems equip- 
ment and office equipment, partially offset by cash acquired in the 
Algety purchase. We are currently expanding our production and 
research facilities and have executed agreements with our existing 
landlords to build-OLIC and improve additional facilities. 

N e t  cash provided by financing activities for the year ended 
December 30, 2000 was $1,084. j million, primarily actribucable 
to proceeds from our initial public offering and ocher private place- 
ments. Net  cash provided by financing activities for the year ended 
January 1, 2000 was $326.3 million, primarily attributable co pri- 
vate placements, and che issuance of notes payable, offsec in part 
by the paymenc of debt and an increase in restricted cash. Nec cash 
provided by financing activities for the year ended December 31,  
1998 was $20.4 million, primarily attributable to private place- 
ments and the proceeds from the issuance of notes payable. 

As of December 30, 2000, long-term restricted cash totaled 
$46.3 million, of which $43.5 million represents cash held as secu- 
rity under a note payable. This restriction will be released upon 
repayment of the note that is due in November 2002. In addition, 
as of December 30, 2000, we had outstanding irrevocable letters 
of credit aggregacing $2.8 million relating to lease obligations for 
various manufacturing and office facilities and ocher business 
arrangements. These letters of credit are collateralized by funds in 
our operating account. Various portions of the letters of credit 
expire at  the end of each respective lease term or agreement term. 

We continue to evaluate our need to acquire additional produc- 
tion and administrative facilities to accommodate our expanding 
operations. W e  expect our expenditures associated wich chis expan- 
sion to be significant over che next several years. In addition, we 
have purchased and hold certain critical components in anticipa- 
[ion of future orders. A significant price increase or a shorcage of 
chese p a r e  could adversely affect our liquidity, capital resources 
and results of operations. 

Due to competitive economic conditions pressures, we may be 
required to sell our product to future customers at  lower margins 
or be required co provide cuscomers with financing which could 
resulc in reduced gross margins, excended payment terms or 
delayed revenue recognition, all of which could have a negative 
impact on our liquidity, capital resources and results of operations. 

Our  liquidity will also be dependent on our ability co manufac- 
ture and sell our products. Changes in the riming and extent of 
the sale of our products will affect our liquidity, capital resources 
and results of ooerations. We currentlv have three cuscorners that 
could provide substantially all of our revenues for the near future. 

The loss of any of chese customers, any s~~bstantial  reduction 
in current or anticipated orders or an inability to attract new 
customers, could materially adversely affect our liquidicy and 
resulcs of operacions. We plan co diversify our customer base by 
seeking new customers both domestically and internationally. 

If cash on hand and cash generated from operations is insuffi- 
cienc to sacis6 our liquidity requiremencs, we may seek to sell 
addicional equity or debt securities. To the excent char we raise 
additional capital through the sale of ecl~lity or debt sec~~rities, the 
issuance O ~ S L I C ~  securities c o ~ ~ l d  r e s ~ ~ l t  in clil~~tion to OLK existing 
shareholders. If additional filncls are raised through the issuance of 
debt securities, the cerms of such clebc co~lld impose additional 
restrictions on our operations. Additional cnpical, if required, may 
noc be available on acceptable terms, or at all. If we are unable co 
obtain additional financing, we may be req~~i red  ro reduce the 
scope of our planned product clevelopnienr and sales and market- 
ing efforts, which could harm our business, financial conclition and 
operating results. Increasingly, as a r e s ~ ~ l t  of the financial demands 
of major network deployments, service providers are looking to 
their suppliers for financing assisrnnce. From rime to time, we may 
provide or commit to excend credic or credit support to our cus- 
tomers as we consider appropriate in che course of our business. 

ALGETY TELECOM S.A. 

On July 1, 2000, we acquired Algety Telecom S.A.. a French com- 
pany that develops and markets high capncity, high speed optical 
transmission equipment. Algety, based in Lannion, France, was 
formed in April 1999, and was a developmenc scage company with 
no revenue. 

At the initial closing on July 1, 2000, we delivered to the 
Algety shareholders 1,301,822 shares of our Series I convertible 
preferred stock, which converted into l j ,621,858 shares of com- 
mon stock upon the closing of our initial public offering. We also 
delivered 348,402 shares of Series I convertible preferred stock to 
our escrow agent to secure warranty claims, which con- 
verted into 4,180,824 shares of common stock upon the closing of 
our initial public offering. In addicion, we placed inco escrow 
2,275.032 shares of common stock chac will be released contin- . . 
genc upon satisfaction of certain minim~lm employment terms for 
certain Algecy employees. We inc~~rrecl approximately $1.0 mil- 
lion of transaction costs relating to [he rmnsaction. 

On November 3, 2000, consiscent wich che terms of the acqui- 
sicion agreement, the Company completed a second closing in 
which an additional 11,385,338 shares of common stock were 
delivered to the former Algety stockholders. Total value of all 
shares delivered in the first and second closings was $947.1 million. 

We have accounted for the acquisicion using the purchase 
method whereby the net cangible and identifiable intangible assets 
acquired and liabilities assumed are recognized ac their estimated 
fair market values at the dace of acquisition. The excess of the 
aggregate purchase price over the escimaced fair value of net assecs 
acquired of $876.7 million, based upon the purchase price alloca- 
tion, is being amortized on a straight-line basis over five years. 
In addition, $42.2 million of [he purchase price was allocated to 
in-process research and technology and was expensed immediately. 

On May 19, 2000, we acquired Baylight, a company that designs 
optical necwork access systems and subsystems. Baylight was 
formed in February 2000 and was a developmenc stage company 
with no revenue. In consideration for all of the outstanding shares 
of Baylight, we assumed $0.1 million of Baylighc liabilities and 
placed in escrow 2,400,012 shares of common stock for release 



over che term of three-year employmenc agreements with che for- 
mer Baylighc shareholders. W e  have acco~mced for the acq~~isicion 
using the purchase method. Accordingly, the operacing resulcs of 
Baylighc are included in our financial results from che dace of 
acquisicion. The allocation of che purchase price to che fair value of 
che assecs acquired and liabilicies assumed is based on an internal 
analysis of the fair value of che assets and liabilities of Daylight. 
The excess of the aggregace purchase price over the fair value of 
nec assets acquired of approximately $0.1 million is being amor- 
cized on a straight-line basis over five years. We are recognizing 
compensation expense over [he terms of the employmenc agree- 
mencs equal to che fair value of the shares co be issued. 

CORVIS CANADA, INC. 

O n  July 6, 1999, we purchased all of che oucscanding common 
scock of Corvis Canada, Inc., a Canadian company formerly known 
as Kromafibre, Inc., for 21 1,928 shares of Series D convertible pre- 
ferred scock valued ac approximacely $3 1.9 million. Corvis Canada 
develops fiber optic technology chac we use in some of our prod- 
ucts. We accounced for the acquisicion using the purchase mechod. 
Accordingly, the operating results of Corvis Canada have been 
included in our results since che dace of our acquisicion of Corvis 
Canada. We are amortizing che excess of the aggregate purchase 
price over che fair value of nec assecs acquired of approximacely 
$1.7 million on a straight-line basis over five years. 

In June 1998, the Financial Accouncing Scandards Board issued 
Scacemenc of Financial Accouncing Scandards No. I33  (SFAS 
No. 1 3 j), "Accouncing for Derivacive Instruments and Hedging 
Activicies." This Statement requires companies co record deriva- 
tives on the balance sheet as assets or liabilities, measured at  fair 
value. Gains or losses resulting from changes in the value of those 
derivatives would be accounced for depending on che use of che 
derivative and whether i t  qualifies for hedge accouncing. SFAS 
No. 133, as amended by SFAS No. 137, "Accouncing for Deriva- 
tive Inscrumencs and Hedging Activities - Deferral of the Effec- 
cive Date for SFAS No. 133,'' will be effeccive for our fiscal year 
ending December 29, 2001. W e  believe that che adopcion of 
SFAS No. 133 and SFAS No. 137 will not have a macerial effecc 
on our consolidated financial scacements. 

In September 2000, the Financial Accounting Scandards Board 
issued SFAS No. 140, 'Accouncing for che Transfers and Servicing 
of Financial Assecs and Extinguishments of Liabilities." SFAS 
No. 140 is effeccive for cransfers occurring after March 31, 2001 
and for disclosures relacing to the securitization cransaccions and 
collateral for fiscal years ending after December 15, 2000. We are 
reviewing the provisions of SFAS No. 140. 

O n  July 19, 2000, Ciena Corporacion ("Ciena") filed a lawsuit in 
che Uniced States Discrict Courc for rhe Districr of Delaware alleg- 
ing chat we are willfully infringing chree of Ciena's patents. Ciena 
is seeking injunctive relief, an unspecified amount of damages 
including treble damages, as well as costs of che lawsuit, including 
attorneys' fees. O n  September S, 2000, we filed an answer co che 
complaint, as well as councer-claims alleging, among ocher chings, 
invalidity and/or unenforceabilicy of che chree pacencs in question. 
O n  March 5, 2001, a motion was granted, allowing Ciena co 
amend ics complaint to include allegations chac we are willfully 
infringing cwo additional pacencs. A crial date has been sec for 
April 1, 2002. We are currently in the discovery phase of che liti- 

gation. We intend co defend ourselves vigorously against these 
claims and we believe that we will prevail in this licigacion. An 
adverse determinacion in, or settlemenc of, the Ciena licigacion 
could involve che paymenc of significant amounts by us, or could 
include cerms in adclicion co payments, such as a redesign of some 
of our produccs, which could have a macerial adverse effecc on our 
business, financial condition and resulcs of operacions. If we are 
req~lired to redesign our products, we have to scop selling our cur- 
renr products until [hey have been redesigned. We believe chat 
defense of the lawsuit may be coscly and may divert che rime and 
actention of some members of our management. 

We have incurred significant net losses since incepcion. As of 
December 30. 2000, we had an accumulated deficic of S374.S mil- 
lion. We cannoc be cercain chac we will achieve or ma~ncain prof- 
itability. We have large fixed expenses and expect to c o n t i n ~ ~ e  co 
incur significant and increasing manufacturing, research and devel- 
opment, sales and marketing, adminiscracive and other expenses in 
connection with che continued develooment and ex~ansion of our 
business. As a resulc, we will need to generace significant revenue 
co achieve and maincain profitability. We do nor expect to be cash 
flow posicive before at  least 2002. 

We were incorporated in June 1997 and began operations in 
August 1997. Because we have only recently begun commercial 
sales of our products, our revenue and profit potential is unproven 
and our limited operating hiscory makes it difficult for you to 
evaluate our business and prospeccs. Further, due to our limiced 
operacing history, we have difficulty accurately forecasting our rev- 
enue, and we have limiced historical financial daca upon which to 
base operacing expense budgecs. You should consider our business 
and prospeccs in light of che heighcened risks and unexpected 
expenses and problems we may face as a company in an early stage 
of development in a new and rapidly-evolving industry. 

Our  revenue and operacing resulcs will vary significantly from 
quarter co quarcer due to a number of factors, many of which are 
outside of our control and any of which may cause che price of our 
common scock co fluctuace. The primary factors thac may affecc US 

include the following: 

loss of cuscomers; 

fluctuation in demand for optical network products; 

che lengch and variability of the sales cycle for our products; 

che timing and size of sales of our produccs; 

9 our ability to attain and maintain produccion volumes and 
q ~ ~ a l i t y  levels for our produccs; 

our abilicy co obcain sufficient supplies of sole or limiced 
source components; 

0 changes in our pricing policies or [he pricing policies of our 
compecicors; 

increases in che prices of the components we purchase; 



new producc incroduccions and enhancemencs by our 
competitors and us; 

our abilicy co develop, introduce and ship new produccs 
and producc enhancements chat meec cuscorner requiremencs 
in a cimely manner; 

the riming and magnitude of prococype expenses; 

our abilicy co accracc and recain key personnel; 

our sales of common scock or ocher securicies in the fucure; 

coscs relaced co acquisicions of technology or businesses; and 

general economic conditions as well as chose specific co che 
communicacions, Incernec and related industries. 

Our  operating expenses are largely based on ancicipaced organi- 
zational growch and revenue [rends and a high percentage of our 
expenses are, and will concinue co be, fixed. As a result, a delay 
in generacing or recognizing revenue could cause significant varia- 
cions in our operacing resulcs from quarcer co quarcer and could 
resulc in subscancial operacing losses. Ic is possible chac in some 
future quarcers our operacing resulcs may be below the expecta- 
cions of analyscs and investors. In chis evenc, the price of our com- 
mon scock will likely decrease. 

The long and uurirrble sales cyclesfor ot/rpror(Ncts  nay came reventce 
m d  operttting restt/ts to vaty ~ i g n i f c a n t ~ o ~  parter to q~mrtei; which 
may adversely a f J t  the trading price of ortr common stock. 

Our  products are designed co enable all-optical transmission 
and swicching of daca craffic over long distances. W e  expect chat 
cuscorners who purchase our products will do so as part of a large- 
scale deploymenc of chese products across cheir networks. As a 
result, a cusromer's decision co purchase our all-optical necwork 
producrs will involve a signihcanr commirmenc of its resources. 
A lengchy testing and producc qualificacion process, a portion of 
which is funded by us, will precede any final decision co purchase 
our produccs. Throughouc chis sales and qualification cycle, we 
will spend considerable time and expense educating and providing 
informacion co prospeccive cuscorners about che uses and features 
of our produccs. 

The ciming of deployment of our produccs may vary widely and 
w ~ l l  depend on the specific network deployrnenc plan of [he cus- 
comer, che inscallacion skills of the customer, che complexity of che 
cuscomer's necwork environment and che degree of hardware and 
sofrware configurarion necessary. Customers wich subscancial or 
complex networks have traditionally expanded cheir necworks in 
large increments on a periodic basis. Accordingly, we may receive 
purchase orders for significant dollar amounts on an irregular and 
unpredictable basis. Because of our limiced operacing history and 
che nacure of our business, we cannoc predict che timing or size 
of chese sales and deploymenc cycles. Long sales cycles, as well as 
our expectation that customers will tend co place large orders spo- 
radically wich shorc lead times, may cause our revenue and results 
of operations to vary significantly and unexpectedly from quarcer 
co quarter. 

\fi c~crrently haw three c~rstorners uncl we expect tlmr ~~ds tant ia l ly  aN 
of our reuentre zuill Be generated from N linlited nrtmber ofc~/stomers. 

The cargec customers for our produccs are service providers chat 
operate backbone communicacions networks. There are only a 
limiced number of potential cuscomers in our cargec marker. We 
currently have chree cuscomers who have signed agreemencs co 
purchase our produccs. Each of chese agreemencs concains signifi- 
cant obligations, the breach of which could resulc in terminacion 
of che agreemenc. Our  agreemenc wich Qwesc Communicacions 
Corporation will cerrninace if, among ocher circurnscances, our 
produccs do noc meec che agreed cechnical specifications. W e  expect 
chac in che fucure subscancially all of our revenue will depend 
on sales of our optical necwork produccs co a limited number of 

pocencial cuscomers. The race ac which customers purchase producrs 
from us will depend, in part, on [he increasing demand for 
bandwidth by service providers' customers. Any failure of service 
providers co purchase produccs from us for any reason, including 
any downturn in cheir business, would seriously harm our business, 
financial condition and resulcs of operacions. 

Our fucure success depends upon che continued services of our 
execucive officers and ocher key engineering, manufaccuring, oper- 
acions, sales, marketing and support personnel who have cricical 
incluscry experience and relacionships char we rely on co implement 
our business plan. We do noc have key person life insurance poli- 
cies covering any of our employees. The loss of rhe services of any 
of our key employees, including Dr. David I-Iuber, our founder, 
President and Chief Execucive Officer, could delay the development 
and production of our products and negatively impacc our abilicy 
co maincain cuscomer relacionships, which would harm our busi- 
ness, financ~al condition and resulcs of operacions. 

\% do ,rot h u e  signcf;cnnt experience in in tenz~t ion~f  u~~rke ts  ond ~nny 
have ~ctrexpecte~l costs and d;ff;c~tlties in developing iinertmtioiml reuen/te. 

We plan co expand che markecing and sales of our produccs 
incernacionally. This expansion will require significant management 
accencion and financial resources co successfully develop incerna- 
rional sales and supporc channels. We have developed a sales and 
markecing scaff oucside of che Uniced Scaces. Incernacional opera- 
cions may be subjecc co cercain risks and challenges chac could 
harm our resulcs of operations, including: 

fluccuacions in exchange races; 

changes in regulacory requiremencs in che comrnunicacions 
industry; 
expenses associated wich developing and customizing our 
produccs for foreign countries; 

cariffs, quotas and ocher import rescriccions on 
comrnunicacions produccs; 

greacer dificulcy in accounts receivable colleccion and longer 
collection periods; 

d~fficulcies and costs of scaffing and managing foreign 
operations; 

reduced proceccion for intellectual property rights; 

pocencially adverse cax consequences; 

longer sales cycles for our produccs; 

compliance wich incernacional scandards char differ from 
domestic scandards; and 

political and economic inscabilicy. 

R I S K S  RELATED TO THE GROWTH 

OF O U R  INDUSTRY 

The market for dl-optical backbone network p,adrlcts is new rznd rtncer- 
tain and otcr Btcsiness will srghr i / i t  does not deuelop m we expect. 

Mosc service providers have made subscancial invescmencs in 
cheir currenc necwork infrascruccure, and they may elect co remain 
wich currenr necwork archiceccures or co adopc new archiceccures 
in limiced scages or over excended periods of time. A decision by a 
customer co purchase our all-optical produccs will involve a signif- 
icanc capital investment. We will need co convince chese service 
providers of che benefics of our all-optical necwork produccs for 
fucure necwork upgrades or expansions. We cannoc be cercain chac 
a viable marker for our produccs will develop or be suscainable. If 
chis markec does noc develop, or develops more slowly chan we 



expect, our business. financial condition and results of operations 
W O L I I ~  be seriously harmed. 

The rnnrket we serlJe is highly competitive and, as an early stage corn- 
p ~ n y ,  we ~nny no/ be nble to achieve or rr~uintnin profiability. 

Competition in the backbone network communications equip- 
ment market is intense. This market has historically been domi- 
nated by large companies, such as Alcatel, Ciena, Cisco Systems, 
Lucent Technologies, NEC and Nortel Networks. W e  may face 
competition from ocher large comm~~nicat ions companies who may 
enrer our marker. In addirion, a number of private companies have 
announced plans for new all-optical products co address the same 
network needs that our oroduccs address. Due to several factors 
including the lengthy sales cycle, testing and deployment process 
and manufacturing constraints associated with large-scale deploy- 
ments of our products, we may lose any advantage that we might 
have by being an early provider of all-optical network products 
prior to achieving market penetration. Many of our competitors 
have longer operating histories, greater name recognition, larger 
customer bases and greater financial, technical and sales and mar- 
keting resources than we do and may be able to undertake more 
extensive marketing efforts, adopt more aggressive pricing policies 
and provide more vendor financing chan we can. Moreover, our 
compecitors may foresee the course of market developments more 
accurately than we do and could develop new technologies that 
compete with our products or render our products obsolete. Due 
to the rapidly evolving markets in which we compete, additional 
compecitors with significant market presence and financial 
resources may enter our markecs, further incensihing competition. 

In order to compete effectively, we must deliver products that: 

provide extremely high reliability; 

increase network capability easily and efficiently with 
minimum disruption; 

operate with existing equipment and network designs; 

reduce the complexity of the network in which they are 
installed by decreasing the amount of equipment required; 

provide effective network management; 

reduce operating costs; and 

provide an overall cost-effective solution for service providers. 

In addition, we believe that a knowledge of the infrastructure 
req~~irements applicable to service providers, experience in work- 
ing with service providers to develop new services for their cus- 
tomers, and an ability to provide vendor financing are important 
competitive factors in our market. We have limited knowledge of 
service providers' infrastructure requirements and limited experi- 
ence in working with service providers to develop new services. 
We currently provide only a limited vendor-sponsored financing 
program. Many of our competitors, however, are able to offer more 
complete financing programs, which may influence prospective 
cuscomers to purchase from our compecitors rather chan from us. 

If we are unable to compete successfully against our current and 
future competitors, we may have difficulty obtaining customers, 
and we could experience price reductions, order cancellations, 
increased expenses and reduced gross margins, any one of which 
would harm our business, financial condition and results of 
operations. 

The cot~~m~twications inrl~~stry is snbject to govet~ir~~ent regdations which 
cotild h a m  o w  b~tsiness. 

The Federal Communications Commission, or FCC, has juris- 
diction over the entire communications industry and, as a result, 
our products and our customers' products, are subject to FCC rules 
and regulations. Current and future FCC rules and regulations 
affecting communications services, our products or our customers' 

businesses or products could negatively affect our business. In 
addition, international regulatory standards could impair our abil- 
ity to develop products for international service providers in the 
future. Delays caused by our compliance with regulatory require- 
ments could result in postponements or cancellations of product 
orders, which would harm our business, results of operations and 
financial condition. Further, we cannot be certain that we will be 
successf~~l in obtaining or maintaining any regulatory approvals 
that may, in the f u t ~ ~ r e ,  be required to operate our business. 

RISKS RELATED TO OUR PRODUCT 

MANUFACTURING 

\ve haue /inliter/ n ~ n n ~ ~ n c t ~ ~ r i n g  experience and ~~nprouen ~nnnfl /~ct~ring 
cnpabilities. If we are uwrrble to adjmt o w  rrrrmrl/~ctt~ring cnpnci/y in n 
timely vmnner or if we do no1 n ~ ~ ~ ~ a t e l y  project den~unrl, ILT will not 
orhieve or ~~~nintctin profirnltility. 

Our  f u t ~ ~ r e  operating results will depend on our ability to 
develop and manufacture our products cost-effectively. To do so, 
we will have to develop manufacturing processes chat will allow us 
to produce sufficient quantities of products at competitive prices. 
'We have limited manufacturing experience and have only ~ ~ s e d  our 
current facilities for limited quantities of commercial products. 
Furthermore, our current facilities may not be sufficient for pro- 
ducing the volume of products required on a timely basis by our 
customers. Due to the complexities of the optical product manu- 
facturing process, we may be unable to supplement our internal 
manufacturing capability by outsourcing manufacturing of our 
products to meet demand. 

If we are unable to adjust our manufacturing capacity in a timely 
manner or if we do not accurately project demand, we will have 
insufficient capacity or excess capacity, either of which will seriously 
harm our business. There are numerous risks associated wich 
adjusting our manufacturing capabilities, including the following: 

the inability to purchase and install the necessary 
manufacturing equipment; 

the scarcity and cost of manufacturing personnel; 

difficulties in achieving adequate yields from new 
manufacturing lines; and 

the scarcity and cost of certain components. 

Our  manufacturing facilities and related capital expenditures 
assume a level of customer orders that we may not realize or, if we 
do realize, may not be sustained over multiple quarters. If we do 
not receive anticipated levels of customer orders, our gross margins 
will decline and we will not be able to reduce our operating expen- 
ses quickly enough to prevent a decline in our operating results. 

\K me dependent on sole sol~rce rtnd lir~literl ~ o ~ ~ r c e  suppliers /or severrll 
key components. If we are unable to obtrrin there conzponents on a tinlely 
basis, we will be ~tnable to meet ortr c~~s/omers'prodr~ct delimy req~tire- 
ments, which wor~ld lmnn ortr br~siners. 

We currently ~urchase  several key components from single or 
limited sources. From time to time, there have been industry-wide 
shortages of some optical components due to rapidly increasing 
demand. For some of these components, there can be waiting 
periods of six months or more between placement of an order and 
receipt of the components. If any of our sole or limited source 
suppliers experiences capacity conscraincs, work stoppages or any 
other reduction or disruption in output, they may be unable to 
meet our delivery schedule. W e  currently have no long-term sup- 
ply concracts for certain of our key components. Our  suppliers 
may enter into exclusive arrangements wich our compecitors, be 
acquired by our competitors, stop selling their products or compo- 
nents to us at  commercially reasonable prices, refuse to sell their 
producrs or components to us at  any price or be unable to obtain 



or have difficulty obtaining components for cheir produccs from 
cheir suppliers, and we may be unable co develop alcernacive 
sources for the components. Even if alternate suppliers are avail- 
able to us, identifying them is often d i f f ic~~l t  ancl time consuming. 
If we do not receive critical components frorn our suppliers in a 
timely manner, we will be ~ ~ n a b l e  to manufacture our procluccs in 
a timely manner and would, therefore, be ~lnable to meet CLIS- 

corners' product delivery requiremencs. Any failure co meec a cus- 
comer's clelivery requirements co~~lc l  harm our reputation and 
decrease our sales, which woulcl harm our business, linancial con- 
dicion and results of operations. 

Some of our component suppliers are both our primary source 
for chose components and major compecltors in che market for 
cornm~inications equipment. For example, we buy some of O L I ~  key 
components frorn L ~ ~ c e n c  and Alcatel, each of which offers commu- 
nicacions systems and equipment chac compete wich our produccs. 
Our  business, financial condition and r e s ~ ~ l t s  of operations could be 
harmed if chese supply relacionships were to change in any manner 
adverse to us. 

RISKS RELATED TO OUR PRnDUCTS 

Optical products are complex and are designed co be deployed 
in large quantities across complex networks. Because of the nacure 
of the produccs, [hey can only be f~llly tested when completely 
deployed in large networks with high amouncs of craffic. Our  cus- 
tomers may discover errors or defects in the hardware or the soft- 
ware, or our products may not operate as expected, afcer chey 
have been fully deployed. If we are ~ ~ n a b l e  to fix defeccs or other 
problems that may be identified in f ~ ~ l l  deployment, we would 
experience: 

9 loss of, or delay in, revenue and loss of markec share; 

loss of existing cuscomers; 

failure to attract new cuscomers or achieve market accepcance; 

diversion of developmenc resources; 

increased service and warranty coscs; 

legal actions by our cuscomers; and 

increased insurance costs. 

The occurrence of any of these problems would seriously harm 
our business, financial condition and resulcs of operacions. Defects, 
integration issues or other performance problems in our products 
could result in financial or other damages to our customers or 
could negatively affect market acceptance for our produccs. Our  
customers could also seek damages for losses from us, which, if 
they were successful, would seriously harm our business, financial 
condition and results of operacions. A product liability claim 
broughc against us, even if unsuccessful, would likely be time con- 
suming and costly and would put a strain on our management 
and resources. 

Our br/siness will srfler i /  we do 1101 respo~d rapidly to technologird 
chonges. 

The market for backbone network communications equipment 
is characterized by rapid technological change, frequent new prod- 
ucc introductions and changes in cuscomer requirements. We may 
be unable to respond quickly or effectively to these developments. 
We may experience design, manufacturing, marketing and ocher 
difficulties that could delay or prevenc our development, introduc- 
tion or marketing of new products and enhancements. The intro- 

duction of new products by competitors, market acceptance of 
produccs based on new or alcernacive cechnologies or the emer- 
gence of new inclusrry scandards could render our existing or 
future products obsolete, which would harm our business, financial 
condition and results of operacions. 

In developing our products, we have made, and will continue to 
make, assumptions about the induscry scanclarcls rhar may be 
adopted by our competitors and potential customers. If rhe stan- 
dards adopced are different from those which we have chosen to 
support, markec nccepcance of our products may be signific;~ntly 
reduced or delayed and our business will be seriously harmed. In 
addition, the introduction of produccs incorporacing new technolo- 
gies and the emergence of new industry standards c o ~ ~ l d  render our 
existing produccs obsolete. In order ro introduce products incorpo- 
racing new tecl~nologies and new industry standards, we must be 
able to gain access to che lacest cechnologies of our suppliers, ocher 
necwork vendors and our potential customers. Any 'lilure to gain 
access co the latesc technologies would seriously harm our busi- 
ness, financial condition and resulcs of operations. 

Cuscomers may require product features and capabilit~es chac 
our current products do not have. To achieve marker acceptance 
for our produccs, we must anticipate and adapt to customer 
requirements and offer products and services thac meet customer 
demands. Our  failure to develop products or offer services that sac- 
isfy customer requirements would seriously harm our business, 
financial condition and results of operations. 

We intend to continue co invest in product and technology 
development. The development of new or enhanced produccs is a 
complex and uncertain process that requires the accurate ancicipa- 
tion of technological and market trends. We may experience 
design, manufacturing, marketing and other difficulties that could 
delay or prevent the development, introduction or marketing of 
new products and enhancemencs. The introduction of new or 
enhanced products also requires that we manage the transition 
from older to newer produccs in order to minimize disruption in 
customer ordering patterns and ensure that adequate supplies of 
new products can be delivered to meet anticipated customer 
demand. Our  inability to effectively manage this transition would 
harm our business, financial condition and results of operacions. 

Our h//siness will be aducrsely rrffected i /m  are //noble to protect o//r 
htel/ect~/al property righis from third-party challenges. = 

W e  rely on a combination of parent, copyright, trademark and 
trade secret laws and restrictions on disclosure to proeecc our intel- 
lectual property rights. We also enter into confidentiality or 
license agreements with our employees, consulcancs and corporare 
parcners and control access to and distribution of our software, 
documentation and other proprietary information. Despite our 
efforts to procect our proprietary rights, unauthorized parties may 
attempt to copy or ocherwise obtain and use our products or tech- 
nology. Monitoring unauthorized use of our technology is difficult, 
and we cannot be certain that the steps we have taken will prevent 
unauthorized use of our technology, particularly in foreign coun- 
tries where the laws may not protect our proprietary rights as fully 
as in che United Scares. 

w/p are inuolucd in an inteflectrrrrlproperry dispt/te rind in thefiitltre 
we t11ay beconre inuolued in similar disprrtes, which cortlrl srlbjec! I ~ J  to sig- 
niJcunr liability, diuert the time crnd attention of olrr nmzctge~i/ent and 
preuent us fronr selling orcr prodtrcts. 

O n  July 19, 2000, Ciena filed a lawsuic in the Uniced Scares 
District Courc for the District of Delaware alleging that we are 
willfully infringing three of Ciena's patents. Ciena is seeking 



injunctive relief, an unspecified amounc of damages inclucling 
creble damages, as well as costs of che lawsuit including attorneys' 
fees. We intend to defend ourselves vigorously against these claims 
and we believe that we will prevail in chis licigacion. However, 
chere can be no assurance thac we will be successf~~l in [he defense 
of clie licigacion, ancl an adverse decerminarion in che licigution 
c o ~ ~ l d  resulc from a finding of infringemenc of only one claim of a 
single pacenc. An adverse determination in, or setclement of, the 
Ciena licigacion could involve che paymenc of signilicant amounts 
by us. or could include terms in aclclicinn to payments, such as a 
redesign of some of our produccs, which co~~lc l  have a marerial 
adverse effect on our business, financial conclicion and resulcs of 
operations. We expecc thac defense of clie Iawsuic will be costly 
lind will diverc the time ancl attention of some members of our 
management. Further, Ciena and other compecicors may use [lie 
existence of the Ciena lawsuit co raise q~~escions in customers' and 
potential customers' minds as co o ~ l r  ability co man~~facture and 
deliver our produccs. There can be no assurance that q~lescions 
raised by Ciena and ochers will not disrupc our exiscing and 
prospective customer relationships. 

We or our cuscomers may be a party co acldicionnl licigacion in 
the fucure co protect our intellecc~~al propercy or co responcl to 
nllegacions that we infringe others' intelleccusl propercy. Any par- 
ties assercing thac our products infringe upon clieir proprietary 
righcs would force us to defend ourselves and possibly our CLIS- 

comers against the alleged infringemenc. If we are ~~nsuccessful in 
any intellectual propercy litigation, we could be subject co signifi- 
cant liability for damages and loss of our propriecary rights. Intel- 
lectual property licigacion, regardless of its success. w o ~ ~ l d  likely 
be cime consuming and expensive to resolve and would divert 
managemenc time and attention. In addirion, we co~tld be forced 
ro do one or more of the following: 

scop selling, incorporating or using our products chat include 
the challenged intellecc~~al propercy; 

obtain from the owner of che infringed intellectual property 
righc a license to sell or use the relevanc technology, \vliich 
license may noc be available on reasonable cerms, or ac all; or 

redesign those produccs that use clie cechnology. 

If we are forced to cake any of these actions, our business would 
be seriously harmed. 

We currently license cechnology, and from cime co cime we may 
be required co license additional cechnology, from chird parties to 
sell or develop our produccs and product enhancements. We cannoc 
assure you that our exiscing and fucure chird-party licenses will be 
available co us on commercially reasonable terms, if at  all. Our  
inability to maintain or obtain any rhird-party license required co 
sell or develop our produccs and producc enhancements could 
require us co obtain subscicuce technology of lower quality or per- 
formance standards or at greater cost, any of which could seriously 
harm our business, financial condition and results of operacions. 

Our  produccs and services require a sophisticated sales efforc 
cargeced ac a limiced number of key individuals within our pro- 
speccive cuscomers' organizacions. Our success will depend, in 
part, on our abilicy to develop and manage these relationships. 
This efforc requires specialized sales personnel as well as experi- 

enced sales engineers. Compecicion for chese individuals is incense 
because there are a lirniced number of people available wicli the 
necessary technical skills and understanding of our markec. When 
we hire them or contract for cliese personnel, chey may req~tire 
excensive training in our necwork products. We mighc noc be able 
to hire the kind and number of sales personnel and sales engineers 
req~~irecl for LIS co be successf~~l. If we are unable to adjusc our sales, 
cuscomer service and s ~ ~ p p o r t  operacions, we may not be able co 
effeccively market our proclucts, which may prevenc us from achiev- 
ins and maintaining profitnbilicy. 

\Ve believe our fucure success will also depend in large part 
upon our ability co identify, atcracc and recain highly skilled man- 
agerial, engineering, sales and marketing and finance personnel. 
Compecicion for chese indiviciuals is also incense in our industry. 
We may nor s~lcceed in identifying, atcraccing and recaining per- 
sonnel. Further, competitors and ocher enticies may acrempt to 
recruic our employees. If we are unable co hire any of these required 
personnel and expand our corporate infrascruct~tre, we may nor be 
able to increase sales of our produccs, which w o ~ ~ l d  seriously harm 
our business, financial condition and results of operations. 

To dote, two of o11r c~~s to~~~ers  hrtue acq~lirecl an equity interest in OIW 

C~III,~NIIJ', Cllld 011). /bi).d C l l ~ ~ O l l ~ ~ ) .  h d d ~  (6 lU~WI7212i 10 P I I ) . C ~ I I S C  ON). ~ i l I N I J I i l N  

stock. If we discontin~~e this pructice of selling equitjt to O I I ~  c~~slortters. z~c 
7 1 1 q  not ottrr~rt 12e11' L - I I ~ ~ O ~ I I ~ U .  

Two of our customers have purchased an equity interesc in our 
company, and our cliird customer holds a warrant co purchase our 
common stock. Although chese cuscomers purchased che ecl~~icy 
interests at fair value and the warranc has an exercise price eq~lal co 
the fair value on clie date of granc, the opporcunicy co invesr in our 
company provided chese cuscomers with an additional incentive co 
purchase our products. I t  is unlikely chac we will offer chis oppor- 
tunity to prospective cuscomers, which may hurc our abilicy to sell 
our produccs. 

O w  ~ S ~ J I P ~ S  IUJI S/&T 1,f ~ue/Nii  to properly 7t1mnge ON). S ) U I L * ~ ~  N J I ~  

C O N ~ ~ ~ I / I N / / Y  ~ / / I ~ ) D u E  ON). illter?llal controls nnd SJLVe7rIS. 

\Ve have expanded our operacions rapidly since our inception. 
We c o n t i n ~ ~ e  co increase the scope of our operacions, as well as 
broaden our in-house man~~facturing and customer supporc capa- 
bilities, develop new discribucion channels and fund greater levels 
of research and clevelopmenc. Our  growch has placed, and our 
anticipated growch will continue to place, a significant strain on 
our managemenc and resources. Our  ability to successfully offer 
our products and implement our business plan in a rapidly evolv- 
ing market requires an effeccive planning and managemenc 
process. In order to manage our growch properly, we must: 

recain existing personnel; 

hire, crain, manage and retain additional qualified personnel, 
including engineers and research and development personnel; 

manage our manufacturing operations, concrols and 
reporting systems; 

effeccively manage multiple relationships with our customers, 
suppliers and other third parties; and 

implement addicional operational concrols, reporring and 
financial systems and procedures. 

Failure co do any of che above in an efficient and cimely manner 
could seriously harm our business, financial condition and resulcs 
of operations. 

If we becon~e st~bject to ~ + i r  hiring claims we cn~dd incl~r s~tbsiuntiul 
cosir in de/enrlirig ot~rselve~ or our munagemeni's aiteniion c0111d be diverted 
uzuay from otlr operaiions. 



Companies in our industry whose employees accepc positions 
wich compericors freq~~ently claim that their competitors have 
engaged in unfair hiring pmctices. We have received claims of this 
kind in the past, and we cannot assure you thac we will not receive 
claims of this kincl in the future as we seek to hire qualiliecl per- 
sonnel or that chose claims will noc result in material lirigation. 
We co~~lc l  inc~lr substantial costs in defending ourselves or our 
employees againsc such claims, regardless of the merics of the 
claims. In aclclirion, defending ourselves from such claims coulcl 
cliverc che accention of O L I ~  management away from our operations. 

We may, from time co time, consider invescmencs in comple- 
mencary companies, products or technologies. We have recrncly 
acquired two companies, and we may acquire additional busi- 
nesses, products or technologies in the future. In the evenc of 
any fucure acquisitions, we could: 

issue srock chat would dilute our current stockholders' 
percentage ownership; 

9 incur debc; 

assume liabilities; 

incur amortization expenses related to goodwill and other 
intangible assets; or 

incur large and immediate write-offs. 

Our  operacion of any acquired business will also involve 
numerous risks, including: 

problems combining che acquired operations, technologies 
or products; 

unanticiparecl costs; 

diversion of management's time and atcention from o ~ ~ r  
core business; 

9 adverse effects on exisring business relationships wich 
suppliers and customers; 

risks associated with entering markecs in which we have 
no or limited prior experience; and 

potential loss of key employees, particularly those of 
acq~lired companies. 

We cannor assure you chat we will be able to s~~ccessfully ince- 
grate any businesses, products, technologies or personnel rhac we 
might acquire in the future. Any failure co do so could seriously 
harm our business, financial condition and results of operacions. 

The development, marketing and sales of new products is 
expecced to require a significanc commitment of resources. We may 
incur significant operacing losses or expend significant amouncs 
of capical if: 

che market for our products develops more slowly chan 
ancicipaced; 

we fail co establish market share or generate revenue; 

our capical expenditure forecascs change or prove inaccurate; 
and 

we need co respond co unforeseen challenges or take aclvancage 
of unanricipaced opportunities. 

As a resulc, we may need to raise subsmntial additional capital. 
To the extent chat we raise additional capital through the sale of 
equity or debt securities, the iss~lance of such securities co~lld 
result in dilution co our existing stockholders. If additional funcls 
are raised through the issuance of debc securities, the terms of s~lch 
debt could impose addirional rescriccions on our operacions. Addi- 
tional capital, if requirecl, may not be available on acceptable 
rerms, or at all. If we are unable co obtain additional capital, we 
may be required to reduce the scope of our planned product devel- 
opmenc and marketing and sales efforcs, which wo~llcl harm our 
business, financial condition ancl results of operations. 

We are exposed to market risk relaced to changes in interest races 
ancl foreign currency exchange rates. We do noc use derivative 
linanclal instruments for s p e c ~ ~ l a t ~ v r  or trading purposes. 

I N T E R E S T  RATE SENSITIVITY 

\Ve maintain a portfolio of cash equivalents in a variety of securi- 
ties including: commercial paper, certificates of deposit, money 
market funds and government and non-government debc securi- 
ties. Subscancially all amounts are in money market f~lnds, the val- 
ue of which is generally not s~lbject co interest rate changes. The 
ocher available-for-sale securities are subject co interest rate risk 
and may fall in value if market interest rates increase, however, 
because of the short-term nacure of chese invescmencs, we do not- 
believe the risk is significanc. Our long-term debc obligations bear 
fixed interest rates. As such, we have minimal cash flow exposure 
due to general interest race changes associated with our long-term 
debt obligations. 

E X C H A N G E  RATE SENSITIVITY 

We have two wholly owned s~lbsidiaries which use a foreign cur- 
rency as their functional currency ancl are cranslaced into U.S. dol- 
lars. The functional currency of Algecy is che French Franc and 
Corvis Canada's fimctional currency is che Canadian dollar, respec- 
tively. As such, we are exposed to risk related to the adverse move- 
ments in foreign currency exchange rates. These exposures may 
change over time and c o ~ ~ l d  have a material adverse impacc on our 
financial results. For che year enclecl December 30, 2000, we recog- 
nized a foreign currency ranslacion gain fo $60.2 million as parc of 
Other Comprehensive Income. 



(Amasnrr r n  rhna~n,iilr. ~,.\r.cp per rhnr-r omaanrrJ DeccmLrr 3 1 .  J a n n r )  I ,  Deceml~er 30, 

1998 Z O O 0  Z O O 0  

Revenue 

Cosr of r e v e n ~ ~ e  

Gross profir . 

Opernring esprnses: 

Research and developmenr, e s c l ~ ~ s i v e  of equity-based expense 

Sales and marliering, rsclusive of equiry-based expense 

General and aclministracive, exclusive of equity-based expense 

Equity-based espense: 

Research onrl clevelopment 

Sales and marketing 

General and adniinisrrarive 

Amorrizacion of intangible assets 

Purchased research and development 

Toral operaring expenses 

Operacing loss 

Inreresr income (espense), nec 

Ner  loss 

Ocher comprehensive income: 

Foreign exchange adjusrmenr -- 
Comprehensive loss $ (19,460) S (7 1,270) 

Basic and dilured ner lass per common share $ (0.86) S (2.33) 

Weighred average number of common shares outstanding 

See accompanying notes t o  consohdated l inanc ia l  statements. 





Cnnvcrriblr Prrlcrred Srock 
Accumularcd 

Addirinn;d Stockhnldcr Ocher TovaI 
All Series Common Stock_- Paid-in N o w  Comprchemivu Accumul;ttud Srockhnldrrr' 

(Dollirrr in thav~nndrl Shares Amount Sh;lres Amount C.tpiral Hrcricnblr Income Drlicir Equiry 

BALANCE AT DECELIBER 5 1 , 1997 1,500,000 $ 15 2 1,600,000 S 2 1 6  S 2.769 S - S - S (493) S 2,507 

Private Placement - 

Series A preferred stock 50.000 - - - 100 - - - 100 

Private Placement - 

Scrics B preferred srock 6,318,955 63 - - I3.5ii  - - - 13,607 

Issuance of common stock - - 1,200,000 10 - - - - 10 

Exercise of stock options - - 1.146.012 I I -- 77 - - - 33 

Issuance of warrants - - - - 236 - - - 236 

Ne t  loss - - - - - - - (19,460) (19.460) 

Private Placement - 

Series C preferred stock 3,075.736 31 - - 2S,IO3 - - - 28,134 

Private Placement - 

Series D preferred stock 211,928 2 - - 1,936 - - - 1,938 

Private Placement - 
Series I; preferred stock 1,898,406 19 - - 46.017 - - - 46,036 

Private Placement - 

Series G preferred stock 292,825 3 - - 9.997 - - - 10,000 

Private Placement - 

Series H preferred stock 2,685,954 27 - - 2 16.273 - - - 216,300 

Exercise of srock options 

and warrants 44,382 1 37.168.OOS 372 2,604 (1,224) - - 1,753 

Issuance of warrants - - - - 9.576 - - - 9,576 

Equity-hsed expense - - - - 126 - - - 126 

Ne t  loss - - - - - - - (7 1,270) (71,270) 

Exercise of srock options 

and warrants 352,576 4 6,111,073 6 1 47,244 - - - 47,309 

Privare Placement - 
Series H preferred stock 496.710 5 - - 40.000 - - - 40.005 

Acquisition of Algety 

Teleconi S.A. 1,301,822 I3 l 1,385.35s 114 916.942 - - - 917,069 

Initial public offer~ng 

and concurrent 

private placement, net - - 31,302,778 319 1,066.1 18 - - - 1,066,437 

Equity-based expense 213,633 7 - - 98,356 - - - 98,358 

Conversion of preferred stock (18,452,927) (185) 237,526,260 2.375 (2.190) - - - - 
Collection of 

shareholder note - - - - - 1,224 - - 1,224 

Foreign exchange adjustment - - - - - - 60,176 - 60,176 

N e t  loss - - - - - - - (283,611) (283,611) 

See accompanying notes to consolidated linancial statements. 



Cash flows from operacing accivicies: 

Nec loss 

Adjuscmencs to reconcile nec loss co ner cash used in operaring accivicies: 

Depreciarion and amorcizacion 

Equicy-based expense 

Purchased research and development 

Changes in operacing assets and Iiabilicies: 

Increase in accouncs receivable 

Increase in invencory, nec 

Increase in ocher currenr assecs 

Increase in accouncs payable 

lncrease in ocher currenr liabilicies 

Nec cash ~ ~ s e d  in operacing accivicies 

Cash flows from (used in) investing accivicies: 

Purchase of propercy and equipment 

Cash acquired in business combination 
Increase (decrease) in deposits a n d  ocher long-cerm assecs 

Nec cash used in invescing accivicies 

Cash flows from financing accivicies: 

Increase in rescricced cash 

Proceeds from issuance of noce payable 

Proceeds from srockholder noce payable 

Proceeds from equicy offerings 

Proceeds from scock opcions and warrants exercised 

Proceeds from repayment of shareholder noce 

Paymenc of noces payable and capical lease obligations 

N e t  cash provided by financing accivicies 

Cash effecc of foreign exchange adjuscmenc 

N e t  increase (decrease) in cash and cash equivalencs 

Cash and cash equivalencs -beg inn ing  

Cash and cash equivalencs - ending 

Supplemencal disclosure of cash flow informacion: 

Inceresc paid 

Supplemencal disclosure of noncash acciviries: 

Financed leasehold improvemencs 

Obligations under  capical lease 

Issuance of warrancs under capical lease obligation 
Conversion of scockholder noce payable 

Scockliolder noce received for exercise of scock opcions 

Purchase business combinarions consideracion paid wicli preferred 

and common scock 

Issuance of scock for incellecrual propercy 

See accompanying notes to consolidated financial statements. 





( J )  FOREIGN CURRENCY TRANSLATION 

The assets and liabilities of che Company's self-conrained foreign 
operations for which che functional currency is the local currency 
are generally translaced into U.S. dollars ac currenr exchange races 
and revenue and expenses are translated  sing average exchange 
rates for the period. Resulting translation adj~~stmencs are tefleccecl 
as a component of ocher comprehensive income (loss). 

(K) EARNINGS ( L o s s )  PER COMMON S I ~ A R E  

The compucncions of basic and diluced earnings (loss) per common 
share are based upon che weighced average n~lmber of common 
shares outstanding during the period. Dilucive earnings per share 
give effect co all potentially dilutive common sec~~ricies. Potentially 
dilutive securities include convertible preferred scock, stock 
options and warrants. 

( L )  U S E S  OF ESTIMATES 

The preparation of consolidated financial scacemencs in conformiry 
with generally accepted accounting principles recl~lirrs manage- 
menc to make estimates and assumptions char affecc [he reporced 
amounrs of assecs and liabilities, the disclosure of concingrnt assecs 
and liabilities at the date of the consolidated financial scacements, 
and the reporced amouncs of revenue and expenses during che 
reporting period. Actual resulcs could differ from those escimaces. 

(M) STOCK OPTIONS A N D  WARRANTS 

The Company accouncs for its stock opcions in accordance with 
che provisions of SFAS No. 123, "Accounting for Stock-Based 
Cornpensacion," which permits enticies to recognize as expense over 
the vesting period the fair markec value of all scock-based awards 
on che date of grant. Alcernacively, SFAS No. 123 also allows enci- 
cies to apply che provisions of APB Opinion No. 25 and provide 
pro forma nec income disclosures for employee scock options 
granted as if che fair value based mechod defined in SFAS No. 123 
had been applied. The Company has elected to apply che provi- 
sions of APB Opinion No. 25 and provide the pro forma disclo- 
ures of SFAS No. 123. Stock options and warrancs granced to 
ocher than employees are recognized ac fair market value. 

( N )  CONCENTRATIONS 

Subscantially all of che Company's cash and cash equivalents are 
cuscodied at one major U.S. financial insticucion. Deposics held 
with banks exceed the amount of insurance provided on SLICII 
deposics. Generally, these deposics may be redeemed upon demand 
and, therefore, in che opinion of management, bear minimal risk. 

During 2000, the Company has relied on one customer, a share- 
holder, for all of ics revenue. The Company expects chat a signifi- 
cant portion of its future revenue will continue co be generaced by 
a limited number of customers. The loss of any one of chese cus- 
tomers or any substantial reduction in orders by any one of these 
customers could materially adversely affect the Company's finan- 
cial condicion or operacing results. 

( 0 )  EQUITY INVESTMENTS 

During 2000, the Company has made strategic equity investments 
in five companies for a coral of $4.2 million. Because the Company 
does noc have significant influence over any one of chese entities, 
che Company accounts for these invesrments using che cost mechod. 

Cercain reclassifications have been made in the December 31, 1995 
and January 1, 2000 consolidaced financial scacemencs to conform 
to the December 30, 2000 presencacion. Such reclassifications had 
no effect on net loss or cocal stockholders' equicy (deficit). 

Isvrmoalrs A R E  co.wniseu OF 1.111. I~OLI.O\\'ISC; (in 1110u~mds): 
-. 

Raw macerials $ 13,467 $ 131,983 

Finished goods 

Less reserve for excess inventory 
and obsolescence 

Inventory, nec 

.. 
PlLOlWtTY AND EQUIPIIEbT COSSIST OF TIIE tOLI.OWISG (in ~l~ousnnd~): --- 

Test and manufactur~ng equlpmenc $ 15,657 S 78,855 

Furn~cure, fixtures and ~ncernal 
network equ~pment 4,140 20,209 

Leasehold lmprovemencs 5,678 23,650 - - 
Total 25,475 122,714 

Less accumulated deprec~at~on 
and amortlzatlon (3,120) (16,033) - - 
Property and equlpmenc, net $ 22,355 S 106,661 - - 

Note payable due 
November 7, 2002 

Equipment note due 
April 2001 

Equipment noces due 
May 2002 

Equipment note due 
May 2002 

Leasehold irnprovemencs loan 
due May 2009 

Working capical Faciliry due 
August 2002 

Other 

Less current porcion 

Notes payable, net of current portion 

During 1999, the Company executed long-cerm notes for 
equipment financing wich a lender for approximately $6.1 million. 
The noces bore inceresc ac che race of 14.91%, and were collaceral- 
ized by the underlying equipment. The debt was repayable in 
36  monthly inscallmencs of principal and inceresc beginning June 
1999. In  connecrion wich the issuance of che noces, the Company 



issued 19,679 warranrs co purchase Series C convercible preferred 
scock to [lie lender. The warrancs had an exercise price of $9.147 
per share and expired three years from issuance, or upon an inicial 
p ~ ~ b l i c  offering. Tlie fair market value of the warrants, approxi- 
mately $0.1 million, was recognized as deferred financing fees. 
In A L I ~ L I S ~  2000, chis note was repaid in FLILI. 

In January 1999, the Company execuced a long-term collateral- 
ized equipment noce with another lender for $3.0 million. The 
noce bore inceresc a t  a race of 11%. The debt was repayable in 3 6  
monthly insmllmencs of principal and inceresc beginning June 1, 
1999. In connection wich clie issuance of the notes, che Company 
i s s ~ ~ e d  32,798 warrancs to purchase Series C convertible preferred 
stock to the lender. Tlie warrancs had an exercise price of $9.147 
per share. The fair value of che warrancs, approximately $0.2 mil- 
lion, was recognized as deferred financing fees. In November 2000, 
chis note was repaid in full. 

In July 1999, the Company entered into a loan agreement with 
a landlord for cenant improvements associaced with che lease of a 
new building in che amount of $1.2 million. As of December 30, 
2000, die Company has drawn tlie entire $1.2 million commit- 
menr. The debt bears incerest at  a race of 10.0%. The debt is 
repayable in 120 monthly installments of principal and inceresc 
which began June 1999. 

During 1999, the Company obtained a commitment for an 
aggregace of $40.0 million of debt financing from a syndicate of 
lenders. As of January 1, 2000, che Company had drawn rhe entire 
$40.0 million commitmenc. The debc bore inceresc at  a race of 
8.5%. The debc was repayable in 3 6  monchly installments of prin- 
cipal and inceresc beginning September 1999 and wich aggregace 
balloon payments of 14% ac macuriry. In  conneccion wich the 
issuance of the debt, tlie Company issued 641,121 warrants ro 
purchase Series E convercible preferred scock to the lender. The 
warrancs have an exercise price of $9.147. The fair value of the 
warrancs, approximarely $3.7 million, was recognized as deferred 
financing fees. In November 2000, chis facility was repaid in full. 

In November 2000, rhe Company execuced a long-term noce 
payable wich a lender for approximately $43.5 million. Interesc 
associaced with tlie noce is due monthly while associaced principal 
is due November 2002. The note bears interest at  6.5% so long as 
[lie Company maincains a cash balance wich the lender of $347.0 
million chrough November 2001 and $231.0 million t h r o ~ ~ g l i  
November 2002. If cash balances deposiced with rhe lender drop 
below these minimum levels, the note will bear incerest ac LIBOR 
plus .SO%. In addicion, the Company pledged a certificace of 
deposit wich a carrying value of $43.5 million as collaceral under 
che agreemenc. 

In December 1999, the Company issued 292,825 shares of Series 
G Convertible Preferred Scock for an aggregate purchase price of 
$10.0 million in a privace placement transaccion with a strategic 
investor. If certain minimum purchase commitments were nor met 
by the holder of the Series G Convertible Preferred Scock on or 
before March 2000, the Company had tlie right to repurchase the 
shares at  a price of $44.40 per share. In May 2000, the Company 
waived its right to repurchase the shares. 

O n  Augusc 2, 2000, the Company sold 31,625,000 of common 
stock in an inicial public offering and 277,778 shares of common 
stock in a concurrent privace placement for proceeds of $1,066.4 
million afcer deduccing undenvricer discouncs and commissions 
and offering expenses. Upon completion of che IPO, all oucscand- 
ing shares of convercible preferred scock aucomacically converted 
into 237,526,260 shares of common srock at  the following ratios: 
Series A Preferred, 24-to-1; all ocher Preferred Scock, 12-to-1. 

O n  May 19, 2000, che Company acquired Baylighc Networks, Inc. 
("Baylight"), a company chat designs network systems and sub- 
systems. Baylight, based in Palo Alco, Cdifornia, was formed in 
February ZOO0 and was a development stage company with no rev- 
enue. In consideration for all of the oucscanding shares of Baylighc, 
che Company assumed $0.1 million of Baylighr's liabilicies and 
asreed co issue 2,400,012 shares of common scock over the term 
of three-year employment agreements with the former Baylight 
sliarel~olders. The Company accounted for the acquisition as a pur- 
chase. Accordingly, the operating resul rs of Baylighc are included 
in tlie Company's financial results from tlie dace of acquisicion. 
The allocation of the purchase price to che fair value of the assets 
accl~~ired and liabilities assumed has been based on an incernal 
analysis of [lie fair value of the assets and liabilities of Ba~lighc.  
The excess of che aggregate purchase price over the fair value of net 
assets acquired of approximately $0.1 million is being amortized on 
a straight-line basis over five years. The Company will recognize 
cornpensacion expense over the term of tlie employmenc agreements 
equal to the fair value of che shares to be issued. 

( 1 . 3 )  ALGETY T E L E C O M  S.A.  

On July 1, 2000, the Company acquired Algety Telecom S.A. 
("Algecy"), a French company that develops and markets high- 
capacity, high-speed optical transmission equipment. Algecy, based 
in Lannion, France was formed in April 1999, and was a develop- 
ment scage company with no revenue. The acquisition price on the 
initial closing date equaled 1,301,822 shares of Series I convertible 
preferred srock. O n  November 3, 2000, consiscenc with the terms 
of che acquisicion agreement, the Company completed a second 
clos~ng ac which cime an additional l l ,385,35S shares of common 
scock were del~vered to the former Algety stockholders. The coca1 
value of all shares delivered in the first and second closing was 
$947.1 million. In  addition, 2,275,032 shares of common stock 
has been placed into escrow to be released contingent upon satis- 
fact~on of cercain minimum employment terms for cercain Algecy 
employees. Tlie Company incurred approximately $1.0 million of 
rransaccion costs related to the acquisicion. 

The Company accounced for the acquisicion as a purchase. 
Accordingly, the operating results of Algecy are included in the 
Company's financial resulcs from the date of acquisition. The allo- 
cacion of the purchase price to the fair value of the assets acquired 
and liabilities assumed has been based upon an independent. chird- 
parcy valuation. Based upon the results of the valuation, the 
Company allocaced $20.1 million to tangible assets, $6.0 million 
co liabilicies and $1.3 million to identifiable incangible assets. 
In addition, the Company allocaced $42.2 million of che purchase 
price to in-process technology, which is included in operating 
expenses in the accompanying consolidaced stacernent of operations. 
The excess of che aggregate purchase price over che fair value of 
nec assecs acquired of $876.7 million is being amorcized on a 
straight-line basis over five years. 

Under the terms of the acquisition agreemenc, che Company 
granced cercain former Algety shareholders [he right co put certain 
shares of common scock back to the Company ac the stock's then 
fair market value. The puc right is available during a period from 
June 2001 to December 2001 and is enforceable only if no other 
liquidity sources are available to those shareholders. The fair mar- 
kec value of the common stock put  co the Company cannot exceed 
$30 million. Stock associated with chis put right has been classi- 
fied as redeemable stock in the consolidaced balance sheer as of 
December 30,  2000. 

The following unaudited pro forma data summarizes the resulcs 
of operations for the period indicated as if che Algety acquisition 



had been completed as of the beginning of the periods presented. 
The unaudited pro forma data gives effect co actual operacing 
res~dts prior to the acquisition, adjusted co include the pro forma 
effecc of amortization of intangibles. These pro forma amounts do 
noc purport to be indicative of the results rhac would have accually 
been obtained if the acquisition occ~lrred as of the beginning of 
che periods presented or chat may be obtained in the future (in 
thousands, except per share data). 

Net loss (19,460) (I9S.l 10) (385,148) 

Bas~c and chluced 
net loss per share $ (0 ~ 6 )  $ (6 47) $ (2.45) 

7. S T 0 C K 0 1. -F I 0 N S 

In J ~ d y  1997, the Company adopted the 1997 Stock Option Plan 
(the "Plan") pursuant to which the Company's Board of Directors 
may grant options co purchase common stock to employees, 
officers, directors and consultants. The Company has reserved 
103,600,000 shares of common scock for issuance under the Com- 
pany's Scock Option Plan. Stock options are granted with an exer- 
cise price equal to the estimated fair value of the common stock at 
the date of grant. The scock opcions have a 10-year term, become 
fully exercisable when granced, and ownership vests over four years 
from the dace of grant. Common stock associaced with the exercise 
of options prior to vesting is placed into escrow and released to 
the employee as the shares vest. Prepayments made by employees 
are not refundable in the event of termination prior co vesting. 
As of December 30, 2000, 43,874,203 shares of common stock 
have been issued through the exercise of options ~ lnder  the Plan, 
of which 29,336,010 shares have vested. 

The Company applies APB Opinion No. 25. Had compensation 
cost for the Company's plan been determined based on the fair 
value at che date of grant, consistent with the method of SFAS 
No. 123, the Company's net loss would have been increased to the 
pro forma amounts indicated below (in thousands): 

Nec loss: 

As reported 

Pro forma (19,506) (7 1,953) (290,634) 

The per share weighted-average fair value of scock options 
granted during 1998, 1999 and 2000 was $.001, $0.489 and 
$10.62, respectively, on the date of grant wich che following 
weighced-average assumptions: 

Dmrvhrr 3 1. ID98 Jrrnrmg I ,  X J U O  Dermrllrr 30, 2000 

Expected d~v~clend y~eld 0% 0% 0% 

R~sk-free interest rate 4.56% 6.33% 5.00% 

Expeccecl 11fe 4 years 4 yedrs 3 years 

Volac~l~ty 70% 70% 130% 

The following is a summary of opcions granced: 
Number \Veighted Average 

Ourstnnding - Exercise Price 

December 3 I .  1997 6,S2S,000 S .Ol 

Granted 26,240,400 .02 

Exercisecl (l ,146,0l2) .O 1 

Cancelled - - 
December 3 I,  199s 31,722,388 .02 

Grantecl 21 .jSj.SOO .40 

Exercised (37,16S,0OS) .07 

Cancellecl ( 6 ~ , 4 0 0 )  .06 

January I , 2000 16,269,730 .39 

Granced 43,744S4S 3.18 

Exercised (5,560,ISi) .52 

Cancelled (2,212,506) 4.64 

December 30, 2000 52,24 1,939 S 6.72 

The following table s~~mmarizes informacion abouc oucstanding 
and exercisable stock options ac December 30, 2000: 

Weighred 
Avrntgr 

Rtngc of Number Hemilining Number 
Exercise Prices Ourst;mding Crrnrracr Lire - - Exercisable 

$0.01 - S 0.34 7,196,061 S. 1 7,196,061 

$1.01 - S 3.36 32,263.S9S 9.4 23,489,951 

$9.03 - $21.00 9,767,016 9.5 2,800,872 

8. \VA 1: I <  A N ' F S  

During 1998 and 1999, che Company issued warrants to purchase 
140,497 shares of Series B preferred scock and Series C preferred 
stock, converrible inco 1,685,964 shares of common stock in assoc- 
iation with cercain lease agreements. The warrants are immediately 
exercisable and expire seven years from the date of issuance. On 
December 30,  2000, associaced warrancs to purchase 1,685,964 
shares of common stock remain oucstanding with a weighted 
average exercise price of $0.27. 

During 1998 and 1999, in connection with certain debt facili- 
ties, the Company issued warrants to purchase 1,052,683 shares of 
Series B preferred scock, Series C preferred stock and Series E pre- 
ferred stock, convercible into 12,632,196 shares of common stock. 
The warrants are immediately exercisable and expire between three 
and seven years from the date of issuance. O n  December 30, 2000, 
associated warrancs to purchase 8,853,912 shares of common stock 
with a weighted average exercise price of $0.54 remain outscanding. 

In September 1999, the Company entered into a series of agree- 
ments with a strategic invescor. Under a stock purchase agree- 
menc, the Company agreed to issue 164,948 shares of Series F 
convercible preferred stock for aggregate proceeds of approximately 
$4.0 million. Concurrently wich che stock issuance, che Company 
encered into an exclusive license agreement with che invescor for 
the use of cercain intellectual property and a non-exclusive license 
for certain other technology. As consideration for che license, che 
Company agreed co make quarcerly paymencs of $0.3 million over 
a four-year period. In addition, the Company granted the strategic 
invescor a warranc to receive common stock valued at  $35.0 mil- 
lion upon the consummation of a qualifying initial public offering 
("IPO"). As part of the agreemenc, che Company had che right to 



accept ownership in che license in full if che qualifying IPO cook 
place. Afcer the Company's inicial public offering in July 2000, 
the Company accepted ownership of the license and recorcled an 
intangible asset valued a t  $35.0 million, which is being amort~zecl 
ratably over a three-year life. 

In November 1999, the Company issued warrancs to p~~rchase  
up co 5,270,856 shares of common scock at $2.85 per share to a 
strategic invescor. A certain percent of che warrants were ~mrnecli- 
ately exercisable, wich the remaining amount conringenc upon cer- 
rain f i~ture p~~rcliasers of the Company's produccs by [he strocegic 
invescor. These warrants were to expire in June 2001 if cliese con- 
dicions were not met. O f  the c o d  5,270,856 shares of common 
scock committed in chis warranc, the rights co purchase 2,635,428 
shares expire on December 31, 2004 bnd che righcs to purchase 
the remaining 2,635,428 shares expire on June 30, 2006. In 1999, 
the Company recorded equity-based sales and markecing expense 
of approximately $1.8 million for che estimated fair value at grant 
dace of clie warrants which were immediately exercisable. In June 
2000, che Company waived the purchase requirements associated 
wich che remaining warrancs, resulcing in an equity-based sales 
and markecing expense of approximately $19.5 million for die 
estimated fair value ac che dace the warrancs became exercisable. 
O n  December 30, 2000, all warrancs associated wich clie agreement 
remain outstanding. 

In December 1999, che Company issued warrancs to purchase 
281,162 shares of Series G convertible preferred stock ac 832.01 
per share to anocher strategic investor. The warrancs were immedi- 
acely exercisable and would have expired upon the IPO. In Decem- 
ber 1999, the Company recorded equity-based sales and marketing 
expense of approximately $3.1 million for the estimated fair value 
at  grant date of che warrancs issued. These warrancs were exercised 
in full during 2000. 

Also, in December 1999, the Company issued to this scracegic 
investor, che right co purchase up co an additional $30.0 million 
of scock at a price equal co che most recencly completed financing 
round subjecc co meeting certain minimum purchase comrnic- 
mencs ofche Company's product, and an additional $5.0 million 
of common scock in the event of a qualified public offering. In 
June 2000, che Company waived the minimum purchase commic- 
mencs associaced wich che additional stock purchase riglirs and 
recorcled equity-based sales and marketing expense of $10.5 mil- 
lion. These scock purchase rights were fully exercised in 2000. 

In December 1999, the Company issued to another strategic 
investor the right co purchase 124,177 shares of Series H Convert- 
ible Preferred Stock ac a price equal to $80.53 per share subjecc 
to meeting certain purchase commitments and an additional 
$5.0 million of common stock in che Company's Initial Public 
Offering. In May 2000, the Company waived che minimum pur- 
chase commitments associated with the Series H scock purchase 
rights and recorded equity-based sales and marketing expense 
of $3.5 million. Both stock purchase rights were fully executed 
in 2000. 

9. E M P L O Y E E  S T O C K  P U I I C I - I A S E  PI..!~N 
During 2000, the Company established the Corvis Employee 
Stock Purchase Plan (the "Plan"). Under the Plan, che Company 
may issue up co 2,000,000 shares of common scock in each Pur- 
chase Plan year, up co a tocal of 10,000,000 shares during the life 
of che Plan. Eligible employees choose co parcicipate in the Plan 
during offering periods by authorizing payroll deduccions up to 
15% of cheir salaries, subjecc co limitations imposed by che Inter- 
nal Revenue Code. The first offering period began in July 2000. 
Subsequenc periods will be six months long, with che first subse- 
quenc period beginning on January 1, 2001. As of the last busi- 
ness day of each offering period, called an "exercise dace," the 

parcicipanc's accumulated payroll deductions as of tliac dace are 
used co purchase shares of common stock. The purchase price per 
share of common stock purchased as of this dace is the lower of 
eiclier (1) 85% of the fair market value of a share of common stock 
on clie firsc business day of che offering period or (2) 85% of the 
fair market value of a share of common stock on clie exercise dace. 

Net loss 

Basic and diluced 
weighted average shares 22,635 

Basic and diluted 
net loss per share $ (0.56) $ (2.33) 

Convercible Preferred Stock oucscanding as of December 31, 
1998, convertible into 113,147,460 shares of common scock, 
opcions and warrancs to purchase 4,283,712 and 31,922,388 
shares of common stock, respeccively, and 1,5 19,488 unvested 
shares acquired through the exercise of opcions were not included 
in che computation of diluted loss per share for the year ended 
December 31, 1998 as their inclusion would be anti-dilucive. 

Convercible Preferred Stock oucscanding as of January 1, 2000, 
convertible into 211,658,232 shares of common stock, options and 
warrants to purchase 16,269,780 and 17,598,770 shares of com- 
mon stock, respeccively, and 25,556,484 unvesced shares acquired 
through the exercise of options were not included in the computa- 
tion of diluted loss per share for the year ended January 1, 2000 as 
clieir inclusion would be anci-dilutive. 

Opcions and warrancs oucscanding as of December 30, 2000 to 
p~lrchase 52,241,939 and 15,810,732 shares of common scock, 
respectively, and 14,546,488 unvesced shares acquired through che 
exercise of opcions were noc included in clie compucation of diluc- 
ed loss per share for che year ended December 30, 2000 as cheir 
inclusion would be anci-dilucive. 

The Company has incurred operacing losses since its incepcion and 
has recognized no current or deferred cax provision or benefit. The 
provision for income caxes is different from thac which would be 
obtained by applying the statutory federal income cax rate to loss 
before income taxes. The items causing chis difference are as fol- 
lows (in thousands): 

Expected tax benefic 
at statutory rate 

State tax, net of 
federal benefic 855 3,198 

Non-deductible goodwill 
amortization and purchased 
research and developmenc - - 

Research and develop- 
menc rax credits 1.526 1,030 

Other, net (389) (440) 
Increase in 

valuation allowance (8,833) (28,732) 

$ -  $ - 



Temporary differences and carryforwards that give rise to 
deferred tax assets and liabilicies are as follows (in thousands): 

Jnnrnry 1.  2000 Drcmn,6rr 30. 7000 

Deferred tax assets 

Capitalned start-up and 
organization costs S 13,500 $ 28,860 

Dnmest~c net operating 

lnss cnrryforwnrcls 1S,S73 55,147 

Fore~gn net operating loss carryforward 323 7,007 

Accrued expenses 721 7.872 

Research and development t ~ u  
cred~ t carryfowards 2,556 6,776 

Non-cash stock compensntion 1,966 -- 24,867 

Total gross deferred tax assets 37,939 130,529 

Valuation allowance (37,635) (128,462) 

Net deferred tax assets 304 2,067 

Deferred tax l~ab~littes -property and 
equ~pment, net due to deprec~at~on (304) (2,067) 
Net deferred tax $ - $  - 

In assessing the realizability of deferred tax assecs, management 
considers whether i t  is more likely than not that some portion or 
the entire deferred tax assets will not be realized. The ultimate 
realization of the deferred tax asset is dependent upon the genera- 
tion of fucure taxable income during the periods in which tempo- 
rary differences become ded~lccible and credit carryforwards are 
available. Management considers scheduled reversal of deferred 
tax liabilities, projected future taxable income, and tax planning 
strategies which can be implemented by the Company in making 
this assessmenc. Based upon the level of historical taxable income, 
scheduled reversal of deferred tax liabilities, and projections for 
future taxable income over the periods in which the temporary dif- 
ferences are deductible and tax credits are available to reduce caxes 
payable, the Company has established a valuation allowance of 
$128.5 million as of December 30, 2000. 

The nec change in the valuation allowance for che years ended 
December 31, 1998, January 1,  2000 and December 30, 2000 
war an increase of approximately $8.8 rnillion, $28.7 million and 
$90.8 million, respectively. The valuation allowances at  January 1, 
2000 and December 30, 2000 are a resulc of the uncertainty 
regarding the ultimate realization of the tax benefits related to the 
deferred tax assecs. The domestic net operating loss carryfonvards 
of $137.5 million will expire commencing in 2017 through the 
year 2020. Foreign net operating loss carryforwards of $18.9 mil- 
lion expire commencing in 2004. Further, as a result of certain 
financing and capital transactions, an annual limitation on the 
future utilization of a portion of the net operating loss carryfor- 
ward has occured. As a result, the net operating loss carryfonvard 
may not be fully ucilized before expiration. 

( A )  JOINT VENTURE 

The Company has a 99% economic interesc and a 49% vocing 
interest in ACME Grating Ventures, LLC ('ACME LLC"). The 
remaining economic interesr and vocing incerest are owned by 
ACME Gratings, Inc. ("ACME Corp."). An officer of the Company 
owns 100% of ACME Corp. ACME Corp. has contributed to 
ACME LLC certain licensed inrelleccual properry and the Com- 
pany has concracced with ACME LLC for its use of che Company's 
facilities, personnel, equipment and certain intellectual properry. 
ACME LLC makes gratings chac the Company purchases at  a unic 

cost thac is consiscenc wich the requirements of che licensed intel- 
lect~lal property, which require chac the gratings made wich the 
licensed cechnology be sold for no less than the fair markec value 
of comparable gracings chat are available in the commercial mar- 
kecplace. 

Accord~ng to the operacing agreement of ACME LLC, rhe Com- 
pany receives 99% of che profits and losses from che business, and 
ACME Corp. receives the remaining I % ;  however, $0.3 million of 
ACME LLC-related srarc up coscs incurred by ACME Corp. will 
be returned to ACME Corp. ouc of the net profits of ACME LLC 
before any cliscriburions of net profits are made to che Company. 
Further, ACME Corp. is responsible for paying royalties to the 
licensor of the licensed technology contributed by ACME Corp., 
which vary in amouncs ranging from 0.5% to 2.0% of che net 
invoice cost of each grating sold by ACME LLC. In addicion to 
1% of the profics, ACME LLC is obligated co pay to ACME Corp. 
an amounc sufficient to pay the royalty obligations of ACME Corp. 

During 2000, the Company has purchased approximately $0.9 mil- 
lion of components from Nufern. Certain officers and directors 
of the Company own a non-conrrolling interesr in Nufern. As 
of December 30, 2000, no amounts were owed by the Company 
to Nufern. 

During 2000, the Company purchased a non-controlling equity 
incerest for $1.2 million in Redfern Broadband Necwork, Inc. The 
Company also entered into a strategic development agreement and 
a call option agreement with Redfern which, among other things, 
provides the Company with a cwo year option to acquire all of the 
outstwiding shares of Redfern at a specified price. Certain officers 
and directors of [he Company also own a non-controlling interesr 
in Redfern. 

During 2000, che Company purchased approximately $6.7 mil- 
lion of components from Wavesplitter Technologies. Certain offi- 
cers and directors of the Company, in total, own a non-controlling 
interesc in Wavesplitter. In addition, the Company has made a 
non-conrrolling equity investment in Wavesplicter Technologies 
totaling $2.0 million. As of December 30, 2000, amounts owed 
by the Company co Wavesplicter totaled $0.6 rnillion. The Com- 
pany has committed to purchases from Wavesplitcer cocaling 
$50.0 million over the next three years, which if not f~~lfilled, 
WOLIICI resulr in cancellation penalties. 

During 2000, the Company has purchased approximately 
$2.9 million of components from ITF Optical Technologies. Cer- 
tain officers and directors of the Company owe a non-controlling 
interest in ITF. As of December 30, 2000, the Company owed 
$0.5 million to ITF. 

Minimum annual rental paymencs under noncancellable operat- 
ing leases, primarily for the rent of office space and manufacturing 
facilities are as follows (in thousands): 

2001 

2002 

2003 

2004 

2005 

Thereafter 

Total 



Rent expense under operating leases was approximately 
$0.6 million, $1.7 million and $3.5 million for the years ended 
December 31, 199S,January 1, 2000 and December 30. 2000, 
respectively. 

The Company has equipment under capital lease which require 
payments of principal and interest as follows (in rl~ousancls): 

2004 

Total Payment 

Less -amount attributable to interest (295) 
Capital lease obligation 3,221 

Less - current portion 

Long-term lease obligation 

Properry and equipment includes approximately $5.2 million of 
test equipment as of December 30, 2000 that was acquired under 
capital lease. Accumulated amortization associated with chis equip- 
ment totaled approximately $2.5 million as of December 30, 2000. 

In July 2000, Ciena Corporation ("Ciena") informed the Company 
of ics belief that there is significant correspondence becween prod- 
ucts thac the Company offers and several U.S. patents held by 
Ciena relating to optical networking systems and related dense 
wavelength division mulciplexing communications syscems tech- 
nologies. O n  July 19, 2000, Ciena filed a lawsuit in che United 
Scaces District Court for the District of Delaware alleging that the 
Company is willfully infringing three of Ciena's patents. Ciena is 
seeking injunctive relief, an unspecified amounc of damages includ- 

ing treble damages, as well as coscs of che lawsuic, including atcor- 
neys' fees. O n  Sepcember S, 2000, the Company filed an answer 
to [he complaint, as well as counter-claims alleging, among ocher 
things, invalidity andlor unenforceabilicy of the chree parencs in 
question. O n  March 5, 2001, a motion was granted, allowing Ciena 
to amend its complaint co inclucle allegations thac the Company is 
willfully infringing two additional pacenrs. Also, a trial dare has 
been set for April 1, 2002. The licigacion is c~lrrenrly in the dis- 
covery phase. Based on che status of che licigacion, che Company 
cannot reasonably predict the I~kelihoocl of any potential outcome. 

1-i. S C h I h l i \ l < Y  0 1 .  ~ C A I Z T 1 : I I L Y  D A T A  

( L! N A I! 11 I -1 t 1) 1 : 
The follow~ng is a summary of the quarterly resulcs of operac~ons 
of the Company for che years ended January 1, 2000 and 
December 30, 2000 (In m ~ l l ~ o n s ,  except per share amouncs) 

Fiat.11 Qu.~rrrr 

Flrbc S e ~ o n d  Third Fourth T ,ml  

1999: 
Revenue $ - $  - S  - $  - $  - 
Gross profit - - - - - 
Net loss (1 I 2) (14.3) (16.1) (29 7) (71.3) 

Basic and d~luted 
net loss per share $ (0 41) $ (0 55) $ (0.56) $ (0.92) $ (2.33) 

2000: 

Revenue $ - 5 - $ 22.9 S 46.0 $ 68.9 

Gross profit - - 5.4 17.6 26.0 

Nec loss (26.8) ( 1  00.7) (66.4) (89.7) (283.6) 

Bas~c and dtluted 
net loss per share $ (0.65) $ (2.51) 5 (0.29) $ (0 27) $ (1.80) 

'Includes purchased research a n d  development charges totaling $42.2 million 

The Board of Direccors and Stockholders 
Corvis Corporation and subsidiaries: 

We have audited the accompanying consolidated balance sheets of Corvis Corporation and Subsidiaries as of January 1, 2000 and 
December 30, 2000, and the related consolidated scacements of operations, stockholders' equity (deficit), and cash flows for the years 
ended December 31,  1998, January 1, 2000 and December 30, 2000. These consolidated financial scacemencs are the responsibility of 
the Company's management.. Our  responsibility is co express an opinion on these consolidated financial statements based on our audics. 

We conducced our audits in accordance with auditing standards generally accepted in the Uniced Scaces of America. Those standards 
require chat we plan and perform the audit to obcain reasonable assurance about whecher the financial statements are free of macerial 
misstatement. An audit includes examining, on a cesc basis, evidence supporting the amounts and disclosures in the financial scace- 
ments. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as eval- 
uating the overall financial statement presentation. We believe chat our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred co above present fairly, in all material respects, the financial position 
of Corvis Corporation and Subsidiaries as  of January 1 ,  2000 and December 30, 2000, and che resulcs of their operations and their 
cash flows for the years ended December 31, 1998, January 1, 2000 and December 30, 2000, in conformity with accounting principles 
generally accepted in the United States of America. 

KPMG LLP 
McLean, Virginia 
January 23, 2001, except as to Note 13(b) 
which is as of March 5, 2001 



CORPORATE HEADQUARTERS 
Corvis Corporution 
7015 Albert Einstein Drive 
Columbia, Maryland 2 1046 

SHAREHOLDER SERVICES 
If you are a registered stockholder and would like to change or update your name or address, you can contact our transfer 
agent, Continental Stock Transfer & Trust Company, by calling (212) 509-4000 or write to: 
Continental Stock Transfer & Trust Company 
Two Broadway 
19th Floor 
New York, New York 10004 

ANNUAL STOCKHOLDER MEETING 
The 2001 annual meeting of stockholders will be held at  the BWI Airport Marrioct Hotel on Friday, May 11, 2001 
at 10:OO a.m. EAT.  The hotel is located at 1743 West Nursery Road, Baltimore, Maryland. 

1 NVESTOR RELATIONS 
Andrew G. Backman, 
Director of Investor Relations 
Stockholder inquiries, including requests for financial information and recent press releases, can be addressed through 
Investor Relations by dialing (866) 4-CORVIS (or 866-426-7847) or via email a t  investorinformacion@co~~is.com or via our 
corporate website, www.corvis.com. 

STOCK DATA 
Corvis Corporation began crading as a public company on July 28, 2000 and is traded on che Nasdaq National Stock Market 
under the symbol: CORV. As of March 16, 2001, there were 1,321 holders of record of our common stock. 

PRINTED MATERIALS 
All printed materials, including the most recent Annual Report, SEC Filings and Proxy Statement, can be obtained by dial- 
ing (866) 4-CORVIS (or 566-426-7547) or via our corporate website, www.corvis.com. 

DIVIDEND POLICY 
We have never paid or declared any cash dividends on our common stock or other securities and do not anticipate paying cash 
dividends in the forseeable future. 

HUMAN RESOURCES 
Corvis Corporation is committed to providing equal opportunity in all of our employment practices, including hiring, 
placement, promotion, transfer, training and compensation, to all qualified applicants and employees without regard to 
race, color, religion, sex, national origin, citizenship, veteran status, age, disability, marital status or any other category 
protected by U.S. Federal or State law. Please visit our corporate website, www.corvis.com/careers/career.hcm for informa- 
tion about career opportunities. 
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To Our Shareholders 

There is no doubt that the year 2001 

was one of the most challenging for the 

telecommunications industry. Every 

company in this industry, including Corvis, 

faced financial pressure and disappoint- 

ment with the prevailing market conditions. 

Despite this difficult operating 
In the current market environment, 2001 was also a 

environment, our mis- year of accomplishments at 

Corvis. We introduced a num- 
remains 'Iear: to ber of new products, helped set 

create optical innova- performance records and 

signed new customers. In addi- 
tions that drive carrier 

tion, we focused on strengthen- 

profitability faster than ing our financial position and 

anyone else. established market share lead- 

ership in our sector. We record- 

ed revenues of over $188 mil- 

lion for fiscal 2001, a twofold increase 

over the prior year. 

Optically Optimized Networks 

Given the current market conditions, we 

at Corvis believe carriers will continue to 

David R. Huber. Ph.D 

focus on preserving capital and control- 

ling the escalating personnel, real estate, 

and power costs associated with main- 

taining and operating the equipment in 

their existing networks. How well the car- 

riers manage these aspects of their busi- 

ness will affect the viability of their long- 

term business models. 

We believe successful models must be 

based on what we call "optically opti- 

mized networks."An optically optimized 

network is one in which advanced optical 

equipment is strategically deployed in 

network architectures to offer the greatest 

return on investment and lowest cost of 

ownership. This results in simpler, more 

cost-effective and more powerful net- 

works that provide our customers with the 

benefit of a wide range of architectures, 

from electricalloptical to all-optical. Most 

importantly, these networks help our cus- 

tomers effectively deploy capital and con- 

trol operating costs in the network, which, 

combined with rapid service provisioning, 

leads directly to more revenue and 

greater profitability for carriers. fi 



We are proud of the performance of our 

equipment in our customers' networks 

and the achievements our customers 

have demonstrated to date. For example: 

In the first quarter of 2001, one of our 

customers began carrying live traffic on 

the world's first commercial all-optical 

network; this customer won two of the 

largest wavelength services contracts 

awarded in 200 1. 

One of our customers set a record in 

transmitting a signal 6,400 kilometers 

without electrical regeneration, using 

Corvis equipment. 

The Corvis solution also enabled 

a customer to realize real-time 

provisioning speed - taking only 

48 hours to turn up an OC- 192 circuit 

for one of their customers; and, 

Another customer turned up 31 OC-192 

circuits in only 45 days, where 

competing equipment would have 

required several months. 

Customers and Products 

In view of the current market conditions, 

we are encouraged by the level of interest 

in our entire product portfolio from a num- 

ber of carriers. During 2001, we shipped a 

broad range of our products to six current 

and potential customers for continued net- 

work deployments, lab trials, and field trials. 

A key to our long-term success is deliver- 

ing solutions that address our customers' 

needs. We are doing that through strate- 

gic research and development, acquisi- 

tions, and partnerships to give carriers 

what they require: a vendor that can offer 

end-to-end global networking solutions. 

In fact, in 2001 we shipped the world's 

first multiband switch, the Corvis Optical 

Convergence Switch (OCS). We also 

introduced the Cowis XF festoon product, 

a product currently being deployed by 

two major international carriers. 

We plan on introducing new product 

enhancements across our transport and 

switching portfolio in the near future. 

These enhancements will continue to 

expand the flexibility, upgradeability 

and migrateability of our products. The 

enhanced products will provide our cus- 

tomers with the opportunity to deliver 

additional revenue-generating services 

over a unified network platform and man- 

agement system. We will provide specific 

details on these enhancements in the 

months to come. 

In the current market environment, our 

mission remains clear: to create optical 

innovations that drive carrier profitability 

faster than anyone else. 

Solid Financial Position 

One of Corvis' key strengths is our bal- 

ance sheet, which combines a solid cash 

position and no long-term debt. This 



financial strength allows us to maintain 

our focus on building our business for the 

long term. Continued financial discipline 

now, combined with strategic investment 

in R&D, will enable us to maintain our 

leadership position. 

The management team has been quick to 

react to the changing climate of carrier 

spending. We made the impor- 
COrvis continues tant strategic decisions to pre- 

to lead the market serve cash and weather the 

market downturn. We thank our 
where it counts- employees for helping Corvis 

next-generation get through a tough year and 

products and 
position the company to take 

advantage of the business envi- 

solutions. ronment in 2002 and beyond. 

Market Share Leadership 

We are increasingly recognized as the 

product innovation leader in optical net- 

working. Corvis is the first and only ven- 

dor in the industry to deploy an all-optical 

network and integrated all-optical switch- 

es. With the introduction of the Optical 

Convergence Switch (OCS), Corvis is 

now the only vendor to deliver both elec- 

tricalloptical and all-optical transport and 

switching products. 

A report in February 2002 by RHK Inc., 

a leading market research firm, named 

Corvis as the dominant supplier for pho- 

tonic optical core switches, controlling 76 

percent of the total market in 2001. The 

RHK report also shows Corvis as the 

leader in dense wavelength division multi- 

plexing (DWDM) systems, in the over 600 

km market segment, for the second year 

in a row, with nearly 35 percent share of 

this market. We believe our market 

leadership in next-generation products 

enables us to deliver solutions that 

address the evolving business require- 

ments of our customers. Further, we 

believe success in our space is directly 

linked to both financial strength and 

product innovation. 

The Year Ahead 

The near-term outlook remains difficult for 

every company in our sector. However, 

we believe our long-term prospects are 

good. Corvis will continue in 2002 to 

make the required strategic decisions to 

position the company for long-term suc- 

cess and profitability. 

Finally, we would like to thank our 

customers, shareholders, and suppliers 

for contributing to a successful year. We 

look forward to your continued support 

in fiscal 2002. 

Sincerely, 

David R. Huber, Ph. D. 

President and Chief Executive Officer 

March 25, 2002 
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Corvis Optical Network 

To Canada 

Optical Network Gate\~ay (ONG) 
Our dense wavelength division multiplexing 
transport products enable carriers to 
increase capacity and reduce cost in the 
network and can be integrated f~llly with our 
all-oplical switching products. Our ultra-long 
haul technology can be used to transport 
up to 2.8 Terabits per second and enable 
optical signals to travel up to 3,200 km 
without electrical regeneration, practically 
eliminating this costly and time-consuming 
process from the network while lowerinq 
the capital and operations expenses. 

Optical Switch (0s) 

W Optical Add DropIMultiplexer (OADM) 
The industry's first and only all-optical 
switching products, capable of switching 
up to 16.8 Terabits per second of optical 
signals entirely in the optical domain. 
Provides a cost-effective in-service migra- 
tion path from point-to-point links to 
all-optical mesh configurations. Our ONG 
can be deployed as a simple end terminal 
and upgraded to an OADM, which can 
be further upgraded to a multi-degree 
Optical Switch without interrupting existing 

7 optical signals 

@ Optical Convergence Switch (OCS) 
The Optical Convergence Switch is the 
world's first multiband ootical switch with 
both an electrical and optical switching 
fabric designed into a single network ele- 
ment. The OCS provides standard point- 
to-point, ring and mesh networking func- 
tionality, enabling carriers to deliver cur- 
rent SONETISDH services as well as 
advanced wavelength services. The OCS 
efficiently manages, grooms, and aggre- 
gates up to 240 gigabits of traffic in a sin- 
gle shelf and is scalable to 11.5 terabits 
per second in a single network element. 
making it both the most dense and highest 
capacity switch in the market. The OCS 
provides grooming and switching down to 
the STS-1NC-4 level and facilitates rapid 
service provisioning of sub-wavelength 
and wavelength services across the optical 
transport infrastructure. 

Network IvTanagernent 
Our suite of software tools provides 
carriers with fault detection and adminis- 
tration, and configuration at the service. 
element, and network levels, in addition 
to network planning capabilities. 

Optical Protector (OP) 
The Optical Protector is an optical protec- 
tion switching system that enables carriers 
to rapidly restore protected services in 
the event of fiber cuts andlor equipment 
failures. Designed to enable carriers to 
meet Service Level Agreements for 
service availability, utilizing optical switch- 
ing technology to restore service within 
50 milliseconds. 

Corvis XUXF (XMF) 
The Corvis XUXF is a point-to-point dense 
wavelength division multiplexing system 
for high capacity, long distance repeater- 
less links for terrestrial and undersea fes- 
tooning applications. Utilizing advanced 
dense wavelength division multiplexing 
technology, the XUXF delivers 800 giga- 
bits of line capacity and is capable of 
transmitting signals up to 350 km without 
in-line amplification. 
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SELECTED FINANCIAL DATA 

You should read the following selected consolidated financial data along with "Management's Discussion 
and Analysis of Financial Condition and Results of Operations" and our consolidated financial statements and the 
notes to those statements included elsewhere in this annual report. Operating results for historical periods are not 
necessarily indicative of the results that may be expected for future periods. During 1999, we changed our 
accounting reporting cycle from a calendar year-end to a manufacturing 52- or 53-week fiscal year-end, ending 
on the Saturday closest to December 31 in each year. 

Period from 
June 2,1997 Year Ended 
(inception) to December 31, January 1, December 30, December 29, 

December 31,1997 1998 2000 2000 2001 

Statement of Operations Data: 
Revenue . . . . . . . . . . . . . . . . . . . . . . .  
Costs of revenue: 

. . . . . . . . . . . . . . .  Product sales 
Inventory write-downs, contract 

........... losses and other 

Gross profit (loss) . . . . . . . . . . . . . . .  
Operating expenses: 

Research and development, 
excluding equity-based expense 

Sales and marketing, excluding 
....... equity-based expense 

General and administrative, 
excluding equity-based expense 

Equity-based expense: 
Research and development 

. . . . .  Sales and marketing 
General and administrative 

... Amortization of intangible assets 
Purchased in-process research and 

................. development 
Restructuring, impairment, and other 

charges . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . .  Total operating expenses 

. . . . . . . . . . . . . . . . . .  Operating loss 
Interest income (expense), net ...... 

....................... Net loss 

Basic and diluted net loss per 
. . . . . . . . . . . . . . . .  common share 

Weighted average number of 
. . . . .  common shares outstanding 

(in thousands except per share data) 

December 31, 
1997 

Balance Sheet Data: 
Cash and cash equivalents ......... 
Short-term investments . . . . . . . . . . .  

................. Working capital 
.................... Total assets 

Notes payable and capital lease 
obligations, net of current portion . 

. . . . . . . . . . . . . . .  Redeemable stock 
Total stockholders'equity (deficit) . . 

(19,103) 
(357) 

$(19,460) 

$ (0.86) 

22,638 

December 31, 
1998 

$ 4,041 
- 

(1,474) 
8,488 

5,800 
- 

(2,968) 

January 1, December 30, December 29, 
2000 2000 2001 

(in thousands) 



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 

You should read the following discussion and analysis along with our consolidated financial statements and 
the notes to those statements included elsewhere in this report. This discussion contains forward-looking 
statements that involve risks and uncertainties. Our actual results could differ materially from those anticipated in 
the forward-looking statements as a result of various factors including the risks discussed in "Factors That May 
Affect Out Future Results" below and elsewhere in this report. 

Overview 

We design, manufacture and sell high performance all-optical and electrical/optical communications 
systems that we believe accelerate carrier revenue opportunities and lower the overall cost of network ownership 
for carriers. Our optical products have enabled a fundamental shift in network design and efficiency by allowing 
for the transmission, switching and management of communications traffic entirely in the optical domain. By 
deploying our products, carriers eliminate the need for expensive and bandwidth-limiting electrical regeneration 
and switching equipment, significantly reducing costs, increasing network capacity and allowing them to more 
quickly and efficiently provide new services. Our products also open new market opportunities for carriers by 
enabling a flexible, in-service migration path from existing point-to-point and ring electrical/optical networks to 
all-optical mesh networks. 

We currently have five customers, including Broadwing Communications, Inc., Williams Communications, 
Inc., Qwest Communications Corporation, Telefonica de Espana S.A.U., and an unnamed major global carrier. 
During the first half of 2000, we shipped, installed and activated laboratory trial systems and field trial systems 
for both Broadwing and Williams to allow for customer testing and inspection. In July 2000, we successfully 
completed the Broadwing field trial and Broadwing agreed to purchase $200 million of our products and services 
as part of a multi-year purchase agreement. Throughout the remainder of 2000, we began the deployment of both 
transmission and switching equipment to Broadwing and built-up finished goods inventory necessary to support 
customer orders throughout 2001. Shipments of equipment to Broadwing continued throughout the year. Sales to 
Broadwing through December 29,2001 have totaled $183.2 million. 

In 2001, the field trial system provided to Williams was accepted and Williams agreed to purchase up to 
$300 million of our products and services in a multi-year purchase agreement, $85 million of which must be 
purchased prior to December 31,2003. Sales to Williams through December 29,2001 have totaled $74.2 million. 
Shipment of commercial equipment to Williams began late in the first quarter of 2001 and continues to date. In 
late February 2002, Williams announced that it is considering restructuring options, which may include filing a 
Chapter 11 bankruptcy case. At December 29, 2001, we were not aware of any factors that would indicate that 
Williams would be unable to meet its obligations to us. 

Qwest agreed to purchase $150 million of our products, some of which are currently under development, 
over a two-year period beginning on the date that the products meet agreed technical requirements. Qwest's 
purchase obligations are also subject to our products being priced competitively. Although our agreement with 
Qwest anticipated technical acceptance by December 31, 2001, Qwest's testing of our equipment in its labs is 
ongoing. Recently, Qwest terminated a $110 million purchase order that it had issued to us under this agreement 
in April 2001. We expect to continue with further testing and product enhancements to meet Qwest's unique 
specifications for its network. We are currently in discussions with Qwest to modify the terms of the agreement 
to permit ongoing testing and further product development. These discussions are also likely to involve 
modifications to the agreement regarding network deployment schedules and purchase level obligations. We 
cannot be certain that we will be able to successfully agree to modified terms, or if we do, whether the new terms 
will include minimum purchase obligations. If we are able to agree on these modifications, it is likely that the 
agreement would provide Qwest with the ability to terminate if, among other circumstances, Corvis' products do 
not meet the new technical requirements. We expect that any new terms will be agreed to by March 3 1, 2002 and 
if new terms are not agreed to by that date, it is likely that the agreement will terminate. 



In the second quarter 2001, the Company entered into a contract with an unnamed major global carrier and 
reached agreement with Spanish operator Telefonica for the delivery of our next generation optical products. 
These contracts are in early stages and do not include significant purchase commitment levels; however, we hope 
to develop these arrangements into long-term business relationships. 

We have also entered into agreements and discussions regarding laboratory and field trials with other 
carriers. Upon successful completion of these trials, we hope to enter into agreements for commercial 
deployment with new carriers. 

Recently, economic conditions have resulted in reduced capital expenditures by telecommunications 
carriers. In response to these conditions, we implemented restructuring plans, approved by our Board of 
Directors, designed to decrease our business expenses and to align resources for long-term growth opportunities. 
Additionally, we evaluated the carrying value of our inventory and long-term assets. 

In the second quarter of 2001, our Board of Directors approved a plan for the reduction of operations. As a 
result of the restructuring plan and our evaluation of the recoverability of long-lived asset canying values, we 
recorded charges of approximately $714.6 million. These charges were comprised of $99.2 million in cost of 
revenue charges associated with the inventory write-downs and losses on open purchase commitment 
cancellations; $9.4 million associated with workforce reduction; $9.0 million associated with consolidation of 
excess facilities and write-downs of idle equipment; $588.3 million associated with the write-down of goodwill 
generated in the acquisition of Algety Telecom S.A.; and $8.7 million associated with the permanent impairment 
charges on strategic equity investments carried at cost. 

In the fourth quarter of 2001, after continued unfavorable economic conditions and the lack of expected 
contract wins and product sales, our Board of Directors approved an additional plan for further reductions in 
operations, including the closure of our operations in Canada. As a result of this restructuring plan and evaluation 
of our inventory and recoverability of long-lived assets carrying value in light of the continued decrease in 
customer activity, we recorded charges of approximately $303.4 million. These charges were comprised of 
$117.4 million in cost of revenue charges associated with inventory write-downs and losses on open purchase 
commitments and an unprofitable contract; $15.0 million associated with workforce reductions; $44.2 million 
associated with consolidation of excess facilities and write-downs of idle equipment; $123.2 million associated 
with write-down of goodwill principally generated in the acquisition of Algety; and $3.6 million associated with 
permanent impairment charges on strategic equity investments carried at cost. 

We continue to monitor our financial position and will make strategic decisions as necessary to position the 
Company for long-term success. 

Critical Accounting Policies 

We have identified the following critical accounting policies that affect the more significant judgements and 
estimates used in the preparation of our consolidated financial statements. The preparation of our financial 
statements in conformity with accounting principles generally accepted in the United States of America requires 
us to make estimates and judgments that affect our reported amounts of assets and liabilities, revenues and 
expenses, and related disclosures of contingent assets and liabilities. On an on-going basis, we evaluate our 
estimates, including those related to asset impairment, revenue recognition, product warranty liabilities, 
allowance for doubtful accounts, and contingencies and litigation. We state these accounting policies in the notes 
to the consolidated financial statements and at relevant sections in this discussion and analysis. These estimates 
are based on the information that is currently available to us and on various other assumptions that we believe to 
be reasonable under the circumstances. Actual results could vary from those estimates under different 
assumptions or conditions. 

We believe that the following critical accounting policies affect the more significant judgments and 
estimates used in the preparation of our consolidated financial statements. 



Revenue. Revenue from product sales is recognized upon execution of a contract and the completion of all 
delivery obligations provided that there are no uncertainties regarding customer acceptance and collectibility is 
deemed probable. Customer contracts generally include extensive lab and field trial testing and some include 
other acceptance criteria. To the extent customer contracts include acceptance criteria, to date the Company has 
deferred revenue until customer acceptance criteria have been met. 

Our products can be installed by our customers, third party service providers or by us. Revenue from 
installation services is recognized as the services are performed unless the terms of the supply contract combine 
product acceptance with installation, in which case revenues for installation services are recognized when the 
terms of acceptance are satisfied and installation is completed. To the extent customer contracts include both 
product sales and installation services, revenues are recognized on their respective fair values. Revenues from 
installation service fixed price contracts are recognized on the percentage-of-completion method, measured by 
the percentage of costs incurred to date compared to estimated total costs for each installation contract. Amounts 
received in excess of revenue recognized are included as deferred revenue in our consolidated balance sheet. 

Costs of Revenzie. Costs of revenue include the costs of manufacturing our products and other costs 
associated with warranty and other contractual obligations, inventory obsolescence costs and overhead related to 
our manufacturing, engineering, finishing and installation operations. Warranty reserves are determined based 
upon actual warranty cost experience, estimates of component failure rates and management's industry 
experience. Inventory obsolescence costs are estimated using certain assumptions, including projected sales and 
sales mix. Actual results may differ from those estimates. We continually monitor component failures, technical 
changes, and levels of on-hand inventory and adjust our estimates accordingly. If, however, actual results vary 
significantly from our estimates, we will adjust the assumptions utilized in our methodologies and reduce or 
provide for additional accruals as appropriate. 

Allowance for Bad Debt. During 2001, we have relied on two customers for all of our revenues. We expect 
that a significant portion of our future revenue will continue to be generated by a limited number of customers. 
We monitor the financial conditions of these customers closely and concluded that no allowance for bad debt was 
appropriate as of December 29,2001. 

At December 29, 2001, $29.0 million or 86 percent of our trade accounts receivable are due from Williams, 
with the balance due from Broadwing. Subsequent to the end of fiscal year 2001, Williams has paid us 
approximately $4 million of the December 29, 2001 accounts receivable as it became due. At December 29, 
2001, all amounts due from Williams were current and, based on our historical collections from Williams and all 
publicly available financial information, we determined that no allowance for uncollectible amounts was 
necessary. Subsequent to year end, Williams has disclosed certain recent events that may potentially adversely 
affect its financial condition. Based on these events, in late February 2002, Williams announced that it is 
considering restructuring options, which may include filing a petition for Chapter 11 bankruptcy protection. If a 
customer files for bankruptcy protection under Chapter 11, we cannot be certain when we will receive 
outstanding payments, and if we do, how much will actually be received. In addition, there may be other 
provisions under bankruptcy laws that would impact our ability to collect any amounts owed and may affect 
some payments that we have already received. Bankruptcy laws may also allow Williams, under certain 
circumstances, to reject the purchase agreement. We continue to evaluate the need for allowances for accounts 
receivable and can give no assurances we will not be required to write-off some or all these outstanding amounts. 

Restruct~iring and Other Charges. During 2001, after continued unfavorable economic conditions and 
continued lack of expected customer wins and product sales, our Board of Directors approved plans for the 
reduction of operations including the consolidation of facilities, reduction of employees and the discontinuation 
of certain product lines. In addition, we evaluated the recoverability of the carrying value of our inventory and 
long-lived assets. As a result, we recorded charges associated with estimated excess inventory and open purchase 
commitments based on projected sales volumes, facility consolidation costs based on assumed exit costs and time 
tables, disposal of property and equipment based on estimated salvage values and goodwill impairment charges 



based on estimated discounted future cash flows. If actual results differ significantly from our estimates and 
assumptions, we will adjust our reserves and allowances accordingly. 

Goohvill and Other Intangible Assets. We have recorded goodwill and intangibles resulting from our 
acquisitions. Through December 29,2001, goodwill and intangibles have been amortized on a straight-line basis 
over their respective lives of between 3 and 5 years. Upon the adoption of SFAS No. 142 on January 1,2002, we 
will cease amortizing goodwill and will perform an annual impairment analysis to assess the recoverability of the 
goodwill, in accordance with the provisions of SFAS No. 142. If we are required to record an impairment charge 
in the future, it would have an adverse impact on our results of operations. 

Litigation. In July 2000, Ciena Corporation ("Ciena") informed us of its belief that there is significant 
correspondence between products that we offer and several U.S. patents held by Ciena relating to optical 
networking systems and related dense wavelength division multiplexing communications systems technologies. 
On July 19, 2000, Ciena filed a lawsuit in the United States District Court for the District of Delaware alleging 
that we are willfully infringing three of Ciena's patents. Ciena is seeking injunctive relief, monetary damages 
including treble damages, as well as costs of the lawsuit, including attorneys' fees. On September 8, 2000, we 
filed an answer to the complaint, as well as counter-claims alleging, among other things, invalidity and/or 
unenforceability of the three patents in question. On March 5, 2001, a motion was granted, allowing Ciena to 
amend its complaint to include allegations that we are willfully infringing two additional patents. A trial date had 
originally been set for April 1, 2002; however, it has recently been postponed by the court. The,litigation is 
currently in the pre-trial phase. 

Between May 7, 2001 and June 15, 2001, nine putative class action lawsuits were filed in the United States 
District Court for the Southern District of New York relating to our initial public offering on behalf of all persons 
who purchased our stock between July 28, 2000 and the filing of the complaints. Each of the complaints names 
as defendants: Corvis, our directors and officers who signed the registration statement in connection with our 
initial public offering, and certain of the underwriters that participated in our initial public offering. The 
complaints allege that the registration statement and prospectus relating to our initial public offering contained 
material misrepresentations andor omissions in that those documents did not disclose (1) that certain of the 
underwriters had solicited and received undisclosed fees and commissions and other economic benefits from 
some investors in connection with the distribution of our common stock in the initial public offering and (2) that 
certain of the underwriters had entered into arrangements with some investors that were designed to distort and/ 
or inflate the market price for our common stock in the aftermarket following the initial public offering. The 
complaints ask the court to award to members of the class the right to rescind their purchases of Corvis common 
stock (or to be awarded rescissory damages if the class member has sold its Corvis stock) and prejudgment and 
post-judgment interest, reasonable attorneys' and experts witness' fees and other costs. 

Plaintiffs have move to appoint lead plaintiff and lead counsel. By order October 12, 2001, the court 
appointed an executive committee of six plaintiffs' law firms to coordinate their claims and function as lead 
counsel. The motion to appoint lead plaintiff is pending. 

On October 17, 2001, a group of underwriter defendants moved for Judge Scheindlin's recusal. Judge 
Scheindlin denied that application. On December 13,2001, the moving underwriter defendants filed a petition for 
writ of mandamus seeking the disqualification of Judge Scheindlin in the United States Court of Appeals for the 
Second Circuit. The petition is currently pending before the Second Circuit. Judge Scheindlin issued a short 
order, stating that the court will continue to hold case management conferences, and will continue to handle other 
administrative and procedural matters. However, the court will refrain from making any substantive rulings 
pending the Second Circuit's decision on the mandamus petition. 

Dispositive motions have not yet been filed. No discovery has occurred. The court has ordered plaintiffs to 
file consolidated amended complaints in each consolidated action at the end of March 2002. 



Based on the status of the litigation, we cannot reasonably predict the likelihood of any potential outcome. 
We continue to monitor the status of the litigation, however we can give no assurances that an unfavorable 
outcome will not result in future charges. 

Results of Operations 

Year ended December 29, 2001 compared to year ended December 30, 2000 

Revenue. Revenue increased to $188.5 million for the fiscal year ended December 29, 2001 from 
$68.9 million for the fiscal year ended December 30, 2000. The increase in revenue is attributable to the 
increased sales of our products for commercial use. Revenue for the year ended 2001 and 2000 is attributable to 
two customers and one customer, respectively. During 2001, our quarterly revenues have decreased from a high 
of $84.1 million in the first quarter of 2001 to a low of $15.2 million in the fourth quarter. We expect revenue for 
the first quarter of 2002 to be at or below fourth quarter levels. 

Gross Profit (loss). Costs of revenue consists of component costs, direct compensation costs, warranty and 
other contractual obligations, inventory obsolescence costs and overhead related to our manufacturing and 
engineering, finishing and installation operations. In association with discontinued product lines under our 
restructuring plans and excessive inventories due to reduced capital expenditures by telecommunication carriers, 
during 2001 we recorded cost of revenue charges totaling $216.5 million comprised of inventory write-downs of 
$174.0 million and losses from open purchase commitments and loss contracts of approximately $42.5 million. 

Gross profit (loss) decreased to $(145.0) million for the fiscal year ended December 29, 2001 from $26.0 
million for the year ended December 30,2000. Gross margin as a percentage of revenue decreased to (77.0)% for 
the fiscal year ended December 29, 2001 from 37.7% for the fiscal year ended December 30, 2000. Excluding 
inventory write-downs and other charges of $216.5 million for the fiscal year ended December 29, 2001, gross 
profit and gross margin were $71.5 million and 37.9%, respectively. Due to current competitive and economic 
pressures on our prices, we expect that gross margin, excluding inventory write-downs and other charges, may 
decrease in the coming quarters. 

Research and Development, Excluding Equity-Based Expense. Research and development, excluding 
equity-based expense consists primarily of salaries and related personnel costs, test and prototype expenses 
related to the design of our hardware and software products, laboratory costs and facilities costs. All costs related 
to product development, both hardware and software, are recorded as expenses in the period in which they are 
incurred. Due to the timing and nature of the expenses associated with research and development, significant 
quarterly fluctuations may result. We believe that research and development is critical in achieving current and 
future strategic product objectives. 

Research and development expenses, excluding equity-based expense, increased to $149.9 million for the 
year ended December 29, 2001 from $88.9 million for the year ended December 30, 2000. The increase in 
expenses was primarily attributable to increases in headcount and increased expenses associated with prototype 
development and laboratory materials. 

Sales and Marketing, Excluding Eqzlity-Based Expense. Sales and marketing, excluding equity-based 
expense consists primarily of salaries and related personnel costs, laboratory trial systems provided to customers, 
trade shows, other marketing programs and travel expenses. 

Sales and marketing expenses, excluding equity-based expense, increased to $56.0 million for the year 
ended December 29,2001 from $30.9 million for the year ended December 30, 2000. The increase in expenses 
was primarily attributable to increases in headcount, increases in promotional and trade show activities and 
expenses related to laboratory systems provided to current and potential customers. 



General and Aclministrative, Excb~li~zg Equity-Based Expense. General and administrative, excluding 
equity-based expense consists primarily of salaries and related personnel costs, information systems support, 
recruitment expenses and facility demands associated with establishing the proper infrastructure to support our 
organization. This infrastructure consists of executive, financial, legal, information systems and other 
administrative responsibilities. 

General and administrative expenses increased to $34.3 million for the year needed December 29, 2001 
from $31.1 million for the year ended December 30,2000. The increase in expenses was primarily attributable to 
increases in salaries and related benefits due to the hiring of additional personnel. 

Equity-based Expense. Equity-based expenses consists primarily of charges associated with employee 
options granted at below fair market value prior to our initial public offering. 

Equity-based expense related to research and development, sales and marketing and general and 
administrative functions for the year ended December 29, 2001 increased to $98.8 million from $98.4 million for 
the year ended December 30, 2000. The increase in equity-based compensation resulted from options granted 
with exercise prices below fair value at the date of grant related primarily to pre-IPO grants. 

Amortization of Intangible Assets. Amortization of goodwill and other intangible assets primarily relates 
to the amortization of goodwill associated with the acquisition of Algety Telecom S.A. As a result of the issuance 
of SFAS No. 142, we will no longer record amortization of goodwill on a straight-line basis, rather goodwill will 
be tested at least annually for impairment. There may be more volatility in reported income (loss) than previous 
standards because impairment losses are likely to occur irregularly and in varying amounts. Intangible assets that 
are separate and have finite useful lives, such as acquired patent rights and intellectual property licenses, will 
continue to be amortized over their useful lives. As a result, amortization expense associated with goodwill 
should decrease in future periods. 

Amortization of intangible assets expenses increased to $125.9 million for the year ended December 29, 
2001 from $46.7 million for the year ended December 30, 2000. The increase was primarily attributable to the 
amortization of intangibles resulting from the acquisition of Algety Telecom S.A., which resulted in 
approximately $876.7 million in goodwill, excluding the impacts of the impairment charges described above, that 
is amortized over five years. 

Interest hzconze (Expense), Net. Interest income, net of interest expense, decreased to $21.2 million for the 
year ended December 29, 2001 from $28.6 million of net interest income for the year ended December 30,2000. 
The decrease was primarily attributable to lower average invested cash balances from the proceeds of the initial 
public offering and other private placements and lower average returns on investments, offset in part by interest 
incurred under various credit facilities. 

Year ended December 30,2000 compared to year ended Jancmy 1,2000 

Revenue. Revenue increased to $68.9 million for the fiscal year ended December 30, 2000 from zero for 
the fiscal year ended January 1, 2000. The increase in revenue is attributable to the acceptance of a field trial 
system and the subsequent sale of network hardware and software to Broadwing under a $200 million two-year 
purchase agreement. 

Gross Profit. Costs of revenue consists of component costs, direct compensation costs, warranty and other 
contractual obligations, inventory obsolescence costs and overhead related to our manufacturing and engineering, 
finishing and installation operations. Gross profit was $26.0 million for the year ended December 30, 2000. 
Gross margin as a percentage of revenues was 37.7%. 

Researclz and Development, Excluding Equity-Based Expense. Research and development, excluding 
equity-based expense consists primarily of salaries and related personnel costs, test and prototype expenses 



related to the design of our hardware and software products, laboratory costs and facilities costs. All costs related 
to product development, both hardware and software, are recorded as expenses in the period in which they are 
incurred. Due to the timing and nature of the expenses associated with research and development, significant 
quarterly fluctuations may result. We believe that research and development is critical in achieving current and 
future strategic product objectives. 

Research and development expenses, excluding equity-based expense, increased to $88.9 million for the 
year ended December 30,2000 from $41.6 million for the year ended January 1,2000. The increase in expenses 
was primarily attributable to increases in headcount and increased expenses associated with prototype 
development and laboratory materials. 

Sales and Marketing, Excl~~ding Equity-Based Expense. Sales and marketing, excluding equity-based 
expense consists primarily of salaries and related personnel costs, laboratory trial systems provided to customers, 
trade shows, other marketing programs and travel expenses. 

Sales q d  marketing expenses, excluding equity-based expense, increased to $30.9 million for the year 
ended December 30, 2000 from $3.4 million for the year ended January 1, 2000. The increase in expenses was 
primarily attributable to increases in headcount, increases in promotional and trade show activities and expenses 
related to laboratory systems provided to current and potential customers. 

Gerzeral and Acllninistrative, Excludiizg Eq~~ity-Based Expense. General and administrative, excluding 
equity-based expense consists primarily of salaries and related personnel costs, information systems support, 
recruitment expenses and facility demands associated with establishing the proper infrastructure to support our 
organization. This infrastructure consists of executive, financial, legal, information systems and other 
administrative responsibilities. 

General and administrative expenses increased to $3 1.1 million for the year ended December 30,2000 from 
$19.0 million for the year ended January 1,2000. The increase in expenses was primarily attributable to increases 
in salaries and related benefits due to the hiring of additional personnel and increased expenses incurred during 
the development of manufacturing processes. 

Equity-based Expense. Equity-based expenses consists primarily of charges associated with employee 
options granted at below fair market value prior to our initial public offering. 

Equity-based expense related to research and development, sales and marketing and general and 
administrative functions for the year ended December 30,2000 increased to $98.4 million from $5.0 million for 
the year ended January 1, 2000. The increase in equity-based compensation resulted from options granted with 
exercise prices below fair value at the date of grant, as well as expenses recognized upon the waiving of certain 
forfeiture provisions contained in warrants granted to certain customers. 

Amortization of Intangible Assets. Amortization of goodwill and other intangible assets primarily relates 
to the amortization of goodwill associated with the acquisition of Algety Telecom S.A. As a result of the issuance 
of SFAS No. 142, we will no longer record amortization of goodwill on a straight-line basis, rather goodwill will 
be tested at least annually for impairment. There may be more volatility in reported income (loss) than previous 
standards because impairment losses are likely to occur irregularly and in varying amounts. Intangible assets that 
have finite useful lives, such as acquired patent rights and intellectual property licenses, will continue to be 
amortized over their useful lives. As a result, amortization expense associated with goodwill should decrease in 
future periods. 

Amortization of intangible assets expenses increased to $46.7 million for the year ended December 30,2000 
from $0.2 million for the year ended January 1, 2000. The increase was primarily attributable to the amortization 
of intangibles resulting from our acquisition of Algety Telecom S.A., which resulted in approximately 



$876.7 million in goodwill, before considering the impairment charges described above, that is amortized over 
five years. 

Interest Iizconze (Expense), Net. Interest income, net of interest expense, increased to $28.6 million for the 
year ended December 30,2000 from $2.1 million of net interest expense for the year ended January 1,2000. The 
increase was primarily attributable to average higher invested cash balances from the proceeds of the initial 
public offering and other private placements, offset in part by interest incurred under various credit facilities. 

Liquidity and Capital Resources 

Since inception through December 29, 2001, we have financed our operations, capital expenditures and 
working capital primarily through public and private sales of our capital stock, borrowings under credit and Iease 
facilities and cash generated from operations. At December 29, 2001, our cash and cash equivalents and short- 
term investments totaled $660.8 million. 

Net cash used in operating activities was $255.5 million, $230.8 million and $71.8 million for the years 
ended December 29, 2001, December 30, 2000 and January 1, 2000, respectively. Cash used in operating 
activities for the year ended December 29, 2001 was primarily attributable to a net loss of $1,378.1 million, 
$35.1 million of inventory increases, and a decrease in accounts payable of $76.5 million, partially offset by an 
increase in other current liabilities payable of $38.8 million and non-cash expense items approximating 
$1,208.8 million including restructuring, goodwill impairment and other charges of $942.7 million, depreciation 
and amortization of $155.0 million equity-based expense of $98.8 million, and asset impairment and other 
charges of $12.3 million. 

Net cash used in investing activities for the years ended December 29, 2001, December 30, 2000 and 
January 1,2000 was $131.5 million, $72.4 million and $14.0 million, respectively. The increase in net cash used 
in investing activities for the year ended December 29, 2001 was primarily attributable to purchases of 
manufacturing and test equipment, information systems equipment and office equipment and purchases of short- 
term investments. 

Net cash provided by financing activities for the year ended December 29,2001 was $1.5 million, primarily 
attributable to the sale of investments associated with restricted cash, partially offset by the repayment of 
principal on notes and capital leases. Net cash provided by financing activities for the year ended December 30, 
2000 was $1,084.3 million, primarily attributable to proceeds from our initial public offering and other private 
placements, and the issuance of notes payable, offset in part by the payment of debt and an increase in restricted 
cash. Net cash provided by financing activities for the year ended January 1, 2000 was $326.3 million, primarily 
attributable to private placements and the proceeds from the issuance of notes payable. 

As of December 29, 2001, long-term restricted cash totaled $2.4 million associated with outstanding 
irrevocable letters of credit relating to lease obligations for various manufacturing and office facilities and other 
business arrangements. These letters of credit are collateralized by funds in our operating account. Various 
portions of the letters of credit expire at the end of each respective lease term or agreement term. 

Due to competitive economic conditions, we have and may be required to sell our product to future 
customers at lower margins or be required to provide customers with financing which could result in reduced 
gross margins, extended payment terms or delayed revenue recognition, all of which could have a negative 
impact on our liquidity, capital resources and results of operations. 

Our liquidity will also be dependent on our ability to manufacture and sell our products. Changes in the 
timing and extent of the sale of our products will affect our liquidity, capital resources and results of operations. 
We currently have a limited number of customers that could provide substantially all of our revenues for the near 
future and these customers are operating in a troubled economic environment. The loss of any of these 



customers, any substantial reduction in current or anticipated orders or an inability to attract new customers, 
could materially adversely affect our liquidity and results of operations. We plan to diversify our customer base 
by seeking new customers both domestically and internationally. 

At December 29, 2001, $29.0 million or 86 percent of our trade accounts receivable are due from Williams 
with the difference due from Broadwing. In February 2002, Williams announced that it is considering 
restructuring options, which may include filing a Chapter 11 bankruptcy case. As of February 23,2002, Williams 
owes us approximately $25.1 million. If Williams files for bankruptcy protection under Chapter 11, we cannot be 
certain when we will receive these outstanding payments, and if we do, how much will actually be received. In 
addition, there may be other provisions under bankruptcy laws that would impact our ability to collect these 
amounts and that may affect some payments that we have already received. Bankruptcy laws may also allow 
Williams under certain circumstances, to reject the purchase agreement. We cannot give any assurances or make 
any predictions as to whether Williams will file for bankruptcy and what effect that, or any other decisions that 
they make, will have on our business. 

We believe that our current cash and cash equivalents and cash generated from operations will satisfy our 
expected working capital, capital expenditure and investment requirements through at least the next twelve 
months. 

If cash on hand and cash generated from operations is insufficient to satisfy our liquidity requirements, we 
may seek to sell additional equity or debt securities. To the extent that we raise additional capital through the sale 
of equity or debt securities, the issuance of such securities could result in dilution to our existing shareholders. If 
additional funds are raised through the issuance of debt securities, the terms of such debt could impose additional 
restrictions on our operations. Additional capital, if required, may not be available on acceptable terms, or at all. 
If we are unable to obtain additional financing, we may be required to reduce the scope of our planned product 
development and sales and marketing efforts, which could harm our business, financial condition and operating 
results. Increasingly, as a result of the financial demands of major network deployments, carriers are looking to 
their suppliers for financing assistance. From time to time, we may provide or commit to extend credit or credit 
support to our customers as we consider appropriate in the course of our business. 

Algety Telecom S.A. 

On July 1, 2000, we acquired Algety Telecom S.A., a French company that develops and markets high 
capacity, high speed optical transmission equipment. Algety, based in Lannion, France, was formed in April 
1999, and was a development stage company with no revenue. 

At the initial closing on July 1, 2000, we delivered to the Algety shareholders 1,301,822 shares of our Series 
I convertible preferred stock, which converted into 15,621,858 shares of common stock upon the closing of our 
initial public offering. We also delivered 348,402 shares of Series I convertible preferred stock to our escrow 
agent to secure potential warranty claims, which converted into 4,180,824 shares of common stock upon the 
closing of our initial public offering. In addition, we placed into escrow 2,275,032 shares of common stock that 
will be released contingent upon satisfaction of certain minimum employment terms for certain Algety 
employees. We incurred approximately $1.0 million of transaction costs relating to the transaction. 

On November 3, 2000, consistent with the terms of the acquisition agreement, the Company completed a 
second closing in which an additional 11,385,358 shares of common stock were delivered to the former Algety 
stockholders. Total value of all shares delivered in the first and second closings was $947.1 million. 

We accounted for the acquisition using the purchase method whereby the net tangible and identifiable 
intangible assets acquired and liabilities assumed are recognized at their estimated fair market values at the date 
of acquisition. The excess of the aggregate purchase price over the estimated fair value of net assets acquired of 



$876.7 million, based upon the purchase price allocation, was being amortized on a straight-line basis over five 
years. In addition, $42.2 million of the purchase price was allocated to in-process research and technology and 
was expensed immediately. During 2001, the Company recorded restructuring and other charges of 
approximately $710.7 million associated with the impairment of the goodwill. Under SFAS 142, described 
below, the remaining balance of $2.3 million will no longer be amortized on a straight-line basis, but rather 
goodwill will be tested at least annualIy for impairment. 

Subsequent Event 

On January 29, 2002, we announced that we had signed a definitive merger agreement to acquire Dorsjl 
Networks, Inc., a privately held provider of next-generation transoceanic and regional undersea optical network 
solutions. Subject to the satisfaction of various closing conditions, including the approval by our shareholders 
and the shareholders of Dorsjl, we will acquire Dors;il in a stock transaction for approximately 40,923,500 shares 
of common stock. The shareholders meeting is expected to take place in the first half of 2002. The acquisition 
will be accounted for under the "purchase" method of accounting. Under the purchase method, the purchase price 
of Dorsjl will be allocated to identifiable assets and liabilities acquired from Dorsjl, with the excess being 
treated as goodwill. We preliminarily estimate that the acquisition will result in an in-process research and 
development charge of approximately $33.8 million as well as the recognition of certain intangible assets of 
$30.8 million, which will be amortized over an estimated life of five years. In addition, the acquisition will result 
in goodwill of approximately $7.6 million, which will have an indefinite life, but will be subject to periodic 
impairment tests. Dr. David R. Huher, our President and Chief Executive Officer, owns, directly or indirectly, 
approximately 31 percent of the outstanding stock of Dorsjl. Effective upon the completion of the Dors5l 
transaction, Jim Bannantine, the current President and CEO or Dorsd Networks, will become the new President 
of Corvis Corporation, responsible for the day-to-day operations of the Company. Prior to completion of the 
Dorsjl merger, Jim will lead the transition and integration planning efforts for both companies. 

Recent Accounting Pronouncements 

In July 2001, the Financial Accounting Standards Board issued SFAS No. 141, "Business Combinations". 
This statement addresses financial accounting and reporting for business combinations and supersedes APB 
Opinion No. 16, "Business Combinations" and FASB Statement No. 38, "Accounting for Reacquisition 
Contingencies of Purchased Enterprises". The provisions of this statement apply to all business combinations 
initiated after June 30, 2001. The application of this accounting standard is not expected to have a material effect 
on our consolidated financial statements. 

SFAS No. 142 addresses how intangible assets that are acquired individually or with a group of other assets 
should be accounted for in financial statements upon their acquisition. This statement requires goodwill to be 
periodically reviewed for impairment, for fiscal years beginning after December 15, 2001. SFAS No. 142 
supercedes APB Opinion No. 1, "Intangible Assets". We will adopt the provisions of this standard for our first 
quarter of fiscal 2002. We have recorded goodwill amortization expense of $0.2 million in fiscal 1999, 
$41.9 million in fiscal 2000 and $114.3 million in fiscal 2001, which will no longer be recorded in subsequent 
fiscal years. The application of this accounting standard is not expected to have a material effect on our 
consolidated financial statements. 

In August 2001, the Financial Accounting Standard Board issued SFAS No. 144, "Accounting for the 
Impairment or Disposal of Long-Lived Assets". This statement addresses financial accounting and reporting for 
the impairment or disposal of long-lived assets. This statement supersedes FASB Statement No. 121, 
"Accounting for the Impairment of Long-Lived Assets and for Long-lived Assets to be Disposed of', and the 
accounting and reporting provisions of APB Opinion No. 30, "Reporting the Results of Operations, Reporting the 
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and infrequently Occurring Events 
and Transactions", for the disposal of segments of a business (as previously defined in that opinion). The 
adoption of SFAS No. 144 is not expected to have a material adverse effect on our results of operations. 



Factors that May Affect O u r  Future Results 

Risks Related to O w  Fi~znncial Results 

We have incurred significant losses since i~zception, and we expect losses to continz~e in the filhlre. 

We have incurred significant net losses since inception. As of December 29,2001, We had an accumulated 
deficit of approximately $1.8 billion. We expect to incur significant losses in the near-term. We cannot be certain 
that we will ever achieve profitability. We will need to generate significant revenue and control costs to achieve 
profitability. 

Our limited operating history makesjkancial forecasting and evalz~ation of our bz~siness difficztlt. 

Our limited operating history makes it difficult to forecast our future operating results. We have only a 
limited history selling our optical network products. Although we began operations in 1997, we began generating 
revenue in the second half of 2000. Because we have a limited history upon which to base forecasts of future 
operating results, you should not rely on our past financial performance to evaluate our future financial 
performance and any predictions about our future revenues and expenses may not be as accurate as they would 
be if we had a longer, more stable business history. 

The unpredictability of ozw qzlarterly reszdts may adversely affect the tradirzg price of o z~r  common stock. 

Our revenue and operating results will vary significantly from quarter to quarter due to a number of factors, 
many of which are outside of our control and any of which may cause the price of our common stock to fluctuate. 
The primary factors that may affect our quarterly results include the following: 

loss of customers or the ability to attract new customers; 

satisfaction of contractual customer acceptance criteria; 

cancellation of or delays in customer orders; 

demand for optical networking products and services; 

the length and variability of the sales cycle for our products and services; 

the timing and size of sales of our products and services; 

our ability to maintain production volumes and levels for our products and services; 

our ability to obtain sufficient supplies of sole or limited source components; 

changes in our pricing policies or the pricing policies of our competitors; 

increases in the prices of the components that we purchase; 

new product introductions and enhancements by our competitors; 

our ability to develop, introduce and ship new products and product enhancements that meet customer 
requirements in a timely manner; 

the timing and magnitude of product development expenses; 

our ability to attract and retain key personnel; 

issuances or sales by us of common stock or other securities in the future; 

costs related to acquisitions of technology or businesses; and 

general economic conditions as well as those specific to the communications and related industries. 

A delay in generating or recognizing revenue could cause significant variations in our operating results from 
quarter to quarter and could result in substantial operating losses. It is possible that in some future quarters our 



results may be below the expectations of analysts and investors. In this event, the price of our common stock will 
likely decrease. 

The long and variable sales cycles for ozrrproducts may cazlse our revenue and operating reszdts to vary 
significantly from qnarter to qzrarter, which may adversely affect the tradirzgprice of ozw common stock. 

Certain of our products are designed to enable all-optical transmission and switching of data traffic over 
long distances. We expect that customers who purchase these products will do so as part of a large-scale 
deployment of these products across their networks. We also offer point-to-point solutions which we expect to be 
purchased by customers to cover high-traffic routes. In each case, a customer's decision to purchase our 
all-optical network products will involve a significant commitment of its resources. A lengthy testing and product 
qualification process, a portion of which is funded by us, will precede any final decision to purchase our 
products. Throughout this sales and qualification cycle, we will spend considerable time and expense educating 
and providing information to prospective customers about the uses and features of our products. 

The timing of deployment of our products may vary widely and will depend on the specific network 
deployment plan of the customer, the installation skills of the customer, the complexity of the customer's 
network environment and the degree of hardware and software configuration necessary. Customers with 
substantial or complex networks have traditionally expanded their networks or upgraded their systems in large 
increments on a periodic basis. Accordingly, we may receive purchase orders for significant dollar amounts on an 
irregular and unpredictable basis. In addition, customers may request the cancellation of purchase orders. 

Because of our limited operating history and the nature of our business, we cannot predict the timing or size 
of these sales and deployment cycles. Long sales cycles, as well as our expectation that customers will tend to 
place large orders sporadically with short lead times, may cause our revenue and results of operations to vary 
significantly and unexpectedly from quarter to quarter. 

We cz~rrently have five customers and we expect that substantially all of ozrr revenzre will be generated 
from a limited nzimzber of custonzers. 

The target customers for our products are carriers that operate communications networks. There are only a 
limited number of potential customers in our target markets. We currently have five customers who have signed 
agreements to purchase our products. Each of these agreements contains significant obligations, the breach of 
which could result in termination of the agreement. Qwest Communications Corporation has agreed to purchase 
$150 million of our products, some of which are currently under development, over a two-year period beginning 
on the date that the products meet agreed technical requirements. Qwest's purchase obligations are also subject to 
our products being priced competitively. Although our agreement with Qwest anticipated technical acceptance by 
December 31, 2001, Qwest's testing of our equipment in its labs is ongoing. Recently Qwest terminated a $1 10 
million purchase order that it had issued to us under this agreement in April 2001. We expect to continue with 
further testing and product enhancements to meet Qwest's unique specifications for its network. We are currently 
in discussions with Qwest to modify the terms of the agreement to permit ongoing testing and further product 
development These discussions are also likely to involve modifications to the agreement regarding network 
deployment schedules and purchase level obligations. We cannot be certain that we will be able to successfully 
agree to modified terms, or if we do, whether the new terms will include minimum purchase obligations. If we 
are able to agree on these modifications, it is likely that the agreement would provide Qwest with the ability to 
terminate if, among other circumstances, Corvis' products do not meet the new technical requirements. We 
expect that any new terms will be agreed to by March 31,2002 and if new terms are not agreed to by that date, it 
is likely that the agreement will terminate. 

At December 29, 2001, $29.0 million or 86 percent of our trade accounts receivable are due from Williams, 
with the balance due from Broadwing. Subsequent to the end of fiscal year 2001, Williams has paid us 
approximately $4 million of the December 29, 2001 accounts receivable as it became due. At December 29, 
2001, all amounts due from Williams were current and, based on our historical collections from Williams and all 



publicly available financial information, we determined that no allowance for uncollectible amounts was 
necessary. Subsequent to year end, Williams has disclosed certain recent events that may potentially adversely 
affect its financial condition. Based on these events, in late February 2002, Williams announced that it is 
considering restructuring options, which may include filing a petition for Chapter 11 bankruptcy protection. If 
Williams files for bankruptcy protection under chapter 11, we cannot be certain when we will receive these 
outstanding payments, and if we do, how much will actually be received. In addition, there may be other 
provisions under bankruptcy laws that would impact our ability to collect these amounts and that may affect 
some payments that we have already received. Bankruptcy laws may also allow Williams, under certain 
circumstances, to reject purchase agreement with us. We cannot give any assurances or make any predictions as 
to whether Williams will file for bankruptcy and what effect that, or any other decisions that they make, will 
have on our business. 

We expect that in the future substantially all of our revenue will depend on sales of our optical network 
products to a limited number of potential customers. The rate at which customers purchase products from us will 
depend, in part, on the increasing demand for bandwidth by carriers' customers. Any failure of carriers to 
purchase products from us for any reason, including any downturn in their business, may seriously harm our 
business, financial condition and results of operations. 

We depend on our key personnel to nzanage our business effectively. If we are unable to retain ozir key 
personnel, our bzisiness, filln~lcial condition and resiilts of operations could be harmed. 

Our future success depends upon the continued services of our executive officers and other key engineering, 
manufacturing, operations, sales, marketing and support personnel who have critical industry experience and 
relationships that we rely on to implement our business plan. The loss of the services of any of our key 
employees, including Dr. David Huber, our founder, President and Chief Executive Officer, could delay the 
development and production of our products and negatively impact our ability to maintain customer 
relationships, which would harm our business, financial condition and results of operations. 

We do not have significant experience in international nznrlcets and may have zcmxpected costs and 
difficz&ies in developing international revenue. 

We plan to expand the marketing and sales of our products internationally. This expansion will require 
significant management attention and financial resources to successfully develop international sales and support 
channels. We have developed a sales and marketing staff outside of the United States. International operations 
may be subject to certain risks and challenges that could harm our results of operations, including: 

difficulties and costs of staffing and managing foreign operations; 

longer sales cycles for our products; 

reduced protection for intellectual property rights; 

difficulty in accounts receivable collection and longer collection periods; 

longer sales cycles for our products; 

compliance with international standards that differ from domestic standards; 

political and economic instability; 

fluctuations in exchange rates; 

changes in regulatory requirements in the communications industry; 

expenses associated with developing and customizing our products for foreign countries; 

tariffs, quotas and other import restrictions on communications products; and 

= potentially adverse tax consequences. 



Risks Related to the Industry 

Ozrr Bz~siness Has Been Adversely Affected by Recent Developments in the Cornrnzr~zications Indz~stry 
and the Economy in General. 

For much of the last five years the market for our equipment has been influenced by the entry into the 
communications services business of a substantial number of new companies. In the United States that was due 
largely to changes in the regulatory environment, in particular those brought about by the Telecommunications 
Act of 1996. These new companies raised billions of dollars in capital, much of which they invested in new 
equipment, causing an acceleration in the growth of the market for telecommunications equipment. 

Recently, we have seen a reversal of this trend, including the failure of a large number of the new entrants 
and a sharp contraction of the availability of capital to the industry. This, in turn, has caused a substantial 
reduction in demand for telecommunications equipment, including our products. 

This industry trend has been compounded by the slowing not only of the United States economy, but the 
economies in virtually all of the countries in which we are marketing our products. The combination of these 
factors has caused customers to become more conservative in their capital investment plans and more uncertain 
about their future purchases. As a consequence, we  are facing a market that is both reduced in absolute size and 
more difficult to predict and plan for. 

We expect the factors described above to affect our business, for at Ieast several more quarters, if not longer, 
in several significant ways compared to the recent past: 

it is likely that our markets will be characterized by reduced capital expenditures by our customers; and 

our ability to forecast the volume and product mix of our sales will be substantially reduced. 

We are exposed to the credit risk of our czwtomers. 

Industry and economic conditions have weakened the financial position of some of our customers and 
potential customers. T o  sell to some of these customers, we may be  required to extend favorable payment terms. 
While we monitor these situations carefully and attempt to take appropriate measures to protect ourselves, it is 
possible that we may have to write-down or write-off doubtful accounts. Such write-downs or write-offs, if large, 
could have a material adverse effect on our operating results and financial condition. We have provided extended 
credit terms to some of our customers. While we have done only a limited amount of this type of financing in the 
past, the increasingly competitive environment in which we operate may require us to engage in more 
competitive financing arrangements. Our ability to recognize revenue from financed sales will depend on the 
relative financial condition of the specific customer, among other factors. Any change in the financial condition 
of our customers could have a material adverse effect on our operating results and financial condition. 

The markets for optical networking prodzrcts are evolving and z~ncertain and ozrr bzrsiness will szrffer if 
they do not develop as we expect. 

Most carriers have made substantial investments in their current network infrastructure, and may have 
announced significant reductions in their capital expenditures. It  is uncertain when these reductions in capital 
expenditures will be reversed. In addition, carriers may elect to remain with current network architectures or to 
adopt new architectures in limited stages or over extended periods of time. A decision by a customer to purchase 
our optical networking solutions will involve a significant capital investment. We will need to convince these 
carriers of the benefits of our solutions for future network deployment. We cannot be certain that a viable market 
for our products will further develop or be sustainable. If this market does not develop further, or develops more 
slowly than we expect, our business, financial condition and results of operations would be harmed. 



The markets we serve are highly competitive and we may not be nble to achieve or maintain profitability. 

Competition in optical networking markets is intense. These markets have historically been dominated by 
large companies, such as Alcatel, Cisco, Lucent, NEC and Nortel. We may face competition from other large 
communications equipment companies that are currently in or that may enter our market. In addition, a number 
of private companies have announced plans for new all-optical products to address the same network needs that 
our products address. Due to several factors including the lengthy sales cycle, testing and deployment process 
and manufacturing constraints associated with large-scale deployments of our products, we may lose any 
advantage that we might have by being an early provider of all-optical network products prior to achieving 
market penetration. Many of our competitors have longer operating histories, greater name recognition, larger 
customer bases and greater financial, technical and sales and marketing resources than we do and may be able to 
undertake more extensive marketing efforts, adopt more aggressive pricing policies and provide more vendor 
financing than we can. Moreover, our competitors may foresee the course of market developments more 
accurately than we do and could develop new technologies that compete with our products or render our products 
obsolete. Due to the rapidly evolving markets in which we compete, additional competitors with significant 
market presence and financial resources may enter our markets, further intensifying competition. 

In order to compete effectively, we must deliver products that: 

provide high reliability; 

provide an overall cost-effective solution for carriers; 

reduce operating costs; 

increase network capability easily and efficiently with minimal disruption; 

operate with existing equipment and network designs; 

reduce the complexity of the network in which they are installed by decreasing the amount of equipment 
required; and 

provide effective network management. 

In addition, we believe that a knowledge of the infrastructure requirements applicable to carriers, experience 
in working with carriers to develop new services for their customers, and an ability to provide vendor financing 
are important competitive factors in our market. We have limited knowledge of carriers' infrastructure 
requirements and limited experience in working with carriers to develop new services. We currently provide only 
a limited vendor-sponsored financing program. Many of our competitors, however, are able to offer more 
complete financing programs, which may influence prospective customers to purchase from our competitors 
rather than from us. 

If we are unable to compete successfully against our current and future competitors, we may have difficulty 
obtaining customers, and could experience price reductions, order cancellations, increased expenses and reduced 
gross margins, any one of which would harm our business, financial condition and results of operations. 

The co~nmzmications indz~stry is szlbject to government regr~lations that could harm our business. 

The Federal Communications Commission, or FCC, has jurisdiction over the entire communications 
industry and, as a result, our products and our customers' products are subject to FCC rules and regulations. 
Current and future FCC rules and regulations affecting communications services, our products or our customers' 
businesses or products could negatively affect our business. In addition, international regulatory standards could 
impair our ability to develop products for international carriers in the future. Delays caused by our compliance 
with regulatory requirements could result in postponements or cancellations of product orders, which would 
harm our business, results of operations and financial condition. Further, we cannot be sure that we will be 
successful in obtaining or maintaining any regulatory approvals that may, in the future, be required to operate our 
business. 



Risks Related to Prod~ict Manzfact~iring 

We have limited marzufactxring experience and zrnproven manz~factzrring capabilities. If we are zrrzable to 
adjzrst ozrr manz~facturing capacity in a tinzely manner or i f  we do not acczrrately project demand, we may 
not achieve or maintain profitability. 

Our future operating results will depend on our ability to develop and manufacture our products cost- 
effectively. To do so, we will have to develop manufacturing processes that will allow us to produce sufficient 
quantities of products at competitive prices. We have limited manufacturing experience and have only used our 
current facilities for limited quantities of commercial products. Due to the complexities of the optical product 
manufacturing process, we may not be able to supplement our internal manufacturing capability by outsourcing 
manufacturing of our products to meet demand. 

If we are unable to adjust our manufacturing capacity in a timely manner or if we do not accurately project 
demand, we will have insufficient capacity or excess capacity, either of which will seriously harm our business. 
There are numerous risks associated with adjusting manufacturing capabilities, including the following: 

the inability to purchase and install the necessary manufacturing equipment; 

the scarcity and cost of manufacturing personnel; 

difficulties in achieving adequate yields from new manufacturing lines; and 

the scarcity and cost of certain components. 

Our manufacturing facilities and related capital expenditures assume a level of customer orders that we may 
not realize or, if we do realize, may not be sustained over multiple quarters. If we do not receive anticipated 
levels of customer orders, our gross margins will decline and we will not be able to reduce our operating 
expenses quickly enough to prevent a decline in our operating results. 

We depend on sole sozrrce and limited source sz~ppliers for several key components. If we are zrnable to 
obtain these componerzts on a timely basis, we will be zrnable to meet ozrr customers' prodzrct delivery 
reqz~irenzents, which would harm our business. 

We currently purchase several key components from single or limited sources. From time to time, there 
have been industry-wide shortages of some optical components. If any of our sole or limited source suppliers 
experiences capacity constraints, work stoppages or any other reduction or disruption in output, they may be 
unable to meet our delivery schedule. Our suppliers may enter into exclusive arrangements with our competitors, 
be acquired by our competitors, stop selling their products or components to us at commercially reasonable 
prices, refuse to sell their products or components to us at any price or be unable to obtain or have difficulty 
obtaining components for their products from their suppliers, and we may be unable to develop alternative 
sources for the components. 

Even if alternate suppliers are available, identifying them is often difficult and time consuming. We have 
key components that are available from only one qualified supplier. The process of qualifying vendors can take a 
significant amount of time and is not always successful. If we do not qualify multiple vendors or receive critical 
components in a timely manner, we will be unable to manufacture our products in a timely manner and would, 
therefore, be unable to meet customers' product delivery requirements. Any failure to meet a customer's delivery 
requirements could harm our reputation and decrease our sales, which would harm our business, financial 
condition and results of operations. 

Some of our competitors are also ozrr szlppliers and i f  ozrr szrpply relationship with them deteriorates, it 
cozrld harm ozw bzlsiness. 

Some of our component suppliers are both our primary source for those components and major competitors 
in the market for communications equipment. For example, we buy some of our key components from Lucent 



and Alcatel, each of which offers communications systems and equipment that compete with our products. Our 
business, financial condition and results of operations could be harmed if these supply relationships were to 
change in any manner adverse to us. 

Risks Rehted to Ozlr Prod~~cts  

Because optical networking prodz~cts are complex and are deployed in co~nplex environments, ozw 
prodz~cts may have defects that we discover only after fzdl deployment, which cozdd serioz~sly harm ozrr 
bz~siness. 

Optical products are complex and are designed to be deployed in large quantities across complex networks. 
Because of the nature of the products, they can only be fully tested when completely deployed in large networks 
with high amounts of traffic. Our customers may discover errors or defects in the hardware or the software, or 
our products may not operate as expected, after they have been fully deployed. If we are unable to fix defects or 
other problems that may be identified in full deployment, we would experience: 

loss of, or delay in, revenue and loss of market share; 

loss of existing customers; 

failure to attract new customers or achieve market acceptance; 

diversion of development resources; 

increased service and warranty costs; 

legal actions by our customers; and 

increased insurance costs. 

The occurrence of any of these problems would seriously harm our business, financial condition and results 
of operations. Defects, integration issues or other performance problems in our products could result in financial 
or other damages to our customers or could negatively affect market acceptance for our products. Our customers 
could also seek damages for losses from us, which, if the customers were successful, would seriously harm our 
business, financial condition and results of operations. A product liability claim brought against us, even if 
unsuccessful, would likeIy be time consuming and costly and would put a strain on our management and 
resources. 

Ozlr bztsiness will sz~ffer if we do not respond rapidly to technological changes. 

The market for network communications equipment is characterized by rapid technological change, frequent 
new product introductions and changes in customer requirements. We may not be able to respond quickly or 
effectively to these developments. We may experience design, manufacturing, marketing and other difficulties 
that could delay or prevent our development, introduction or marketing of new products and enhancements. The 
constant introduction of new products by competitors, market acceptance of products based on new or alternative 
technologies or the emergence of new industry standards has led to significant inventory write-downs and could 
render our existing or future products obsolete, which may harm our business, financial condition and results of 
operations. 

In developing our products, we have made, and will continue to make, assumptions about the industry 
standards that may be adopted by our competitors and potential customers. If the standards adopted are different 
from those that we have chosen to support, market acceptance of our products may be significantly reduced or 
delayed and our business will be seriously harmed. In addition, the introduction of products incorporating new 
technologies and the emergence of new industry standards could render our existing products obsolete. In order 
to introduce products incorporating new technologies and new industry standards, we must be able to gain access 
to the latest technologies of our suppliers, other network vendors and our potential customers. Any failure to gain 
access to the latest technologies may seriously harm our business, financial condition and results of operations. 



Ozir business will sziffer if our current andfiitz~re prodzicts do not meet specific czistomer reqziirements. 

Customers may require product features and capabilities that our products do not have. To achieve market 
acceptance for our products, we must anticipate and adapt to customer requirements and offer products and 
services that meet customer demands. Our failure to develop products or offer services that satisfy customer 
requirements may seriously harm our business, financial condition and results of operations. 

We intend to continue to invest in product and technology development. The development of new or 
enhanced products is a complex and uncertain process that requires the accurate anticipation of technological and 
market trends. We may experience design, manufacturing, marketing and other difficulties that could delay or 
prevent the development, introduction or marketing of new products and enhancements. The introduction of new 
or enhanced products also requires that we manage the transition from older to newer products in order to 
minimize disruption in customer ordering patterns and ensure that adequate supplies of new products can be 
delivered to meet anticipated customer demand. Our inability to effectively manage this transition may harm our 
business, financial condition and results of operations. 

Ozir business will be adversely affected i f  we are zirzable to protect ozir intellectzial property rights from 
third-party challe~zges. 

We rely on a combination of patent, copyright, trademark and trade secret laws and restrictions on 
disclosure to protect our intellectual property rights. We also enter into confidentiality or license agreements with 
our employees, consultants and corporate partners and control access to and distribution of our software, 
documentation and other proprietary information. Despite our efforts to protect our proprietary rights, 
unauthorized parties may attempt to copy or otherwise obtain and use our products or technology. Monitoring 
unauthorized use of our technology is difficult, and we cannot be certain that the steps we have taken will prevent 
unauthorized use of our technology, particularly in foreign countries where the laws may not protect our 
proprietary rights as fully as in the United States. 

We are involved in an intellectual property dispute and in the future we may become involved in similar 
disputes, which could subject us to significant liability, divert the time and attention of our management and 
prevent us from selling our products. 

On July 19, 2000, Ciena filed a lawsuit in the United States District Court for the District of Delaware 
alleging that we are willfully infringing three of Ciena's patents. Ciena is seeking injunctive relief, monetary 
damages including treble damages, as well as costs of the lawsuit, including attorneys' fees. On September 8, 
2000, we filed an answer to the complaint, as well as counter-claims alleging, among other things, invalidity and/ 
or unenforceability of the three patents in question. On March 5, 2001, a motion was granted, allowing Ciena to 
amend its complaint to include allegations that we are willfully infringing two additional patents. We are 
currently in the pre-trial phase of the litigation and a trial date had originally been set for April 1,2002; however, 
it has recently been postponed by the court. We intend to defend ourselves vigorously against these claims. An 
adverse determination in, or settlement of, the Ciena litigation could involve the payment of significant amounts 
by us, or could include terms in addition to payments, such as an injunction, preventing us from selling some of 
our products until we are able to implement a non-infringing design to any portion of our products to which such 
determination applied. An adverse determination could have a material adverse effect on our business, financial 
condition and results of operations. If we are required to redesign our products, we may have to stop selling our 
current products until they have been redesigned. We believe that defense of the lawsuit may be costly and may 
divert the time and attention of some members of our management. 

We or our customers may be a party to additional litigation in the future to protect our intellectual property 
or to respond to allegations that we infringe others' intellectual property. Any parties asserting that our products 
infringe upon their proprietary rights would force us to defend ourselves and possibly our customers against the 
alleged infringement. If we are unsuccessful in any intellectual property litigation, we could be subject to 



significant liability for damages and loss of our proprietary rights. Intellectual property litigation, regardless of its 
success, would likely be time consuming and expensive to resolve and would divert management time and 
attention. In addition, we  could b e  forced to do one or  more of the following: 

stop selling, incorporating or using products that include the challenged intellectual property; 

obtain from the owner of the infringed intellectual property right a license to sell or use the relevant 
technology, which license may not be  available on reasonable terms, or at all; or 

redesign those products that use the technology, which may be time-consuming or impossible. 

If we are forced to take any of these actions, our business may be seriously harmed. 

If necessary licenses of third-party technology are not available to ZLS or are very expensive, our business 
would be seriously harmed. 

W e  currently license technology, and from time to time we may be required to license additional 
technology, from third parties to sell or develop our products and product enhancements. Our existing and future 
third-party licenses may not be  available to us on commercially reasonable terms, if at all. Our inability to 
maintain or obtain any third-party license required to sell or develop our products and product enhancements 
could require us to obtain substitute technology of lower quality or performance standards or at greater cost, any 
of which could seriously harm our business, financial condition and results of operations. 

Risks Related to the Development of Our Bz~siness 

Oz~rproducts and services require a sophisticated snles effort targeted at a limited number of key 
individz~als within o z~r  prospective cnstomers' organizations. 

Our success will depend, in  part, on our ability to develop and manage these relationships. This effort 
requires specialized sales personnel as well as experienced sales engineers. Competition for these individuals is 
intense because there are a limited number of people available with the necessary business background and 
understanding of our market. When we hire them or contract for these personnel, they may require extensive 
training in our network products. We might not be able to hire the kind and number of sales personnel and sales 
engineers required for us to be successful. If we are unable to adjust our sales, customer service and support 
operations, we may not be  able to effectively market our products, which may prevent us from achieving and 
maintaining profitability. 

We have previously offered warrants to pz~rchnse our common stock to three of our custo~ners. We  nay 
be ztnnble to attract new czisto~ners rinless we continue to offer similar equity arrangements. 

Two of our customers purchased an equity interest in us, and a third customer holds a warrant to purchase 
our common stock. Although these customers purchased the equity interests at fair value and the warrant has an 
exercise price equal to the fair value on the date of grant, the opportunity to invest in us provided these customers 
with an additional incentive to purchase our products. We may be unable to attract new customers, unless we 
offer equity to them. It  is not our intention to offer equity to customers in the future. 

Our business will suffer if we fail to properly nznnage our size and continzially improve our internal 
controls and systems. 

We continue to adjust the scope of our operations, as well as our in-house manufacturing and customer 
support capabilities, develop new distribution channels and fund research and development. Our ability to 



successfully offer our products and implement our business plan in a rapidly evolving market requires an 
effective planning and management process. In order to manage our size properly, we must: 

retain existing personnel; 

hire, train, manage and retain additional qualified personnel, including engineers and research and 
development personnel; 

manage our manufacturing operations, controls and reporting systems; 

effectively manage multiple relationships with our customers, suppliers and other third parties; and 

implement additional operational controls, reporting and financial systems and procedures. 

Failure to do any of the above in an efficient and timely manner could seriously harm our business, financial 
condition and results of operations. 

If we become subject to zmfair hiring claims we coz~ld inczw sz~bstantinl costs in defending oz~rselves or 
managementJs attention coz~ld be diverted away from our operations. 

Companies in our industry whose employees accept positions with competitors frequently claim that their 
competitors have engaged in unfair hiring practices. We have received claims of this kind in the past, and we 
may receive claims of this kind in the future as we seek to hire qualified personnel or that those claims will not 
result in material litigation. We could incur substantial costs in defending ourselves or our employees against 
such claims, regardless of the merits of the claims. In addition, defending ourselves from such claims could 
divert the attention of management away from our operations. 

We may need additio~zal capital to filnd ozw existing and$~tur-e operations. If we are z~rzable to obtain 
additional capital, we may be reqz~ired to redz~ce the scope of ourplannedprodz~ct development and 
marketing and sales effortsJ wkiclz woz~ld harm our bzrsi~zess,fi~za~zcial condition and results of 
operntio 12s. 

The development, marketing and sales of new products is expected to require a significant commitment of 
resources. We may incur significant operating losses or expend significant amounts of capital if: 

the market for our products develops more slowly than anticipated; 

we fail to establish market share or generate revenue; 

our capital expenditure forecasts change or prove inaccurate; and 

we need to respond to unforeseen challenges or take advantage of unanticipated opportunities. 

As a result, we may need to raise additional capital. To the extent that we raise additional capital through the 
sale of equity or debt securities, the issuance of such securities could result in dilution to our existing 
stockholders. If additional funds are raised through the issuance of debt securities, the terms of such debt could 
impose additional restrictions on our operations. Additional capital, if required, may not be available on 
acceptable terms, or at all. If we are unable to obtain additional capital, we may be required to reduce the scope 
of our planned product development and marketing and sales efforts, which would harm our business, financial 
condition and results of operations. 

Risks Related to the Dorsdl Acquisition. 

We m y  not realize any be~zej?tsfro~n the merger. 

Although there can be no assurance that the merger will be completed, we and Dorsa entered into the 
merger agreement with the expectation that the merger will result in benefits to each company, including: 

significantly broadening our addressable market opportunities; 

positioning us as one of the few end-to-end vendors of next-generation terrestrial and undersea optical 
networking solutions; 



accelerating sales to global carriers; 

leveraging the two companies' complementary technologies and enhancing their competitive strengths; 

leveraging both companies' sales and marketing resources to provide opportunities to increase market 
penetration and revenue growth; 

realizing cost savings in operations and new product development; 

addressing an attractive market opportunity in light of the current competitive landscape and compared to 
other areas of potential acquisition for us in the terrestrial space; 

expanding new product development opportunities through the integration of existing products and 
services; 

having greater capacity to respond to competition, market demands and technological change; and 

increasing management breadth and depth. 

Achieving the benefits of the merger will depend in part on the successful integration of our and Dorsjl's 
operations and personnel in a timely and efficient manner. Integrating Corvis and Dorsjl will be a complex and 
time-consuming process. Employees and management of each of Corvis and Dorsjl have played a key role in 
creating each company. The successful integration of these two companies will alter prior relationships and may 
affect productivity. In addition, the merger is likely to divert the attention of management of each company and 
could negatively affect the combined company's ability to operate and retain key employees after the merger. We 
cannot assure you that the operations of the companies can be successfully integrated or that any of the 
anticipated benefits will be realized, and the failure to do so could have a material adverse effect on our business 
and common stock price. 

If we and Dorsd cannot quickly and efficiently make ozcr technology, products and services operate 
together, many of the potential benefits of the merger may not be realized. 

We intend to make Dorsiil's technology, products and services operate together with our own products and 
services, as well as to offer Dorsjl's technology, products and services separately. We cannot assure you that we 
will be able to do so quickly and effectively. In order to obtain the benefits of the merger, we must make Dorsiil's 
technology, products and services operate together with our technology, products and services. We may be 
required to spend additional time and money on integration, which would otherwise be spent on developing our 
own products and services. If we do not integrate the technology effectively or if our management spends too 
much time on integration issues, it could harm the combined company's business, financial condition and results 
of operations. 

Merger related accozcnting charges may delay and reduce our profitnbility. 

We will account for the merger under the "purchase" method of accounting. Under the purchase method, the 
purchase price of Dorsd will be allocated to identifiable assets and liabilities acquired from Dorsjl with any 
excess being treated as goodwill. As a result, we will incur accounting charges from the merger that may delay 
our profitability. These charges are currently preliminarily estimated to include an in-process research and 
development charge of approximately $33.5 million to be expensed in the period in which the merger is 
consummated. In addition, the merger will generate certain intangible assets of approximately $30.5 million 
which will be amortized over varying periods and estimated goodwill and other intangible assets with indefinite 
lives of approximately $8.2 million, which will be subject to periodic impairment tests and could result in 
potential write-down charges in future periods. These estimates may change based on a final independent 
valuation. 



The market price of oztr common stock may decline as a resztlt of the merger. 

The market price of our common stock may decline as a result of the merger if: 

the integration of Corvis and Dorsjl is unsuccessful or takes longer than expected; 

the perceived benefits of the merger are not achieved as rapidly or to the extent anticipated by financial 
analysts or investors; 

the effect of the merger on our financial results is not consistent with the expectations of financial 
analysts or investors; or 

dilution from the stock issued for the merger. 

Quantitative and Qualitative Disclosures About Market Risk. 

The following discussion about our market risk disclosures involves forward-looking statements. Actual 
results could differ materially from those projected in forward-looking statements. We maintain instruments 
subject to interest rate and foreign currency exchange rate risk. We categorize all of our market risk sensitive 
instruments as non-trading or other instruments. 

Interest Rate Sensitivity 

We maintain a portfolio of cash equivalents in a variety of securities including: commercial paper, 
certificates of deposit, money market funds and government and non-government debt securities. Substantially 
all amounts are in money market funds as well as high grade, short-term commercial paper and certificates of 
deposit, the value of which is generally not subject to interest rate changes. We believe that a 10% increase or 
decline in interest rates would not be material to our investment income or cash flows. Our long-term debt 
obligations bear fixed interest rates. As such, we have minimal cash flow exposure due to general interest rate 
changes associated with our long-term debt obligations. 

Foreign Rate Sensitivity 

We primarily operate in the United States; however, we have expanded operations to include research and 
development and sales offices in various European countries. As a result, we may have sales in foreign currencies 
exposing us to foreign currency rate fluctuations. For the fiscal year ended December 29, 2001, we recorded no 
sales in a foreign currency. We are exposed to the impact of foreign currency changes, associated with the Euro, 
for our European subsidiaries, financial instruments, which are limited to cash and cash equivalents. It is the 
policy of management to fund foreign operations on a monthly basis, thus minimizing average cash and 
overnight investments in the Euro. At December 29, 2002, our European subsidiaries maintained cash and cash 
equivalents of approximately €1.8 million. We believe that a 10% increase or decline in the Euro exchange ratio 
would not be material to cash and cash equivalent balances, interest income, or cash flows from consolidated 
operations. 



INDEPENDENT AUDITORS' REPORT 

The Board of Directors and Stockholders 
Corvis Corporation and subsidiaries: 

We have audited the accompanying consolidated balance sheets of Corvis Corporation and subsidiaries as of 
December 30, 2000 and December 29, 2001, and the related consolidated statements of operations, stockholders' 
equity (deficit) and cash flows for the years ended January 1, 2000, December 30, 2000 and December 29,2001. 
These consolidated financial statements are the responsibility of the Company's management. Our responsibility 
is to express an opinion on these consolidated financial statements based on our audits. 

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of Corvis Corporation and subsidiaries as of December 30, 2000 and December 29, 2001 
and the results of their operations and their cash flows for the years ended January 1, 2000, December 30,2000 
and December 29, 2001, in conformity with accounting principles generally accepted in the United States of 
America. 

McLean, Virginia 
January 29,2002, except as to 

Note 14 which is as of 
February 25,2002 



CORVIS CORPORATION 

CONSOLIDATED BALANCE SHEETS5 
(Dollars in thousands. except per share amounts) 

ASSETS 

Current assetsf 
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Short-terminvestments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Trade accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Inventory. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Restricted cash. long-term . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Propertyandequipment. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Goodwill and other intangible assets. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other long-term assets. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Totalassets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

LIABILITIESy REDEEMABLE STOCK AND STOCKHOLDERS' EQUITY 

Current liabilities: 
Notes payable. current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Capital lease obligations. current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accountspayable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accruedexpenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Provision for restructuring charge . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Noncurrent liabilities: 

Notes payable. net of current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Capital lease obligations. net of current portion . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commitments and contingencies 
Redeemablestock ..................................................... 
Stockholders' equity: 

Preferred stock-$0.01 par value; 200.000. 000 shares authorized; zero shares 
. . .  issued and outstanding as of December 30. 2000 and December 29. 2001 

Common stock-$0.01 par value; 1.900.000. 000 shares authorized; 
348.039. 489 shares and 362.687. 909 shares issued and outstanding as of 

. . . . . . . . . . . . . . . .  December 30. 2000 and December 29.2001. respectively 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Additional paid-in capital 

Accumulated other comprehensive income (loss): 
Foreign currency translation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

............................................... Accumulated deficit 

Total stockholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total liabilities. redeemable stock and stockholders' equity . . . . . . . . . . . .  

December 30. December 29. 
2000 2001 

See accompanying notes to consolidated financial statements . 
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CORVIS CORPORATION 

CONSOLIDATED STATEMENTS OF OPERATIONS 
(Amounts in thousands. except per share amounts) 

Year Ended 

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Costs of revenue 

Productsales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . .  Inventory write.downs. contract losses and other 

Gross profit (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses: 

Research and development. exclusive of equity-based expense . . . .  
Sales and marketing. exclusive of equity-based expense . . . . . . . . . .  
General and administrative. exclusive of equity-based expense . . . .  

Equity-based expense: 
................................. Research and development 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Sales and marketing 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  General and administrative 
................................ Amortization of intangible assets 

Purchased in-process research and development .................... 
Restructuring. impairment and other charges ....................... 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total operating expenses 

Operating loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest income (expense). net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Netloss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other comprehensive income (loss): 

............................... Foreign exchange adjustment 

Comprehensive loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Basic and diluted net loss per common share . . . . . . . . . . . . . . . . . . . . . . .  
Weighted average number of common shares outstanding . . . . . . . . . . . .  

January 1. December 30. 
2000 2000 

$ - $ 68. 898 

December 29. 
2001 

See accompanying notes to consolidated financial statements . 

3 1 





CORVIS CORPORATION 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Dollars in thousands) 

Year Ended 
January 1, December 30, December 29, 

2000 2000 2001 

Cash flows used in operating activities: 
Netloss ....................................................... 

... Adjustments to reconcile net loss to net cash used in operating activities: 
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

.......................................... Equity-basedexpense 
Purchased in-process research and development . . . . . . . . . . . . . . . . . . . . .  
Non-cash restructuring, goodwill impairment, inventory write-downs and 

otherchar~es ............................................... - 
. . . . . . . . . . . . . . . . . . . . . .  Asset impairment and other non-cash expenses 

. . . . . . . . . . . . . . . . . . . . . . . . .  Changes in operating assets and liabilities: - - 
Increase in accounts receivable ................................ 
Increase in inventory, net ..................................... 
Decrease (increase) in other current assets . . . . . . . . . . . . . . . . . . . . . . . .  
Increase in other long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Increase (decrease) in accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . .  

.............................. Increase in other accrued expenses 
Net cash used in operating activities . . . . . . . . . . . . . . . . . . . . . . . .  

Cash flows used in investing activities: 
................................ Purchase of property and equipment 

Cash acquired in business combination .............................. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Minority equity investments 

.......................................... Purchase of investments 
Decrease in deposits and other long-term assets ....................... 

Net cash used in investing activities ....................... 
Cash flows from financing activities: 

Decrease (increase) in restricted cash ................................ 
.............................. Proceeds from issuance of note payable 

Proceeds from stockholder note payable ............................. 
Proceeds from equity offerings ..................................... 
Proceeds from stock options and warrants exercised .................... 
Proceeds from repayment of shareholder note . . . . . . . . . . . . . . . . . . . . . . . . .  
Payment of notes payable and capital lease obligations .................. 

Net cash provided by financing activities ..................... 
. . . . . . . . . . . . . . . . . .  Cash effect of foreign exchange adjustment. 

Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . .  
Cash and cash equivalents-beginning . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents--ending . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Supplemental disclosure of cash flow information: 

Interest paid ................................................... 
Supplemental disclosure of noncash activities: 

Financed leasehold improvements .................................. 
..................................... Obligations under capital lease 

..................... Issuance of warrants under capital lease obligation 
............ Receipt of warrants in association with purchase commitment 

Conversion of stockholder note payable ............................. 
................. Stockholder note received for exercise of stock options 

Purchase business combinations consideration paid with preferred and 
commonstock ................................................ 

Issuance of stock for intellectual property ............................ 

See accompanying notes to consolidated financial statements. 



CORVIS CORPORATION 

NOTES T O  CONSOLIDATED FINANCIAL STATEMENTS 

(1) Summary of Significant Accounting Policies and Practices 

(a) Nature of Business and Basis of Presentation 

Corvis Corporation (the "Company") was incorporated on June 2, 1997 to design, manufacture and market 
products that enable a fundamental shift in the design and efficiency of backbone communications networks by 
allowing for the transmission, switching and management of traffic entirely in the optical domain. In July 2000, 
the Company commenced its planned principal operations, including production, shipment and delivery of its 
commercial products. The accompanying consolidated financial statements include the accounts of the Company 
and its wholly-owned subsidiaries. All significant intercompany accounts and transactions have been eliminated. 
In 1999, the Company changed its year end from a calendar year end to a year ending on the Saturday closest to 
December 3 1. 

On February 8, 2000 and July 21, 2000, the Company declared a 3-for-1 and a 4-for-1 split of its common 
stock, respectively. All share and per share amounts of common stock in the accompanying consolidated 
financial statements have been retroactively adjusted to reflect the stock splits. 

(b) Cash and Cash Eqciivalents 

The Company considers short-term, highly liquid investments with an original maturity of three months or 
less to be cash equivalents. Cash and cash equivalents include cash in banks and investments in overnight 
repurchase agreements, certificates of deposit, money market funds and government and non-government debt 
securities. As of December 30, 2000 and December 29, 2001, investments in overnight repurchase agreements 
totaled $0.8 million and $4.9 million, respectively, and investments in commercial paper totaled $1,011.5 million 
and $632.2 million, respectively. The Company considers these investments as available-for-sale. As such, the 
securities are stated at their fair market value and unrealized gains and losses, net of related tax effect, on these 
securities are recognized as a component of other comprehensive income (loss). As of December 30, 2000 and 
December 29,2001, the fair value of these marketable securities approximated the carrying value. 

As of December 29, 2001, restricted cash of $2.4 million is supporting outstanding letters of credit. 

As of December 30, 2000, restricted cash of $46.3 million is comprised of approximately $2.8 million 
supporting outstanding letters of credit and $43.5 million is pledged as collateral under the terms of a long-term 
note, which was repaid in 2001. 

(c)  Short-tenn Investment Securities 

Short-term investment securities at December 29, 2001 consist of U.S. corporate obligations. The Company 
classifies these securities as available-for-sale securities. Available-for-sale securities are recorded at fair value 
and unrealized holding gains and losses, net of the related tax effect, on these securities are excluded from 
earnings and are reported as a separate component of other comprehensive income (loss) until realized. Realized 
gains and losses from the sale of available-for-sale securities are determined on specific identification basis. 

A decline in the market value of any available-for-sale security below cost that is deemed to be other than 
temporary results in a reduction in carrying amount to fair value. The impairment is charged to earnings and a 
new cost basis for the security is established. Premiums and discounts are amortized or accreted over the life of 
the related available-for sale security as an adjustment to yield using the effective interest method. Dividend and 
interest income are recognized when earned. 



CORVIS CORPORATION 

NOTES T O  CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

At December 29, 2001, all of the Company's available-for-sale securities were made up of U.S. corporate 
securities and are contractually due in one year or less. Amortized cost approximates fair value at December 29, 
2001. Expected maturities may differ from contractual maturities because the issuer of the securities may have 
the right to repay obligations without prepayment penalties. 

((1) Strategic Eqziity Investments 

During 2000 and 2001, the Company made strategic equity investments in certain startup companies for a 
total of $4.2 million and $11.9 million, respectively. During 2001, the Company recorded charges totaling 
$12.3 million associated with the permanent impairment of these investments resulting from the impact of 
economic conditions on certain of these investees. Because the Company does not have significant influence over 
any one of these entities, the Company accounts for these investments using the cost method. 

(e)  Reveizzle aizd Cost of Reveizz~e 

Revenue from product sales is recognized upon execution of a contract and the completion of all delivery 
obligations provided that there are no uncertainties regarding customer acceptance and collectibility is deemed 
probable. If uncertainties exist, revenue is recognized when such uncertainties are resolved. 

Revenue from installation services is recognized as the services are performed unless the terms of the supply 
contract combine product acceptance with installation, in which case revenues for installation services are 
recognized when the terms of acceptance are satisfied and installation is completed. Revenues from installation 
service fixed price contracts are recognized on the percentage-of-completion method, measured by the 
percentage of costs incurred to date compared to estimated total costs for each installation contract. Amounts 
received in excess of revenue recognized are included as deferred revenue in the accompanying consolidated 
balance sheets. 

Costs of revenues include the costs of manufacturing the Company's products and other costs associated 
with warranty and other contractual obligations, inventory obsolescence costs and overhead related to the 
Company's manufacturing, engineering, finishing and installation operations. Warranty reserves are determined 
based upon actual warranty cost experience, estimates of component failure rates and management's industry 
experience. 

Inventory is stated at the lower of cost (first-in, first-out) or market (net realizable value). The Company 
records a provision for excess and obsolete inventory whenever such an impairment has been identified. 

(g)  Property and Eqz~iplnent 

Internal network equipment, test and manufacturing equipment, furniture and fixtures, and leasehold 
improvements are stated at cost or estimated fair market value if acquired in a purchase business combination. 
Depreciation is calculated using the straight-line method over estimated useful lives ranging between three and 
seven years for internal network equipment, test and manufacturing equipment, and furniture and fixtures. 
Leasehold improvements and assets acquired under capital leases are amortized over the shorter of the lease term 
or the estimated useful life of the assets. 
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(h) Goodwill and Otlzer Intangible Assets 

The Company has classified as goodwill the cost in excess of fair value of the net assets of companies 
acquired in purchase business combinations. Goodwill is being amortized using the straight-line method over 
five years. 

( i)  Recovery of Long-lived Assets 

The Company's policy is to review its long-lived assets, including goodwill and other intangibles, for 
impairment whenever events or changes in circumstances indicate that the carrying amount of the asset may not 
be recoverable. The Company recognizes an impairment loss when the sum of the expected future undiscounted 
cash flows is less than the carrying amount of the asset. The measurement of the impairment losses to be 
recognized is based upon the difference between the fair value, using discounted cash flows, using a discount rate 
considering the Company's cost of capital and the commensurate risks associated with the projected cash flows, 
and the carrying amount of the asset. 

(j) Research and Development 

Research and development costs are expensed as incurred. 

( k )  Income Taxes 

The Company accounts for income taxes under the asset and liability method. Deferred tax assets and 
liabilities are recognized for the future tax consequences attributable to differences between the financial 
reporting and tax basis of assets and liabilities. Deferred tax assets and liabilities are measured using enacted tax 
rates expected to apply to taxable income in the year in which those temporary differences are expected to be 
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. 

( I )  Foreign Currency Trcmslatiorz 

The assets and liabilities of the Company's self-contained foreign operations for which the functional 
currency is the local currency are generally translated into U.S. dollars at current exchange rates and revenue and 
expenses are translated using average exchange rates for the period. Resulting translation adjustments are 
reflected as a component of other comprehensive income (loss). 

(m) Earnings (Loss) Per Colnmon Slzare 

The computations of basic and diluted earnings (loss) per common share are based upon the weighted 
average number of common shares outstanding during the period. Dilutive earnings per share give effect to all 
potentially dilutive common securities. Potentially dilutive securities include convertible preferred stock (prior to 
the Company's initial public offering), stock options and warrants. 

(n)  Uses of Estimates 

The preparation of consolidated financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the 
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consolidated financial statements, and the reported amounts of revenue and expenses during the reporting period. 
Actual results could differ from those estimates. 

(0) Stock Options and Warrants 

The Company accounts for its stock options in accordance with the provisions of SFAS No. 123, 
"Accounting for Stock-Based Compensation," which permits entities to recognize as expense over the vesting 
period the fair market value of all stock-based awards on the date of grant. Alternatively, SFAS No. 123 also 
allows entities to apply the provisions of APB Opinion No. 25 and provide pro forma net income (loss) 
disclosures for employee stock options granted as if the fair value based method defined in SFAS No. 123 had 
been applied. The Company has elected to apply the provisions of APB Opinion No. 25, as interpreted by FIN 
44, and provide the pro forma disclosures of SFAS No. 123. Stock options and warrants granted to other than 
employees are recognized at fair value. 

( p )  Reclassificatio~zs 

Certain reclassifications have been made in the January 1, 2000 and December 30, 2000 consolidated 
financial statements to conform to the December 29, 2001 presentation. Such reclassifications had no effect on 
net loss or total stockholders' equity. 

(2) Inventory write-downs, Restructuring and Other Charges 
During 2001, unfavorable economic conditions have resulted in reduced capital expenditures by 

telecommunications service providers. In response to these conditions, the Company implemented in the second 
and fourth quarters of 2001 restructuring plans, approved by the Company's Board of Directors, designed to 
decrease the Company's operating expenses and to align resources for long-term growth opportunities. These 
plans included the closure of our Canadian operations. Additionally, the Company evaluated the recoverability of 
the carrying value of its long-lived assets in light of the new economic environment and the loss of key customer 
and projected sales. As a result of these initiatives, the Company recorded the following restructuring and other 
charges during 2001: 

2001 Restructuring 
and Other  
Charges: 
Second quarter.. . . 
Third quarter . . . . . 
Third quarter 

change in 
estimate . . . . . . . 

Fourth quarter . . . . 
Total 

restructuring 
charge . . . . . . 

Cash payments . . . . 
Non-cash 

expenses . . . . . . . 
Restructuring 

liabilily as of 
December 29. 
2001 ........ 

Costs of 
Revenue Interest 

Income and Special Charges, 
Inventory Restructuring and Other Charges Other 

Write-Down, 
Contract Losses 

and Purchase Workforce Facilitv 
Commitments Reduction ~onsolidakon 

Total 
Write-down Restructurine - 
of Impaired and Other Impairment 

Goodwill Charges of Investments Total 

$ 714,583 
63 1 

(500) 
303,364 
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(a) Cost of Revenz~e; Special Clzarges 

The restructuring plans, approved by the Company's Board of Directors during the second and fourth 
quarters of 2001, included discontinuance of certain product lines and reduction of planned production levels that 
resulted in total charges of approximately $216.5 million, which have been classified as a component of costs of 
revenues. These charges include approximately $174.0 million associated with the write-down of excess 
inventory and $42.5 million in incremental costs associated with the cancellation of certain open purchase 
commitments, which are expected to be paid in 2002. 

(b)  Workforce Redciction 

The Company's restructuring plans also included workforce reduction programs that resulted in the 
reduction of approximately 650 employees or a 50% decrease from the Company's North American employee 
base at December 30, 2000. As a result, the Company recorded total restructuring charges of approximately 
$24.5 million in the second, third and fourth quarters of 2001 of which approximately $24.4 million was 
associated with termination plans within the United States and $0.6 million recorded in the third quarter 
associated with termination plan's in the Company's Canadian operations, net of approximately $0.5 million of 
reductions in estimates for second quarter restructuring charges. Restructuring charges recorded during the year 
ended December 29,2001 consisted of $8.1 million for severance and benefits and $16.4 million for equity-based 
compensation. 

(c)  Fclcilig Co~zsoli~latio~z a~zcl Idle Eqziipmerzt 

To reduce costs and improve productivity, the restructuring plans approved in the second, third and fourth 
quarters of 2001 included the consolidation of excess facilities and equipment. Total losses on excess facility exit 
plans include $53.2 million in incremental lease exit costs and write-off of idle equipment. Consolidation of 
facilities is expected to be completed in early 2002. 

(d) hnpainnent of Gooclwill and Other Assets 

When events and circumstances warrant a review, management evaluates the carrying value of long-lived 
assets to be held and used in accordance with Statement of Financial Accounting Standards ("SFAS') No. 121 
"Accounting for the Impairment and for Long-Lived Assets to be Disposed OJ" In the second quarter, 
unfavorable economic conditions resulted in a reduction in capital expenditures by telecommunications service 
providers. In light of the business environment and uncertain telecommunications spending, during the second 
and fourth quarters Corvis evaluated its long-lived assets in accordance with SFAS No. 121 and determined that 
the carrying value exceeded the estimated fair value of goodwill recorded in association with the acquisition of 
Algety Telecom S.A., resulting in a total impairment charge of approximately $711.5 million. In addition in the 
second and fourth quarters, the Company recorded an impairment charge of approximately $12.3 million 
associated with the write-down of certain investments carried at cost, resulting from the impact of economic 
conditions on the investees. 
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(3) Inventory 

Inventories are comprised of the following (in thousands): 

December 30, 
2000 

December 29, 
2001 

Rawmaterials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $131,983 
Work-in-process . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50,161 
Finishedgoods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  51,119 

233,263 
................... Less reserve for excess inventory and obsolescence (13,849) 

Inventory, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $219,414 

(4) Property and Equipment 

Property and equipment consist of the following (in thousands): 

December 30, 
2000 

December 29, 
2001 

................................ Test and manufacturing equipment $ 78,855 
Furniture, fixtures and internal network equipment ................... 20,209 
Leasehold improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,650 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  122,714 
..................... Less accumulated depreciation and amortization (16,033) 

Property and equipment, net ................................. $1 06,68 1 

(5) Notes Payable 

A summary of notes payable as of December 30,2000 and December 29,2001 is as follows (in thousands): 

December 30, 
2000 

Note payable, repaid in 2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $43,500 
. . . . . . . . . . . . . . . . . . . . . . . .  Leasehold improvements loan due May 2009 1,102 

Other ....................................................... 1,365 

45,967 
............................................ Less current portion (1,438) 

............................... Notes ~ayable, net of current portion $44,529 

December 29, 
2001 

During 1999, the Company executed long-term notes for equipment financing with a lender for 
approximately $6.1 million. The notes bore interest at the rate of 14.91%, and were collateralized by the 
underlying equipment. The debt was repayable in 36 monthly installments of principal and interest beginning 
June 1999. In connection with the issuance of the notes during 1999, the Company issued 19,679 warrants to 
purchase Series C convertible preferred stock to the lender. The warrants had an exercise price of $9.147 per 
share and expired three years from issuance, or upon an initial public offering. The fair market value of the 
warrants, approximately $0.1 million, was recognized as deferred financing fees. In August 2000, this note was 
repaid in full without penalty or premium. 
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In January 1999, the Company executed a long-term collateralized equipment note with another lender for 
$3.0, million. The note bore interest at a rate of 11%. The debt was repayable in 36 monthly installments of 
principal and interest beginning June 1, 1999. In connection with the issuance of the notes, the Company issued 
32,798 warrants to purchase Series C convertible preferred stock to the lender. The warrants had an exercise 
price of $9.147 per share. The fair value of the warrants, approximately $0.2 million, was recognized as deferred 
financing fees. In November 2000, this note was repaid in full without penalty or premium. 

In July 1999, the Company entered into a loan agreement with a landlord for tenant improvements 
associated with the lease of a new building in the amount of $1.2 million. As of December 30, 2000, the 
Company had drawn the entire $1.2 million commitment. The debt bears interest at a rate of 10.0%. The debt is 
repayable in 120 monthly installments of principal and interest which began in June 1999. 

During 1999, the Company obtained a commitment for an aggregate of $40.0 million of debt financing from 
a syndicate of lenders. As of January 1,2000, the Company had drawn the entire $40.0 million commitment. The 
debt bore interest at a rate of 8.5%. The debt was repayable in 36 monthly installments of principal and interest 
beginning September 1999 and with aggregate balloon payments of 14% at maturity. In connection with the 
issuance of the debt, the Company issued 641,121 warrants to purchase Series E convertible preferred stock to 
the lender. The warrants have an exercise price of $9.147 per share. The fair value of the warrants, approximately 
$3.7 million, was recognized as deferred financing fees. In November 2000, this facility was repaid in full 
without penalty or premium. 

In November 2000, the Company executed a long-term note payable with a lender for approximately $43.5 
million. Interest associated with the note was due monthly while associated principal was due November 2002. 
The note bore interest at 6.5% so long as the Company maintained a minimum cash balance with the lender of 
$347.0 million through November 2001 and $231.0 million through November 2002. If cash balances deposited 
with the lender drop below these minimum levels, the note bore interest at LIBOR plus 30%. In addition, the 
Company pledged a certificate of deposit with a carrying value of $43.5 million as collateral under the 
agreement. In November 2001, this facility was repaid in full without penalty or premium. 

In December 1999, the Company issued 292,825 shares of Series G Convertible Preferred Stock for an 
aggregate purchase price of $10.0 million in a private placement transaction with a strategic investor. If certain 
minimum purchase commitments were not met by the holder of the Series G Convertible Preferred Stock on or 
before March 2000, the Company had the right to repurchase the shares at a price of $44.40 per share. In May 
2000, the Company waived its right to repurchase the shares. 

On August 2, 2000, the Company sold 3 1,625,000 of common stock in an initial public offering ("PO") and 
277,778 shares of common stock in a concurrent private placement for proceeds of $1,066.4 million after 
deducting underwriting discounts and commissions and offering expenses. Upon completion of the P O ,  all 
outstanding shares of convertible preferred stock automatically converted into 237,526,260 shares of common 
stock at the following ratios: Series A Preferred, 24-to-1; all other Preferred Stock, 12-to-1. 

(7) Acquisitions 

(a) Bayliglzt Networks, bzc. 

On May 19, 2000, the Company acquired Baylight Networks, Inc. ("Baylight"), a company that designs 
network systems and subsystems. Baylight, based in Palo Alto, California, was formed in February 2000 and was 
a development stage company with no revenue. In consideration for all of the outstanding shares of Baylight, the 
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Company assumed $0.1 million of Baylight's liabilities and agreed to issue 2,400,012 shares of common stock 
over the term of three-year employment agreements with the former Baylight shareholders. The Company 
accounted for the acquisition as a purchase. Accordingly, the operating results of Baylight are included in the 
Company's financial results from the date of acquisition. The allocation of the purchase price to the fair value of 
the assets acquired and liabilities assumed has been based on an internal analysis of the fair value of the assets 
and liabilities of Baylight. The excess of the aggregate purchase price over the fair value of net assets acquired of 
approximately $0.1 million is being amortized on a straight-line basis over five years. The Company is 
recognizing compensation expense over the term of the employment agreements equal to the fair value of the 
shares to be issued. 

(b) Algety Teleconz S.A. 

On July 1, 2000, the Company acquired Algety Telecom S.A. ("Algety"), a French company that develops 
and markets high-capacity, high-speed optical transmission equipment. Algety, based in Lannion, France, was 
formed in April 1999, and was a development stage company with no revenue. The acquisition price on the 
initial closing date equaled 1,301,822 shares of Series I convertible preferred stock. On November 3, 2000, 
consistent with the terms of the acquisition agreement, the Company completed a second closing at which time 
an additional 11,385,358 shares of common stock were delivered to the former Algety stockholders. The total 
value of all shares delivered in the first and second closing was $947.1 million. In addition, 2,275,032 shares of 
common stock have been placed into escrow to be released contingent upon satisfaction of certain minimum 
employment terms primarily over three years for certain Algety employees. The Company incurred 
approximately $1.0 million of transaction costs related to the acquisition. 

The Company accounted for the acquisition as a purchase. Accordingly, the operating results of Algety are 
included in the Company's financial results from the date of acquisition. The allocation of the purchase price to 
the fair value of the assets acquired and liabilities assumed was based upon an independent third-party valuation. 
Based upon the results of the valuation, the Company allocated $20.1 million to tangible assets, $6.0 million to 
liabilities and $1.3 million to identifiable intangible assets. In addition, the Company allocated $42.2 million of 
the purchase price to in-process technology, which is included in operating expenses in the accompanying 
consolidated statement of operations. The excess of the aggregate purchase price over the fair value of net assets 
acquired of $876.7 million is being amortized on a straight-line basis over five years. As discussed in Note 2 
above, the Company recorded $710.7 million in restructuring charges associated with goodwill for the year ended 
December 29, 2001. The remaining balance of goodwill at December 29, 2001 associated with Algety 
approximates $2.3 million. 

When events and circumstances indicate a potential impairment, the Company evaluates the carrying value 
of long-lived assets to be held and used in accordance with Statement of Financial Accounting Standards 
("SFAS") No. 121 "Acco~inting for the Inzpainnent and for Long-Lived Assets to be Disposed Of." In the second 
quarter, unfavorable economic conditions resulted in a reduction in capital expenditures by telecommunications 
carriers. In light of the business environment and uncertain telecommunications spending, during the second 
quarter the Company evaluated its long-lived assets in accordance with SFAS No. 121 and determined that the 
carrying value exceeded the estimated fair value of goodwill recorded in association with the acquisition of 
Algety Telecom S.A., resulting in an impairment charge of approximately $588.3 million. As a result of 
continued losses, negative operating cash flows, continued unfavorable economic conditions and additional 
reductions in projected carrier capital expenditures over future periods, during the fourth quarter the Company 
reevaluated its long-lived assets under an analysis similar to that used in the second quarter and in accordance 
with SFAS No. 121, resulting in an impairment charge of $122.4 million. 
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Under the terms of the acquisition agreement, the Company granted certain former Algety shareholders the 
right to put certain shares of common stock back to the Company at the stock's then fair market value. The put 
right were available during a period from June 2001 to November 2001 and was enforceable only if no other 
liquidity sources were available to those shareholders. The fair market value of the common stock put to the 
Company could not exceed $30 million. Stock associated with this put right has been classified as redeemable 
stock in the consolidated balance sheet as of December 30, 2000. Since this right had lapsed as of December 29, 
2001, the amount of previously redeemable stock was recognized as additional paid-in capital. 

The following unaudited pro forma data summarizes the results of operations for the period indicated as if 
the Algety acquisition had been completed as of January 1, 1999. The unaudited pro forma data gives effect to 
actual operating results prior to the acquisition, adjusted to include the pro forma effect of amortization of 
intangibles, but excluding the impact of the impairment charges discussed above. These pro forma amounts do 
not purport to be indicative of the results that would have actually been obtained if the acquisition occurred as of 
the beginning of the periods presented or that may be obtained in the future (in thousands, except per share data). 

January 1, December 30, 
2000 2000 

Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ 68,898 
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (198,110) (385,148) 
Basic and diluted net loss per share ................................. $ (6.47) $ (2.45) 

(8) Stock Options 

In July 1997, the Company adopted the 1997 Stock Option Plan (the "Plan") pursuant to which the 
Company's Board of Directors may grant options to purchase common stock to employees, officers, directors 
and consultants. The Company has reserved 103,600,000 shares of common stock for issuance under the 
Company's Stock Option Plan. Stock options are granted with an exercise price equal to the estimated fair value 
of the common stock at the date of grant. The stock options have a 10-year term and ownership vests over four 
years from the date of grant. Common stock associated with the exercise of options prior to vesting is placed into 
escrow and released to the employee as the shares vest. Prepayments made by employees are not refundable in 
the event of termination prior to vesting. As of December 29, 2001, 49,317,299 shares of common stock have 
been issued through the exercise of options under the Plan, of which 8,425,869 shares have vested. 

In June 2000, the Company adopted the 2000 Long Term Incentive Plan (the '2000 Plan") pursuant to 
which the Company may grant options to purchase common stock to employees, officers, directors and 
consultants. Under the 2000 Plan, 20,000,000 shares of the Company's shares of common stock are reserved for 
options issuable under the 2000 Plan. The number of shares authorized for issuance increases annually on 
January 1, by the lesser of five percent of outstanding shares on that date or such other number of shares as 
determined by the Board; however, incentive stock options issuable under the 2000 Plan are not to exceed 
40,000,000 shares. These options vest over a four-year period and are exercisable once vested. Under the 2000 
Plan, options may be incentive stock options or non-qualified options, and the exercise price shall not be less 
than the fair market value for incentive stock options and not less than par value for non-qualified options. 
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The Company applies APB Opinion No. 25. Had compensation cost for the Company's option plans been 
determined based on the fair value at the date of grant, consistent with the method of SFAS No. 123, the 
Company's net loss would have been increased to the pro forma amounts indicated below (in thousands): 

Year Ended 

January 1, December 30 December 29, 
2000 2000 2001 

Net loss: 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  As reported $(71,270) $(283,611) $(1,378,093) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Pro forma (71,953) (290,634) (1,402,857) 

Pro forma basic and diluted net loss per share . . . . . . . . . .  $ (2.35) $ (1 35) $ (4.01) 

The per share weighted-average fair value of stock options granted during 1999, 2000 and 2001 was $0.49, 
$10.62 and $2.45, respectively, on the date of grant with the following weighted-average assumptions: 

Year Ended 

January 1, December 30, December 29, 
2000 2000 2001 

Expected dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0% 0% 0% 
Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.33% 5.00% 3.49% 
Expected life . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 years 3 years 3 years 
Volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  70% 130% 128% 

The following is a summary of options granted: 

December31,1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Granted 

Exercised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Canceled . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Januq1 ,2000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Exercised 
Canceled ............................................ 
December30,2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

............................................ Exercised 

............................................ Canceled 

Weighted 
Average Number 

Number Exercise Vested and 
Outstanding Price Exercisable 

31,922,388 $ .02 
21,583,800 .40 

(37,168,008) .07 
(68,400) .06 

16,269,780 .39 14,131,876 
43,744,848 8.18 
(5,560,183) .52 
(2,212,506) 4.64 - 
52,241,939 6.72 33,486,884 
22,052,676 3.25 
(5,436,500) .55 

(15,263,206) 7.93 - 
53,594,909 $5.56 16,683,076 
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The following table summarizes information about outstanding and exercisable stock options at 
December 29,200 1 : 

Actual 
Actual Options 

Price Range Outstanding 

$ 0.01-$ 0.34 5,523,429 
$ 1.01-$ 3.36 36,522,760 
$ 3.49-$ 9.03 7,751,419 
$10.06-$99.00 3,797,301 

53,594,909 

Options Outstanding Options Exercisable 

Weighted Weighted Number Weighted 
Average 9% 

Life Exerase Price 

4.41 $ 0.15 
8.62 2.55 
8.41 8.84 
8.66 35.73 

8.16 5.56 

Vested and 4;s. 
Exercisable Exerc~se Price 

3,727,37 1 $ 0.12 
9,483,482 3.19 
2,702,200 9.01 

770,023 43.46 

The following table summarizes information about weighted-average grant date fair value 
granted during the year. 

Fair Market Value Number of Grant 
at Grant vs. Grant Price Shares Price - 
In-the-money . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,235,803 $0.23 
At-the-money . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,755,802 $4.04 
Out-of-the-money . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,061,071 $1.63 

Totals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,052,676 $3.25 

of options 

Fair 
Value - 
$0.38 
$3.03 
$1.02 - 
$2.45 - - 

In-the-money-grants were issued in association with restructuring actions taken in the second and fourth 
quarter of fiscal year 2001. Out-of-the-money grants were issued to comply with individual tax law applicable to 
grants to employees of our foreign subsidiaries. 

(9) Employee Stock Purchase Plan 

During 2000, the Company established the Corvis Employee Stock Purchase Plan (the "Plan"). Under the 
Plan, the Company may issue up to 2,000,000 shares of common stock in each Purchase Plan year, up to a total 
of 10,000,000 shares during the life of the Plan. Eligible employees choose to participate in the Plan during 
offering periods by authorizing payroll deductions of up to 15% of their salaries, subject to limitations imposed 
by the Internal Revenue Code. The first offering period began in July 2000. Subsequent periods will be six 
months long, with the first subsequent period beginning on January 1, 2001. As of the last business day of each 
offering period, called an "exercise date," the participant's accumulated payroll deductions as of that date are 
used to purchase shares of common stock. The purchase price per share of common stock purchased as of this 
date is the lower of either (1) 85% of the fair market value of a share of common stock on the first business day 
of the offering period or (2) 85% of the fair market value of a share of common stock on the exercise date. 
During fiscal year 2001, 394,511 shares were purchased under the plan, resulting in aggregate proceeds of $3.3 
million. 
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The per share weighted average fair value of stock options granted under the ESPP during 2000 and 2001 
was $16.61 and $3.80, respectively, on the date of grant with the following weighted average assumptions: 

Year Ended 

December 30, December 29, 
2000 2001 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Expected dividend yield 0% 0% 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Risk-free interest rate 6.27% 3.91% 

Expected life . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .5 years .5 years 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Volatility 130% 128% 

(10) Warrants 

During 1999, the Company issued warrants to purchase 140,497 shares of Series B preferred stock and 
Series C preferred stock in association with certain lease agreements. During 2001, all of these warrants were 
exercised resulting in the issuance of 1,659,615 shares of common stock for proceeds of $0.5 million. 

During 1999, in connection with certain debt facilities, the Company issued warrants to purchase 1,052,683 
shares of Series B preferred stock, Series C preferred stock and Series E preferred stock. During 2001, warrants 
to purchase 6,371,295 shares of common stock were exercised resulting in proceeds of $3.0 million. The 
warrants are immediately exercisable and expire between three and seven years from the date of issuance. On 
December 29, 2001, associated warrants to purchase 2,322,864 shares of common stock with a weighted average 
exercise price of $0.76 remain outstanding. 

In September 1999, the Company entered into a series of agreements with a strategic investor. Under a stock 
purchase agreement, the Company agreed to issue 164,948 shares of Series F convertible preferred stock for 
aggregate proceeds of approximately $4.0 million. Concurrently with the stock issuance, the Company entered 
into an exclusive license agreement with the investor for the use of certain intellectual property and a non- 
exclusive license for certain other technology. As consideration for the license, the Company agreed to make 
quarterly payments of $0.3 million over a four-year period. In addition, the Company granted the strategic 
investor a warrant to receive common stock valued at $35.0 million upon the consummation of a qualifying P O .  
As part of the agreement, the Company had the right to accept ownership in the license in full if the qualifying 
P O  took place. After the Company's initial public offering in July 2000, the Company accepted ownership of the 
license and recorded an intangible asset valued at $35.0 million, which is being amortized ratably over a three- 
year life. 

In November 1999, the Company issued warrants to purchase up to 5,270,856 shares of common stock at 
$2.85 per share to a strategic investor. A certain percent of the warrants were immediately exercisable, with the 
remaining amount contingent upon certain future purchases of the Company's products by the strategic investor. 
These warrants were to expire in June 2001 if these conditions were not met. Of the total 5,270,856 shares of 
common stock committed in this warrant, the rights to purchase 2,635,428 shares expire on December 31,2004 
and the rights to purchase the remaining 2,635,428 shares expire on June 30, 2006. In 1999, the Company 
recorded equity-based sales and marketing expense of approximately $1.8 million for the estimated fair value at 
grant date of the warrants which were immediately exercisable. In June 2000, the Company waived the purchase 
requirements associated with the remaining warrants, resulting in an equity-based sales and marketing expense of 
approximately $19.5 million for the estimated fair value at the date the warrants became exercisable. As of 
December 29,2001, all warrants associated with the agreement remain outstanding. 
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In December 1999, the Company issued warrants to purchase 281,162 shares of Series G convertible 
preferred stock at $32.01 per share to another strategic investor. The warrants were immediately exercisable and 
would have expired upon the IPO. In December 1999, the Company recorded equity-based sales and marketing 
expense of approximately $3.1 million for the estimated fair value at grant date of the warrants issued. These 
warrants were exercised in full during 2000. Also, in December 1999, the Company issued to this strategic 
investor the right to purchase up to an additional $30.0 million of stock at a price equal to the most recently 
completed financing round subject to meeting certain minimum purchase commitments of the Company's 
product, and an additional $5.0 million of common stock in the event of a qualified IPO. In June 2000, the 
Company waived the minimum purchase commitments associated with the additional stock purchase rights and 
recorded equity-based sales and marketing expense of $10.5 million. These stock purchase rights were fully 
exercised in 2000. 

In December 1999, the Company issued to another strategic investor the right to purchase 124,177 shares of 
Series H Convertible Preferred Stock at a price equal to $80.53 per share subject to meeting certain purchase 
commitments and an additional $5.0 million of common stock in the Company's P O .  In May 2000, the 
Company waived the minimum purchase commitments associated with the Series H stock purchase rights and 
recorded equity-based sales and marketing expense of $3.5 million. Both stock purchase rights were fully 
exercised in 2000. 

(11) Basic and Diluted Net Loss Per Common Share 

Basic and diluted net loss per common share are computed as follows (in thousands, except per share data): 

Year Ended 
January 1, December 30, December 29, 

2000 2000 2001 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net loss $(71,270) $(283,611) $(1,378,093) 
. . . . . . . . .  Basic and diluted weighted average common shares 30,599 157,349 349,652 

. . . . . . . . . . . . . . .  Basic and diluted net loss per common share $ (2.33) $ (1.80) $ (3.94) 

Convertible Preferred Stock outstanding as of January 1, 2000, convertible into 211,658,232 shares of 
common stock, options and warrants to purchase 16,269,780 and 17,598,770 shares of common stock, 
respectively, and 25,556,484 unvested shares acquired through the exercise of options were not included in the 
computation of diluted loss per share for the year ended January 1, 2000 as their inclusion would be anti-dilutive. 

Options and warrants outstanding as of December 30, 2000 to purchase 52,241,939 and 15,810,732 shares 
of common stock, respectively, and 14,546,488 unvested shares acquired through the exercise of options were 
not included in the computation of diluted loss per share for the year ended December 30,2000 as their inclusion 
would be anti-dilutive. 

Options and warrants outstanding as of December 29,2001 to purchase 53,594,909 and 7,593,684 shares of 
common stock, respectively, and 4,306,755 unvested shares acquired through the exercise of options were not 
included in the computation of diluted loss per share for the year ended December 29, 2001 as their inclusion 
would be anti-dilutive. 
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(12) Income Taxes 

The Company has incurred operating losses since its inception and has recognized no current or deferred tax 
provision or benefit. The provision for income taxes is different from that which would be obtained by applying 
the statutory federal income tax rate to loss before income taxes. The items causing this difference are as follows 
(in thousands): 

Year Ended 

January 1, December 30, December 29, 
2000 2000 2001 

. . . . . . . . . . . . . . . . . . . . .  Expected tax benefit at statutory rate $ 24,944 
State tax, net of federal benefit . . . . . . . . . . . . . . . . . . . . . . . . . .  3,198 
Non-deductible goodwill amortization and purchased 

in-process research and development . . . . . . . . . . . . . . . . . . .  - 

Research and development tax credits . . . . . . . . . . . . . . . . . . . .  1,030 

......................... Increase in valuation allowance (28,732) 

$ - 

Temporary differences and carryforwards that give rise to deferred tax assets and liabilities are as follows 
(in thousands): 

December 30, 
2000 

December 29, 
2001 

Deferred tax assets: 
...................... Capitalized start-up and organization costs 

....................... Domestic net operating loss canyforward 
........................ Foreign net operating loss carryforward 

Accruedexpenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
............... Research and development tax credit carryforwards 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Non-cash stock compensation 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Property andequipment 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total gross deferred tax assets 
Valuationallowance ........................................ 

................................. Net deferred tax assets 
Deferred tax liabilities-property and equipment, net due to 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  depreciation 

Net deferred tax ....................................... 

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not 
that some portion or the entire amount of deferred tax assets will not be realized. The ultimate realization of the 
deferred tax asset is dependent upon the generation of future taxable income during the periods in which 
temporary differences become deductible and credit carryforwards are available. Management considers 
scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning strategies which 
can be implemented by the Company in making this assessment. Based upon the lack of historical taxable 
income, scheduled reversal of deferred tax liabilities, and projections for future taxable income over the periods 
in which the temporary differences are deductible and tax credits are available to reduce taxes payable, the 
Company has established a valuation allowance of $356.1 million as of December 29,2001. 
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The net change in the valuation allowance for the years ended January 1, 2000, December 30, 2000 and 
December 29, 2001 was an increase of approximately $28.7 million, $90.8 million and $227.6 million, 
respectively. The valuation allowances at December 30, 2000 and December 29, 2001 are a result of the 
uncertainty regarding the ultimate realization of the tax benefits related to the deferred tax assets. The domestic 
net operating loss carryforwards of $349.5 million will expire commencing in 2017 through the year 2021. 
Foreign net operating loss carryforwards of $62.2 million expire commencing in 2004. Further, as a result of 
certain financing and capital transactions, an annual limitation on the future utilization of a portion of the net 
operating loss carryforward may have occurred. As a result, the net operating loss carryforward may not be fully 
utilized before expiration. 

The Company's domestic net operating loss carryforward has been increased for tax benefits associated with 
exercises of stock options and warrants. The Company receives an income thx benefit calculated as the difference 
between the fair value of the stock issued at the time of the exercise and the option price, tax effected. The tax 
benefits attributable to the exercise of stock options and warrants in excess of the compensation recorded for 
financial statement purposes will be credited directly to shareholders' equity when the net operating loss 
carryforwards are utilized against current tax liability. The benefits increasing gross deferred tax assets amounted 
to $33.1 million and $12.5 million for the years ended December 30,2000 and December 29,2001. 

No deferred income taxes have been provided for the income tax liability, if any, which would be incurred 
on repatriation of the undistributed earnings of the Company's foreign subsidiaries because the Company intends 
to reinvest these earnings indefinitely outside of the United States. 

(13) Related Party Transactions 

( a )  Joint Vent~ire 

The Company has a 99% economic interest and a 49% voting interest in ACME Grating Ventures, LLC 
('ACME LLC"). The remaining economic interest and voting interest are owned by ACME Gratings, Inc. 
("ACME Corp."). An officer of the Company owns 100% of ACME Corp. ACME Corp. has contributed to 
ACME LLC certain licensed intellectual property and the Company has contracted with ACME LLC for its use 
of the Company's facilities, personnel, equipment and certain intellectual property. ACME LLC makes gratings 
that the Company purchases at a unit cost that is consistent with the requirements of the licensed intellectual 
property, which require that the gratings made with the licensed technology be sold for no less than the fair 
market value of comparable gratings that are available in the commercial marketplace. 

According to the operating agreement of ACME LLC, the Company receives 99% of the profits and losses 
from the business, and ACME Corp. receives the remaining 1%; however, $0.3 million of ACME LLC-related 
start up costs incurred by ACME Corp. will be returned to ACME Corp. out of the net profits of ACME LLC 
before any distributions of net profits are made to the Company. Further, ACME Corp. is responsible for paying 
royalties to the licensor of the licensed technology contributed by ACME Corp., which vary in amounts ranging 
from 0.5% to 2.0% of the net invoice cost of each grating sold by ACME LLC. In addition to 1% of the profits, 
ACME LLC is obligated to pay to ACME Corp. an amount sufficient to pay the royalty obligations of ACME 
Corp. 

(6 )  Strategic Relatiolzships 

During 2000, the Company purchased a non-controlling equity interest in Redfern Broadband Network, Inc. 
("Redfern") for $1.2 million. The Company also entered into a strategic development agreement and a call option 
agreement with Redfern which, among other things, provides the Company with a two-year option to acquire all 
of the outstanding shares of Redfern at a specified price. Certain officers and directors of the Company also own 
a non-controlling interest in Redfern. 
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The Company has purchased approximately $1.0 million and $0.5 million of components from Nufern 
during 2000 and 2001, respectively. Certain officers and directors of the Company own a non-controlling interest 
in Nufern. 

During 2000, the Company purchased approximately $6.7 million of components from Wavesplitter 
Technologies. In addition, the Company has made a non-controlling equity investment in Wavesplitter 
Technologies totaling $2.0 million. As of December 30, 2000, amounts owed by the Company to Wavesplitter 
totaled $0.6 million. The Company has committed to purchases from Wavesplitter totaling $50.0 million over the 
next three years, which if not fulfilled, would result in cancellation penalties. 

The Company purchased approximately $2.9 million and $2.7 million of components during 2000 and 2001, 
respectively, from ITF Optical Technologies ("ITF"). Certain officers and directors of the Company own a non- 
controlling interest in ITF. 

In 2001, the Company purchased approximately $0.1 million of components from Codeon Corporation, but 
has cancelled all commitments to purchase additional components from Codeon. In total, certain officers and 
directors indirectly own a non-controlling interest in Codeon. 

In 2001, the Company purchased approximately $0.2 million of components from Lightconnect, Inc. certain 
officers and directors own a non-controlling interest in Lightconnect. 

(14) Concentrations 

Substantially all of the Company's cash and cash equivalents are custodied at two major U.S. financial 
institutions. Deposits held with banks exceed the amount of insurance provided on such deposits. Generally, 
these deposits may be redeemed upon demand and, therefore, in the opinion of management, bear minimal risk. 

During 2001, the Company has relied on two customers, both of which are also shareholders, for all of its 
revenue. The Company expects that a significant portion of its future revenue will continue to be generated by a 
limited number of customers. The loss of any one of these customers or any substantial reduction in orders by 
any one of these customers could materially adversely affect the Company's financial condition or operating 
results. 

At December 29, 2001, $29.0 million or 86 percent of the Company's trade accounts receivable are due 
from Williams, with the balance due from Broadwing. Subsequent to the end of fiscal year 2001, Williams has 
paid the Company approximately $4 million of the December 29, 2001 accounts receivable as it became due. At 
December 29, 2001, all amounts due from Williams were current and, based on our historical collections from 
Williams and all publicly available financial information, the Company determined that no allowance for 
uncollectible amounts was necessary. Subsequent to year end, Williams has disclosed certain recent events that 
may potentially adversely affect its financial condition. Based on these events, on February 25, 2002, Williams 
announced that it is considering restructuring options, which may include filing a petition for Chapter 11 
bankruptcy protection. If Williams files for bankruptcy protection under Chapter 11, the Company cannot be 
certain when it will receive these outstanding payments, and if the Company does, how much will be actually 
received. In addition, there may be other provisions under bankruptcy laws that would impact the Company's 
ability to collect these amounts and that may affect some payments that the Company has already received. 
Bankruptcy laws may also allow Williams, under certain circumstances, to reject the purchase agreement. The 
Company cannot give any assurance or make any predictions as to whether Williams will file for bankruptcy and 
what effect that, or any other decisions that they make, will have on the Company's business. 
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(15) Commitments and Contingencies 

( a )  Leases 

Minimum annual rental payments under noncancellable operating leases, primarily for the rent of office 
space and manufacturing facilities, are as follows (in thousands): 

Fiscal year ending 

2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,054 
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,994 
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,577 
2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,253 
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,591 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,151 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total $44,620 

Rent expense under operating leases was approximately $1.7 million, $3.5 million and $10.1 million for the 
years ended January 1,2000, December 30,2000 and December 29,2001, respectively. 

The Company has equipment under capital lease which require payments of principal and interest as follows 
(in thousands): 

Fiscal year ending Amount 

2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $7,431 
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,803 

Totalpayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,234 
..................................... Less-amount attributable to interest (695) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Capital lease obligation 8,539 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Less-current portion 6,796 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Long-term lease obligation $1,743 

At December 29,2001, property and equipment includes the following net assets under capital lease: 

Plant, Property, 
Accumulated and Equipment 

Cost Depreciation Net 

Test and manufacturing equipment .............. $13,876 $4,662 $ 9,214 
Furniture, fixtures and internal network equipment . . - 1,790 - 420 1,370 

Total .... 

(b) Legal Matters 

In July 2000, Ciena Corporation ("Ciena") informed the Company of its belief that there is significant 
correspondence between products that the Company offers and several U.S. patents held by Ciena relating to 
optical networking systems and related dense wavelength division multiplexing communications systems 
technologies. On July 19, 2000, Ciena filed a lawsuit in the United States District Court for the District of 
Delaware alleging that the Company is willfully infringing three of Ciena's patents. Ciena is seeking injunctive 
relief, an unspecified amount of damages including treble damages, as well as costs of the lawsuit, including 
attorneys' fees. On September 8, 2000, the Company filed an answer to the complaint, as well as counter-claims 
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alleging, among other things, invalidity and/or unenforceability of the three patents in question. On March 5, 
2001, a motion was granted, allowing Ciena to amend its complaint to include allegations that the Company is 
willfully infringing two additional patents. The litigation is currently in the pre-trial phase. Based on the status of 
the litigation, the Company cannot reasonably predict the likelihood of any potential outcome. 

Between May 7, 2001 and June 15,2001, nine putative class action lawsuits were filed in the United States 
District Court for the Southern District of New York relating to the Company's P O  on behalf of all persons who 
purchased Company stock between July 28, 2000 and the filing of the complaints. Each of the complaints names 
as defendants: the Company, its directors and officers who signed the registration statement in connection with 
the Company's P O ,  and certain of the underwriters that participated in the Company's P O .  The complaints 
allege that the registration statement and prospectus relating to the Company's P O  contained material 
misrepresentations and/or omissions in that those documents did not disclose (1) that certain of the underwriters 
had solicited and received undisclosed fees and commissions and other economic benefits from some investors in 
connection with the distribution of the Company's common stock in the P O  and (2) that certain of the 
underwriters had entered into arrangements with some investors that were designed to distort and/or inflate the 
market price for the Company's common stock in the aftermarket following the P O .  The complaints ask the 
court to award to members of the class the right to rescind their purchases of Corvis common stock (or to be 
awarded rescissory damages if the class member has sold its Corvis stock) and prejudgment and post-judgment 
interest, reasonable attorneys' and experts witness' fees and other costs. 

Plaintiffs have moved to appoint lead plaintiff and lead counsel. By order dated October 12,2001, the court 
appointed an executive committee of six plaintiffs' law f i s  to coordinate their claims and function as lead 
counsel. The motion to appoint lead plaintiff is pending. 

On October 17, 2001, a group of underwriter defendants moved for the Judge's recusal. The Judge denied 
that application. On December 13, 2001, the moving underwriter defendants filed a petition for writ of 
mandamus seeking the disqualification of the Judge in the United States Court of Appeals for the Second Circuit. 
The petition is currently pending before the Second Circuit. The Judge issued a short order, stating that the court 
will continue to hold case management conferences, and will continue to handle other administrative and 
procedural matters. However, the court will refrain from making any substantive rulings pending the Second 
Circuit's decision on the mandamus petition. 

Dispositive motions have not yet been filed. No discovery has occurred. The court has ordered plaintiffs to 
file consolidated amended complaints in each consolidated action at the end of March 2002. 

It is the position of Company's management that, at this time, it is not possible to estimate the amount of a 
probable loss, if any, that might result from this matter. Accordingly, no provision for this matter has been made 
in the Company's consolidated financial statements. 

(16) Subsequent Event 

On January 29, 2002, the Company announced that it had signed a definitive merger agreement to acquire 
Dorsil Networks, Inc., a privately held provider of next-generation transoceanic and regional undersea optical 
network solutions. Subject to the satisfaction of various closing conditions, including the approval by the 
Company's shareholders and the shareholders of Dorsd, the Company will acquire Dors5l in a stock transaction 
for approximately 40,923,500 shares of common stock. SharehoIder meetings are expected to take place in the 
first half of 2002. The acquisition will be accounted for under the "purchase" method of accounting. Under the 
purchase method, the purchase price of Dorsd will be allocated to identifiable assets and liabilities acquired from 
Dorsil, with the excess being treated as goodwill. Certain officers and directors of Corvis own, directly or 
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indirectly, 31 percent of the outstanding stock of Dorsil. There can be no assurance that this acquisition will be 
completed. 

(17) Summary of Quarterly Data (Unaudited): 

The following is a summary of the quarterly results of operations of the Company for the years ended 
December 30,2000 and December 29,2001 (in millions, except per share amounts): 

Fiscal Quarter 

First Second Third Fourth - - - -  Total 

2000: 
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ - $ 22.9 $ 4 6 . 0  $ 68.9 
Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 8.4 17.6 26.0 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Netloss (26.8) (100.7)(a) (66.4) (89.7) (283.6) 
Basic and diluted net loss per share . . . . . . . .  $ (0.65) $ (2.51) $ (0.29) $ (0.27) $ (1.80) 
Stock price: 

High . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ - $114.75 $71.75 $ 114.75 
LOW . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ - $ 60.81 $ 17.00 $ 17.00 

2001: 
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 84.1 $ 65.0 $ 24.2 $ 15.2 $ 188.5 
Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . .  3 1.2 (74.7) 8.6 (110.1) (145.0) 
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (100.8) (821.8)@) (80.6)(c) (374.8)(d) (1,378.0)(e) 
Basic and diluted net loss per share . . . . . . . .  $ (0.29) $ (2.36) $ (0.23) $ (1.05) $ (3.94) 
Stock Price: 

High . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $30.00 $10.77 $ 4.63 $ 3.90 $ 30.00 
Low . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 6.28 $ 3.00 $ 1.19 $ 1.30 $ 1.19 

(a) Includes purchased in-process research and development charges totaling $42.2 million. 
(b) Includes total restructuring and other charges of $714.6 million. These charges were comprised of $99.2 

million in cost of revenue charges associated with write-downs and losses on open purchase commitments; 
$9.4 million associated with workforce reduction; $9.0 million associated with the consolidation of excess 
facilities and write-downs of idle equipment; $588.3 million associated with the write-down of goodwill 
generated in the acquisition of Algety; and $8.7 million associated with permanent impairment charges on 
investment carried at cost. 

(c) Includes total restructuring and other charges of $0.1 million. These charges were comprised of $0.6 million 
associated with workforce reduction and consolidation of excess facilities, net of a $0.5 million reduction in 
second quarter estimates. 

(d) Includes total restructuring and other charges of $303.4 million. These charges were comprised of $1 17.4 
million in cost of revenue charges associated with write-downs and losses on open purchase commitments; 
$15.0 million associated with workforce reduction; $44.1 million associated with the consolidation of 
excess facilities and write-downs of idle equipment; $123.2 million associated principally with the write- 
down of goodwill generated in the acquisition of Algety; and $3.6 million associated with permanent 
impairment charges on investments carried at cost. 

(e) Includes total restructuring and other charges of $1.0 billion. The charges were comprised of $216.5 million 
in cost of revenue charges associated with write-downs and losses on open purchase commitments; $24.5 
million associated with workforce reduction; $53.2 million associated with the consolidation of excess 
facilities and write-downs of idle equipment; $71 1.5 million associated principally with the write-down of 
goodwill generated in the acquisition of Algety; and $12.3 million associated with permanent impairment on 
investments carried at cost. 
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The following individuals are currently employed by Broadwing and will be transferring to C I11 Ops upon 
the closing of the proposed transaction. Detailed resumes for each are attached hereto. 

Mike Jones is Chief Technical Officer of Broadwing Communications. Mr. Jones, a 25-year 
veteran of the telecommunications industry, is responsible for all elements of network delivery for 
Broadwing, including planning, engineering, construction, access and operations for products and services. 
Mr. Jones joined the company in 1997 as Vice President of Facilities and Construction, and later served as 
Vice President of Network Construction. In these roles, he oversaw the implementation of Broadwing's 
nationwide, industry-leading fiber optic network. Prior to joining Broadwing, Mr. Jones served as Vice 
President of Network Business Development at Diamondback International Inc., a Texas provider of 
professional services for the telecommunications industry. In this capacity, he provided business 
development and consulting services to numerous companies, including Nortel and LCI. Jones also held a 
number of management and senior technical positions at MCI and GTE in network implementation, 
contract development, strategic network planning, program management, and major systems development. 

David Torline, Chief Information Officer is responsible for the company's overall IT strategy and 
direction, which includes selecting, engineering and implementing key technologies and systems to support 
and drive the business. He also is responsible for maintaining and enhancing legacy systems and 
developing and managing strategic supplier relationships in the IT area. During his 33-year career at 
Broadwing and Cincinnati Bell, Mr. Torline has served in a variety of managerial and executive roles. As 
Vice President of Information Technology for Cincinnati Bell, he was responsible for the strategic direction 
of Cincinnati Bell's systems and for the development and implementation of the many business critical 
platforms that the company has utilized to deliver the outstanding customer service for which it has 
received international recognition. From October, 1992 through December, 1994, Mr. Torline also served 
as President of Cincinnati Bell Supply, a Broadwing subsidiary involved in desktop computer services and 
secondary telecommunications markets. 

David A. King, Vice President, Voice Operations, brings over eighteen years of service in the 
telecommunications business to his current role as Vice President of Voice Operations for Broadwing 
Communications. Mr. King leads Broadwing's long distance voice services where he has been responsible 
for reorganizing the company's voice operations into a single business unit. While at Broadwing, Mr. King 
executed a successful 120-day profitability initiative that reduced voice cost of service by one-third, 
improved gross margin threefold, and improved service quality. Prior to his work at Broadwing, Mr. King 
was the Managing Partner of KEE Wireless, LLC., a provider of high-speed wireless internet access. In 
this role, Mr. King was responsible for designing and deploying the wireless network infrastructure and 
maintaining the day-to-day network infrastructure and operations for the business. Previously, Mr. King 
was Vice President of Engineering, Implementation and Operations at Cbeyond Communications, LLC and 
Vice President of Network and Technology for SteadFast.net, Inc. Mr. King began his telecommunications 
career with South Central Bell in 1986. Until 1996, King held positions of increasing responsibility in the 
switched services and network operations organizations of South Central Bell, Southern Bell, and 
BellSouth Telecommunications and also held positions in BellSouth's consumer marketing, product 
commercialization, and corporate strategy organizations. 

Ed DeLong is the Vice President of Cost of Service for Broadwing Communications. In this 
position, Mr. DeLong is responsible for network planning, engineering, circuit design and implementation 
of Broadwing's 18,500-mile nationwide, next-generation all-optical network and all access services. Mr. 
DeLong is also responsible for planning Broadwing's nationwide ATMIframe relay network, and award- 
winning IP network. In this capacity, he has led optimization initiatives that have resulted in a 90% 
reduction in capital spending, and a 25% reduction in line costs, representing annual savings of over $400 
million. Mr. DeLong has twenty years telecommunications experience in both the wired and wireless 
industries. Previously, he was the Vice President of Network Operations for Broadwing, Vice President 
and General Manager for Verizon Wireless, and the Vice President of Latin American Wireless Operations 
for Bell Atlantic International. 



Christopher Rothlis, Vice President, Operations, is responsible for operating, maintaining and 
monitoring Broadwing's national networks and Internet hosting data centers. This includes field operations 
and internal operations for voice, data and IP networks. Mr. Rothlis, who has more than 21 years of 
experience in the telecommunications industry, joined Broadwing in 1998 as director of Technology 
Planning. He later served as vice president of New Product Development, and as vice president of Access 
Planning, where he helped develop the company's network strategy for local access. Most recently, Mr. 
Rothlis served as vice president of Network Engineering. Prior to Broadwing, Mr. Rothlis spent four years 
with the U.S. Air Force and 14 years at MCI. When he left MCI, he was senior manager of Systems 
Engineering, where he successfully managed many of the company's Intelligent Network capital programs 
and authored three Internet-related U.S. patents (pending). 



Michael R Jones 

Chief Technology Officer 

Summary Results-driven executive with proven track record and strong 
background in general management, network engineering and 
deployment. Over 27 years of progressive industry management 
experience. Recognized leader in effective deployment of new 
technology platforms. Collaborative, team-oriented executive with great 
strengths in organizational development and achievement. Superior 
skills in negotiation, closing and implementation of major strategic 
agreements. 

Experience 1997 - Current Broadwing lnc. 

Chief Technology Officer 
Austin, Texas 

Planned and implemented premier North American "Next Generationn 
fiber optic network interconnecting more than 150 cities. 
Responsible for all aspects of the Broadwing network service platform, 
including Planning, Engineering, Access, Construction and Operations. 
Directed development and deployment of Broadwing data and voice 
product platforms. Broadwing received Interop's Infrastructure Award for 
Most Innovative Backbone Service Provider for it's All Optical network 
deployment in 2001. 
Improved on-net transport and switching costs by more than an order of 
magnitude during the period of employment. 
Reduced off-net Cost of Service across all product lines by more than 
20%. 
Managed business restructuring of the Network Services function in 2001 ; 
costs were reduced by 40% and operational effectiveness was improved. 
Broadwing network received J.D. Powers awards for quality and customer 
satisfaction in 2001 and 2002. 
Managed capital deployment of approximately $2B through 
implementation cycle of network; annual expense budget of $96M. 
Reduced capital expense in 2002 to below target of $100M while 
increasing effective deployment of network capabilities. 
Other positions held include Senior Vice President, Network Engineering, 
and Vice President, Network Construction. 

1995-1 997 Diamondback Engineering Dallas, Texas 

Senior Vice President, Business Development 
Founding partner in network strategic services and consulting company. 
Strategic network design resulting in significant cost structure 
improvement for LCI, Qwest, MCI, Verizon and other carriers. 
Successfully negotiated business agreements for clients with aggregate 
value in excess of 5500M 



Education 

Interests 

1983-1 995 MCI Telecommunications Washington, D.C. 

Senior Manager, Network Development and Contracts 

Managed design and ROW development for company's network 
implementation phase.. 
Developed and. implemented rights of way contracts, network 
agreements, and other occupancy agreements with aggregate value in 
excess of $1 B. 
Responsible for MCl's 5-year network strategic plan development and 
execution. 
Other positions held at MCI included: 

Senior Manager, Network Facilities Implementation 

Senior Manager, Rights of Way Management 
Senior Manager, Network Systems Development 

Chief of Staff, Product Program Management and Network 
Engineering 

1978-1 983 GTE Telenet Vienna, Virginia 

Manager, Network Systems Development 
Development packet-switched network management platform. 
Development switch implementation software tools suite. 

Development, Systems Programming, Core Switch Management 
platform. 

1975-1 978 SAlC Vienna, Virginia 

Senior ProgrammerlAnalyst 
Development packet-switched network protocols and software tools. 

Development space-flight telemetry monitoring and analysis tools. 

1972-1 975 United States Army 

Honorably discharged with the rank of Sergeant. 

1985 ~ e b r g e  Mason University Fairfax, Virginia 
B.S. Computer Science 
Substantial graduate study in Computer Science and Mathematics. 

Scuba, boating, fishing, music, conservation, reading, mathematics. 



David A. Torline 
Chief Information Officer 

Summary 

Senior executive with extensive information technology, telecommunications and general 
management experience. Successful leader and team builder in fast-paced, changing 
environments, dealing with state-of-the-art technology and services. Developed and 
implemented successful organizations that implemented innovative technology and business 
solutions in both local and national telecommunications companies. Key business partner to 
other business units in building and expanding companies to deliver bottom line results. 

Professional Experience 

Broadwin? Inc. 

November 1999 - March 2003 

Chief Information Officer 

Senior executive for $2.1 billion national communications carrier. Overall responsibility for all 
areas of IT in the company. Set the overall IT direction and architecture for all entities in the 
company. Also served as CIO of Broadwing Communications, the national network subsidiary 
effective January 2000. Developed and implemented business systems infrastructure in rapidly 
growing national network company that previously had limited systems and automation, 
improving overall work process flow and service delivery processes. Directly responsible for 
organization of 425 full time equivalent information technology professionals involved in 
activities ranging fiom IT architecture, through analysis and design, implementation and 
operations. Managed expense budgets of over $30 million and capital budgets of over $40 
million. Also responsible on a indirect reporting basis for the local exchange IT function with 
over 200 FTE's. 

Cincinnati Bell Telephone Company 

January 1995 - November 1999 

Vice President - Information Technology 

Responsible for leading and supporting the company in the use of progressive information 
technologies and systems. Provided critical support to other company business units to define 
and select appropriate IT solutions for critical business needs. Directed main functional areas of 



IT PlanningIArchitecture, Enterprise Computing Services and Network Operations, Systems 
Operations and Administration, Systems Development and Voice & Data Communications. 
Total staff of approximately 235 FTEYs, including contractor personnel involved with outsourced 
functions. Direct responsibility for a total annual operating budget in excess of $32 million. 
Senior information systems executive within the company, reporting to the President of the 
company. 

Responsible for directing a large number of IT initiatives resulting fiom a re-engineering of the 
company that were required to achieve forecasted productivity improvements throughout the 
company. These initiatives were a key to the successful downsizing of the company to meet 
competitive pressures. 

Responsibilities also include final approval of vendor contracts, including both affiliated and 
non-affiliated entities. 

Cincinnati Bell S u ~ p l v  Co. 

October 1992 - December 1994 

President 

Chief executive officer of independent subsidiary of Cincinnati Bell operating in the desktop 
computer services and secondary telecommunications markets. Successfully managed a PA, of 
$20 million revenue while resolving significant inventory problems, eliminating potential $8 
million corporate liability. Refocused company on core, strategic competencies and returned 
company to the position of being a positive contributor to CBI bottom line. Developed and 
maintained a strong team environment during a downsizing and restructuring process. 
Supervised a staff of approximately 50 persons responsible for all functional areas of the 
business. Successfully returned company to positive cash flow results, positioning the company 
for future sale. 

Cincinnati Bell Inc. 

October 1989 - October 1992 

Director - Corporate Analysis & Development 

Responsible for a wide variety of business development and opportunity evaluation activities. 
Project leader for major acquisition projects for holding company subsidiaries and for divestiture 
of selected operations. Projects included both domestic and international acquisitions and 
divestitures ranging from $5 million to $45 million in total deal value. Responsibilities included 



serving as team leader in informatioddata collection, valuation, due diligence and development 
of letters of intent and acquisitioddivestiture contracts. Supported and participated in deal 
negotiations with senior executives and counsel. Reported to various senior managers as 
required on a project-by-project basis. Successfully worked in a team environment with business 
unit management, investment bankers, external and internal accounting and finance personnel, 
and legal counsel. 

September 1988 - October 1989 

Manager - corporate Development & Analysis 

Responsibilities included the review and evaluation of a wide variety of business opportunities 
involving various subsidiaries of CBI. Opportunities involved joint ventures, mergers, 
acquisitions and divestitures. Duties included screening potential opportunities, assisting 
subsidiaries in developing growthldivestiture strategies, evaluating proposed business plans, and 
serving as project leader in valuations, negotiations and subsequent execution of agreements. 

Cincinnati Bell Telephone Companv. 

1987 - August 1988 

Purchasing Manager - Administration & Planning Department 
Support Services Division 

Managed corporate purchasing group, reporting on a skip-level basis to the Vice President - 
Support Services. Expanded role of purchasing within the organization and developed processes 
and functions necessary to handle such expansion. Level of purchases increased fiom an 
estimated $20 million to $60 million on an annual basis. Met or exceeded all objectives 
including contract purchase levels, purchasing economies and minority supplier purchases. 

Staff Manager - Administration & Planning Department 
Office Systems Planning & Support 

Formed Office Systems group to assess emerging microcomputer technology and develop 
corporate plans relating to its use and implementation. Responsible for implementation of 
corporate wide program. Staffed organization and assumed responsibility for corporate voice 
and data communications, and coordination function related to all external data processing work 
requests. Supervised an organization of 15 persons, working in both technical and administrative 
functions. 

Staff Manager - Operations Staff Department 



Operations Planning District 

Expansion and continuation of previous assignment. Developed frnancial model used in 
evaluating and supporting major corporate contract negotiations related the to AT&T divestiture 
and was lead project on initial affiliatehbsidiary contract. Indirect supervision of associates on 
a project basis. 

Staff Specialist - Operations Staff Department 
Operations Planning District 

Assessed and evaluated major mechanization projects involving the operating departments of the 
company. Project proposals originated fi-om internal sources and AT&T general departments. 
Provided recommendations to upper level management team for the purpose of allocating 
resources and selecting projects for implementation. 

1972 - 1978 

Systems Analyst - Data Systems Division 

Designed, developed and implemented computer based applications systems. Experience 
primarily in IBM system mainfi-ame operations using COBOL programming language. This 
division was later made a separate subsidiary - Cincinnati Bell Information Systems, which was 
eventually spun off as a separate company - Convergys. 

1969 - 1972 
Management Traineelcorporate Education Program 

Assistant supervisory role in Accounting department within the Data Processing Division. 
Primarily involved with customer billing and data center operations. 

Education 

Masters of Business Administration 
University of Cincinnati, 1977 

Bachelors of Business Administration 
University of Cincinnati, 1972 



Professional Associa'tions 

Cincinnati CIO Roundtable 
1997 to present 

Selected Additional Traininglseminars 

Duke Advanced Management Program 
Duke University, Fuqua School of Business Executive Education 
October 1997 

IBM Executive Education Seminar 
IBM Executive Center, 1995 

Merger Week Seminar 
J. L. Kellogg Graduate School of Management 
Northwestern University, 1988 

Community Activities 

Board Member of Pro Seniors, Inc., a non-profit social service agency providing legal assistance 
and long-term care advocacy for senior citizens, 1995 to present 

Member of the Greenhills-Forest Park Kiwanis, 1992 to present 



DAVID A. KING 
Vice President, Voice Operations 

SUMMARY An experienced professional with broad exposure to all aspects of the telecommunications 
QUALIFICATIONS ' business including Strategy, Finance, Marketing and Network in both the startup and 

incumbent telecom environment. 
Executed a successful 120-day turnaround of a large Long Distance provider's voice operations. 
Primary focus revolves around the commercialization of emerging technologies for both high 
speed data and cutting-edge voice networks. Recent commercialization activities include: 

Successfully designed, implemented, and took to market a high speed Wireless ISP 
using Wireless LAN (802.1 1b) technology. 
Successfully deployed and stabilized the latest emerging packet voice technologies for a 
Voice over IP (VoIP) CLEC. 

PROFESSIONAL BROADWING COMMUNICATIONS, Austin, TX 
SUMMARY Vice President - Voice Operations August 2002 -present 

Direct the end-to-end operations of Broadwing's long distance voice services including: cost 
management, route purchasing and vendor negotiations, traffic engineering, network planning, 
24x7 surveillance, Tier 2 and 3 technical support and the installation of customer services. 
Significant accomplishments include: 

Reorganized voice operations from several disparate groups into a single business unit 
responsible for 48% of the division's cash revenue and approximately half of the monthly cost 
of providing service. 
Successfully executed a major 120-day cost initiative reducing cost of service by one-third, 
improving Gross Margin threefold, and increasing service quality as evidenced by improved . 

call completion ratios and reduced customer trouble rates 

KEE WIRELESS, LLC., Atlanta, GA 
Managing Partner August 2001 - January 2003 
Launched a Wireless ISP providing high-speed Internet Access in public access areas using 
Wireless LAN (aka WLAN or 802.11b) technology. Carried the concept from initial business case 
to full deployment and subsequent operation in the marina environment under the product name of 
Aqua Access. The business was sold in January 2003. 

CBEYOND COMMUNICATIONS, LLC., Atlanta, GA 
Vice President - Engineering, Implementation, & Operations October 2000 - June 2001 
Directed all network aspects - from design to daily operation - of a Voice over IP (VoIP) network 
infrastructure for this multi-city CLEC. Major accomplishments included: 

Steering the organization through the initial deployment of the first fully functional Class 5, IP 
Softswitch in the industry 
Spearheading a major stability effort to improve switch performance and reliability by leading 
a team of engineers and the vendor to resolution of over 150 trouble cases. Moved from daily 
outages in March 2001 to 100% uptime in of May 2001. 
Guiding the organization in the development of process and procedure for voice and data 
service delivery to the customer base, as well as piloting the necessary methods and ongoing 
procedures to monitor, augment, and optimize network capacity. 

STEADFAST.NET, INC., Atlanta, GA 
Vice President - Network and Technology January 1999 - June 2000 
Oversaw all aspects of the architecture, engineering, deployment, and operation of the Integrated 
Communications Provider (ICP) model for this out-of-region CLEC subsidiary of BellSouth 



EDUCATION 

Corporation. Successfully guided the company from concept through the rapid deployment and 
subsequent operation of an end-to-end network infrastructure which provided a consumer 
oriented, bundled product combining Local and Long Distance telephony services, Digital 
Subscriber Line @SL) high-speed data access, and a cutting edge broadband ISP service. 

BELLSOUTH CORPORATION, Atlanta, GA 
Director - Strategic Management Unit April 1998 -December 1998 
Led strategic consulting projects to define, resolve, and present to key company leadership 
resolution of crucial business issues facing BellSouth. Representative projects included: 

Project Fixit - performed the first analysis of ROA by wire center to identify underperforming 
Central Offices. Resulted in a refocusing of a significant portion of BellSouth 
Telecommunication's marketing effort yielding a $53M revenue increase in 1999. 
Consumer Contribution - Ascertained gross margin by class of residential customer to derive 
the primary drivers of profitability. Resulted in significant changes to the way new service is 
positioned across all BellSouth Call Centers and to modifications to the existing approaches 
for marketing enhanced services in rural areas. 

BELLSOUTH TELECOMMUNICATIONS, INC., Atlanta, GA 
Financial Manager - Intelligent Services Division March 1997 - April 1998 

Controller for BellSouth's two largest enhanced networks with a combined $1 51M budget 
which generated over $685M in revenue in 1997 representing a 94% year over year growth. 
Responsibilities included oversight of business cases for all new products and initiatives, 
tracking and analysis of the division's financial performance, and development of BellSouth's 
Advanced Intelligent Network, Messaging, and Local Number Portability business plans. 

Business Manager - Voice Messaging April 1996 - March 1997 
Directed all Business Management functions of BellSouth's Messaging Integrated Business 
Unit. Responsibilities included coordination of budgets, development and implementation of 
performance control mechanisms, and network infrastructure evolution planning. Results 
included a four-fold improvement in customer service and a 21 % revenue increase. 

Special Projects October 1994 - April 1996 
Played a troubleshooter role on multifunctional SWAT teams for special projects including: 

MemoryCall Performance Improvement - Recommendations led to a 25% reduction in 
customer trouble reports across the BellSouth region 
BellSouth Resale Strategy -Member of the core consulting team in developing 
BellSouth's resale strategy to address the Telecommunications Reform Act of 1996. 

Specialist - Operations Planner April 1993 - October 1994 
Project management for a variety of modernization efforts for BellSouth's nine state public 
Packet data network. Results include a 10% reduction in infrastructure capitalization levels and 
a 100% increase in network reliability. 

Associate Manager - Packet Data Test Network April 1990 - April 1993 
Managed teams of engineers responsible for the development of new data services as well as 
Tier Two technical support of existing data services. 

Supervisor January 1986 - April 1990 
Responsible for maintaining circuit switched telephone service in Memphis, TN as well as the 
the installation of all West Tennessee special services circuits. 

EMORY UNIVERSITY, Atlanta, GA 
MASTERS OF BUSINESS ADMINISTRATION, 
May 1997 

UNIVERSITY OF MEMPHIS, Memphis, TN 
BACHELOR OF SCIENCE - ELECTRONIC ENGINEERING TECHNOLOGY, 
December 1985 



Executive Management 
August 2002 - Present 

Executive Management 
September 2000 -July 2002 

Executive Management 
January 1999 - August 2000 

Executive Management 
September 1997 - November 1998 

idgar S. DeLong, Jr. 
llice President, Cost of Service 

Summary of Qualifications 
senior management executive with twenty years telecommunications experience (AT&T, Bell 
Mantic, PrimeCo, Broadwing). Energetic, highly dedicated professional with an outstanding 
~erformance history. Results oriented, with a bias toward action. Strong leadership and coaching 
;kills, supported by excellent oral and written communications skills. 

Professional Experience 
aroadwing Communications 
Vice President - Cost ofservice 
Xesponsible for network planning, engineering, circuit design, and implementation of Broadwing's 
18,500 mile nationwide optical and data network and all access services. Led optimization 
:nitiatives that have resulted in a 90% reduction in capital spending and a 25% reduction in line 
:osts, representing annual savings of over $400 million. 

Vice President - Network Planning and Implementation 
Responsible for strategic planning, network architecture, routing, and capacity planning for 
Broadwing's national telecommunications network, including 18,500 mile all-optical fiber 
backbone, 13 circuit switched tandem switches, 48 ATM/frame relay switches, 11 managed 
hosting internet data centers, and award-winning tier one internet backbone. Implemented world's 
first all-optical core network, installing the most optical capacity of any telecommunications carrier 
worldwide. 

Vice President - Network Operations 
Responsible for monitoring, surveillance, and trouble management of Broadwing's national 
network. Improved mean time to repair for high priority trouble tickets by over 300% to less than 
two hours, and increased network availability to over 99.99% by relentlessly focusing on network 
performance, reliability and customer service excellence. Developed Broadwing's state of the art 
Enterprise Maintenance Center, providing dedicated trouble management and technical support to 
national accounts including Perot Systems, Bank of America, and Oracle. 

PrimeCo Personal Communications 
Vice President and General Manager - South Central Taus 
P&L responsibility for PrimeCo's Austin, San Antonio, Corpus Christi, and Lower Rio Grand 
Valley markets. Responsibilities include sales, marketing, network expansion and performance, 
finance, public relations, and human resources. Increased subscribers 365% in first 12 months, 
making South Central Texas PrimeCo's most highly penetrated market. Won President's Sales 
Award for highest sales to plan for 3 consecutive quarters. Increased monthly revenue from $1.2 
million to $3 million, and profitability by 320%. Successfully converted entire network 
infrastructure from Motorola to Lucent in less than 6 months, improving dropped calls from 2.7% 
to 1.6% - all with virtually no network outages or customer disruption. Market scored higher than 
company norm on all questions in annual employee satisfaction survey. 



Executive Management 
September 1996 - August 1997 

Executive Management 
September 1994 -August 1996 

Technical Management 
November 1990 - August 1994 

Marketing 
~ u ~ u s t  1987 - October 1990 

Technical Planning 
December 1985 - July 1987 

Operations 
June 1984 -November 1985 

Vice President and General Manager - Rlinois 
'&L responsibility for PrimeCo's Illinois market. Launched Chicago with 249 base stations 
:overing a population of over 8 million - the largest CDMA deployment in the world. Recruited 
ind managed an organization of 280 employees. Led development of all sales channels - 12 
:ompany owned retail stores, 550 indirect retail points of presence, and 10 business to business 
iccount executives resulting in 25% of PrimeCo's total sales, nearly twice that of PrimeCo's next 
argest markets, Houston and South Florida. 

Bell Atlantic International Wireless 
Vice President - Latin America Operations 
Responsible for wireless operations in Latin Am'erica, particularly Bell Atlantic's $1.04 billion 
investment in Iusacell, Mexico's second largest telecommunications company. Member, Iusacell 
Board of Directors, ensuring maximum effectiveness among the Bell Atlantic members of 
[usacell's Board. Directed all knowledge transfer initiatives among the domestic staff and 
axpatriates. Highest priority tasks included development of the corporate business plan, an 
incentive based compensation system, and an overall regulatory strategy designed to secure 
approval to provide long distance and radiotelephony services, and eliminate discrimination and 
cross subsidies by Telmex. Developed strategy for several cellular initiatives, including pricing, 
distribution, roaming, customer care, collections, and network performance. 

Bell Atlantic Mobile 
Director - Network Planning 
Responsible for strategic network infrastructure planning throughout Bell Atlantic Mobile. 
Provided strategic network direction and goals to all Regional Network Directors, and developed 
corporate Construction Program ($300 million capital, $200 million expense), allocating resources 
across all operating regions. Provided support and direction to wireless R&D, PCS planning and 
business development. Directed overall switch and facilities planning, including AIN, network 
optimization, and interconnection. Negotiated master agreements with major equipment suppliers 
(AT&T, Motorola). Directed overall radio systems planning, including digital radio and microcell 
deployment strategy. Directed corporate network financial management, regulatory engineering, 
and real estate administration. Directed the integration of Metro Mobile network engineering and 
operations functions. 

Bell Atlantic Network Services 
Proditct Manager - Information Services 
Responsible for design, development, and implementation of Bell Atlantic's online information 
gateway service, Intelligate. Included hardware and software operations planning, network and 
system design, user interface design and maintenance, sales support, pricing, and contract 
negotiation. 

Bell Telephone Company of Pennsylvania 
Staff Manager -New Services Planning 
Responsible for technical planning of new services, including the Enhanced 9-1-1 System, and the 
Directory Assistance Audio Response System. 

Bell Telephone Company of Pennsylvania , 

Supervisor - Operations Test Center 
Responsible for mechanized trouble testing, and the scheduling and dispatch of installation and 
repair forces. 



Project Management 
December 1982 - May 1984 

July 1982 - November 1982 

Bell Telephone Company of Pennsylvania 
Assistant Manager - Carrier Access Billing System 
Responsible for project management of the conversion to the Carrier Access Billing System at 
divestiture. 

Bell Telephone Company of Pennsylvania 
Management Development Program 

Education 

Lehigh University 
Betide11 em, PA 
Formal education in engineering, with Bachelor of Science degree in Industrial Engineering 
awarded in 1982. Graduated with highest honors. President, Institute of Industrial Engineers, 
Treasurer, Kappa Sigma Fraternity, and member, Tau Beta Pi National Engineering Honor 
Society. 

Personal 
Born June 9, 1960. Married, two children. Interests include golf, swimming, and boating. 

Board of Directors, Any Baby Can Child and Family Resource Center, since June, 1999. 



Christopher S. Rothlis 
Vice President, Network Operations 

Summary 
A proven track record of success spanning 23 years in theJield of Telecommunications. 
A thorough understanding of how to proJitably operate a long-haul telecommunications 
company. Demonstrated executive-level leadership in guiding an organization through 
the selection, operation, and decommissioning of telecommunications technology and 
assets. 

Work Experience 

Broadwing Communications Vice President, Network Operations 
Austin, TX Vice President, Engineering 

Vice President, ~ o c a l  ~ c c e s s  
Director, Technology Planning 

Mar 98 - Present 

Reduced SG&A spending from a planned $ 1 ' 0 0 ~  to $60M over a two year period while not adversely 
affecting customer service. 
Created an Internal Technical Assistance Center (ITAC) organization to reduce reliance on more costly 
vendor hardware and software support. 
Operate the industries most cost efficient Network Operations organization (219 people maintaining 
18,500 route miles) 
Created the organization structure and processes necessary to evaluate and select technologies to meet 
the needs of the business. Oversaw the deployment of over $300M in equipment and assets. 
Managed the implementation of the industry's only all-optical network. 
Negotiated andlor renegotiated vendor contracts to ensure Broadwing received the best possible value. 
Created a "Local Access" organization to address Broadwing's disproportionate cost-of-service and 
improved connectivity for more rapid service turn-up. Reduced COS by $5M per month in three 
months. 

MCI Telecommunications Technician - Sr. Manager Sep 83 -Mar 98 

Held increasing levels of responsibility from entry-level field technician through Acting Director, 
Intelligent Network Infrastructure Development. 
Successfully managed several areas of the business including Network Operations, Engineering, 
Program Management, Systems Engineering (software development), Financial Management. 

United States Air Force Staff Sergeant Oct 79 - Aug 83 

Attended technical training schools in electronics and telecommunications. Worked in fixed facility and 
mobile communications in support of the Air Force mission. Promoted early on two separate occasions in 
recognition of job knowledge. Received the Air Force Commendation Medal and was honorably 
discharged. 

Education 

Bachelor of Science Business Administration, Summa Cum Laude (3.97 GPA), Regis University, Denver, 
Colorado, August, 1998 



David R. Huber, Ph.D., is the founder of Cowis. He has sewed as a Director and Chairman of 
our Board, President and Chief Executive Officer since June 1997. Dr. Huber has 20 years of experience in 
the development of optical communications systems. From 1992 through April 1997, Dr. Huber sewed 
first as Chief Technology Officer and later as Chief Scientist of Ciena Corporation, a company he founded 
in 1992. From 1989 through 1992, Dr. Huber managed the Lightwave Research and Development Program 
for General Instrument Corporation. Prior to 1989, Dr. Huber held positions in optical communications 
development at Rockwell International Corporation, Optelecom, Inc. and ITT Industries, Inc., formerly 
International Telephone & Telegraph Corporation. Dr. Huber holds 41 U.S. patents in optics technology 
and has numerous additional patents pending. He earned a Ph.D. in electrical engineering from Brigham 
Young University and a B.S. in physics from Eastern Oregon State University. 

Lynn D. Anderson has been Senior Vice President, Chief Financial Officer and Treasurer of 
Corvis since January 2002. From May 2001 to December 2002, Mr. Andersen sewed as Chief Financial 
Officer of Optical Capital Group, LLC, a specialized technology investment firm focused on optical 
equipment related communications technology. From December 2000 to April 2001, Mr. Anderson was 
self-employed providing financial and strategic consulting services to companies in the technology, media 
and energy sectors. From February 2000 to November 2000, Mr. Anderson served as Chief Operating 
Officer and Chief Financial Officer of Zillacast, an Internet broadcasting company. From 1981 to 2000, 
Mr. Anderson held several financial positions with various divisions of General Electric Company, and 
later, as Chief Financial Officer of GE Capital Technology Management Services. Mr. Anderson earned 
his B.A. from Kansas State University and his M.B.A. from the University of Texas. 

Jerry Kent is Chief Executive Officer of AAT Communications, the sixth largest independent 
provider of antenna sites and site management services to the wireless communications industry. A 20- 
year veteran of the cable television industry, he began his career as an officer of Cencom Cable Associates, 
Inc., co-founded Charter Communications in 1993 and Cequel 111 in 2002. Cequel 111 was established to 
acquire and manage growth-riented companies in the Telecommunications and Cable industry. Prior to 
founding Cequel, he was President and CEO of Charter Communications, Inc. Microsoft co-founder Paul 
Allen acquired Charter in 1998, and combined it with another investment, Marcus Cable, in early 1999, 
under the Charter Communications name. Mr. Kent was named President and CEO of this merged entity, 
which subsequently grew to some 7 million customers as the nation's fourth largest cable company. 
During his tenure, Charter went public in what was then the third largest IPO in U.S. history, became the 
largest issuer of high-yield bonds in the world and consistently led the industry in superior operating 
results. Mr. Kent received his MBA degree from Washington University. A native of St. Louis, Mr. Kent 
is active in that community. 

Martin D. Kerckhoff is Executive Vice President and General Counsel of Cequel 111, a 
broadband telecommunications management company founded in 2002. Prior to joining Cequel 111, he was 
appointed by SBC Communications ("SBC") to serve as Group Executive Corporate Development and 
Initial Public Offering for Telkom SA Ltd ("Telkom"). Mr. Kerckhoff worked at Telkom, which is the 
national telephone company of the Republic of South Africa, for the previous five years. In that role, he 
was responsible for Telkom's Mergers and Acquisitions, Business Development, and Subsidiaries Groups 
and had primary responsibility for achieving Telkom's Initial Public Offering. He also sewed as Chairman 
of Telkom Directory Services, the national waite and yellow pages directory company, and as Director and 
Chairman of the Corporate Development Committee of Vodacom Ply Ltd, which is South Africa's largest 
cellular carrier. Before being appointed to Telkom, Mr. Kerckhoff was Senior Counsel with SBC's 
International Mergers and Acquisitions Legal Group. In that capacity he successfully negotiated SBC's 
investment in Telkom, as well as investments by SBC in VTR Inversiones (Chile), Mobile Telephone 
Networks (South Africa), Telnics (Mexico), and the purchase of two cableltelephony networks in the 
United Kingdom. He also assisted SBC restructure its investment in CGETBL (France) and represented 
SBC in its privatization bid for Peru's National Telephone Company. Mr. Kerckhoff received his LLM 
(Private International Law) from McGeorge School of Law, his JD from St. Louis University and his BA 
(Political Science) and BS (Psychology) degrees from Tulane University. He holds licenses to practice law 
in numerous states and federal courts. 



The following individuals are currently employed by Broadwing and will be transferring to C 111 Ops upon 
the closing of the proposed transaction. Detailed resumes for each are attached hereto. 

Robert (Bob) Shingler is President of Broadwing Communications, the company's national 
broadband voice, data and IP operations. He is responsible for sales activities, customer care and service, 
network engineering and operations, and other skiff functions. Mr. Shingler joined Broadwing 
Communications in April, 2002 as President of Voice Services. Prior to joining Broadwing, Mr. Shingler 
spent more than twenty years at BellSouth Corp. and its subsidiaries in a variety of leadership positions. He 
also served in executive positions in two technology start-up companies, and served as Executive Vice 
President and Deputy CEO at Sonofon A& a cellular telephone provider based in Copenhagen, Denmark. 

Matthew W. Booher is Senior Vice President of Finance and an officer of Broadwing Inc. He is 
responsible for all financial aspects of Broadwing Communications, including business development, 
planning, budgeting, reporting, accounting, collections, and internal auditing. Prior to his current position, 
Mr. Booher served as Chief Financial Officer of the financial services division of Norrell Corporation 
located in Atlanta, Georgia. Mr. Booher also served as executive director of business markets at MCI, 
where over a ten-year career he held a number of key finance positions, including Managing Director and 
Chief Financial Officer of Prepaid Markets, and Director of Business AnalysisRlanning for MCI's business 
markets division. 

Richard Putt is President, National Accounts for Broadwing Communications. Mr. Putt first 
joined Broadwing as the President of Business Markets in January, 2000 and helped engineer a dramatic 
and successful turnaround in the business unit, focusing on the large business and National Account 
segment. In June 2001, Mr. Putt was named President of National Accounts, as this division became the 
strategic focus of Broadwing. A 23-year veteran in the telecommunications industry, Mr. Putt has worked 
in virtually every segment of the industry and held various sales management and executive posts. He has 
successfully managed and developed multi-million dollar organizations, as well as built dynamic 
entrepreneurial businesses. Prior to joining Broadwing, Mr. Putt held various positions at MCI, including 
Vice President of General Business, Vice President of Global Accounts and Vice President of Carrier Sales. 
As Vice President of Global Accounts, Mr. Putt completed the first Managed International Network for 
MCI, and was responsible for growing the business from $30 million to over $200 million in billing. 

Richard Calder is President, Business Enterprises for Broadwing Communications. As the 
President of Business Enterprises at Broadwing Communications, Mr. Calder leads Carrier Accounts, 
Large Accounts, and General Business Markets, comprising over $500 million in annual revenues. Mr. 
Calder drives overall strategic and tactical direction and P&L responsibility for these business units and 
leads Marketing as well as all direct customer-facing field operations, including the Enterprise 
Management Center for trouble resolution. A veteran of the telecommunications industry, Mr. Calder 
brings more than 18 years of experience to his position at Broadwing. At Winstar Communications he 
sewed in multiple senior management positions, most recently as President of the Winstar South Division 
where he was responsible for revenue and profit growth, and previously as Executive Vice President and 
Chief Marketing Officer. Prior to joining Winstar, Mr. Calder co-founded GO Communications, a wireless 
communications company, held various marketing and business development positions at MCI, and several 
engineering and marketing positions at Tellabs. 

Gordon P. (Chuck) Williams, Jr. is Vice President, Associate General Counsel and Assistant 
Secretary of Broadwing Communications. He is an AV rated lawyer and has represented 
telecommunications companies, both in private practice and in-house, for more than twenty years. He 
currently is responsible for all legal support for Broadwing Communications. Prior to Broadwing, Mr. 
Williams was with MCI where he served as counsel to its local service subsidiary, MCIMetro, from its 
inception and oversaw its nationwide state certification process. Mr. Williams has served on numerous 
national level committees and panels and was chairman on several. He chaired the committee representing 
virtually the entire telecommunications industry to develop a municipal right of way policy that is still in 
use today. 



Lisa A. Brown, Vice President, Customer Operations, brings more than twelve years of 
telecommunications experience to her dual roles as Vice President of General Business Markets and Vice 
President of Enterprise Management Services for Broadwing Communications. In her position, she is 
responsible for managing a monthly P&L in excess of $13 million supporting over 150,000 customers in 
the consumer, small business and mid market account sectors. Ms. Brown also manages Broadwing's 
Enterprise Management Center responsible for trouble repair supporting all Broadwing distribution 
channels and customers. Ms. Brown joined E C  in the merger with Network Long Distance in 1997, where 
she was Vice President of Network Administration for Network Long Distance. At Network Long 
Distance, she led network design and engineering, provisioning and cost of service management. In her 
long tenure with Broadwing, Ms. Brown has sewed in a variety of executive roles from Vice President of 
Sales Operations to Vice President, Provisioning. 

Melinda K. Figeley, Vice President, Human Resources, joined Broadwing Communications as 
Vice President of Human Resources in October, 2000. Ms. Figeley has over eighteen years of varied 
human resources management experience, including twelve years at the senior management and executive 
levels. She began her career with General Motors in 1985, where she supported an employee base of 8,000 
union-represented employees. Ms. Figeley has also held a variety of management and leadership roles with 
MCI Consumer Markets, Healthcare International, and ColumbialHCA. From 1993-98, she sewed as 
Director of Administration (Finance, Accounting and Human Resources) with the Texas Surplus Lines 
Insurance Department in Austin, Texas. Ms. Figeley has been a Consultant to several organizations in the 
Austin and Houston areas, in industries such as high technology, healthcare, staffing and government, and 
she has been an Instructor for seven years in the University of Texas' human resources certification 
program. She earned designation as a certified senior professional in human resources (SPHR) in 1995. 

Karen Hanson, National Director, Regulatory Affairs, joined Broadwing as a Regulatory Analyst 
in 1998, when Network Long Distance was acquired. She was promoted to Director, Regulatory Affairs in 
November 2002. Ms. Hanson is in charge of all state and federal regulatory compliance issues. Ms. 
Hanson has eight years of experience in regulatory compliance in the telecommunications industry. Prior 
to becoming Regulatory Manager of Network Long Distance in 1995, Ms. Hanson, co-owned and operated 
a successfid business 'for sixteen years. 



ROBERT D. SETINGLER 
President, Broadwing Communications 

-1 COMMUNICATIONS INDUSTRY EXECUTIVE 
Teclmology, Sofi'ware & Services Spuming Teleco~nmu~~ications, Wireless, Internet, Cable TV & Publrkliing 

Recognized for expertise in quickly summing up a business - its strategy, model, financials, technology, market and 
competition -then outlining the right methods and tools to accelerate top and bottom-line success. Entrepreneur inside 
start-up, early-stage, transitional, rapid-growth and global enterprises. Successfully navigated large corporations, Boards 
of Directors and shareholders to create confidence in a vision, strategy or business plan that extends beyond the "norm." 

MBA with 15+ years of P&L and investment/M&A experience. Excellent global business acumen with four years of 
experience in a foreign company and active involvement in investments/partnerships across Asia, Europe and South 
America. Well-rounded blend of operating, financial and marketing skills. Innate ability to see the potential and get the 
most out of staff, stirring their creativity and innovation to go beyond the obvious to create "win win" results. 

PROFESSIONAL EXPERIENCE 

ALBION CONNECT, INC., Atlanta, GA 2000 to 2001 
Emerging SofhYare Provider of Operating & Support Systems; Spin-off ofAlbion International, a Global Systems Integrator. 

Chairman & Chief Executive Officer 

Retained by the original owners to raise capital and restructure a $30 million fledgling technology company hit hard by 
downturn of the investment market. Provide strategic direction, financing and management oversight to 35 employees in 
software development, maintenance, sales and customer support. 

Business Transition & Investment Funding 
Revamped the product strategy, business case and the management team, positioning Albion as an attractive candidate 
to secure $10-$15 million Series B funding. Led presentations and received interest from six well-known VC firms. 
Raised $1 million bridge loan, initiated actions to conserve cash flow and   laced company in a holding pattern. 
Continued development and maintenance of core product and existing customers despite cutting overhead by 60%+. 

STEADFAST.NET, Austin, Texas 1998 to 2000 
Start-up Provider of High Speed Internet Services using Digital Subscriber Line (DSL) Technology; BellSouth VC investment. 

President - SteadFast.net Inc. (1999 to 2000) 
Senior Director - BellSouth Emerging Business Group (1998 to 1999) 

Challenged to develop new business to be funded from BellSouth's VC investment program that would allow BellSouth to 
expand outside of its regional territory. Leveraged business model designed in Europe to build a business case to launch a 
new Internetlvoice venture, SteadFast.net. Established a CLEC with high-speed backbone and voice network, Internet 
Portal and broadband ISP. Hired a team of 100 for network and systems design and operations, customer service, sales, 
support, installation and maintenance. Created a national infrastructure for low cost on-line provisioning, billing, customer 
service and network operations. 

Venture Funding & Start-up 
Won $8 million in seed capital to fund a beta test. In six months, created and launched a complete business and 
technology platform that became an immediate competitor to SWBT, Time Warner and well-established ISPs. 
Led presentations to BellSouth's Executive Management to secure second round funding to expand into 30 states. 
Negotiated the sale of the business to a New York-based CLEC after a shift of BellSouth's vision and strategy. Facili- 
tated the shut-down of the business after transaction failed to close due to softening capital markets. 

opera tin^ & Technology Infrastructure 
Lowered customer acquisition and support costs by 35% compared to competitors by deploying true online marketing, 
provisioning, billing, payment, customer service and account management tools. 
Deployed support systems infrastructure in 90 days by using off the shelf software. Contracted third party systems 
integrator to deliver under performance agreement. Total technology investments were under $4 million. 
Gained immediate customer satisfaction and loyalty by streamlining the installation process. Completed more installa- 
tions in six weeks than BellSouth accomplished in six months of trials and two months of operation. 
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Market Penetration & Competitive Positioning 
Capitalized on the emergence of Internet direct marketing (websites, user groups, bulletin boards) to drive market 
awareness and customer acquisition through online platforms. Demonstrated the success of "viral marketing". 
Combined DSL, local and long distance services into a single line, bundled service, creating a competitive advantage. 
Structured strategic alliances with Akamai, CNN, music and video on demand services to create a value-added compo- 
nent to experience the Internet, not just a fast connection to get to the Internet. 

SONOFON AIS, Copenhagen, Denmark 1994 to 1998 
$4 billion fill-service telecommz~nications company and minority investment of BellSouth Corporation. 

Executive Vice President & Deputy CEO (1996 to 1998) 
Member, Board of Directors (1994 to 1996) 

Appointed to the Board to oversee BellSouth's 29% investment. Became actively involved in the business during a major 
turnaround that would facilitate Sonofon's transition from a GSM mobile communications operator to full-service tele- 
communications provider. Facilitated a complete reorganization of the business. Relocated corporate HQ, hired senior 
staff, and recruited a talented marketing team that would accelerate growth and move the business toward profitability. 

Played a key role in negotiating a buyout of two investors to gain a 46.5% interest with 50150 operating control. Promoted 
to Deputy CEO and as the only American in a 1000-1- employee organization. Outlined the strategy, business model and 
operational requirements to start-up new lines of business and integrate them into the existing organization. Held full P&L 
responsibility for staffing, business development, regulatory, systems development, marketing, customer service and 
service delivery. Jointly responsible with CEO for overall company results and Board relations. 

Turnaround & Rapid Growth of Foreign Investments 
Led Sonofon through an aggressive turnaround and first year of profitable operation since its inception. Delivered 
consolidated net income of $34 million in 1997 compared to $40 million loss in 1996. 
Realigned the business around the rapid development of new technology. Introduced new products that pushed Sono- 
fon's market value fiom $500 million to $4 billion in four years. 
Led negotiation of $100 million buyout of minority partners increasing BellSouth's ownership to 46.5%. 

Market Penetration & Competitive Positioning 
Increased cumulative market share from 18% to 38%, gaining more customers in 18 months than in prior three years. 
Achieved the highest cellular penetration in the world by 1997. Increased customer base by another 30% in 1998. 
Restructured international long distance agreements, cutting cost of service 50% for $18+ million in savings in 1997. 
Led successfu1 lobby, accelerating deregulation and competition against the Tele Denmark monopoly. 

New Products & Sewice Offerings 
Leveraged customer loyalty and deregulation to offer International Long Distance and Wireless Local Loop products. 
Outlined business model allowing Sonofon to deploy a fixed wireless technology when technology and radio spectrum 
in the region came up to speed. Sonofon launched significant market expansion in 2001 with original business model. 
Introduced new pricing and service programs that boosted volume by 9%, adding $10 million in service revenues in 
1995. Launched prepaid services in 1997, bringing total revenues to in excess of $375 million. 

BELLSOUTH EUROPE, Brussels, Belgium 1 BELLSOUTH INTERNATIONAL, Atlanta, GA 1993 to 1996 
$3 billion newly-formed enterprise overseeing 12partnerships in 10 countries with Europe accozmting for 40%. 

General Manager -BellSouth Denmark Inc. (1994 to 1996) 
Director, Financial & Business Planning - BellSouth International (1993 to 1994) 

Recruited into the international organization as the ad hoc CFO and BellSouth's front-man representing their minority 
financial interests in 12 partnerships in 10 countries. Accepted an expatriate assignment with the Belgium business devel- 
opment office to provide operational support for start-ups in Denmark, France and Germany and others expected in Spain, 
Italy, France and the Netherlands. Worked with shareholders and company management to set direction and benchmarks 
for revenue, profit and operating performance using same models applied inside BellSouth Enterprises. 
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International Investments & Global Market Ex~ansion 
Appointed to the Board of Directors for operations in New Zealand, Argentina and Venezuela. 
Served on planning committee for Danish GSM operation, and finance committee for German cellular operation. 
Rationalized investments in France by negotiating the sale of two shareholdings to position for expansion through a 
new joint venture. 

BELLSOUTH ENTERPRISES / BELLSOUTH CORPORATION, Atlanta, GA 1983 to 1993 
$80 billion corporation with 44+ million customers in the US and 16 countries. Bellsouth Enterprises was a holding company 
for global subsidiaries in Cellular, Paging, Mobile Data, Long Distance, Advertising, Publishing and Cable TV. 

Operations Manager, Financial & Business Planning (1990 to 1993) 
Corporate Manager, Mergers & Acquisitions (1988 to 1990) 
Investment Manager (1987 to 1988) 
Staff Manager 1 Assistant Staff Manager, Earnings Analysis (1983 to 1987) 

Charter employee in newly established BellSouth on fast-track promotion fiom Treasury to Investments and Mergers & 
Acquisitions. Following a reorganization and creation of BellSouth Enterprises, joined this group to analyze and support 
BellSouth's non-regulated ventures worldwide. Assessed revenue, profit and cash flow, benchmarked performance against 
the competition and adjusted budgets and projections based on industry, market, technology and regulatory trends. 

Mergers, Acquisitions & Investments 
Bridged the gap between the corporation and entrepreneuriallemerging ventures to justify investments that would 
accelerate the top line without adversely affecting BellSouth's bottom-line. Led to: 
- Continued investments in cellular which fueled BellSouth's earnings growth from 1995 to 1999. 
- Exit fiom paging during industry consolidation, divesting assets for $1 billion. 

Prepared business cases and due diligence. Advised ChairmanNice Chairman on meritslvalue of acquisitions. 
- Assembled a $500 million UK acquisition that would integrate telephony and cable services. 
- Led financial negotiations for acquisition of Irish CATV company and negotiated the purchase of shares in a 

national French cable operator. 
- Evaluated independent telephone, telecom equipment, systems integrator, software and printing companies. 

Recommended against acquisition based on valuation, earnings potential and/or strategic fit. 

Implemented an active trading program for BellSouth's $1 billion fund of taxable and tax-fiee money market securi- 
ties. Delivered a 22% return increase vs. 7% market improvement resulting in $10 million added income. 

Financial Analysis & Reporting 
Instituted a new approach for measuring subsidiary performance, focusing on fundamental analysis, strategic altema- 
tives and future cash flow to maximize value. This approach replaced the previous system of accounting variance 
analysis and resulted in resource allocation to value creators for the company, such as continued cellular investment. 
Created an acquisition valuation model adopted by BellSouth's CFO and still used in Board of Director presentations. 
Designed a unique one-page summary of key operating indicators, comparing actuallforecast performance to budget. 
Created a standard platform for reporting on 10 distinctly different businesses that is still in place today. 
Provided cost of capital analysis and expert testimony in FCC Docket #84-800 gaining favorable access charges for 
BellSouth in interstate telephony. 

EARLY EXPERIENCE - Student Engineer with South Central Bell Telephone while completing undergraduate degree. 
Gained experience in Data Center Operations, Billing, Collections and Customer Service with Southem Bell Telephone. 

EDUCATION 

MBA, Finance -Georgia State University, 1987 
BS, Business I Computer Science - Vanderbilt University, 1980 



Matthew W. Booher 

- 

PROFILE 
Executive with proven record of success in general management, financial and operational 
management, investor relations and business development. Strong background in leadership of large 
organizations, improving business processes and operational efficiency, and in development and 
execution of business plans. Experienced in leading high-profile negotiations with customers, vendors 
and acquisition targets. Extensive background in management reporting, public accounting, process 
implementation and control, and a thorough knowledge of business information systems. 

Broadwing, Inc / Broadwing Communications, Inc 2000 - Present 
Senior Vice President - Finance / Division CFO 2002 - Present 

Financial and operational responsibility for $900M (annual revenue) division. 
Responsible for re-engineering and reorganizing the division and positioning the business for increased 
profitability. 
Assist in determining the strategic direction of division or instituting a disposition strategy. 

Broadwing, Inc / Cincinnati Bell Telephone Co. 2000 - 2002 
Vice President, Investor Relations 

Hired to define and implement professional level Investor Relations program. 
Member of the executive mgmt. team - participating in and influencing decisions and strategic plans. 
Responsible for quarterly earnings release calls, annual meetings and investor conferences and meetings. 
Initiated, developed and implemented corporate disclosure and Regulation FD policies. 
Cultivated and developed relationships with Wall Street research firms and buy-side firms. 
Responsible for targeting new owners and expanding institutional shareholder base. 
Increased lM+ share shareholders from 17 to 3 1 and sell-side coverage from 6 to 17 analysts. 
Responsible for planning, creative design, and publishing company's annual report (2000 & 2001). 

Norrell Corporation, & Interim Services Corporation, Atlanta, Georgia 1998 - 2000 
CFO /Division Controller /Director of Finance & Administration 
Norrell Financial Staffing / IMCOR / Norrell Information Services 

Responsible for finance, accounting, information systems and technology, and administrative functions for 
three Norrell business units totaling $370M in annual revenue. 
Oversight and responsibility for business unit financial performance and strategic direction, marketplace / 
customer development and sales strategy. 

Reversed operating losses and negative cash flow within four months by restructuring operations, altering 
the company's sales model, and re-engineering it's e-commerce strategy. 

MCI Communications Corp. Atlanta, Georgia 1990 - 1998 
Director 1 Business Unit CFO, Prepaid Sales 1997 - 1998 
MCI, Business Markets, Strategic Business Sales Unit 

Full P&L responsibility for $200M+ division. 
Responsible for guiding division out of monthly loss position (-$2M/mth) to profitability (+$2SM/mth) 
in 12 months and exceeded revenue plan by 12%. 
Responsible for functional areas of accounting, planning, business development, billing and 
invoicing, customer and internal reporting, financial operations, and administration. 

Matthew W. Booher - resume @g. 2) 

MCI Communications Corp. Atlanta, Georgia (continued) 



Director / Business Unit CFO / Asst. General Manager, 1995 - 1997 
Digital Imaging Division, MCI - Business Markets, Atlanta, Georgia & Greensboro, NC 

Financial and operations responsibility for $50M business unit of MCI, from acquisition through 
integration into MCI's core functional areas. 
Responsible for executive oversight during acquisition and initial start-up phases of business life cycle. 
Developed sales plans and operating plans for the unit. 

Director, Business Analysis & Planning 1994 - 1995 
MCI Business Markets Division 

Led finance organization of 40 professionals in the areas of business and financial planning, business 
analysis, and product pricing, for an $ 9  billion unit of MCI Communications during a period of record 
revenue and earnings growth. 
During tenure Business Markets revenue grew more than three times the industry average from 1994-95, 
resulting in over $2 billion in revenue growth, and growing earnings at more than 30% annually. 
Developed plans and budgets that achieved revenue growth while holding SG&A expenses constant and 
reduced capital expenses related to product development by 10% per year. 
Initiated revenuelpricing enhancements delivering more than $200M in contribution over two years. 

Sr. Manager, Planning and Financial Analysis 1992 - 1994 
MCI Business Markets Division 

Successfully integrated the planning organizations of five pre-existing business units into single Business 
Markets Planning organization. 
Developed financial planning process that was driven by specific operational performance plans, 
including sales productivity, product profitability, pricing and promotion plans. 
Developed customer level profitability system that provided revenue performance and profitability 
information by product. 

Manager / Senior Pinancial Analyst, Business Development 1990 - 1992 
MCI, Business Markets and Southern Division 

Held various positions of increasing responsibility from Sr. Analyst to Manager, in the areas of corporate 
development and finance. 
Negotiated special customer contracts for long-distance and data services. 

McDonnell Doliglas Corporation, St. Louis, Missouri 
Senior Pinancial Analyst, Program Budgets 

Preparation and presentation of various financial data for seniorpanagement. 
Monthly revenue and P&L presentation to senior divisional executives. 

Michigan State University, East Lansing, Michigan 
Graduate Research Assistant, Finance Department 

Directed financial research study for the State of Michigan. 
Authored and published research results. 

EDUCATION 
Masters of Business Administration I Finance 
Michigan State University - East Lansing, Michigan 

Bachelor of Science - Business Administration I Economics & Finance 1985 
Southern Illinois University - Edwardsville, Illinois 

Executive courses and seminars 1992 - present 
Darden Graduate School / University of Virginia - Charlottesville, Virginia 



Richard E. Putt 
President, National Accounts 

Professional Biography: 

Broadwing Communications - January 2000 to present 
President of National Accounts 
President of Business Markets 

espire Communications - December 1997 to January 2000 
Executive Vice President, Sales and Marketing 

MCI Telecommunications - January 1987 to January 2000 
Vice President of State Government and University Markets 
Vice President of Carrier Sales and Support 
Vice President of Global Accounts 
Vice President of General Business 
Director of National Accounts 
Director of General Business 
Director of Alternate Channels 

Norstan/Electronic Engineering Company - November 1979 to January 1987 
National Account Sales Manager 



RICHARD D. CALDER, JR. 

President, Business Enterprises 

Experience 
2001-present BROADWING COMMUNICATIONS RESTON, VA 

President, Business Enterprises 
Lead the business units for Carrier Accounts, Large Accounts, and General Business Markets, 
and drive a P&L with $500 million in annual revenues. 

Drive overall strategic and tactical direction for the Business Units, Marketing, and all direct 
customer operations, including the Enterprise Management Center for trouble resolution. 

President, Business Markets 
Led the Business Mpkets business unit, and drove a P&L with $150 million in 
annual revenue. Exceeded all P&L metrics for the 2002 plan and grew revenue by 50%. 

Executed strategic plan to drive up-market to larger enterprise accounts, to provide General 
Manager authority to field leaders, and to increase productivity resulting in a 150% 
improvement in field sales results. 

1996-2001 WINSTAR COMMUNICATIONS WASHINGTON, DC 
President, Soutll Division 

Led the South Division business unit, and drove a P&L with $50 million in annual revenue. 
Exceeded all P&L and network deployment goals. 

Drove overall branch operations for sales and marketing, network operations, network 
deployment, and finance. 

Executive Vice President, Chief Marketing Officer 
Established Winstar as a nationwide leader in broadband services, including high speed 
internet and data, web hosting, phone services, and e.commerce. 

Recruited and led a 100+ employee marketing organization for brand marketing, product 
marketing, market management, and training. 

Senior Vice President / Vice President, Marketing 
Launched broadband services in top 60 US markets. Drove support for a nationwide field 
sales and service organization. 

Established and led the customer service team and 7x24 call centers. Developed and led the 
carrier sales channel. 

1994-1996 GO COlWMUNICATIONS ALEXANDRIA, VA 
Vice President, Corporate Development and co-founder of this wireless communications 
company and bidder in the FCC auction for "C-Block" PCS licenses. 

Closed $150 million in equity financing and raised $700 million in senior debt financing. 
Negotiated and closed strategic financing and operating agreements with ALLTEL, Century 
Telephone, Fidelity Capital, Mitsubishi, and Nissho Iwai. 

1990-1994 MCI COMMUNICATIONS WASHINGTON, DC 
Director, Wireless Communications 

I Led wireless business development and negotiated agreements with over 200 companies 
to join a: national PCS consortium. 

Developed the wireless business plan and established business partner relationships with 
senior executives in the communications, cable, and publishing industries. 

Senior ManagerMaitager, Marketing 
Led marketing efforts for the 800 product line with over $1 billion in annual revenues; 
Launched initiatives for 800 number portability and increased 800 revenues by over 30%. 

Created and launched an enhanced voice services product line and managed the acquisition 
of a leading voice services provider. 



RICHARD D. CALDER, JR. 

President, Business Enterprises 

a 1985-1988 TELLABS,INC. LISLE, IL 
Senior Product ManagerProduct Manager, Marketing 
rn Managed multiple product lines for this telecommunications manufacturer. 
rn Successfully launched the company's first network management product platform. 

Staff Engineer 
rn Developed five microchips in new design group, and achieved first time success 

on each project. 

Education 
1988-1990 HARVARD BUSINESS SCHOOL BOSTON, MA 

Awarded Master in Business Administration, general management curriculum. 
Summer Associate, 1989, Booz, Allen & Hamilton Consulting Group, New York, NY. 

1981-1985 YALE UNIVERSITY NEW HAVEN, CT 
Awarded Bachelor of Science Degree, cum laude, in Electrical Engineering. 
Selected to Tau Beta Pi, National Engineering Honor Society. 
Earned four varsity letters as first diver on Division I Swimming & Diving team. 

Personal Lived and traveled throughout Europe and the Middle East. 



GORDON P. WILLIAMS, JR 

EXPERIENCE: 

1997 -Present: Broadwing Communications Inc.(fka M C  Communications, Inc.), Austin, 
Texas 

(1999 - present): Vice President, Associate General Counsel and Assistant Secretary. AV rated and 
responsible for developing team to provide all legal support for nationwide communications division 
of telecommunications company deploying a nationwide fiber optic system and with annual revenues 
in excess of $1 billion including complex transactions, major contract disputes, litigation, sales, 
vendor contracts, corporate matters, HR, IP, bankruptcy and work-outs, SEC, legal approval for 
marketing materials and press releases and back-up for General Counsel. Participate as member of 
senior management team. 

(1997 - 1998): Assistant General Counsel and Director of Network Business Development. 
Developed and negotiated fiber purchase, sale and swap agreements. Developed forms and legal 
support for fiber transactions and right-of-way development. Developed complex transaction 
agreements. Chaired Industry Right-of-way Group Policy Committee, representing the big three 
interexchange carriers and the ILECs, that developed and published a nationwide Right of Way 
Policy Paper that is still in use. 

1988 - 1997: MCI Communications Corporation, Richardson, Texas 

(1996-1997): Associate Counsel, Law and Public Policy. Responsible for legal and policy support for 
all matters involving public rights of way and development of first-rate legal team for municipal 
franchise and state legislative matters. Assumed lead for development and implementation of 
nationwide municipal fianchise policy and strategies. Initiated legislative reform effort. Lead 
successful industry coalitions at both municipal and state legislative levels. Panelist at several 
industry and legal conferences. Named to industry Municipal Barriers Working Group. Special 
briefings presented to executive management, FCC and selected regulatory off~cials. Co-Chair 
American Bar Association State and Local Government Law Section Cable and Telecommunications 
Committee 

(1990-1995): Senior Attorney, Office of The General Counsel. Primary Counsel to Texas-based MCI 
subsidiary, MCIrnetro Access Transmission Services, Inc. Responsible for ensuring that all of 
MCImetro's legal support needs were met. Main responsibility was to establish commercial contract 
forms and policies, perfect rights to communications facilities located in public rights-of-way, 
coordinate regulatory support, and oversee regulatory filings for MCImetro's nationwide local service 
initiative. 

(1988-1990): Attorney, Office of The General Counsel. Handled complex municipal and utility 
right-of-way and franchise matters; zoning and land use; commercial contracts and disputes. 

1986-1988: Lawyers Title Insurance Corporation, Richmond, Virginia 

Senior Attorney (Corporate Officer), Managed claims handling by ten in-house attorneys. Directly 
handled major claims litigation matters in fifteen states including several major metropolitan areas 
(New York, Chicago, Boston and Philadelphia). Reorganized the claims organization in the Chicago 
Multi-States Office. Successfully established third party lead in a major ($178 million) title 
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reinsurance case. Designed, wrote and implemented a national claims litigation budget program and 
database. 

1982 - 1986: Conner, Hooker, Hydrick, Williams, and Wright, Richmond, Virginia 

(1984- 1986): Partner - General litigation practice with emphasis on zoning and land use, real estate, 
small corporate representation, lease and acquisition agreements. Virginia Regional Zoning Counsel 
to MCI Communications Corporation. 

(1982-1984): Attorney - Developed general litigation and land use practice. 

BAR ADMISSION: 

Virginia State Bar 1982 

EDUCATION: 

J.D. - T.C. Williams School of Law, University of Richmond, 1982. 
Honors: 
Carrico Moot Court Competition Winner - 1980 
Bamett Moot Court Competition Winning Team - 1980 
Barnett Scholarship for Excellence in Legal Writing - 1980 
National Moot Court Team - 198 1 
Certified for Third Year Practice by the Virginia State Bar. 
Internship, Henrico County Circuit Court - 198 1 
Internship, Henrico County Commonwealth's Attorney's Office. Prosecuted several hundred minor 
criminal and traffic cases and several appeals to Court of Record, all as first chair - 1981. 

B.A. - Psychology, University of Richmond, Richmond, Virginia, 1979. 

PUBLICATIONS: 

Gordon P. Williams, Jr. Municipal Regulation of Telecommunications and the Telecommunications 
Act of 1996 11, The Urban Law Journal, Fall 1997 
Gordon P. Williams, Jr. Municipal Regulation of Telecommunications: the Telecolnmunications Act 
of 1996 and the Facets of the Paradigm, The Urban Law Journal, Fall 1996 
Tomas F. Geselbracht and Gordon P. Williams, Jr. Information Superhighway Is Beset by Local Fees, 
The National Law Journal, March 13 1995 

ORGANIZATIONS: 

Texas General Counsel Group 
Texas General Counsel Forum 
American Bar Association, Co-Chair Cable and Telecommunications Subcommittee, State and Local 
Government Law Section, 1996 - 1999. 
American. Corporate Counsel Association 
American Society of Corporate Secretaries 

MILITARY: 

Major, Army Corps of Engineers United States Army Reserve. (Retired) 



LISA M. BROWN 
Vice President of General Business Markets and 

Enterprise Management Services 

EXECUTIVE SUMMARY 

Passionate leader with a wide range of professional experience fiom P&L, operations, sales and 
marketing brings a proven track record of building value through strong teams with a high energy 
style and commitment to get the job done. 

PROFESSIONAL EXPERIENCE 

BROADWING COMMUNICATIONS, INC -Austin Texas, 7/91 to Present 

Vice President General Business Markets & Enterprise Management Services - Austin, 
Texas 11/02 to Present 
General Business Markets: 

Responsible for P&L Management of this BU with monthly revenues of $13 MM per 
month supporting 150,000 consumer and business accounts spending under $10K per 
month and our strategic intra-company distribution channel. 
Established centralized sales & support team to service mid market accounts. 
Reorganized Alternate Channel Program to bring profitability to this distribution 
segment. 
Managed Customer Support Functions of Ordering, Service Delivery, Bill Activation, 
Customer Care & Collections. Staff includes 50 seat customer care center plus 35 
positions for sales, marketing & account management support. 
Responsible for sales & marketing, generate new sales of $1 00K per month. 

Enterprise Management Services: 
Converged traditional care center & NOC creating an innovative "Tech to Tech' customer 
repair center with project management layer for high value customers. 
Manage this 80 person center that provides central support for 4 business units and serves 
customers buying simple & complex data solutions and dedicated voice services 
Cut MTTR & MTTC in half in first 60 days, improved quality of customer interaction 
and increased customer satisfaction 
Implemented Quality Program to improve call handling, process & procedure and tools. 

Vice President Consumer and Small Business Markets & Customer Operations -Austin, 
Texas 4/02 to 1 1/02 
Consumer & Small Business Markets: 

Managed $6MM per month P&L for BU of 130,000 customers in the consumer & small 
business accounts spending under $2K. 
Achieved 99% of revenue EBIDTA plan for 2002 contributing $8lMM in Net Revenue 
& $29MM in EBIDTA. 
Developed & implemented marketing programs to support the segment. 
Converted 50-seat customer service center into a sales & service center focused on 
retention, achieved a 47% customer 'save' retention rate for '02 
Reduced customer churn significantly by resolving host of operational & billing issues 



Redesigned external web site to support this distribution segment. 
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Customer Operations: 
Responsible for managing central support teams of Provisioning, Billing & Customer 
Care serving 5 business units. 
Provisioning - Managed 120 person Provisioning Team delivering average of $2.5 
million per month in new customer installs, managing backlog of 2,000+ orders valued at 
over $6 million. Delivered 85% on time, carried less than 10% of backlog in past due 
status. 
Customer Care -Managed 130 Customer Care seats in 3 centers (2 internal, 1 specialty 
outsource). Improved service level, answer rate and rep quality ratings. Rebuilt IVRs to 
gain efficiency, instituted quality standards including call standards, training program, 
monitoring, feedback and rep scorecards. 
Billing - Managed Billing Operations team of 55 people responsible for producing 
monthly billing in excess of $120 million in 6 billing environments. Billed 99% on time 
consistently. Also managed disputes & resolution process. 

Vice President Sales Operations -Austin, Texas 12/00 to 4/02 
General Business Manager for the President of Business Enterprises Group responsible 
for planning & financial management of 5 business unit P&Ls generating $900 Million in 
annual revenue. 
Created & Implemented Central Sales Operations Support team providing support for 3 
business units in the areas of Technical Sales Support & Business Operations. 

Technical Sales Support provided - 2nd Level Technical Sales Engineering, Complex 
Bid / RFP Support team, 'Help Sell7 a central call center for product & systems 
Business Operations provided - Sales Administration, Compensation Plan 
Development & Administration, Executive Reporting 

1 

Vice President Provisioning -Austin, Texas 10199 to 12/00 
Reduced service delivery intervals from 90+ days to average of 29 while more than 
doubling throughput. 
Eliminated backlog of 1,500+ past due orders (70%+) in 3 month period, while 
implementing new work process, team structure, support teams, tools, etc. 
Implemented a unique concept in work environment that promoted teamwork, ownership 
& accountability and alignment with customer sets and distribution channels. 
Rebuilt management team as well as staff, recruiting 70+ team members to replace 
contract staffers. 
Established Broadwing as industry leader in the area of service delivery. 

Vice President Customer Enabling Services, M C  Communications - Newport News, VA 
2/99 to 10199 (acquired by Broadwing) 

Created, implemented, and managed IXC7s 'Customer Enabling Servicesy organization, a 
sales support team supporting all channels of distribution for Training, Technical Sales 
Engineering and Media & Web Support. 
Responsible for taking new products to market - developing and delivering training from 
sales skills to product and technical training. Creating web & media based tools, product 
repositories and web-based support for sales. Lastly, delivering technical support, 

, 

network design, rfp support and sales call support to the distribution channels. 
Managed Professional Services practice selling technology consulting & training. 



MELINDA K. FIGELEY, SPHR 
Vice President, Human Resources 

PROFESSIONAL SUMMARY 

Seasoned Human Resources management professional with 18 years diverse experience. Skilled in providing an effective 
linkage between business objectives and human capital, and in driving the attainment of business goals through 
performance-based consultation. Varied industry experience, including telecommunications, services, manufacturing and 
healthcare, in organizations of 50 - 8,000 employees. Demonstrated expertise in employee and labor relations; leadership 
and organizational development; and union avoidance strategy. 

PROFESSIONAL EXPERIENCE 

Broadwing Communications, Austin, Texas 
Vice President, Human Resources 

Reporting to Chief Legal Ofticer. Lead staff of 65 throughout U.S., including 8 DirectorsIManagers. 
Coaching And Professional Development 

= Provide performance-based coaching to all levels of management, including senior executives. 
Valued by senior executives as a confidential resourcelcoach on critical business issues involving a variety of 
tactical and strategic initiatives. 
Recognized as highly competent business partner and valued member of ten-member senior leadership team. 

Leadership And Orpanizational - Development 
Developed and implemented two-tier management and leadership development program. 
Conducted organization-wide cultural and leadership assessment as part of mergerlacquisition strategy. 

Recruitment/Sta ffing 
In first nine months, implemented strategic recruitment plan which reduced costs by $4M/yr and reduced cost per 
hire to industry-low $3 100lhire. 

Budget/Operations 
= Managed budget of $7M and human resources field operations in 36 states. 

Labor/Emplovee Relations 
Reduced EEOC caseload by 75% in first year. 
Negotiated four (4) major employment claims in 2002, resulting in litigationljudgrnent savings of $75Ok. 

MCI Telecommunications, AustidEl Paso, Texas 
Sr. Manager, Human Resources 

Reported to National Director, HR. Lead staff of 12, including 3 Managers. 
Leadership And Ornanizational Development 

Developed and implemented a variety of highly customized management and leadership development initiatives, 
resulting in reduced employee attrition, improved leadership effectiveness, and reduced legallthird-party claims. 

Human Resources Management 
= Provided leadership for all Human Resources generalist functions. 
= Recognized as highly competent business partner and valued member of eight-member senior leadership team. 
= Provided proactive consultation to peer groups and mid-level management on a broad variety of strategic and 

tactical human resources issues. 

Surplus Lines Insurance of Texas, Austin, TX 
Director, Administration (Finance/Accounting and HR) 
Reported to General ManagerICEO. Lead staff of 25, including 3 Managers. 
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Healthcare International, Austin, TX 
Director, Human Resources. 
Reported to CEO. Lead staff of 11, including 2 Managers. 

General Motors Corporation, Chevrolet Truck & Bus Group, Flint, MT 
Human Resources Specialist 
Reported to Director, Personnel. 

ADDITIONAL TRAINING & ORGANIZATIONAL DEVELOPMENT 

Lead Instructor, University of Texas 09195-Present 
Human Resources Certificate Program 
Curriculum Develovment & Instruction 

Instruct human resources curriculum, providing continuing education to experienced HR professionals in 
functional areas required for national certification; consistently evaluated at 3.8 - 4.0 (4.0 scale). 
Design instructional materials and facilitate continuing education programs, including: 

o "Understanding Business Perjormance Metrics and Financials". 
o "Transformational HR Leadership". 

Consultant and Guest Speaker 
Frequent consultant on initiatives such as leadership development, HR risk management, union avoidance 
strategies, and HR compliance issues. 

= Frequent guest speaker on subjects such as Dimensions of Change in HR and Transformational Leadership. 

EDUCATION 

University of Michigan, Ann Arbor, MI 
Bachelor of Arts, with honors 
Academic HonordAwards: Alpha Lambda Delta, Phi Eta Sigma 

University of Texas, Austin, TX 
Certificate in Human Resources Management 

Human Resources Certification Institute, Arlington, VA 
Certified Senior Professional in Human Resources (SPHR) 

Continuing Development and Education: 
Creating and Sustaining High-Performance Teams; Creating a High-Performance Culture; Emotional Intelligence at 
Work; Creating and Marketing an Employment Brand; The Mergers & Acquisitions School of Hard Knocks Executive 
Roundtable; Strategy Thinking in Revolutionary Times; Total Employee Involvement; Knowledge Management; 
Customer Service Management; TQM; Leadership Development Community five-part executive program (Authenticity, 
Accountability, Intentionality, Courage and Velocity); Hughes & Luce Annual Employment Law Briefing. 

PROFESSIONAL AFFILIATIONS 

Society for Human Resources Management (SHRM). 
Austin Human Resources Management Association (AHRMA). 
Appointed to Bureau of National Affairs Personnel Policy Forum, Washington, DC, 1997-98. 



Karen T. Hanson 

National Director - Regulatory Affairs 

Achievement-oriented professional with diversified experience in regulatory compliance, tariff 
management, mergers and acquisitions. Knowledge of telecommunications regulations and 
products. Excellent multi-tasking and organizational aptitudes with proven ability to analyze 
revenue by product and regulatory requirement to insure adequate, but not excessive payments of 
fees and assessments to FCC, State Utility Commissions and all other established funds and 
agencies. Effective communicator and problem-solver. Enjoy supporting the efforts of multiple 
departments regarding policies and procedures through research and interpretation of individual 
rules, ordinances and statutes by state and jurisdiction. 

SKILLS SUMMARY 

Government Relations Oral Presentation Meet Deadlines 
Customer Relations Creative Report Preparation 
Administrative Skills Collecting Data TeamsJTask forces 

= Written Presentation Analyzing Data DirectingManaging 

EXPERIENCE 

BROADWING COMMUNICATIONS - Austin, Texas 
National facilities based telecommunications carrier 
National Director-Regulatory Affairs, January 1,2003 to present 
Responsibilities include the supervision, filing and maintenance of all state tariffs; 
compliance with all state and federal rules and regulations; providing staff support to 
various departments in researching and interpreting state and federal rules and 
regulations; managing various issues and negotiating settlements regarding disputed 
billings issued to and billed by present employer; contract reviews; responding to any 
orders or requests issued by state and federal regulatory agencies; tracking and resolving 
all state and federal agencies complaints; tracking revenue for the purpose of authorizing 
payments to state and federal high cost funds; calculating and filing of 499A and 4994 
information with the FCC; filing of all state and federal annual reports result in payment 
of $1 9 million in Regulatory assessments and fees. 

Regulatory Compliance Specialist, to December 2002 
Managed reporting and payment of assessments to federal and state regulatory 
authorities. Coordinated relationship between company and customers relative to billing 
of state and federal assessments. Secured and maintained state, county and municipal 
licenses. Worked on four mergers. Key accomplishments. 

Earned Broadwing Encore and Ovation award for finding revenue opportunities 
enough to fund entire Regulatory Department budget for a full year. ($1,000,000 +) 
Presentation in Cancun, Mexico 

Karen T. Hanson 
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Regulatory Analyst - IXCIBroadwing, Austin, TX - August 1998 to 
Managed required Secretary of State filings of withdrawal, and/or merger, and annual 
regulatory report filings for seven merged entities in forty-eight contiguous states. 
Key accomplishment. 

Earned - I Am Exceptional Award for $1 89,000 in recovered revenue. 
Presentation in Scottsdale, AZ 

Regulatory Manager - Network Long Distance, Inc. - Baton Rouge, LA 
September 1995 to August 1998 

Managed Regulatory, Secretary of State and Sales Tax Reporting in forty-eight states. 
Responded to FCC and State Utility Commission Customer Complaints. 
Key accomplishment. 

Upon merger with M C  Communications I was asked to join the Regulatory 
Department of IXC in Austin. 

Vice President & Corporate Secretary -Baton Rouge Business Systems, Inc. 
Cash Register Dealer - Baton Rouge, LA - October 1980 to December 1995 

Managed office duties including AP, AR, Collections, Payroll, taxes, and employee 
benefits. Handled employee relations, retail customer relations as well as company 
relations with vendors and product manufacturers. Mastered programming and operating 
techniques of various cash register systems and implemented these features to fit 
customer needs. Programmed and trained customer and employees. 
Key accomplishment. 

Invited by Sanyo Corporation as one of ten key dealers in the nation, to critique 
a prototype cash register system. 

COMPUTER SKTLLS 

Microsoft Excel 
Microsoft Word 
Lotus 1-2-3 

Microsoft Outlook 
Windows 2000/NT/98/95 
Word Perfect 
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CHECK SHEET 

Pages of this tariff, as indicated below, are effective as of the date shown at the bottom of the 
respective pages. Original and revised pages, as named below, comprise all changes hom the 
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CHECK SHEET (Continued) 
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TARIFF FORMAT 

Page Numbering - Page numbers appear in the upper right corner of the page. Pages are 
numbered sequentially. However, new pages are occasionally added to the tariff. When a 
new page is added between pages already in effect, a decimal is added. For example, a new 
page added between pages 14 and 15 would be 14.1. 

Page Revision Numbers - Revision numbers also appear in the upper right corner of each 
page. These numbers are used to determine the most c~ment page version on file with the 
Commission. For example, the 4th revised Page 14 cancels the 3rd revised Page 14. 
Beca~lse of the various suspension periods and deferrals the Commission follows in its tariff 
approval process, the most current page number on file with the Commission is not always 
the tariff page in effect. Consult the check sheet for the page c~mently in effect. 

Paragraph Numbering Sequence - There are nine levels of paragraph coding. Each level 
of coding is s~lbservient to its next higher level: 

Check Sheets - When a tariff filing is made with the Commission an updated check sheet 
accompanies the filing. The check sheet lists the pages contained in the tariff, with a cross 
reference to the current revision number. When new pages are added, the check sheet is 
changed to reflect the revision. All revisions made in a given filing are designated by an 
asterisk (*). There shall be no other symbols used on this page if these are the only changes 
made to it. The tariff user should refer to the latest check sheet to find out if apartic~~lar page 
is the most current on file with the Commission. 

Issued: Effective: 
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C Ill Communications Operations, LLC 
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EXPLANATION OF SYMBOLS 

Changes to this tariff shall be identified on the revised page(s) through the use of symbols. The 
following are the only symbols used for the purposes indicated below: 

(c> - To signify a changed regulation. 

(Dl - To signify a discontinued rate or regulation. 

(1) - To signify an increase in rate or charge. 

(MI - To signify material relocated from one page to another without change. 

(N> - To signify a new rate or regulation. 

(R> - To signify a reduced rate or charge. 

(9 - To signify a correction or reissued matter. 

(T) - To signify a change in text but no change in rate or regulation. 
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APPLICATION OF TARIFF 

This tariff contains the regulations, rates and charges applicable to the provision of 
interexchange telecommunications services by C III Communications Operations, LLC for 
the use of Customers transmitting messages on behalf of their End Users within the State of 
S o ~ ~ t h  Dakota, s~~bject  to the jruisdiction of the South Dakota Pr~blic Utilities Commission 
("Coinmis~ion~~). 

This tariff is available for p~b l i c  inspection d~lring normal b~zsiness horns at the main office 
of C 111 Comrn~~nications Operations, LLC, located at 1122 Capital of Texas Highway South, 
Atstin, Texas 78746. 
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SECTION 1 - DEFINITION OF TERMS AND ABBREVIATIONS 

Access Line - A facility arrangement which connects Customer's or End User' s location to Carrier's 
network switching center. 

Account Code - A series of digits entered by End User to associate a call with a particular 
department, cost center, or client. A non-verified Acco~mt Code shall be accepted if it contains the 
proper number of digits. A verified Acco~mt Code shall only be accepted if it can be matched with a 
number on the list of valid Account Codes provided by End User. 

Aggregator - The person, firm, corporation or other entity that, in the normal course of its 
operations, makes telephones available to the p~lblic for operator assisted calling. The Aggregator is 
responsible for compliance with applicable terms of the Company's tariff. 

ASR (Access Service Request) - Service ordered processed to the ~mderlying local excl~ange or 
interexchange carrier. 

Authorization Code - A n~unerical code, one or more of which are available to Customer' s End 
Users to enable them to access Carrier's network, and which are used by Carrier both to prevent 
unauthorized access to its facilities and to identify End Users for billing purposes. 

Carrier - Carrier 

Casual Calling- Access to Carrier' s network and the s~~bsequent use of Service by an End User 
Customer through the dialing of an access code in the format of 10XXX or lOlXXXX, where the 
thee (3) digits or the fow (4) digits represented by the AX@ are the unique Carrier Identification 
Code (CIC) assigned to Carrier. 

Commission - The South Dakota Public Utilities Commission. 

Consumer - A natural person or legal entity which initiates any telephone call using operator 
services. 

Conversation Minutes - For billing purposes calls are billed based on Conversation Min~~tes, 
which begin when the called party answers, as determined by answer supervision, and end when 
either party disconnects. 
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SECTION 1 - DEFINITION OF TERMS AND ABBREVIATIONS (Contintled) 

Customer - The natural person or legal entity which orders Service and is therefore responsible for 
the payment of charges due as a result of using the Service and for compliance with the Company' s 
tariff. The Customer may be a certified reseller of telecommunications services who, under the terms 
of a Service Agreement, orders or uses Service and is therefore responsible for the payment of 
charges d~le  and for compliance with Carrier's tariff regulations. The Customer may be an End User 
when placing a Casual Call, or a Constuner when placing a call through the use of Operator Services. 
A Customer is also the natural person or legal entity which accepts the charges on a collect or third 
party call. 

Day - From 8 AM up to but not incl~tding 5 PM, Monday through Friday. 

Dialed Number Information Service (DNIS) - A toll free service option, under which Carrier 
electronically transmits to Customer, identifjmg digits (LIP to 10 digits) that indicate whch number 
was dialed when m~lltiple ntlmbers terminate on the same tnd: gro~lp. 

End User - The natural person or legal entity which either; (1) orders service through a certified 
Reseller Customer, or (2) uses the Company' s Casual Calling service directly as a Customer through 
dialing the Company' s designated access code or other access number 

Expedite - The best effort acceleration of the installation date in advance of commitment date 
provided by the Compgy. 

Hub - A point-of-presence of Carrier, at which location the network services of Carrier are 
accessed by Customer andlor its End Users. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C III Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 



C I11 Com~mications Operations, LLC South Dakota P.U.C. Tariff No. 1 
Original Page 1 1 

SECTION 1 - DEFINITION OF TERMS AND ABBREVIATIONS (Continued) 

Minimum Customer Usage Commitment - The minimum monthly usage charges (including 
interstate, intrastate, and international usage, but not including fixed charges) for which Customer is 
obligated to compensate Carrier ~mder the terms of the applicable Service Agreement. 

Non-Day - All horns other than those included in the Day rate period, 

POP - See AHLI~.@ 

Post-engineering - After provisioning of service elements. 

Pre-engineering - Prior to provisioning of service elements. 

Reseller - A Customer which p~lrchases Service from the Company through a Service Agreement 
and resells service to its own End Users. End Users of a Reseller are not Customers of the Company. 
A Reseller must be a~~thorized to operate in the State before it can Resell Services to its End Users. 

Service - Any or all service(s) provided by Carrier to Customer pursuant to Service Agreement and 
this tariff. 

Service Agreement - An agreement between Carrier and Customer which, s~~bject to the terms and 
conditions of t h s  tariff, defines the relationship between Carrier and Customer. 

Service Area - The geographic area in which Customer or its End Users may access and use 
Service. For Dial Access 1+ Service the Service Area incl~~des all equal access areas within the State 
of South Dakota. For all other services the Service Area is the State of South Dakota. 
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SECTION 2 - REGULATIONS 

Undertaking of the Carrier 

2.1.1 Service is fi~mished for telecomm~mications originating at specifiedpoints within the 
State of S o ~ ~ t h  Dakota ~mder the terms and conditions of this tariff. 

2.1.2 Carrier shall install, operate, and maintain Service provided here~mder in accordance 
with the terms and conditions set forth in this tariff. 

2.1.3 Carrier neither owns nor operates transmission facilities within the State of South 
Dakota, b~l t  rather resells telecomm~mications services provided by other carriers. 
Notwithstanding the foregoing, Customer shall be considered a customer of Carrier, 
and not a customer of any other carrier. 

2.1.4 Carrier may, when a~~thorized by Customer, act as Customer's agent for ordering 
dedicated Access Lines or facilities provided by other carriers to allow connection of 
specified locations of Customer and/or its End Users to the network of Carrier. 
Customer shall be responsible for all charges due for such service arrangements. 

2.1.5 Service is provided ~mder the tenns and conditions of an applicable Service 
Agreement and this tariff, and is available twenty-four (24) horns per day, seven (7) 
days per week. 

Limitations on Service 

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

2.2.2 To the extent that any conflict arises between the terms and conditions of a Service 
Agreement and the terms and conditions of this tariff, the tariff shall prevail. 
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SECTION 2 - REGULATIONS (Contintled) 

2.2 Limitations on Service (Contin~~ed) 

2.2.3 Carrier reserves the right to discontin~le fiunishing Service, or to limit the use of 
Service, when necessitated by conditions beyond its control, when Customer or an 
End User is using Service in violation of the law or in violation of the provisions of 
this tariff, or for non-payment by Customer. 

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

2.2.5 Customer may req~lest Carrier to assign one or more sub-acco~lnts for billing 
purposes and to direct s~lb-acco~mt invoices to affiliates of Customer or other 
designated entities for payment purposes. Such requests shall not affect the liability 
of Customer, who shall remain solely liable to Carrier for payment of all invoices for 
Service req~zested and obtained by Customer, whether invoiced by Carrier to 
Customer, its affiliates, or other designated entities. 

2.2.6 Service may not be used for any unlawfill purpose. 

2.3 Limitations on Liabilities 

2.3.1 In view of the fact that the Customer has exclusive control of his or her 
communications over the facilities furnished by the Carrier, and other uses for wlich 
facilities may be fiunished by the Carrier, and because of the unavoidableness of 
errors incident to the service and to the uses of such facilities and services of the 
Carrier, the services and facilities furnished by the Carrier are subject to the 
regulations and limitations specified herein. 

2.3.2 The Carrier's failure to provide or maintain facilities ~mder this tariff shall be 
excused by labor difficulties, government orders, civil commotions, acts of God and 
other circumstances beyond the Carrier1 s reasonable control, subject to the 
interruption allowance provisions of tlis tariff. 
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SECTION 2 - REGULATIONS (Continued) 

2.3 Limitations on Liabilities (Continued) 

2.3.3 If a Customerf s service is interrupted other than by negligence or willful act of the 
Customer, and it remains out of order fro two normal working hours or longer after 
access to the premises is made available and after being reported to be out of order, 
appropriate adjustments or refimds shall be made to the Customer. The amo~mt of 
adjustments or refunds to be made to the Customer shall be determined on the basis 
of the known period of internlption, generally beginning from the time the service 
interruption is first reported. The refimd to the Customer shall be pro rata part of the 
month' s late rate charges for the period of days and that portion of the service 
facilities rendered useless or inoperative. The refimd may be accomplished by a credit 
on a subseq~lent bill for the service. 

The Carrierf s liability, if any, for its gross negligence or willfill misconduct is not 
limited by the tariff. With respect to any other claim or suit by a Customer or by any 
others, the Customer indemnifies and saves harmless the Carrier against claims, 
losses or suits for inj1u-y to or death of any person, or damage to any property which 
arises from the use, placement or presence of the Caqierf s equipments, facilities and 
associated wiring of the Customerf s premises and fwther the Customer indemnifies 
and saves harmless the Carrier against claims for libel, slander, invasion ofprivacy or 
the infringement of copyright arising directly or indirectly fi-om the material 
transmitted over the facilities of the Carrier or the use thereof by the Customer; 
against claims for infiingement of patents arising fi-om combining with or using in 
connection with, facilities furnished by the Carrier and apparatus, equipment and 
systems provided by the Customer; and against all other claims arising out of any act 
or omission of the Customer in connection with the services or facilities provided by 
the Carrier. No agents or employees of any other carrier shall be deemed to be agents 
or employees of the Carrier. 
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SECTION 2 - REGULATIONS (Contintled) 

Limitations on Liabilities (Contin~led) 

2.3.5 The Carrier' s liability, if any, for its gross negligence or willfill miscond~lct is not 
limited by this tariff. With respect to any other claim or suit, by a Customer or any 
others, for damages arising O L I ~  of mistakes, omissions, intern~ptions, delays or errors, 
or defects in transmission occurring in the course of fi~rnishing service hereunder, 
Carrier' s liability, if any, shall not exceed an amount equivalent to the proportionate 
charge to the Customer for the period of service d~lring whch such mistake, 
omission, intemlption, delay, error, or defect in transmission or service occws and 
contin~les or as otherwise provided ~mder So~zth Dakota law. This liability shall be in 
addition to any amounts that may otherwise be due to the Customer, under t h s  tariff 
as an allowance for intem~ptions. However, any such mistakes, omission, 
intem~ptions, delays, errors, or defects in transmission or service which are ca~lsed or 
contributed to by the negligence or willful act of the Customer, or authorized user, or 
joint user, or which arise fi-om the use of Customer provided facilities or equipment 
shall not result in the imposition of any liability whatsoever upon the Carrier. 

2.3.6 The Carrier shall not be liable for any damages, including usage charges, that the 
Customer may incur as a result of the una~lthorized use of authorization codes or 
communications equipment. The unauthorized use of communications equipment 
includes, but is not limited to, the placement of calls fi-om the Customer' s premises, 
and the placement of calls through equipment controlled and lor provided by the 
Customer, that are transmitted over Carrier' s network without the authorization of 
the Customer. The Customer shall be fully liable for all such usage charges. 
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SECTION 2 - REGULATIONS (Continued) 

2.4 Cancellation or Discontinuance of Service by Carrier 

Witho~lt inc~ul-ing any liability, Carrier may ~mder the following conditions cancel Service 
prior to commencement or discontinue Service that is being filrnished, provided that, ~mless 
otherwise stated, Customer shall be given fifteen (15) days written notice of such 
cancellation or discontinuance of Service. 

2.4.1 For noncompliance with or violation of any applicable State, municipal or Federal 
law, ordinance or regulation or noncompliance with or violation of any Commission 
regulation, provided that lesser notice may be required by order of such regulatory 
authorities. 

2.4.2 For Customer's or End User' s refbsal to provide reasonable access to Carrier or its 
agents for the purpose of inspection and maintenance of eq~~ipment owned by Carrier. 

2.4.3 For noncompliance with any of the provisions of this tariff governing Service. 

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

2.4.5 Without notice, in the event of Customer's or End User' s use of equipment in such a 
manner as to adversely affect Carrier's equipment or Service to others. 

2.4.6 Without notice, in the event of unauthorized or f i a ~ ~ d ~ ~ l e n t  use of Service. Whenever 
Service is discontintled for ~mauthorized use of Service, Carrier may, before restoring 
Service, req~lire Customer to make, at its own expense, all changes in facilities or 
equipment necessary to eliminate unauthorized use and to pay to Carrier an amount 
reasonably estimated by Carrier as the loss in revenues to Carrier resulting fiom such 
unauthorized use plus claims lodged against Carrier by third parties. 

2.4.7 Witho~lt notice, by reason of any order or decision of a court or other government 
authority having jurisdiction that prohibits Carrier fiom furnishing Service to 
Customer or its End Users. 
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SECTION 2 - REGULATIONS (Continued) 

2.5 Cancellation or Termination of Service by Customer 

2.5.1 Customer has ordered Service from Carrier pursuant to the terms and conditions of a 
Service Agreement. Any cancellation or termination of Service is s~tbject to the 
terms and conditions of that Service Agreement. 

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

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

2.6 Restoration of Service 

The use and restoration of Service shall in all cases be in accordance with the priority system 
specified in Part 64, Subpart D, of the Rules and Regulations of the Federal Communications 
Commission. 

2.7 Payment and Billing 

2.7.1 Service is provided and billed on a monthly basis. Usage sensitive charges are billed 
in arrears and fixed monthly recurring charges, if any, are billed one month in 
advance. 
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SECTION 2 - REGULATIONS (Contin~led) 

2.7 Payment and Billing (Contin~~ed) 

2.7.2 Bills are d ~ ~ e  and payable upon receipt. Interest at the lesser of a rate of one and one- 
half percent (1.5%) per month, or the maxim~~m rate allowed bylaw, shall be charged 
on any amount remaining unpaid after thirty (30) days froin delivery of an invoice to 
the custody of the U.S. Mail or other standard delivery service. 

2.7.3 The security of Authorization Codes used by Customer or its End Users are the 
responsibility of Customer. All calls placed using such A~~thorization Codes or using 
facilities owned or controlled by Customer or its End Users shall be billed to 
Customer and must be paid by Customer. 

2.7.4 Carrier reserves the right to examine the credit record of Customer. A Customer 
whose Service has been discontin~~ed for non-payment of bills shall be required to 
pay any tmpaid balance due to Carrier before Service is restored. 

2.7.5 Carrier reserves the right to collect a deposit, or obtain other forms of security, from a 
Customer who fails to comply with the payment terms of an applicable Service 
Agreement or this tariff. 

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

2.8 Deposits 

Based upon its review of applicable credit information, Carrier reserves the right to collect a 
deposit, or obtain other forms of security, from a Customer prior to providing Service. 

2.9 Advance Payments 

Carrier does not req~~ire or collect advance payments fiom Customers. 
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SECTION 2 - REGULATIONS (Contin~~ed) 

2.10 Taxes 

2.10.1 Service may be s~~bject to state andlor local taxes at the prevailing rates, if Service 
originates and terminates in the State of South Dakota. All such taxes (e.g., gross 
receipts tax, sales tax, and m~micipal utilities tax) are listed as separate line items on 
Customer's invoice and are not included in the rates and charges listed herein. 

2.10.2 Service shall not be subject to taxes for a given taxing j~uisdiction if Customer 
provides Canier with written verification, acceptable to Carrier and to the relevant 
taxing jurisdiction, that Customer has been granted a tax exemption. 

2.10.3 Customer is solely responsible for the calculation, billing, and collection of all 
required taxes from its End Users. 

2.10.4 Pay Telephone (Payphone) Surcharge 

A surcharge shall be assessed for each call made from a pay telephone to a toll-free 
n~unber, dialed using a travel card, or dialed using the Companyf s access code. This 
charge is to compensate the Company for fees payable to the pay telephone service 
provider. 

Per Call $0.35 
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SECTION 2 - REGULATIONS (Continued) 

2.11 Terminal Equipment 

Service may be used with or terminated in terminal eq~lipment or comm~mications systems, 
such as a PBX or key telephone system, provided by Customer or its End User. Such 
terminal equipment or communications systems shall be fi1rnished by and maintained at the 
expense of Customer or its End User, except as otherwise provided. Customer or its End 
User is also responsible for all costs at its premises inc~ured in the use of Service, including 
but not limited to equipment, wiring, electrical power, and personnel. When such terminal 
equipment or communications systems are used, they shall in all respects comply with the 
generally accepted minim~m protective standards of the telecomm~~nications industry as 
endorsed by the Federal Communications Commission. 

2.12 Interconnection 

Service filrnished by Carrier to Customer or its End Users may be connected with the 
services or facilities of other carriers. Customer is responsible for all charges billed by other 
carriers in connection with the use of Service. Any special equipment or facilities necessary 
to acheve compatibility between carriers are the sole responsibility of Customer. 
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SECTION 2 - REGULATIONS (Continued) 

2.13 Inspection, Testing and Adjustment 

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

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

2.13.3 Carrier shall not be liable to Customer or its End Users for any damages for Service 
internlption pursuant to t h s  Section. Neither Customer nor its End Users shall be 
entitled to any credit for intemlption of Service pursuant to this Section when the 
interruption of Service is less than two (2) hours. 

2.14 Interruption of Service 

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

2.14.2 Credit allowances shall be subject to the general liability provisions set forth in 
Section 2.3 herein. It shall be the obligation of Customer to notify Carrier 
immediately of any interruption of Service for which a credit allowance is desired. 
Before giving such notice, Customer shall ascertain that the trouble is not being 100 
caused by action or omission of Customer or its End Users, or is not in facilities or 
equipment, if any, furnished by Customer or End User and connected to Carrier's 
facilities. 
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SECTION 2 - REGULATIONS (Contintled) 

2.14 Interruption of Service (Contintled) 

2.14.3 Customer is solely responsible for receiving, reviewing, and responding to any 
req~lests received fkom its End Users for credit due to interruption of Service. 

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

2.14.5 No credit shall be allowed for any interruption of Service of a continuous duration of 
less than two (2) ho~lrs. 

2.14.6 Customer shall be credited for an intenxption of Service of two (2) ho~u-s or more at 
the rate of 11720th of the monthly non-usage sensitive charges for the Service 
affected for each hour or major fiaction thereof that the interruption continues. The 
formula for calculating credit shall be as follows: 

Credit =A x B 
720 

"A" = Outage time in hours 

"B" = Total monthly fixed, non-usage sensitive 
charge for affected facility 
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SECTION 2 - REGULATIONS (Contin~led) 

2.15 Customer Inquiries and Complaints 

2.15.1 Customer inq~liries or complaints regarding service or billing may be made in writing 
or by telephone to Carrier at: 

Carrier 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
(512) 231-5100 
(800) 364-4852 

2.15.2 Carrier shall respond within seventy-two (72) hours of receipt of an inquiry. If 
Customer is dissatisfied with Carrier' s response to a complaint or inquiry, it may file 
with the Commission for resoltltion of the conflict. The So~ltll Dakota Public 
Utilities Commission can be reached at: 

500 East Capitol 
Pierre, SD 57501-5070 
(605) 773-3201 
(800) 332-1782 

2.16 Unauthorized Carrier Change Charge 

Carrier will assess Reseller a $200 Una~~thorized Carrier Change Charge (UCCC) for each 
Primary Interexchange Carrier (PIC) made witho~lt prior valid authorization which results in 
Carrier being named in a compliant filed with a state or federal regulatory authority or 
co~msel. Continued acts of unauthorized PIC' s by any Reseller shall be considered grounds 
for refilsing to provide service to that Reseller. 
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SECTION 3 - DESCRIPTION OF MEASURED SERVICES AND RATES 

3.1 Availability of Service 

Carrier offers interexchange telecommunications service within its Service Area to 
Customers, subject to the terms and conditions of a Service Agreement and this tariff. 
Service is available twenty-four (24) hours per day, seven (7) days per week. 

3.2 Timing of Calls 

Usage sensitive charges are based on the actual usage of Carrier's network. Such 
charges are measured in Conversation Minutes. 

Chargeable time for Customer shall begin when the called party answers, as 
determined by hardware answer supervision, provided that such capabilities are 
available fi-om the local telephone company. If hardware answer supervision is not 
available, then Carrier will employ ind~~stry accepted standards for the timing of 
calls. Chargeable time for a call shall end upon disconnection by either party. 

Unless otherwise specified in the individual product descriptions contained in this 
tariff, Conversation Minutes, reflecting usage sensitive charges resulting fiom use of 
Service, for all non-prepaid, presubscribed services, are billed in increments of six (6) 
seconds with an initial period (minimum billing period) of six (6) seconds. 
Following the initial period, all charges are rounded to the next higher six (6) second 
increment for non-prepaid, presubscribed service. 

If Customer believes it has been incorrectly billed for a call, Carrier shall, upon 
notification, investigate the circumstances and issue a credit as appropriate. 

The amount of any credit issued to Customer by Carrier shall not exceed the 
calculated usage charges for a call with a duration equal to the lesser of three (3) 
minutes or the actnal duration of the call being credited. 
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SECTION 3 - DESCRIPTION OF MEASURED SERVICES AND RATES, (Contin~~ed) 

3.3 Resale Service Offerings - General 

Dedicated Access Lines may be required to connect Customer or End User locations to 
Carrier' s H L ~ .  Such dedicated Access Lines, when required, shall be the sole responsibility 
of Customer. Notwithstanding such responsibility, Carrier shall, upon Customer's request, 
order such dedicated Access Lines on behalf of Customer or its End Users, and shall invoice 
Customer for all related recurring and non-retuning charges. Intrastate rate plans are tied to 
specific interstate and international rate plans which may include term plan options for 
interstate calling rates.. 

Minimum Reseller Customer Usage Commitment 

Reseller service rates shall be based upon the Minimum Customer Usage 
Commitment made by Customer and listed in the Service Agreement. Applicable 
rates are as indicated below: 

A. Option A Rates shall apply to all Customers with a Minim~un Customer 
Usage Commitment of less than $1 million per month. 

B. Option B Rates shall apply to all Customers with a Minimum Customer 
Usage Commitment equal to or greater than $1 million per month. 

Availability of Non-Day Reseller Rates 

Non-Day rates for reseller services are only available to those Customers who in their 
Service Agreement select the ANon-Day Rate Option@, and who ensure that a 
minimum of sixty percent (60%) of their monthly billable minutes fall within the 
Non-Day rate period. 

Dedicated Access Lines 

Dedicated Access Lines may be required to connect Customerr s location(s) to 
Carrier' s Point-of-Presence (POP). Such dedicated Access Lines, when required, 
shall be the sole responsibility of Customer. Notwithstanding such responsibility, 
Carrier shall, upon Customerr s request, order such dedicated Access Lines on behalf 
of Customer, and shall invoice Customer for all related recurring and nonrecurring 
charges. 
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SECTION 3 - DESCRIPTION OF MEASURED SERVICES AND RATES, (Continued) 

3.4 Switched and Dedicated Reseller Services Rates 

3.4.1 Dial Access 1+ Service 

Usage Sensitive Charges (Rate Per Minute): 

Option A Rate 
Option B Rate 

3.4.2 Dedicated Access 1+ Service 

Usage Sensitive Charges (Rate Per Minute): 

Option A Rate 
Option B Rate 

3.4.3 Switched Termination 800 Service 

Usage Sensitive Charges (Rate Per Minute): 

Option A Rate 
Option B Rate 

Non-Day 
$0.1580 $0.1580 
$0.1501 $0.1501 

LE!L Non-Day 
$0.0819 $0.0819 
$0.0778 $0.0778 

J&L Non-Day 
$0.1580 $0.1580 
$0.1501 $0.1501 

Non-Usage Sensitive Charges: 

Per Toll Free N~~mber Per Month $0.50 
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SECTION 3 - DESCRIPTION OF MEASURED SERVICES AND RATES, (Contintled) 

3.4 Switched and Dedicated Reseller Service Rates, (Contin~~ed) 

3.4.4 Dedicated Termination 800 Service 

Usage Sensitive Charges (Rate Per Minute): 

Option A Rate 
Option B Rate 

--.EQL Non-Day 
$0.0819 $0.0819 
$0.0778 $0.0778 

Non-Usage Sensitive Charges: 

Per Directory Listed 800 N~~inber Per Month $15.00 
Non-Rec~uring Charge for DNIS Installation $100.00 
Non-Rec~uring DNIS Change Order Charge $50.00 

3.4.5 Travel Card Service 

Travel C a d  Service is a time-of-day banded ou~tbo~md long distance service. Ths  
service allows Customer or its End Users to place long distance calls from locations 
other than their primary service location through the use of 800 n~mber  network 
access and an A~thorization Code. 

Usage Sensitive Charges (Rate Per Minute): 

Option A Rate 
Option B Rate 

Non-Usage Sensitive Charges: 

Charge Per Call 

-.DZL Non-Day 
$0.1880 $0.1880 
$0.1786 $0.1786 

NONE 
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SECTION 3 - DESCRIPTION OF MEASURED SERVICES AND RATES, (Continued) 

3.5 Terminating LEX Service 

3.5.1 General 

Xnet: LEX Service is offered to Other Common Carriers. Rates vary based on 
originating LEC territorylstate of outbo~md toll and aggregate monthly billing. 
NECA territories are served by local exchange carriers that participate in the NECA 
pool. All service is provided on a dedicated access basis. Each call is billed in six (6) 
second increments. Each call is individnally rated and rounded LIP to the next fill1 
penny. Penalties for vol~une commitment shortfalls are found in the Companyr s FCC 
tariff. 

3.5.2 Rates, per minute 

All Other Independents 1 0.07 1 8 1 0.0700 1 0.0683 

Originating 
Territory, State 

US West - SD 

NECA 
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SECTION 4 - FRAME RELAY SERVICE 

4.1 Frame Relay Service - Description 

Frame Relay Service is an enhanced form of packet switching which uses variable length 
packets to connect multiple local area networks (LANs) for data transmission. Frame Relay 
Service is available througllo~~t the United States where digital local access is available. The 
rules for Frame Relay Service in this Section are in addition to those rules fo~md in Sections 
1 through 3 of tlis tariff. 

4.1.1 Definitions: 

Asynchronous Transfer Mode (ATM) - an international high-speed, high-vol~me, 
packet-switched transmission protocol standard that s~~pports integrated voice, video 
and data comm~mications. ATM uses short uniform 53 byte cells to divide data into 
packets for ultra fast switching throtzgh the network. The 53-byte cells contain 5-byte 
destination address headers and 48 data bytes. 

Committed information rate (CIR) - the statistical measurement ofthroughput on a 
PVC over time measured in bits per second. The CIR is the rate at which the 
network agrees to accept data from the user, and which the network commits to 
transfer data under normal operating conditions. 

Permanent virtual circuit (PVC) - the facilities used to form a comm~mications 
path connecting between two ports. Although a PVC may be defined in static 
manner with static parameters, it is not fixed to a stationarypath through the network. 

Port - a network entry or exit point on the frame relay switch that connects to the 
Companyf s fiarne relay network. 

Service Date - The date Frame Relay Service is installed and available, or the date 
specified on the customerf s order form, whichever is later. The service date is the 
date on which all nonrecurring charges will be billed and monthly charges begin for 
Frame Relay Service. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.2 Frame Relay - General 

4.2.1 Rate Elements 

Frame Relay Service has three rate elements: 

A. local access facilities; 

B. ports; and 

C. a permanent virtual circuit (PVC). 

4.2.2 Local Access 

Local access facilities m ~ ~ s t  be obtained to access Frame Relay Service. The local 
access facilities are ordered from the local exchange telephone company. The rates 
for the local access facilities vary by local exchange company and are fo~md in that 
the Company' s tariff. 

4.2.3 Port Speed 

Port speed is selected to accommodate the various PVCs that use a particular port. 
The speed represents the highest attainable data rate into or O L I ~  of the location at any 
point in time. Available speeds range from 56 Kbps to 1.536 Mbps. A frame relay 
port connection provides the physical interface into the network and provides the 
logical termination of PVCs assigned to that port. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.2 Frame Relay - General, (Continued) 

4.2.4 PVC 

The PVC connects the customer' s specific end-points on the interexchange network. 
Each PVC is assigned a committed information rate (CIR), which is the average 

minimum data rate the network will allocate to the PVC ~mder normal operating 
conditions. The data transmission rate for a PVC can be greater than the CIR when 
excess capacity is available on the port and on the network. When this excess 
capacity exists, an average data rate above the CTR may be acheved up to the port 
capacity. Data sent across a virtual connection in excess of that connection' s CIR 
will be marked discard eligible in the event of network congestion, and will be 
delivered only if the instantaneous demand for output on a transmission channel is 
equal to or less than the capacity of the queue for that channel. 

PVCs may be either asymmetrical (one-way) or symmetrical (two-way). 
Symmetrical (two-way) traffic requires the use of one symmetrical PVC or two 
asymmetrical PVCs. 
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SECTION 4 - FRAME RELAY SERVICE, (Contin~led) 

4.3 Frame Relay Service - Guarantees 

4.3.1 Network Availability 

Network availability is measmed as the total number of minutes in a billing month 
during which core network PVC ro~~tes  are available to exchange data between the 
two network infrastruct~lre node end points, divided by the total n~smber ofmint~tes in 
a billing month. A lapse in network availability is calculated commencing with the 
date on which the customer informs the Company of service non-availability, and 
ends on the date of seivice restoration. The PVC route will be meastlred from 
infrastructure port to infrastructure port and will not include the customer premises 
equipment (CPE) or local access facilities. 

4.3.2 Network Availability Objective 

The Company engineerr s its network to achieve availability of 99.9% for networks 
designed with ten (1 0) or more network sites and a fully meshed network topology or 
a star network topology in which each remote site has PVCs connected to at least two 
network h~lbs engineered to a separate infrastnlcture node. In all other instances, the 
Company engineers its network to achieve availability of at least 99.5% 

4.3.3 Frame Delivery 

Frame delivery measures the percentage of customerf s frame relay packets delivered 
fiom the Companyf s network ingress port to the Companyr s network egress port. 
This percentage will not incl~zde packet delivery fail~u-es attributable to local access 
facilities or CPE. 
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SECTION 4 - FRAME RELAY SERVICE, (Contin~zed) 

4.3 Frame Relay Service - Guarantees, (Continued) 

4.3.4 Frame Delivery Objective 

The Company engineers its network to achieve a frame delivery level of 99.9% of 
frames within a customer' s ClR, and 99.9% of frames above a customer' s ClR. 
These delivery rates apply for networks designed with ten (1 0) or more network sites 
and a fully meshed network topology or a star network topology in which each 
remote site has PVCs connected to at least two network h~zbs engineered to a separate 
infrastnzctnre node. In all other instances, the Company engineers its network to 
achieve a frame delivery level of 99.0%. 
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SECTION 4 - FRAiWE RELAY SERVICE, (Continued) 

4.3 Frame Relay Service - Guarantees, (Continued) 

4.3.5 Network Latency 

Network latency measures the elapsed time, in milliseconds, required for one data 
cell (frame relay packets converted to ATM cells on the Company's backbone 
network) to be delivered fiom the customer' s Frame Relay Service network ingress 
port to the network egress port. Packet delivery f a i l ~ ~ e s  attributable to local access 
facilities or CPE are not included. 

4.3.6 Network Latency Objective 

The Company engineers its network to achieve a one-way network latency of 65 
milliseconds. This parameter applies for networks designed with ten (10) or more 
network sites and a fully meshed network topology or a star network topology in 
which each remote site has PVCs connected to at least two network h~lbs engineered 
to a separate infrastructure node. In all other instances, the Company engineers its 
network to achieve a network latency of 75 milliseconds. 

4.3.7 Frame Relay Service - Guarantee Exclusions 

The standards described above do not include periods of non-attainment res~llting in 
whole or in part from one or more of the following causes: 

$ Any act or omission on the part of the customer, its contractors, or any other 
entity over which the customer exercises control or has the right to exercise 
control; 

$ Scheduled maintenance; 
$ Labor strikes 
$ Force Majeure events beyond the control of the Company (including, but not 

limited to, acts of God, government regulation and national emergency); and, 
$ Any act or omission on the part of a third party including, but not limited to, 

the local access provider. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.4 Minimum Service Terms 

4.4.1 The minim~un service req~lirement is one month for domestic service and one year 
for international service. The customer may s~~bscribe to service under one, two, 
thee, four or five-year term plans. For any term plan, the rates and term disco~mts 
will be fixed for the term at the discount level below. The term will begin on the first 
day of the month following the date the service is installed and available. Upon 
expiration, the term will be a~~tomatically extended at the term plan rates and 
disco~mts for successive ninety (90) day periods, ~mless thirty (30) days prior to the 
end of the term or each such extension either (a) the customer or the Company 
provides written notice to the other that it does not want such extension, or (b) the 
customer s~lbscribes to another term plan and the rates of the new term plan apply. 

4.4.2 If additional sites are added to a customerf s Frame Relay Service after the initial 
subscription to a term plan, such sites will be incorporated into the customerf s term 
plan and will have the same termination date as the customer' s original term plan. 

4.4.3 Existing customers may subscribe to a new term plan for Frame Relay Service of the 
same or greater v a l ~ ~ e  prior to the end of the customer' s existing term plan without 
inc~lrring any termination liability if the new term plan extends beyond the old term 
plan termination date by at least one year. 
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SECTION 4 - FRAME RELAY SERVICE, (Contin~~ed) 

4.4 Minimum Service Terms, (Continued) 

4.4.4 AWholesale@ Discounts and Terms 

Monthly Recurring Disco~mt Term in Years 
One Two Three Four Five 

$50,000 8% 10% 12% 14% 16% 
$125,000 12% 14% 17% 19% 21% 
$250,000 14% 17% 20% 23% 25% 
$500,000 18% 21% 24% 27% 30% 

4.5 Termination of Frame Relay Service 

Customer must provide the Company with 30 days written notice before terminating frame 
relay service. Customers terminating service prior to fulfilling their term commitment will 
be assessed a termination liability equal to one h~mdred percent (100%) of the monthly 
rec~lrring charge for each access line, port and PVC service terminated m~~ltiplied by the 
n~unber of months remaining in the first year of the term plan, plus fifty percent (50%) of the 
monthly recurring charges for each circuit canceled multiplied by the n~mber  of months 
remaining in the term plan after the first year. The customer will not have any termination 
liability if it s~bscribes to another Company service of the same or greater monthly revenues 
and vol~une, and with a term no less than the remaining months of the term plan or one year, 
whchever is greater, at the same time the notice of termination is received. The customer 
will also be liable for a pro-rata amount of any waived installation charges based on the 
number of months remaining in the term plan. 
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SECTION 4 - FRAME RELAY SERVICE, (Contin~~ed) 

4.6 Rates 

4.6.1 AWholesale@ Port Connection Charges 

Speed (Kbps) 
56 / 64 

112 1128 
168 / 192 
224 / 256 
280 / 320 
336 / 384 
448 / 5 12 
504 I576 
560 / 640 
616 / 704 
672 / 768 
896 I024 
1120 11280 
1344 11536 

Monthly Rate 
Per Port 

$130.00 
$236.00 
$255.20 
$275.20 
$339.20 
$400.00 
$508.00 
$544.00 
$580.00 
$616.00 
$680.00 
$808.00 
$908.00 

$1060.00 

Non-Recurring 
Charge 

$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
$220.00 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.6 Rates, (Continued) 

4.6.2 Permanent Virtual Circuit (PVC) Pricing 

Nonrecurring Charges: A i~onrec~uring charge of $1 5 each per asymmetrical PVC 
and $30 per Symmetrical PVC, for installation, modification or reconfiguration. 

CIR (Kbps) 
0 
4 
8 

16 
32 
48 
64 

128 
192 
256 
320 
3 84 
448 
512 
576 
640 
704 
768 

Monthly Rate 
Asymmetrical (One-way) 

$0.00 
$5.00 
$8.00 

$16.30 
$31.80 
$46.10 
$53.00 

$101.00 
$151.00 
$201 .oo 
$252.00 
$302.00 
$352.00 
$403 .OO 
$453.00 
$504.00 
$554.00 
$604.00 

Monthly Rate 
Symmetrical (Two-way) 

$0.00 
$10.00 
$16.00 
$32.60 
$63.60 
$92.20 

$106.00 
$202.00 
$302.00 
$402.00 
$504.00 
$604.00 
$704.00 
$806.00 
$906.00 

$1,008.00 
$1,108.00 
$1,208.00 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.6 Rates, (Contin~~ed) 

4.6.2 Permanent Virtual Circuit (PVC) Pricing (Contintled) 

Monthly Rate 
Asymmetrical (One-way) 

$655.00 
$705.00 
$755.00 
$806.00 
$856.00 
$906.00 
$957.00 

$1,007.00 
$1,057.00 
$1,108.00 
$1,158.00 
$1,208.00 

Monthly Rate 
Symmetrical (Two-Wav) 

$1,310.00 
$1,410.00 
$1,510.00 
$1,612.00 
$1,712.00 
$1,812.00 
$1,914.00 
$2,014.00 
$2,114.00 
$2,216.00 
$2,3 16.00 
$2,416.00 

4.6.3 Local Access 

Local access facilities shall be provided ~uider the local exchange company' s tariff. 
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SECTION 4 - FRAME RELAY SERVICE, (Contin~~ed) 

4.6 Rates, (Continued) 

4.6.4 Expedite Charges 

~ x ~ e d i t e  charges apply when the costomer req~~ests an installation interval shorter 
than the standard and the Company is able to comply with that request. 

Port Connection $50 
PVC (install, moves, changes, disconnect) $75 
Local Access $50" 

* In addition to any local exchange company expedite charges which will be 
directly passed on to the customer. 

4.6.5 Engineering Charges 

Re-mapping of facilities $100 
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SECTION 5 - PRIVATE LINE SERVICES 

5.1 General 

The Company provides interstate Private Line Service to Customers with transmission 
speeds ranging from 64 Kbps to 622.08 Mbps. Private Line Services are offered on apoint- 
to-point basis. Each Private Line Service is dedicated to the Customer and the entire usable 
bandwidth for each service is available to the Customer for their exclusive use. 

5.1.1 Two Point Service 

Two Point Service allows two Customer designated locations to be connected by one 
Private Line Service. The service terminated at both locations must be the same 
speed and the same capacity. 
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SECTION 5 - PRIVATE LINE SERVICES, (Contin~~ed) 

5.2 Application of Rates 

5.2.1 Recurring Charges 

Rec~u-ring charges for Private Line Services vary based on the capacity of service, the 
distance of service, the term plan selected and the monthly revenue commitment 
made by the Customer. Unless otherwise stated in the description associated with the 
rate element in this tariff, Private Line Service recurring charges are applied on a 
circuit basis, per DSO equivalent. A minimtun circuit charge applies which varies by 
circuit bandwidth. 

5.2.2 Term and Volume Discounts 

Rec~uring charges for services purchased ~u-ider a Term Plan will be fixed for the life 
of the term. The rate level applicable througho~~t the Term Plan is based on the 
volt~me coinrnitrnent specified by the Customer at the time service is ordered. 
Customer may terminate any circuit upon 90 days' notice; provided that if 
termination occurs; (i) prior to the Activation Date, Customer shall reimb~lrse 
Company for all costs of the implementation of such Circuit; or (ii) on or after such 
date, Customer shall pay: (a) all charges for services previously rendered and (b) the 
amo~mt due through the end of the applicable circuit lease term. 

5.2.3 Nonrecurring Charges 

Nonrec~u-ring Charges (NRC) are one-time only charges. NRC's may be waived for 
certain promotions and ~ n d e r  the specific terms of individ~~ally negotiated contract 
services. 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.2 Application of Rates (Continued) 

5.2.4 Pass-Through Charges 

All charges inc~lrred by the Company on the Customerf s behalf fi-om any Local 
Exchange Carrier, Competitive Access Provider or Competitive Local Exchange 
Provider will be directly passed on the Customer. Cross-Coimect Charges apply to 
Company facilities that are connected by the Company to other carriers or Customer 
interconnect/collocation facility within the same Point of Presence. 

Notes 

1. All charges inc~lrred by S~~pplier on Customerf s behalf fi-om any Local 
Exchange Carrier, Competitive Access Provider or Competitive Local 
Exchange Carrier will be directly passed on to the Customer. 

2. Service not described above will be considered special handling and charges 
will be assessed on an Individ~~al Case Basis (ICB). 

3. All of the above changes are subject to changes with a 30-day notice. 

4. All Private Line ancillary service charges to cities not listed will be priced on 
an individual case basis and will be s~~bject to the terms and charges of the 
underlying carrier. 

5.2.5 Interconnect Charges 

Interconnect Charges apply to connections between the Companyf s POPS in the 
same city or between the Companyf s suite to another suite in the same building. 
Since costs vary widely by location, the interconnect charges specified in t h s  tariff 
are the minimum amount that will be charged monthly. All interconnect, construction 
charges and individual case basis charges inc~med by the Company will be passed 
through to the Customer. Interconnect arrangements are s~~bject  to the continuing 
economic availability of the necessary facilities and eq~~ipment. 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.2 Application of Rates (Continued) 

5.2.6 Order Cancellation Policy 

The Company will provide an order confirmation after the Customer places an order 
for service. If the Customer changes the order, a change order charge will apply based 
on the scope of the change. If the Customer cancels the order, the Customer r n ~ ~ s t  
reirnb~wse the Company for all costs incurred to that point. The Customer m ~ ~ s t  
notify the Company of service date changes 45 days prior to the due date. Service 
date changes may be extended by the Customer a maximum of thirty days fiom the 
due date. Service date changes for OC-3,OC-12 and OC-48 bandwidths are restricted 
to one change, after which the order will be subject to all recurring and nonrecurring 
charges applicable to the service. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C I11 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 5 - PRIVATE LINE SERVICES, (Continuled) 

5.3 Service Descriptions 

Private Line Service allows the Customer to connect two locations with private dedicated 
service at one of a ~l~unber of transmission speeds. 

DSO Service 

DSO Service is a dedicated digital channel with line speeds of 2.4,4.8, 9.6, 56 or 64 
Kbps. 

DS1 Service 

DS1 Service is a dedicated, high capacity channel with a line speed of 1.544 Mbps. 
DS 1 Service has the equlivalent capacity of 24 Voice Grade services or 24 DSO 
services. 

DS3 Service 

DS3 Service is a dedicated, high capacity channel with a line speed of 44.736 Mbps. 
DS3 Service has the equlivalent capacity of 28 DS1 Services at 1.544 Mbps or 672 
Voice Grade Services at 56/64 ICbps. 

OC-3 Service 

OC-3 Service is a high capacity channel for the fill1 duplex, synchronous, optical 
transmission of digital data based on the SONET standard at a rate of 155.52 Mbps. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 5 - PRIVATE LINE SERVICES, (Contin~led) 

5.3 Service Descriptions (Continued) 

5.3.6 OC-12 Service 

OC-12 Service is a high capacity channel for the fill1 duplex, syncl~ronous, optical 
transmission of digital data based on the Synchronous Optical Network (SONET) 
standard at a rate of 622.08 Mbps. OC-12 service may be ordered with baclc~~p or 
reroute capability (OC-12 System Service). The OC-12 System Service m~lst be 
ordered and installed at the same time as the corresponding OC-12 service. 

5.3.7 OC-48 Service 

OC-48 Service is a high capacity channel for the fill1 duplex, synchronous, optical 
transmission of digital data based on the Synchronous Optical Network (SONET) 
standard at a rate of 2488.32 Mbps. OC-48 Service may be ordered with backup or 
reroute capability (OC-48 System Service). The OC-48 System Service must be 
ordered and installed at the same time as the corresponding OC-48 Service. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 5 - PFUVATE LINE SERVICES, (Contin~led) 

5.3 Service Descriptions (Contin~~ed) 

5.3.8 Collocation 

Where facilities, space and equipment permit, the Company offers collocation of the Canier 
Customer within the Company' s POP. The minimum term for collocation is two years and 
m ~ ~ s t  include the purchase of long-haul bandwidth terminating at the collocation site. The 
Company shall supply, install and terminate interconnect equipment in the Company' s 
equipment room and install cable to rack. All interconnection arrangements are priced on an 
individ~~al case basis and subject to change with thirty days' notice. 

5.3.9 Special Construction 

Special construction or arrangement of facilities may be undertaken on a reasonable efforts 
basis at the request of the Customer, and upon a determination by the Company that such 
charges should apply in that particular instance. Special Construction is undertaken: 

(a) where facilities are not presently available, 

(b) where the service is of a type other than that which the Company would normally 
utilize in the finishing of its service; 

(c) where the service is requested over a route other than that which the Company would 
normally utilize in the fimishing of its services; 

(d) where the service is in a quantity greater than that which the Company would 
normally provide; 

(e) where service is requested on an expedited basis 

(f) where service is requested on a temporary basis until permanent facilities are 
available; 

(g) where the service requested involves abnormal costs; or 

(h) where service is requested in advance of the Company's normal construction 
schedule. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.3 Service Descriptions (Contintled) 

5.3.10 Time and Material Service 

This service provides for the Labor and Material charges associated with installation, 
maintenance, testing and repair deemed to be associated with equipment and facilities not 
provided by the Company or deemed to be non-standard or non- routine. 

The Company shall have no responsibility for the maintenance and repair of any kind with 
respect to equipment and facilities not provided by the Company. The Company will charge 
the Customer time, materials and charges listed in Section 5.5 for any maintenance visits with 
respect to service problems which are determined to arise fiom equipment or facilities not 
provided by the Company. 

When a Customer reports a trouble to the Company for clearance and no tro~lble is found in 
the Company's facilities, the Customer shall be responsible for payment of Time and 
Materials Charges as listed in Section 5.5 for the period of time &om when the Company 
personnel were dispatched to the Customer's premises to when the work is completed. F a i l ~ ~ e  
of Company personnel to find trouble in Company facilities will result in no charge if the 
trouble is actually in those facilities, but not discovered at the time. 

If the Customer, after being informed that the trouble is not in Company facilities, wishes to 
have the maintenance work performed by Company, and the Company agrees to perform the 
work, the Time and Material Charges listed in Section 5.5 will apply. 

At the Customer's request, installation and/or maintenance may be performed outside the 
Company's regular business hours or in hazardous locations. In s ~ ~ c h  cases Time and Material 
Charges listed in Section 5.5 will apply. If installation is started during regular business hours 
but, at the Customer's request, extends beyond regular business hours into time periods 
including, but not limited to, weekends, holidays, and/or night hours, additional charges may 
apply. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

Rate Schedules 

5.4.1 Nonrecurring Charges 

NEW ORDER 
INSTALLATION 
CHANGE OF 

REQUESTED 
SERVICE DATE - 

CHANGE OF 
REQUESTED 

SERVICE DATE - 2ND 
OR MORE 

ORDER CHANGE 

(PRE- 
ENGINEERING) 
ORDER CHANGE 

(POST- 
ENGINEERING) 
ORDER 
CANCELLATION 
(PRE- 
ENGINEERING) 
ORDER 
CANCELLATION 

(POST- 

DS-0 

$150.00 

Free 

ENGINEERING) 
ASR (NEW OR 

NIA* NIA* 

DS-1 DS-3 

$400.00 $2,000.00 

Free Free 

$200.00 

$50.00 

$200.00 

$200.00 

$200.00 

DISCONNECT) 
SPECIAL ACCESS 
ASR SUPPLEMENT 

Customer must notify Carrier of service date charges 45 days prior to d~ le  date. Service date 
changes can be extended a maximum of 30 days after due date. Service date charges for OC- 
1,OC-12 and OC-48 bandwidth are restricted to one change after wluch order will be s~ibject 
to billing. 

$200.00 $200.00 

$50.00 $50.00 

$400.00 $600.00 

$250.00 $250.00 

$400.00 $2,000.00 

$250.00 

Issued: Effective: 

$250.00 $250.00 

$50.00 

By: 

$50.00 $50.00 

Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 5 - PRIVATE LINE SERVICES, (Contintled) 

5.4 Rate Schedules (Contintled) 

5.4.2 Monthly Recurring Charges 

A. DS-0 Service 

Minimum Circuit Charge: $75 .OO 

25% Over $1,000,000 0.293 0.195 0.188 0.180 

Rate per V&H DS-0 Mile 

Issued: Effective: 

By: 

DISCOUNT% 

Karen T. Hanson, National Director - Regulatory Affairs 
C III Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

6 Mos. MONTHLY 
COMMITMENT 

1 
Year 

2 
Years 

3 
Years 
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SECTION 5 - PRIVATE LINE SERVICES, (Contintled) 

5.4 Rate Schedules (Contin~led) 

5.4.2 Monthly Recurring Charges (Contin~led) 

B. DS-1 Service 

Minimum Circuit Charge: $750.00 

Term Discount 

Rate per V&H DS-0 Mile 

Issued: Effective: 

DISCOUNT% 

20% 

25% 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C I11 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

MONTHLY 
COMMITMENT 

$500,001 - 
$1,000,000 

Over $1,000,000 

6 Mos. 

0.125 

0.1 17 

1 
Year 

0.083 

0.078 

2 
Years 

0.082 

0.077 

3 
Years 

0.080 

0.075 
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I 
SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules (Continued) 

5.4.2 Monthly Recurring Charges (Contin~~ed) 

C. DS-3 Service 

Minimrun Circuit Charge: $2,000.00 

Term Discount 

Rate per V&H DS-0 Mile 

Issued: Effective: 

DISCOUNT% 

20% 

25% 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C I11 Communications Operations, LLC 
1 122 Capital of Texas Highway South 
Austin, Texas 78746 

MONTHLY 
COMMITMENT 

$500,001 - 
$1,000,000 

Over $1,000,000 

6 Mos. 

0.050 

0.047 

1 
Year 

0.034 

0.032 

2 
Years 

0.033 

0.031 

3 
Years 

0.032 

0.030 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules (Contin~led) 

5.4.2 Monthly Recurring Charges (Continued) 

D. OC-3c Service 

Minim~lm Circuit Charge: $6,000.00 

Term Discount 

Rate per V&H DS-0 Mile 

Issued: Effective: 

DISCOUNT% 

BASE 

5% 

10% 

15% 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C III Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

MONTHLY 
COMMITMENT 

$0 - $250,000.00 

$250,001 - $500,000 

$500,001 - 
$1,000,000 

Over $1,000,000 

6 Mos. 

0.054 

0.051 

0.049 

0.046 

1 
Year 

0.036 

0.034 

0.032 

0.031 

2 
Years 

0.035 

0.033 

0.032 

0.030 

3 
Years 

0.034 

0.032 

0.031 

0.029 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules (Contin~led) 

5.4.2 Monthly Recurring Charges (Contin~led) 

E. OC-12c Service 

Minimum Circuit Charge: $14,000.00 

Term Discount 

Rate per V&H DS-0 Mile 

Issued: Effective: 

15% I Over $1,000,000 

By: 

DISCOUNT% 

Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

6 Mos. MONTHLY 
COMMITMENT 

0.042 

1 
Year 

0.028 

2 
Years 

0.026 

3 
Years 

0.025 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules (Continued) 

5.4.2 Monthly Recurring Charges (Continued) 

F. OC-12 System Service 

Minim~unCircuitCharge: $14,000.00 

Term Discount 

Issued: Effective: 

Rate per V&H DS-0 Mile 

By: 

DISCOUNT% 

BASE 

5% 

10% 

15% 

Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

MONTHLY 
COMMITMENT 

$0 - $250,000.00 

$250,001 - $500,000 

$500,001 - 
$1,000,000 

Over $1,000,000 

6 
Mos. 

0.045 

0.043 

0.041 

0.038 

1 
Year 

0.030 

0.029 

0.027 

0.026 

2 
Years 

0.028 

0.027 

0.025 

0.024 

3 
Years 

0.026 

0.025 

0.023 

0.022 
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SECTION 5 - PRIVATE LINE SERVICES, (Contintled) 

5.4 Rate Schedules (Contintled) 

5.4.2 Monthly Recurring Charges (Continued) 

G. OC-48c Service 

Minimum Circuit Charge: 

Term Discount 

Rate per V&H DS-0 Mile 

Issued: Effective: 

DISCOUNT% 

BASE 

5% 

10% 

15% 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C 1.1 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

MONTHLY 
COMMITMENT 

$0 - $250,000.00 

$250,001 - $500,000 

$500,001 - 
$1,000,000 

Over $1,000,000 

6 Mos. 

0.036 

0.034 

0.032 

0.03 1 

1 
Year 

0.024 

0.023 

0.022 

0.020 

2 
Years 

0.023 

0.022 

0.021 

0.020 

3 
Years 

0.022 

0.021 

0.020 

0.019 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules (Continued) 

5.4.2 Monthly Recurring Charges (Continued) 

H. OC-48 System Service 

Minim~un Circuit Charge: $24.00 $45,000.00 

Term Discount 

Rate per V&H DS-0 Mile 

Issued: Effective: 

DISCOUNT% 

BASE 

5% 

10% 

15% 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C I11 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

MONTHLY 
COMMITMENT 

$0 - $250,000.00 

$250,001 - $500,000 

$500,001 - 
$1,000,000 

Over $1,000,000 

6Mos. 

0.033 

0.03 1 

0.030 

0.028 

1 
Year 

0.022 

0.021 

0.020 

0.019 

2 
Years 

0.021 

0.020 

0.019 

0.018 

3 
Years 

0.020 

0.019 

0.018 

0.017 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules (Continued) 

5.4.2 Monthly Recurring Charges (Continued) 

I. Other Charges 

Recurring; Nonrecurring 
MI13 multiplex charges 

1 year term $875.00 
2 year term $600.00 
3 year term $475.00 

DACS Charge (Switching Only) per DSO $ 35.00 
DACS Port Charge (Bell Access to DACS) 

per DSO $ 25.00 
DS-1 DACS Port $125.00 

Echo Canceller (Per Circuit End) $250.00 $500.00 
Second End Loop (Ex; for ADPCM) $ 50.00 $ 50.00 

5.4.3 Interconnect Charges 

Interconnect charges apply to coimections between S~~pplier POP ' s in the same city 
or between Stlpplier suite to another suite in the same building. Since costs vary 
widely by location, the interconnect charges indicated above are the minimum 
amo~mt that will be charged monthly. All I.C.B. charges inc~u-red by S~lpplier will be 
passed through to the Customer. 

5.4.4 Collocation 

5.4.5 Special Construction 

ICB 

ICB 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1 122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules (Contin~led) 

5.4.6 Time and Material Service 

Monday through Friday, 
8:OOAM to 5 :00 PM, excluding 
Company-recognized holidays 

All other times and days 

$75 .OO per hour, 4 hour minim~~m 

$95.00 per h o ~ ~ r ,  4 hour rninim~~m 

Maintenance Charges 

Trouble Assistance Ticket per dispatch (work limited to recovery of downed circuits 
or equipment, not new installations) 

Monday through Friday 8 am to 5pm $75/hr, 4 hr minimum 
After Hours $95/lu, 4 hr miniin~m 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES 

6.1 General 

Miscellaneous Services and Rates are those services and charges that apply to either a retail 
end user or a Reseller Customer of Carrier who uses or a~~thorizes the use of these services in 
addition to or as an adjunct to services to which the Customer s~bscribes. Unless otherwise 
noted in the specific service description, usage-sensitive calls are measured and billed 
individually in one-min~~te increments. The minim~~m call duration for billing purposes is 
one min~lte. When calculations result in fractional cents, the charge for a call is ro~mded LIP to 
the next whole cent. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C HI Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES, (Continued) 

6.2 Resale Service Offerings 

6.2.1 Resale Service Rates 

A. Customer Account Activation Fee 

Non-Recurring Charge for Acco~mt Activation $1,000.00 

B. Non-Verified Account Codes 

Monthly Charge for Non-Verified Acco~mt Codes: NONE 

C. Verified Account Codes 

Monthly Charge for Verified Acco~mt Code Table: $15.00 

D. Returned Check 

Rehu-ned Check Charge (Per Check): 

E. Directory Assistance 

Charge Per Directory Assistance Call: $0.75 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C III Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES, (Contin~led) 

6.3 Prepaid Calling Service 

Prepaid Calling Service allows End Users of a Reseller to originate o~ltbound, Direct Dial 
long distance calls on a prepaid basis via an 800-access n~lmber. All calls are rated on a flat- 
rate basis, and are rounded for billing purposes to the next higher full minute. Calls may only 
be charged against an acco~mt that has a sufficient available balance. Customer shall be given 
notice two (2) min~ltes before the available account balance is depleted, based upon the 
applicable rates for the call in progress. When the available balance is depleted, the call shall 
be terminated. A prepaid calling acco~mt shall expire on the date specified on the card, unless 
replenished by a charge to a commercial credit card is a~lthorized by the Customer 
beforehand. 

Per Min~lte Rate - All TimesIAll Miles $0.30 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES, (Contin~~ed) 

6.4 Casual Calling 

Casual Calling Service allows Customers to obtain Service witho~~t the necessity of 
presubscription of their local lines. Customers ~~tiliziag Casual Calling Service shall access 
Service by dialing an access code in the fonn of 1 OXXX or 1 OlXXXX, where AX@ is a 3 or 
4 digit Carrier Identification Code (CIC) assigned to the Carrier and provided to the 
Customer. When dialing, the access code shall be followed by the normal sequence of 
l+Area Code+Nurnber. Calls placed using Casual Calling Service are billed to Customer in 
whole minute increments rounded up to the next full minute through the serving Local 
Exchange Carrier' s (LEC) monthly bill. All End Users of Casual Calling are Customers of 
the Company, even when they are End Users of a Reseller for other Services. 

6.4.1 Rates 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C I11 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

Mileage 
Range 

0-10 

Night 
First 

Minute 

.I710 

Evening 
Add'l 

Minutes 

.lo30 

First 
Minute 

.2280 

DAY 
Add'l 

Minutes 

.I370 

First 
Minute 

.2850 

Add'l 
Minutes 

.I710 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES, (Contintled) 

6.5 Operator Services 

Operator services are available to Cons~mers fi-om any Customer location. Operator Services 
allows the Constuner to place a call fi-om a Customer location and arrange for billing other 
than to the originating telephone n~mber. Calls are rounded LIP to the next whole min~lte for 
billing purposes and are billed to the Consumer through the monthly bill of the Consumer' s 
local exchange carrier. 

The following billing arrangements are available to Consumers through the Company's 
Operator Services: 

a) Customer Dialed CallindCredit Card 

This is a service whereby the end user dials all of the digits necessary to route and bill 
the call witho~lt any operator assistance. Such calls may be billed either to a 
telephone company issued calling card or a commercial credit card. 

b) Operator Station 

This is a service whereby the caller places a non-person-to-person call with the 
assistance of an operator (live or automated). When placing an operator station call, 
the caller is connected to a non-specified individ~lal at the terminating end. Such 
calls may be billed to a calling card, credit card, the called number (collect) or avalid 
third party telephone number. 

This is a service whereby the person originating the call specifies to Carrier's operator 
a particular person to be reached, or a particular person, station, room number, 
department, or office to be reached through a PBX attendant. Person-to-person calls 
may be billed to a calling card, credit card, the called number (collect) or avalid third 
party telephone number. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C III Communications Operations, LLC 
1122 Capital of Texas Highway Soutl~ 
Austin, Texas 78746 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES, (Continued) 

6.5 Operator Services (Contintled) 

Operator services are available to Cons~uners fiom any Customer location. Operator Services 
allows the Cons~uner to place a call fiom a Customer location and arrange for billing other 
than to the originating telephone number. Calls are rounded up to the next whole min~lte for 
billing purposes and are billed to the Cons~uner through the monthly bill of the Consumer' s 
local exchange carrier. 

The following billing arrangements are available to Consumers through the Companyr s 
Operator Services: 

a) Customer Dialed CallingICredit Card 

This is a service whereby the end user dials all of the digits necessary to ro~lte and bill 
the call without any operator assistance. Such calls may be billed either to a 
telephone company issued calling card or a commercial credit card. 

b) Operator Station 

This is a service whereby the caller places a non-person-to-person call with the 
assistance of an operator (live or automated). When placing an operator station call, 
the caller is connected to a non-specified individual at the terminating end. Such 
calls may be billed to a calling card, credit card, the called number (collect) or a valid 
third party telephone number. 

This is a service whereby the person originating the call specifies to IXC Long 
Distance's operator a particular person to be reached, or a particular person, station, 
room n~unber, department, or office to be reached through a PBX attendant. 
Person-to-person calls may be billed to a calling card, credit card, the called number 
(collect) or a valid thrd party telephone n~lmber. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C III Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES, (Continued) 

6.5 Operator Services, (Contin~led) 

6.5.1 Rates 

Operator Assisted Surcharges: 

Mileage 
Range 

Customer Dialed Calling Card Station 
Operator Dialed Calling Card 
Operator Station 
Billed to Third Party 
Person to Person 

Issued: Effective: 

By: 

DAY 

Karen T. Hanson, National Director - Regulatory Affairs 
C 111 Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 

First 
Minute 

Add'l 
Minutes 

Evening Night 
First 

Minute 
Add'l 

Minutes 1 First 
Minute Minutes Add'1 
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SECTION 6 - MISCELLANEOUS SERVICES AND RATES, (Contintled) 

6.6 Employee Concessions 

The Company offers employee discounted rates on long distance services as part of their 
normal compensation. 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
C III Communications Operations, LLC 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
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SECTION 7 - PROMOTIONS 

7.1 Special Promotions 

Carrier may, fiom time to tome, waive or vary the rates and charges associated with certain 
services for promotional, market research, or other similar purposes. In no case, shall the 
resulting rates and charges exceed the rates and charges listed in this tariff for the same 
services. 

7.2 Competitive Response Promotion 

In order to acquire or retain Customers, the Carrier will match certain offers made by other 
interexchange carriers/resellers where the Customer can demonstrate to the Carrier' s 
satisfaction that it intends to accept such offer as an ind~lcement to s~bscribe to or remain 
s~~bscribed to such other interexchange carrier' s/reseller' s services. Promotional rates will 
be s~lbmitted to the Commission for approval when req~~ired. 

WDC 327823~1 
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C 111 Communications Operations, LLC 

RETAIL INTEREXCHANGE TELECOMMUNICATIONS 

SERVICE TARIFF 
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CHECK SHEET 

All pages of this tariff are effective as of the date shown at the bottom of the respective sheets. 
Revised pages comprise all changes from the original tariff. All original and revised pages are 
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SYMBOLS 

The following are the only symbols used for the purposes indicated below: 

Change in regulation or rate structure. 

Delete or discontinue 

Increase in rate. 

Moved from another tariff location. 

New rate or regulation. 

Reduction in rate. 

Change in text or regulation but no change in rate or charge. 
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TARIFF FORMAT 

Page Numbering - Page numbers appear in the upper right corner of the sheet. Pages 
are numbered sequentially. However, new pages are occasionally added to the tariff. When 
a new page is added between existing pages with whole numbers, a decimal is added. For 
example, a new page added between pages 34 and 35 would be page 34.1. 

Page Revisions - Revision numbers also appear in the upper right comer of the page. 
These numbers are used to determine the most current page version on file with the 
Commission. For example, 4th Revised Page 34 cancels the 3rd Revised Page 34. Consult 
the check sheet for the page currently in effect. 

Paragraph Numbering Sequence - There are nine levels of paragraph coding. Each level 
of coding is subservient to its next higher level of coding. 

Check Sheet - When a tariff is filed with the commission, an updated check sheet 
accompanies the filing. The check sheet lists the tariff pages, with a cross-reference to the 
current revision number. When new sheets are added, the check sheet is changed to reflect 
the revision. All revisions made in a given filing are designated by an asterisk (*). There 
will be no other symbols used on this sheet if these are the only changes made. The tariff 
user should refer to the latest check sheet to find out if a particular page is the most current 
on file with the Commission. 
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS 

1 .  Definitions 

Application for Service - a standard order form which includes all pertinent billing, 
technical and other descriptive information which will enable the carrier to provide the 
communication service. 

ASR (Access Sewice Request) - Service order processed to the underlying local exchange 
or interexchange carrier. 

Authorization Code - a numerical code, one or more of which are assigned to a customer to 
enable a reseller to identify use of service on its account and to bill the customer accordingly 
for such service. Multiple authorization codes may be assigned to a customer to identify 
individual users or groups of users on its account. 

Authorized User - a person, firm, corporation or other entity authorized by the customer to 
receive or send communications. 

Automatic Dialing Device - an apparatus provided by the carrier which, when attached to 
customerk telephone equipment, dials the carrierus facilities, emits an authorization code, 
and forwards the called number to the carrierus facilities. 

Bandwidth - the total frequency band allocated for a channel. 

Business Customer - any Customer of the Company who is not a Residential Customer as 
described herein. 

Busy Hour - the two consecutive half hours during which the greatest volume of trafic is 
handled. 

Cancellation of Order - a customer-initiated request to discontinue processing a service 
order, either in part or in its entirety, prior to its completion. 

Carrier - C III Communications Operations, LLC, unless specifically stated otherwise. 

Issued: Effective: 
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS, (Continued) 

1.1 Definitions: (Continued) 

Company - C 111 Communications Operations, LLC, sometimes referred to as "carrier." 

Completed Calls - calls answered at the distance end. If a customer is charged for an 
incomplete call, the Company will issue a one-minute credit upon the customer!h request. 

Custom Account Coding - key, legend or table created by the customer for a unique project 
or account numbers for its private use. 

Customer - the person, firm, corporation or other entity that orders or uses service and is 
responsible for payment of the rates and charges under a contract or this tariff. 

Customer Premises Equipment - communications equipment located at the customerus 
premises. Such equipment may be provided by the customer or by The Company. 

Day Rate Period - unless otherwise specified in this tariff, the Day Rate Period applies 
d~ring the hours of 8:00 a.m. to, but not including 5:00 p.m., Monday through Friday. 

Dedicated Port - a port on resellerk switch which is dedicated, at extra charge, to 
customerOs exclusive use, and which is connected to the customerih premises by a private 
line furnished by the customer or the customerk serving local exchange company. 

Delinquent or Delinquency - an account for which a bill or payment agreement for services 
or equipment has not been paid in full on or before the due date. Amounts due and unpaid 
after the due date may be s~lbject to a late payment charge. 

Disconnect - to render inoperable or to disable circuitry thus preventing outgoing and 
incoming toll communications service. 

Dialed Number Information Service (DNIS) - A toll fiee service option, under which 
Carrier electronically transmits to Customer, identifjmg digits (up to 10 digits) that indicate 
which number was dialed when multiple numbers terminate on the same trunk group. 
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS, (Continued) 

1.1 Definitions: (Continued) 

Evening Rate Period - unless otherwise specified in this tariff, the Evening Rate Period 
applies during the hours of 5:00 p.m. to, but not including 11:OO p.m., Sunday through 
Friday. 

Excessive Call Attempt - a customer attempt to call over the carrierus network using an 
invalid authorization code during a measured 15 minute period, within which 10 or more 
incomplete call attempts are made by the customer fiom the same customer line, and where 
those attempts do not complete because the customer has not used a valid authorization code. 

Holidays - for the purposes of this tariff recognized holidays are New yearns Day, Memorial 
Day, Independence Day, Labor Day, Thanksgiving Day and Christmas day. 

Holiday Rate Period - the evening rate will apply to calls made on the Company recognized 
holidays, provided, however, that calls made on holidays during the NightIWeekend Rate 
Period shall be billed at the lower of the Evening Rate and the NightIWeekend Rate. 

Interexchange Utility - a utility, resale carrier or other entity that provides intrastate 
telecommunications services and facilities between exchanges within the state, without 
regard to how such traffic is carried. A local exchange utility that provides exchange service 
may also be considered an interexchange utility. 

Local Distribution Area - metropolitan locations served by the Company which have been 
defined by the local exchange telephone company as a local calling area under its local 
exchange tariff. 

Measured Use Service - the provision of long distance measured time communications 
telephone service to customers who access the carrierk services at its switching and call 
processing equipment by means of access facilities obtained fiom another carrier by the 
customer or otherwise provided at its own expense (the customer is responsible for arranging 
for the access line). 

Issued: Effective: 
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS, (Continued) 

1.1 Definitions: (Continued) 

Message - a completed telephone call by a customer or end-user. 

Network Terminal - any location where the Company provides services described herein. 

NightIWeekend Rate Period - unless otherwise specified in this tariff, the NightIWeekend 
Rate Period applies during the hours of 11 :00 p.m. to, but not including 8:00 a.m., Monday 
through Friday; all day Saturday; and from 8:00 a.m. to, but not including 5 : 00 p.m. Sunday. 

Normal Business Hours - the hours of 8:00 a.m. to 5:00 p.m., Monday through Friday, 
excluding holidays. 

Physical Change - the modification of a circuit, dedicated access line, or port at the request 
of the customer req~ziring an actual material change. 

Post-engineering - After provisioning of service elements. 

Pre-engineering - Prior to provisioning of service elements. 

Premises - the space occupied by an individual customer in a building, in adjoining buildings 
occupied entirely by that customer, or on contiguous property occ~lpied by the customer 
separated only by a public thoroughfare, a railroad right of way or a natural barrier. 

Rate - money, charge, fee or other recurring assessment billed to customers for services or 
equipment. 

Residential Customer - For the purpose of this tariff, a Residential Customer is a Customer 
of the Company whose primary use of the Company's service is for personal use in a house, 
apartment or other residential dwelling. A Residential Customer is also a Customer who 
accesses the CompanyOs service using an access line that has not been assigned a business 
class of service by the local service provider. 

Routing Function - terminating number for toll free service may be designated by time of 
day, day of the week, region of originating AN1 or percentage of calls. 

* Certain materialpreviously located on this page is now found on Page 10. 
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS, (Continued) 

1.1 Definitions: (Continued) 

Suspension - temporary disconnection or impairment of service which disables either 
outgoing or incoming toll communications services provided by the Company. 

Speed Number - a signaling arrangement by whch a customer may elect to dial a pre- 
programmed four-digit number in place of a designated ten-digit number. 

Terminal Equipment - telephone instruments, including pay telephone equipment, the 
common equipment of large and small key and PBX systems and other devices and 
apparatus, and associated wiring, which are intended to be connected electrically, 
acoustically or inductively to the telecommunication system. 

Toll Free Service - a service that provides long distance calling to a predesignated 
destination where charges are the responsibility of the call terminated party. 

United States - the forty-eight contiguous United States and the District of Columbia. 

Validated Account Codes - account codes that have restricted access. 

1.2 Abbreviations: 

CPE - Customer Premises Equipment 
LATA - Local Access and Transport Area 
LDA - Local Distribution Area 
LEC - Local Exchange Carrier 
MTS - Message Telecommunications Service 
NSF - Non-sufficient fimds 
PBX - Private Branch Exchange 
SAL - Special Access Line 
V&H - Vertical and Horizontal Coordinates 
WATS- Wide Area Telephone Service 

* Certain nzaterial found on this page was previously located on Page 9. 
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SECTION 2 - REGULATIONS 

Undertaking of the Company 

The Company provides long distance message telecommunications service to customers for 
their direct transmission of voice, data and other types of telecommunications. 

Communications originate when the customer accesses the Company directly or through the 
facilities of another carrier via one or more access lines, equal access or on a dial-up basis. 
The Company may act as the customer[ls agent for ordering access connection facilities 
provided by other carriers or entities when authorized by the customer, to allow connection 
of a customer~s location to the Companyus network. The customer shall be responsible for 
all charges due for such service arrangements. 

The Company[ls services are provided on a monthly basis, unless otherwise stated in this 
tariff. Services are available twenty-four (24) hours per day, seven (7) days per week. 

Limitations on Service 

2.2.1 Service is offered subject to the availability of the necessary facilities and/or 
equipment and subject to the provisions of this tariff. 

2.2.2 The Company reserves the right to discontinue furnishing service upon written 
notice, when necessitated by conditions beyond its control or when the customer is 
using the service in violation of the provisions of this tariff or in violation of the law. 

2.2.3 To the extent that any conflict arises between the terms and conditions of a service 
agreement or other contract and the terms and conditions of this tariff, the tariff shall 
prevail. 

2.2.4 Title to all equipment provided by the Company under this tariff remains with the 
Company. 

Issued: Effective: 
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SECTION 2 - REGULATIONS, (Continued) 

2.2 Limitations on Service, (Continued) 

2.2.5 The customer may not transfer or assign the use of service provided under this tariff 
except with the prior written consent of the Company. Such transfer or assignment 
shall only apply where there is no interruption in the use or location of the service, 
and all regulations and conditions contained in this tariff, as well as all conditions for 
service, shall apply to all such permitted assignees or transferees. 

2.2.6 Customer may request Carrier to assign one or more sub-accounts for billing 
purposes, and to direct sub-acco~mt invoices to customerOs affiliates or other 
designated entities for payment. Such requests shall not affect the liability of the 
customer, who shall remain solely liable to the Company for payment of all invoices 
for service requested and obtained by customer, whether invoiced by the Company to 
the customer, the customerOs affiliates, or other designated entities. 

2.3 Use of Service 

Service may not be used for any unlawful purposes or for any purpose for which any payment 
or other compensation is received by the customer, except where the customer is a duly 
authorized and regulated common carrier. 

2.4 Limitation of Liability 

2.4.1 In view of the fact that the customer has exclusive control of its communications over 
the facilities furnished by the Company, and other uses for which facilities may be 
furnished by the Company, and because of the unavoidableness of errors incident to 
the services and to the use of such facilities of the Company, the services and 
facilities furnished by the Company are subject to the regulations and limitations 
specified herein. 

Issued: Effective: 
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SECTION 2 - REGULATIONS, (Continued) 

2.4 Limitation of Liability, (Continued) 

2.4.2 The Companyns failure to provide or maintain facilities under this tariff shall be 
excused by labor difficulties, governmental orders, civil commotions, acts of God 
and other circumstances beyond the ~ompanyns reasonable control, subject to the 
interruption allowance provisions under this tariff. 

2.4.3 Defacement of premises - No liability shall attach to the Company by reason of any 
defacement or damage to the customerk premises resulting from the existence ofthe 
Companyus equipment or facilities on such premises, or by the installation or 
removal thereof, when such defacement or damage is not the result of the negligence 
of the Company or its employees. 

2.4.4 Indemnification - The CompanyOs liability, if any, for its gross negligence or willful 
misconduct is not limited by this tariff. With respect to any other claim or suit by a 
customer or by any others, the customer indemnifies and saves harmless the 
Company against claims, losses or suits for injury to or death of any person, or 
damage to any property which arises from the use, placement or presence of the 
CompanyOs equipment, facilities and associated wiring of the customerOs premises 
and further the customer indemnifies and saves harmless the Company against claims 
for libel, slander, invasion of privacy or the infringement of copyright arising directly 
or indirectly fiom the material transmitted over the facilities of the Company or the 
use thereof by the customer; against claims for infringement of patents arising from 
combining with or using in connection with, facilities furnished by the Company and 
apparatus, equipment and systems provided by the customer; and against all other 
claims arising out of any act or omission of the customer in connection with the 
services or facilities provided by the Company. No agents or employees of other 
carriers shall be deemed to be agents or employees of the Company 

Issued: Effective: 
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SECTION 2 - REGULATIONS, (Continued) 

2.4 Limitation of Liability, (Continued) 

2.4.5 The CompanyOs liability, if any, for its gross negligence or willful misconduct is not 
limited by t h s  tariff. With respect to any other claim or suit, by a customer or any 
others, for damages arising out of mistakes, omissions, interruptions, delays or errors, 
or defects in transmission occurring in the course of furnishing service hereunder, 
the Companyb liability, if any, shall not exceed an amo~mt equivalent to the 
proportionate charge to the customer for the period of service during which such 
mistake, omission, interruption, delay, error, or defect in transmission or service 
occurs and contin~les. This liability shall be in addition to any amounts that may 
otherwise be due to the customer under this tariff as an allowance for interruptions. 
However, any such mistakes, omission, interruptions, delays, errors, or defects in 
transmission or service which are caused or contributed to by the negligence or 
willful act of the customer, or authorized user, or joint user, or which arise from the 
use of customer provided facilities or equipment shall not result in the imposition of 
any liability whatsoever upon the Company. 

2.4.6 The Company shall not be liable for any damages, including usage charges, that the 
customer may incur as a result of the unauthorized use of authorization codes or 
communications equipment. The unauthorized use of communications equipment 
includes, but is not limited to, the placement of calls from the customer's premises, 
and the placement of calls through equipment controlled andlor provided by the 
customer, that are transmitted over the Company's network without the authorization 
of the customer. The customer shall be fully liable for all such usage charges. 
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SECTION 2 - REGULATIONS, (Continued) 

2.5 Interruption of Sewice 

2.5.1 If a customerOs service is interrupted other than by the negligence or willful act ofthe 
customer, and it remains out of order for eight normal working hours or longer after 
access to the premises is made available and after being reported to be out of order, 
appropriate adjustments or refunds shall be made to the customer. The amount of 
adjustment or refund shall be determined on the basis of the known period of 
interruption, generally beginning fiom the time the service interruption is first 
reported. The refund to the customer shall be a pro rata part of the monthly recurring 
charges (but not for per minute or per call charges) for the period of days and that 

portion of the service facilities rendered useless or inoperative. The refund may be 
accomplished by a credit on a subsequent bill for the service. 

2.5.2 A credit allowance for interruptions of service which are not due to the Companyus 
testing or adjusting, to the negligence of the customer, or to the failure of the 
channels, equipment, andlor communications systems provided by the customer, are 
subject to the general liability provisions set forth herein. It shall be the obligation of 
the customer to notify the carrier of any interruption in service. Before giving such 
notice, the customer shall ascertain that the trouble is not being caused by any action 
or omission by or within the custorner~s control and is not in wiring or equipment 
connected to the carrier terminal. 

2.6 Restoration of Service 

The use and restoration of service in emergencies shall be in accordance with the Part 64, 
Sub-part D of the Federal Communications Commissionb rules and Regulations which 
specifies the priority system for such activities. 

Issued: Effective: 
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SECTION 2 - REGULATIONS, (Continued) 

2.7 Customer Responsibility 

2.7.1 All customers assume general responsibilities in connection with the provisions and 
use of the Companyus service. When facilities, equipment, andlor communication 
systems provided by others are connected to the Companyns facilities, the customer 
assumes additional responsibilities. All customers are responsible for the following: 

A. The customer is responsible for placing orders for service, paying all charges 
for service rendered by the Company and complying with all of the 
~ o r n ~ a n ~ n s  regulations governing the service. The customer is also 
responsible for assuring that its users comply with regulations. 

B. When placing an order for service, the customer must provide: 

1. The names and addresses of the persons responsible for the payment 
of service charges, and 

2. The names, telephone numbers, and addresses of the customer contact 
persons. 

C. The customer must pay the Company for the replacement or repair of the 
Companyns equipment when the damage results from: 

1. The negligence or willful act of the customer or user; 

2. Improper use of service; and 

3. Any use of eqtliprnent or service provided by others. 

D. After receipt of payment for the damages, the Company will cooperate with 
the customer in prosecuting a claim against any third party causing damage. 

Issued: Effective: 
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SECTION 2 - REGULATIONS, (Continued) 

2.7 Customer Responsibility, (Continued) 

2.7.2 Upon reasonable notice, the equipment provided by the Company shall be made 
available for such tests and adjustments as may be necessary to maintain them in 
satisfactory condition. No interruption allowance will be granted for the time during 
which such tests and adjustments are made. 

2.7.3 Deposits 

Applicants or customers whose financial condition is not acceptable to the Company 
or is not a matter of general knowledge, may be required to make, at any time, a cash 
deposit up to an arno~mt equaling two and one-half times (2 .5~)  one (1) monthk 
actual or estimated charges for the purpose of guaranteeing final payment for service, 
in accordance with the rules of the Commission. Interest on cash deposits will be 
payable per the deposit rules and regulations prescribed by the Commission for the 
period during which the deposit is held. Such deposit will be refunded or credited to 
the customer upon termination or after one year of prompt payment for service. 

2.7.4 Credit Allowance 

Credit for failure of service or equipment will be allowed only when failure is caused 
by or occurs in equipment owned, provided and billed for, by the Company. 

A. Credit allowances for failure of service or equipment starts when the 
customer notifies the Company of the failure or when the Company becomes 
aware of the failure and ceases when the operation has been restored and an 
attempt has been made to notify the customer. 

B. The customer shall notify the Company of failures of service or equipment 
and make reasonable attempts to ascertain that the failure is not caused by the 
customer or in wiring or equipment connected to the terminal. 
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SECTION 2 - REGULATIONS, (Continued) 

2.7 Customer Responsibility, (Continued) 

2.7.4 Credit Allowance, (Continued) 

C. Only those portions of the service or equipment operation disabled will be 
credited. No credit allowances will be made for: 

1. Interruptions of service resulting from the Company performing 
routine maintenance; 

2. Interruptions of service for implementation of a customer order for a 
change in the service; 

3. Interruption caused by the negligence of the customer or an 
authorized user; 

4. Interruptions of service because of the failure of service or equipment 
due to the customer or authorized user provided facilities. 

2.7.5 Cancellation by Customer 

If a customer orders services requiring special equipment andlor facilities dedicated 
to the customerns use and then cancels its order before the service begins, before a 
completion of the minimum period mutually agreed upon by the customer and the 
Company, a charge will be made to the customer for the non-recoverable portions of 
expenditures or liabilities incurred expressly on behalf of the customer by the 
Company and not fully reimbursed by installation and monthly charges. If, based on 
such an order, any construction has either begun or been completed, but no such 
services provided, the non-recoverable cost of such construction shall be borne by the 
customer. 
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SECTION 2 - REGULATIONS, (Continued) 

2.7 Customer Responsibility, (Continued) 

2.7.6 Payment and Charges for Services 

Charges for service are applied on a recurring and nonrecurring basis. Service is 
provided and billed on a monthly basis. Service continues to be provided until 
disconnection is requested by the customer in writing, or until canceled by the 
Company pursuant to this tariff. 

A. Payment of Charges 

Payment will be due upon receipt of the statement. A payment is considered 
delinquent thirty (30) days after rendition of the bill. A bill is considered 
rendered when deposited in the US. Mail for delivery to customerns last 
known address. 

1 The customer is responsible for payment of all charges for service 
fimished to the customer. Charges based on actual usage during a 
month will be billed monthly in arrears. All fixed monthly and 
nonrecurring charges for services ordered will be billed monthly in 
advance. 

2. Service may be denied or discontinued by the Company for non- 
payment of past due or delinquent amounts due the Company. 
Restoration of service will be subject to all applicable installation 
charges. Disconnection may not occur before thirty (30) days from 
invoice and the Company must give five (5) days written notice 
before any disconnection can occur. 

2.7.7 Application of Rates 

The rates for service are those in effect for the period that service is furnished. 
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SECTION 2 - REGULATIONS, (Continued) 

2.8 Responsibility of the Company 

2.8.1 Calculation of Credit Allowance Under the limitations of section 2.7.4, when 
service is interrupted the credit allowance will be computed on the following basis. 

A. No credit shall be allowed for an interruption of less than two horns. 

B. The customer shall be credited for an interruption of two hours or major 
fraction thereof that the interruption continues. 

C. Where there has been an outage, and a minimum usage charge applies, and 
the customer fails to meet the minimum usage, a credit shall be applied 
against that minimum. The credit shall equal 11360th of the monthly 
minimum charges associated with the portion of service disabled for each 
period of two hours or major fraction thereof that the interruption continues. 

2.8.2 Cancellation of Credit 

Where the Company cancels a service or the provision of equipment and the final 
service period is less than the monthly billing period, a credit will be issued for any 
amounts billed in advance, prorated at 1130th of the monthly recurring charge for 
each day the service was rendered or the equipment was provided. This credit will be 
issued to the customer or applied against the balance remaining on the customerIls 
account. 
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SECTION 2 - REGULATIONS, (Continued) 

2.8 Responsibility of the Company, (Continued) 

2.8.3 Disconnection of Service by the Company 

Upon five (5) days written notice, the Company may discontinue service or cancel an 
application for service without incurring any liability for any of the following 
reasons: 

A. Non-payment of any sum d ~ ~ e  to the Company for service for more than thrty 
days beyond the date of rendition of the bill for such service; 

B. Violation of any regulation governing the service under this tariff; 

C. Violation of any law, rule, or regulation of an government authority having 
jurisdiction over the service; or 

D. The Company is prohibited from furnishing services by order of a court or 
other government authority having jurisdiction. 

E. Customer uses equipment is such a manner as to adversely affect the 
Companyus equipment or service to others. 

2.8.4 Fractional Charges 

Charges for a fractional part of a month (which follows a full month) are calculated 
by counting the number of days remaining in the billing period after service is 
furnished or has been discontinued. The number of days remaining in the billing 
period are counted starting with the day after the service was fiunished or 
discontinued. Divide that figure by thu-ty days. The resultant fraction is then 
multiplied by the monthly charge to arrive at the fractional monthly charge. 

2.8.5 Insufficient Fund Checks 

Customers will be charged $20.00 on all checks issued to the Company which are 
rehulled due to insufficient funds. At the discretion of the Company, the insuEcient 
funds check charge may be waived under appropriate circ~unstances (e.g. a bank 
error). 
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SECTION 2 - REGULATIONS, (Continued) 

2.9 Taxes and Fees 

2.9.1 All state and local taxes (e.g., gross receipts tax, sales tax, municipal utilities tax) are 
not included in the rates under this tariff, but shall be listed as separate line items on 
the customerns bill. 

2.9.2 To the extent that a municipality, other political subdivision or local agency of 
government, or commission imposes and collects fiom the Company a gross receipts 
tax, occupation tax, license tax, permit fee, franchise fee, or regulatory fee, such taxes 
and fees shall, as allowed by law, be billed pro rata to the customer receiving service 
from the Company within the territorial limits of such municipality, other political 
subdivision or local agency of government. 

2.9.3 Service shall not be subject to taxes for a given taxing jurisdiction if the customer 
provides the Company with written verification, acceptable to the Company and to 
the relevant taxing jurisdiction, that the customer has been granted a tax exemption. 

2.9.4 The Company may adjust its rates or impose additional rates on its customer to 
recover amounts it is required by governmental or quasi-governmental authorities to 
collect fiom or pay to others. The Company may also adjust its rates or impose 
additional rates to cover the administrative cost of collecting such charges or paying 
compensation to other entities. Examples of such programs include, but are not 
limited to, the Universal Service Fund (USF), the Presubscribed Interexchange 
Carrier Charge (PICC), and compensation to pay telephone service providers for the 
use of their pay telephones to access the Company[ls services. 
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SECTION 2 - REGULATIONS, (Continued) 

Unauthorized Carrier Change Charge 

Carrier will assess Reseller a $200 Unauthorized Carrier Change Charge (UCCC) for each 
Primary Interexchange Carrier (PIC) made without prior valid authorization which results in 
Carrier being named in a complaint filed with a state or federal regulatory authority or 
counsel. Continued acts of unauthorized PICUS by any Reseller shall be considered grounds 
for refusing to provide service to that Reseller. 

Unauthorized Service Change Charge 

Carrier will assess Reseller a $200 Unauthorized Service Change Charge (USCC) for each 
unauthorized addition of services on an end userus bill which results in Carrier being named 
in a complaint filed with a state or federal regulatory authority or counsel. Continued acts of 
unauthorized service changes by any Reseller shall be considered grounds for refusing to 
provide service to that Reseller. 
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SECTION 3 - LONG DISTANCE SERVICES 

3.1 Timing of Calls 

3.1.1 The customer[ls monthly usage charges for the Company service are based upon the 
total number of minutes the customer uses and the service options to which the 
customer subscribes. Chargeable time begins when the connection is established 
between the calling station and the called station or PBX. Chargeable time ends 
when the either party hangs up. If the called station hangs up but the calling station 
does not, chargeable time ends when the connection is released by automatic timing 
equipment within the telecommunications network. 

3.1.2 No charges apply if a call is not completed. 

3.2 Start of Billing 

For billing purposes, the start of service is the day following acceptance by the customer of 
the CompanyOs service or equipment. The end of service date is the last day of the minimum 
notification of cancellation or any portion of the last day, after receipt by the Company of 
notification of cancellation as described in Section 2 of this tariff. 

3.3 Interconnection 

Service furnished by the Company may be interconnected with services or facilities of other 
authorized communications common carriers and with private systems, subject to the 
technical limitations established by the Company. Service technical limitations established 
by the Company. Service fimished by the Company is not part of a joint undertaking with 
such other carriers. Any special interface equipment of the Company and other participating 
carriers shall be provided at the customerOs expense. 

Interconnection with the facilities or services of other carriers shall be under the applicable 
terms and conditions of other carrierso tariffs. The customer is responsible for taking all 
necessary legal steps for inter connecting its customer-provided terminal equipment or 
communications systems with the ~ o m ~ a n ~ b .  The customer shall secure all licenses, 
permits, right-of-ways, and other arrangements necessary for such interconnection. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.4 Terminal Equipment 

The Companyh service may be used with or terminated in customer provided terminal 
equipment or customer provided communication systems, such as teleprinter, handsets, or 
data sets. Such terminal equipment shall be furnished and maintained at the expense of the 
customer, except as otherwise provided. The customer is responsible for all costs at its 
premises, including customer personnel, wiring, electrical power, and the like incurred in its 
use of the Company[ls service. 

The customer shall ensure that its terminal facilities are of the proper mode, band-width, 
power, data, speed, and signal level for the intended use of the customer, and that the signals 
do not damage the Company[ls equipment, injure personnel or degrade service to other 
customers. 

If the customer fails to maintain and operate its terminal equipment properly, resulting in the 
occurrence or possibility of harm to the Companyk equipment or personnel, or impairment 
to the q~~ality of service to other customers, the Company may, upon written notice, require 
the use of protective equipment at the customerOs expense. If this fails to produce 
satisfactory quality and safety of service, the Company may, upon written notice, terminate 
the customer[ls service. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.5 Calculation of Distance 

Usage charges for all mileage sensitive products are based on the airline distance between 
rate centers associated with the originating and terminating points of the call. 

The airline mileage between rate centers is determined by applying the formula below to the 
vertical and horizontal coordinates associated with the rate centers involved. The Company 
uses the rate centers and associated vertical and horizontal coordinates that are currently 
being used within the industry. 

Formula: 

3.6 Minimum Call Completion Rate 

The customer can expect a call completion rate of 99% per 100 calls attempted during peak 
use periods for all Feature Group D (I+) services. The Company will engineer its switching 
systems on the basis that ninety-nine percent (99%) of the customers accessing their system 
will be served during the busy hour. 

3.7 Special Service Arrangements 

Special Service Arrangement charges will be based on the estimated cost of furnishing such 
services including the cost of operating and maintaining such a service, the cost of equipment 
and materials used in providing such a service, the cost of installation including engineering, 
labor supervision, transportation, and the cost of any other specific item associated with the 
particular Special Service Arrangement request. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.8 General 

The Company offers Message Telecommunications Service or MTS, outbound Wide Area 
Telecommunications Service (WATS), Inbound 800 Service, Travel Card Service, Operator 
Assisted calling programs, Private Line Services and Frame Relay Service. The customerns 
total monthly use of Carrierus service is charged at the applicable rates per minute set forth 
herein. 

3.8.1 Message Telecommunications Service (MTS) 

MTS or 1+ dialing is achieved by when the LEC programs the customerns telephone 
lines to automatically route 1+ calls to the Companyk network. Service is billed in 
six (6) second increments, with partial seconds of usage rounded up to the next six 
(6) second increment, with a minimum billing of eighteen (1 8) seconds. 

3.8.2 Toll Free (i.e., 8001888) Service 

Toll Free Service is inbound telecommunj.cations service which permits calls to be 
completed to the customerns location without charge to the calling party. Access to 
the service is gained by dialing a ten-digit telephone number which terminates at the 
customerns location. Toll Free Services originate via normal shared use facilities and 
are terminated via the customersn local exchange service access line. 

The Company will accept a prospective Toll Free Service at customerns request for 
up to ten (10) toll fiee telephone numbers and will reserve such numbers on a first- 
come first-served basis. All request for Toll Free Service number reservations must 
be written, dated and signed by the customer. The Company does not guarantee the 
availability of numbers until assigned. The requested Toll Free Service telephone 
numbers, if available, will be resewed for and finished to the customer. 

If a customer who has received a Toll Free Service number does not subscribe to Toll 
Free Service within t w  (30) days, the Company reserves the right to re-assign the 
number to another customer. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.8 General, (Continued) 

3.8.3 Travel Card Service 

Travel Card Service allows subscribers who are away from home or office to place 
calls by gaining access to the Companyh network via an 800 number. Travel Card 
Service is provided upon request to presubscribed customer and is not a stand-alone 
product. 

3.8.4 Directory Assistance 

Listed telephone numbers will be provided to requesting customers at a per call 
charge. 

Certain material previously found on this page is now located on Page 2 7.1. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.8.5 Business Customer Term and Volume Discounts 

Customers of certain services contained in tariff are eligible for volume and term 
discounts as shown below. Term and volume discounts are applied before all other 
applicable discounts are calculated. Term and volume discounts contained in this 
section do not apply to Residential, Obsolete or Grandfathered Services, Guest Rates 
Services, Operator Assisted Services or to Roadside Advantage programs, or to 
Business Rate Plan. 

A. Volume Discounts 

Volume Discounts are applied based on the Customer[ls total billing in any 
one billing cycle. The Monthly 'service Volume is the Customerus monthly 
usage of eligible services, before any discounts are applied, not including 
feature charges, nonrecurring charges, charges for dedicated access 
connections, taxes or fees. 

Monthly Service Volume 
$0 - $500.99 
$501 - $2,000.99 
$2,001 - $10,000.99 
$10,001 - $20,000.99 
$20,001 + 

Base Discounts 
0% 
3% 
5% 
8% 
10% 

Certain nzaterial now found on this page was previously located on Page 27. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.8 General, (Continued) 

3.8.5 Business Customer Term and Volume Discounts, (Continued) 

B. Additional Term Discounts 

Term Discounts apply in addition to Volume Discounts when the Customer 
elects to enter into a term agreement for eligible Carrier services. Term 
Discounts are calculated after applicable Volume Discounts are applied and 
before service-specific discounts are calculated. A penalty is computed and 
applied as a lump sum to the ~ustomerus bill when the Customer cancels 
service prior to expiration of the term commitment. The penalty is computed 
by multiplying the difference between the rate the Customer would have paid 
for term served and the rate the Customer actually paid, by the number of 
months the higher discount was received. 

Term 

12 Month Term 
24 Month Term 
36 Month Term 

Percent Discount 

3.8.6 Roadside Advantage 

Roadside Advantage provides toll fkee service to residence Customers. Roadside 
Advantage is a stand alone service that includes .free national roadside assistance 
provided by The Advantage Auto Club and other non-telecommunications related 
services. Calls terminate to the Customer!h standard local line(s). 

Calls are billed in sixty (60) second increments. The minimum call duration for 
billing purposes is sixty (60) seconds. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.9 Usage Charges and Billing Increments 

3.91 Usage Charges 

Usage charges are determined by the time of day rate periods and minutes of use 
within each rate period. The rate period is determined by the time and day of call 
origination at the customerk location. 

3.9.2 Billing Increments 

Unless specifically stated in the product description, usage is billed in sixty (60) 
second increments. 

3.10 Presubscribed Interexchange Carrier Charge (PICC) 

A monthly Federal PICC shall be charged to each telephone number that is presubscribed to 
the Company as filed in Carrier's FCC Domestic Tariff No. 1. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.10 Presubscribed Interexchange Carrier Charge (PICC), (Continued) 

3.11 Pay Telephone (Payphone) Surcharge 

A surcharge shall be assessed for each call made fi-om a pay telephone to a Company- 
provided toll-fi-ee number or placed by using a travel card and dialing the Companyk prefix 
in the form 101XXXX. This charge is to compensate the Company for the Federal 
Communications Commission assessment which is paid by the Company to pay telephone 
service providers for the use of their pay telephone instruments. 

Per Call Charge: $0.35 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.12 Business Customer Switched and Travel Card Services 

The following rates are only available to existing Customers at existing locations prior to 
January 15,2003. 

Rates: 

Switched 1+ $0.13 601minute 

Standard Switched Toll Free Services $0.1360/minute 

Switched Toll Free Services 
with Routing Function 
plus monthly recurring charge 

Travel Card Services $0.25/minute 

Dedicated Outbound WATS Services $0.0740/minute 

Dedicated Toll Free Services $0.0740/minute 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.13 Business Customer Affinity Programs 

Developed for use by alternative marketers. Provided to independent agents, telemarketers, 
multi-level marketing groups, organizations and clubs. 

Rates: 

Switched 1+ $0.1360/minute 

Standard Switched Toll Free Services $0.1360/minute 

Switched Toll Free Services 
with Routing Function $0.1 S/minute 

plus monthly recurring charge $9.00 

Travel Card Services $0.25/minute 

Dedicated Outbound WATS Services $0.0740/minute 

Dedicated Toll Free Services $0.0740/minute 

3.14 Directory Assistance Charge 

Per Call Charge 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.15 Operator Services 

Operator services are available to Consumers fiom any Customer location. Operator Services 
allows the Consumer to place a call from a Customer location and arrange for billing other 
than to the originating telephone number. Calls are rounded up to the next whole minute for 
billing purposes and are billed to the Consumer through the monthly bill of the Consumerus 
local exchange carrier. 

The following billing arrangements are available to Consumers through the CompanyC]s 
Operator Services: 

a) Customer Dialed CallindCredit Card 

This is a service whereby the end user dials all of the digits necessary to route and bill 
the call without any operator assistance. Such calls may be billed either to a 
telephone company issued calling card or a commercial credit card. 

b) Operator Station 

This is a service whereby the caller places a non-person-to-person call with the 
assistance of an operator (live or automated). When placing an operator station call, 
the caller is connected to a non-specified individual at the terminating end. Such 
calls may be billed to a calling card, credit card, the called number (collect) or a valid 
third party telephone number. 

This is a service whereby the person originating the call specifies to Carrieris 
operator a particu~lar person to be reached, or a particular person, station, room 
number, department, or office to be reached through a PBX attendant. 
Person-to-person calls may be billed to a calling card, credit card, the called number 
(collect) or a valid third party telephone number. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.15 Operator Services, (Continued) 

3.15.1 Rates 

Operator Assisted Surcharges: 

Mileage 
Range 

0-10 

Customer Dialed Calling Card Station 
Operator Dialed Calling Card 
Operator Station 
Billed to Third Party 
Person to Person 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.16 Integrated Access Service 

3.16.1 General 

Integrated Access Service (IAS) offers a discount for Customers who purchase two or 
more services from the Company under a term agreement of one, two, or three years. 
The discount offered is based on the number of services purchase and the contract 
commitment term. Eligible Customers must commit to a minimum aggregated 
monthly usage of at least $2,500. If during any month of the term, the Customer~s 
usage of Carrierk services is less than the minimum commitment, the Customer will 
pay to Carrier the difference between the minimum commitment and the Customerus 
actual usage of Carrier services. Services eligible for the discount are all Company 
provided switched and dedicated voice services, dedicated Internet service, Frame 
Relay Service and Private Line Services billed to one account, including all remote 
locations (CPE). Dedicated access line charges, customer-premises equipment 
(CPE), installation and ancillary charges (such as Directory Assistance charges and 
Operator Services) are not eligible for the discount and do not contribute to the 
minimum usage commitment. Eligible intrastate, interstate and international usage 
contribute to the minimum commitment and are discounted according to 3.16.2 
below. 

A. Broadband Services 

In addition to the provisions above and in 3.16.4, broadband services (i.e., 
Frame Relay) customers with an IAS plan will be subject to the following 
additional provisions: 

1. At the end of the Customerk service term, service will renew for 
successive three month periods. Either the Customer or Carrier may 
terminate services upon thllZy (30) days written notice prior to then of 
the term or any successive three month renewal. 

2. If the Customer terminates usage of IAS services prior to the end of 
the term, the Customer will pay to Carrier 100% of the then-current 
dedicated access monthly charges (for access provided by the 
Company), multiplied by the number of months remaining in the 
term. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.16 Integrated Access Service, (Continued) 

3.16.2 Discounts 
Term Commitment 

One Year Two Year Three Year 
Two Services 10% 15% 20% 
Three Services 15% 20% 25% 
Four Services 15% 20% 25% 

3.16.3 Nonrecurring Charges 

A nonrecurring charge applies to establish IAS. All local installation charges of the 
local carrier are also passed through to the IAS Customer. 

Nonrecurring IAS Establishment Charge: $1,500.00 

3.16.4 Early Termination 

A penalty is computed and applied as a lump sum to the CustomerIls bill when the 
Customer cancels service prior to expiration of the term commitment by multiplying 
fifty percent (50%) of the minimum usage commitment times the number of months 
remaining in the term. In addition, the Customer who cancels service prior to the 
expiration of the term must reimburse the Company for all CPE. 

3.16.5 Pass Through Charges 

The Company will pass through to the IAS Customer all charges incurred fiom local 
exchange carriers in providing dedicated high capacity access (T-1). 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.17 Residential Customer Service 

3.17.1 Description of Service 

Three options are available to Residential Customers for outbound direct dial, 
inbound toll ffee and calling card service: Bonus Package, Premier Package, and 
Exclusive Package. Calls for all plans are billed in one min~lte increments. The 
minimum call duration for billing purposes is one minute. Reduced international call 
rates are offered to subscribers to all Residential packages for a fixed international 
monthly fee. All Residential Customers subscribed to any other Company service, 
including obsolete services, will be migrated to Bonus Package after due notice, 
unless the Customer specifies an alternative optional Package. 

A. Bonus Package 

Bonus Package offers the Residential Customer low usage rates with no 
monthly plan charges. Travel card calling is offered with a per call service 
charge. Residential interstate PICC charges apply. A monthly minimum usage 
charge applies to each line associated with the service. 

B. Premier Package Service 

Premier Package Service offers the Residential Customer reduced interstate 
calling rates for a fixed monthly fee for each line associated with the service. 
Travel card calling is offered with a per call service charge. Residential 
interstate PICC charges apply. No minimum usage charge applies to Premier 
Package Service. 

C. Exclusive Package Service 

Exclusive Package Service offers the Residential Customer further interstate 
usage rate reductions for a fixed monthly fee for each line associated with the 
service. Travel card calling is offered with no per call service charge. 
Residential interstate PICC charges apply. No minimum usage charge applies 
to Exclusive Package Service. 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.17 Residential Customer Service, (Continued) 

3.17.2 Minimum Monthly Usage Charge 

For those packages which include a Minimum Monthly Usage Charge, all outbound 
and inbound, interstate, intrastate, and travel card usage, contribute towards the 
minimum. Fixed monthly add-on charges for international calling discounts, pay 
telephone surcharges, taxes and fees do not contribute to the monthly minimum. 
When the Residential Customerns combined usage charge in any monthly billing 
cycle falls below the minimum, the Minimum Monthly Usage Charge will apply 
instead of the actual usage charges incurred. 

3.17.3 Rates and Charges 

Minimum 

Option Usage 
Charge 

Bonus $5.00 

Premier 

Exclusive I None 

None 1 $0.1400 1 $0.100 

Fixed 
Monthly 

Fee 

Travel 
Card 

Usage Rate 
Per Minute 

Travel 
Card Per 

Call 
Service 
Charge 

$0.89 

Outbouuld 
Usage Rate 
Per Minute 

hboumd 
(toll-fiee) 

Usage Rate 
Per Minute 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.18 Consumer and Small Business Rate Plan 

3.18.1 General 

The Consumer and Small Business Rate Plan is offered to Residential and Business 
Customers with 5 or fewer lines presubscribed to the Company. This Plan is offered 
only in conjunction with the Company's corresponding interstate plan. Each Option 
listed below includes a monthly calling allowance of 0, 300, 500, or 1000 minutes 
that can be used for direct dialed interstate or intrastate calling. Calls in excess of the 
allowance in a monthly bill cycle are billed at the rate specified below. A monthly 
recurring charge applies per once monthly per line and includes the interstate and 
intrastate calling allowance. 

3.18.2 Description of Options 

Option Monthly Call 
Allowance 
Per Bill Cycle 

Option 1 300 minutes 
Option 2 500 minutes 
Option 3 1000 minutes 
Option 4 0 minutes 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.18 Consumer and Small Business Rate Plan, (Continued) 

3.18.3 Rates and Charges 

A. Calculation of Charges 

All calls are recorded in one minute increments. Total monthly usage is 
determined by measuring each call individually and rounding the call to the 
next full minute on a per-call basis. The total monthly usage during a billing 
period is the sum of the minutes computed for each individual call. The total 
usage sum, minus the monthly call allowance for the option selected by the 
Customer, is multiplied by the usage rate specified below. The resulting 
product is then rounded up to the next cent. 

B. Monthly Recurring Charges 

The Monthly Recurring Charge applies to each line pres~lbscribed to the 
Consumer and Small Business Rate Plan. Multiple lines at a single premises 
may each be presubscribed to a different Option. 

Monthly 
Option 1 $19.95 
Option 2 $29.95 
Option 3 $64.95 
Option 4 $6.95 

C. Usage Charges 

Direct Dialed Outbound Travel Card 
All Options $0.069 per minute $0.25 per minute 
Per Call none none 
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SECTION 3 - LONG DISTANCE SERVICES, (Continued) 

3.19 Business Rate Plan 

3.19.1 Description 

Business Rate Plan is available to the Company's business Customers with no 
monthly minimum charges or line count restrictions. This service utilizes switched or 
dedicated access lines. Outbound calls are billed in six (6) second increments after an 
initial minimum call duration of eighteen (1 8) seconds. Dedicated Toll Free Service 
is billed in six (6) second increments after a minirn~un call duration of tlwty (30) 
seconds. No term and volume discounts apply to this service. 

3.19.2 Rates 

Switched 1+ $O.l54O/minute 

Standard Switched Toll Free Services $0.1540/minute 

Switched Toll Free Services 
with Routing Function $0.1 5/minute 
plus monthly recurring charge $9.00 

Travel Card Services $0.25/minute 

Dedicated Outbound WATS Services $0.0745/minute 

Dedicated Toll Free Services $0.0745/minute 
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SECTION 4 - FRAME RELAY SERVICE 

4.1 Frame Relay Service - Description 

Frame Relay Service is an enhanced form of packet switching which uses variable length 
packets to connect multiple local area networks (LANs) for data transmission. Frame Relay 
Service is available throughout the United States where digital local access is available. The 
rules for Frame Relay Service in this Section are in addition to those rules found in Sections 
1 through 3 of this tariff. 

4.11 Definitions: 

Asynchronous Transfer Mode (ATM) - an international high-speed, high-volume, 
packet-switched transmission protocol standard that supports integrated voice, video 
and data communications. ATM uses short uniform 53 byte cells to divide data into 
packets for ultra fast switching through the network. The 53 byte cells contain 5-byte 
destination address headers and 48 data bytes. 

Committed information rate (CIR) -the statistical measurement of throughput on a 
PVC over time measured in bits per second. The CIR is the rate at which the 
network agrees to accept data fiom the user, and which the network commits to 
transfer data under normal operating conditions. 

Permanent virtual circuit (PVC) - the facilities used to form a communications 
path connecting between two ports. Although a PVC may be defined in static 
manner with static parameters, it is not fixed to a stationary path through the network. 

Port - a network entry or exit point on the frame relay switch that connects to the 
companyC]s fiame relay network. 

Service Date - The date Frame Relay Service is installed and available, or the date 
specified on the customerns order form, whichever is later. The service date is the 
date on which all nonrecurring charges will be billed and monthly charges begin for 
Frame Relay Service. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.2 Frame Relay - General 

4.2.1 Rate Elements 

Frame Relay Service has three rate elements: 

A. local access facilities; 

B. ports; and 

C. a permanent virtual circuit (PVC). 

4.2.2 Local Access 

Local access facilities must be obtained to access Frame Relay Service. The local 
access facilities are ordered from the local exchange telephone company. The rates 
for the local access facilities vary by local exchange company and are found in that 
the Company[ls tariff. 

4.2.3 Port Speed 

Port speed is selected to accommodate the various PVCs that use a particular port. 
The speed represents the highest attainable data rate into or out of the location at any 
point in time. Available speeds range from 56 Kbps to 1.536 Mbps. A frame relay 
port connection provides the physical interface into the network and provides the 
logical termination of PVCs assigned to that port. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.2 Frame Relay - General, (Continued) 

4.2.4 PVC 

The PVC connects the customerOs specific end-points on the interexchange network. 
Each PVC is assigned a committed information rate (CIR), which is the average 
minimum data rate the network will allocate to the PVC under normal operating 
conditions. The data transmission rate for a PVC can be greater than the CIR when 
excess capacity is available on the port and on the network. When this excess 
capacity exists, an average data rate above the CIR may be achieved up to the port 
capacity. Data sent across a virtual connection in excess of that connectionns CIR 
will be marked discard eligible in the event of network congestion, and will be 
delivered only if the instantaneous demand for output on a transmission channel is 
equal to or less than the capacity of the queue for that channel. 

PVCs may be either asymmetrical (one-way) or symmetrical (two-way). 
Symmetrical (two-way) traffic requires the use of one symmetrical PVC or two 
asymmetrical PVCs. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.3 Frame Relay Sewice - Guarantees 

4.3.1 Network Availability 

Network availability is measured as the total number of minutes in a billing month 
during which core network PVC routes are available to exchange data between the 
two network infrastructure node end points, divided by the total number of minutes in 
a billing month. A lapse in network availability is calculated commencing with the 
date on which the customer informs the Company of service non-availability, and 
ends on the date of service restoration. The PVC route will be measured from 
infrastructure port to infrastructure port and will not include the customer premises 
equipment (CPE) or local access facilities. 

4.3.2 Network Availability Objective 

The Company engineerus its network to achieve availability of 99.9% for networks 
designed with ten (1 0) or more network sites and a fully meshed network topology or 
a star network topology in which each remote site has PVCs connected to at least two 
network hubs engineered to a separate infrastructure node. In all other instances, the 
Company engineers its network to achieve availability of at least 99.5% 

4.3.3 Frame Delivery 

Frame delivery measures the percentage of customerns frame relay packets delivered 
from the ~ompany[ls network ingress port to the Companyus network egress port. 
This percentage will not include packet delivery failures attributable to local access 
facilities or CPE. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.3 Frame Relay Service - Guarantees, (Continued) 

4.3.4 Frame Delivery Objective 

The Company engineers its network to achieve a frame delivery level of 99.9% of 
frames within a customerk CIR, and 99.0% of frames above a customerOs CIR. 
These delivery rates apply for networks designed with ten (1 0) or more network sites 
and a fully meshed network topology or a star network topology in which each 
remote site has PVCs connected to at least two network hubs engineered to a separate 
infrastructure node. In all other instances, the Company engineers its network to 
achieve a frame delivery level of 99.0%. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.3 Frame Relay Service - Guarantees, (Continued) 

4.3.5 Network Latency 

Network latency measures the elapsed time, in milliseconds, required for one data 
cell (frame relay packets converted to ATM cells on the cornpanyns backbone 
network) to be delivered from the customerns Frame Relay Service network ingress 
port to the network egress port. Packet delivery failures attributable to local access 
facilities or CPE are not included. 

4.3.6 Network Latency Objective 

The Company engineers its network to achieve a one-way network latency of 65 
milliseconds. This parameter applies for netwarks designed with ten (1 0) or more 
network sites and a fully meshed network topology or a star network topology in 
which each remote site has PVCs connected to at least two network hubs engineered 
to a separate infrastructure node. In all other instances, the Company engineers its 
network to achieve a network latency of 75 milliseconds. 

4.3.7 Frame Relay Service - Guarantee Exclusions 

The standards described above do not include periods of non-attainment resulting in 
whole or in part from one or more of the following causes: 

Any act or omission on the part of the customer, its contractors, or any other 
entity over which the customer exercises control or has the right to exercise 
control; 
Sched~lled maintenance; 
Labor strikes 
Force Majeure events beyond the control of the Company (including, but not 
limited to, acts of God, government regulation and national emergency); and, 
Any act or omission on the part of a third party including, but not limited to, 
the local access provider. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.4 Minimum Service Terms 

4.4.1 The minimum service requirement is one month for domestic service and one year 
for international service. The customer may subscribe to service under one, two, 
three, four or five year term plans. For any term plan, the rates and term discounts 
will be fixed for the term at the discount level below. The terrn will begin on the first 
day of the month following the date the service is installed and available. Upon 
expiration, the term will be automatically extended at the term plan rates and 
discounts for successive ninety (90) day periods, unless thirty (30) days prior to the 
end of the term or each such extension either (a) the customer or the Company 
provides written notice to the other that it does not want such extension, or (b) the 
customer subscribes to another term plan and the rates of the new term plan apply. 

4.4.2 If additional sites are added to a customer~s Frame Relay Service after the initial 
subscription to a term plan, such sites will be incorporated into the customerus term 
plan and will have the same termination date as the customerus original term plan. 

4.4.3 Existing customers may subscribe to a new term plan for Frame Relay Service of the 
same or greater value prior to the end of the customerOs existing terrn plan without 
incurring any termination liability if the new term plan extends beyond the old term 
plan termination date by at least one year. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.4 Minimum Service Terms, (Continued) 

4.4.4 Term Discounts 

Monthly Billing Discount Term in Years 
One Two Three Four Five ----- 

$2,000 5% 6% 7% 8% 9% 
$5,000 8% 10% 12% 14% 16% 
$10,000 12% 14% 17% 19% 21% 
$25,000 14% 17% 20% 23% 25% 
$50,000 16% 19% 22% 25% 27% 
$1 00,000 18% 21% 24% 27% 30% 

4.5 Termination of Frame Relay Service 

Customer must provide the Company with 30 days written notice before terminating fiame 
relay service. Customers terminating service prior to fulfilling their term commitment will 
be assessed a termination liability equal to one hundred percent (100%) of the monthly 
recurring charge for each access line, port and PVC service terminated multiplied by the 
number of months remaining in the first year of the term plan, plus fifty percent (50%) of the 
monthly recurring charges for each circuit canceled multiplied by the number of months 
remaining in the term plan after the first year. The customer will not have any termination 
liability if it subscribes to another Company service of the same or greater monthly revenues 
and volume, and with a term no less than the remaining months of the term plan or one year, 
whichever is greater, at the same time the notice of termination is received. The customer 
will also be liable for a pro-rata amount of any waived installation charges based on the 
number of months remaining in the term plan. 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.6 Rates 

4.6.1 Port Charges 

Nonrecurring Charges: A nonrecurring charge of $275 each for installation per port 
applies. 

Speed (Kbps) 
56 - 64 

112 - 128 
168 - 192 
224 - 256 
280 - 320 
336 - 384 
448 - 512 
504 - 576 
560 - 640 
616 - 704 
672 - 768 
896 - 1024 
1120 -1280 
1344 -1536 

Monthly Rate 
Per Port 

$162.00 
$295.00 
$3 19.00 
$344.00 
$424.00 
$500.00 
$635.00 
$680.00 
$725.00 
$770.00 
$850.00 

$1,010.00 
$1,135.00 
$1,325.00 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.6 Rates, (Continued) 

4.6.2 PVC Charges 

Nonrecurring Charges: A nonrecurring charge of $1 5 each per asymmetrical PVC 
and $30 per Symmetrical PVC, for installation, modification or reconfiguration. 

CIR (Kbps) 
0 
4 
8 

16 
3 2 
48 
64 

128 
192 
256 
320 
3 84 
448 
512 
576 
640 
704 
768 

Monthly Rate 
Asymmetrical [One-Wav) 

$0.00 
$5.00 
$8.00 

$16.30 
$3 1.80 
$46.10 
$53.00 

$101.00 
$151.00 
$201 .oo 
$252.00 
$302.00 
$352.00 
$403.00 
$453 .OO 
$504.00 
$554.00 
$604.00 

Monthly Rate 
Symmetrical (Two-way) 

$0.00 
$10.00 
$16.00 
$32.60 
$63.60 
$92.20 

$106.00 
$202.00 
$302.00 
$402.00 
$504.00 
$604.00 
$704.00 
$806.00 
$906.00 

$1,008.00 
$1,108.00 
$1,208.00 
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SECTION 4 - FRAME RELAY SERVICE, (Continued) 

4.6 Rates, (Continued) 

4.6.2 PVC Charges (Continued) 

CIR (Kbpsl 
832 
896 
960 

1024 
1088 
1152 
1216 
1280 
1344 
1408 
1472 
1536 

Monthly Rate 
Asymmetrical (One-way) 

$655.00 
$705.00 
$755.00 
$806.00 
$856.00 
$906.00 
$957.00 

$1,007.00 
$1,057.00 
$1,108.00 
$1,158.00 
$1,208.00 

Monthly Rate 
Symmetrical (Two-way) 

$1,310.00 
$1,410.00 
$1,510.00 
$1,612.00 
$1,712.00 
$1,812.00 
$1,914.00 
$2,0 14.00 
$2,114.00 
$2,216.00 
$2,3 16.00 
$2,416.00 

4.6.3 Local Access 

Local access facilities shall be provided under the local exchange companyOs tariff. 
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SECTION4 - FRAME RELAY SERVICE, (Continued) 

4.6 Rates, (Contin~led) 

4.6.4 Expedite Charges 

Expedite charges apply when the customer req~lests an installation interval shorter 
than the standard and the Company is able to comply with that request. 

Port Connection $50 
PVC (install, moves, changes, disconnect) $75 
Local Access $50* 

* In addition to any local exchange company expedite charges which will be 
directly passed on to the customer. 

4.6.5 Engineering Charges 

Re-mapping of facilities $100 
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SECTION 5 - PRIVATE LINE SERVICES 

5.1 General 

The Company provides interstate Private Line Service to Customers with transmission 
speeds ranging from 64 Kbps to 1.544 Mbps. Private Line Services are offered on apoint-to- 
point basis. Each Private Line Service is dedicated to the Customer and the entire usable 
bandwidth for each service is available to the Customer for their exclusive use. 

5.1.1 Two Point Service 

Two Point Service allows two Customer designated locations to be connected by one 
Private Line Service. The service terminated at both locations must be the same 
speed and the same capacity. 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.2 Application of Rates 

5.2.1 Recurring Charges 

Recurring charges for Private Line Services vary based on the capacity of service, the 
distance of service, the term plan selected and the monthly revenue commitment 
made by the Customer. Unless otherwise stated in the description associated with the 
rate element in this tariff, Private Line Service recurring charges are applied on a 
circuit basis, per DSO equivalent. A minimum circuit charge applies which varies by 
circuit bandwidth. 

5.2.2 Term and Volume Discounts 

Recurring charges for services purchased under a Term Plan will be fixed for the life 
of the term. The rate level applicable throughout the Term Plan is based on the 
volume commitment specified by the Customer at the time service is ordered. 
Customer may terminate any circuit upon 90 days1 notice; provided that if 
termination occurs; (i) prior to the Activation Date, Customer shall reimburse 
Company for all costs of the implementation of such Circuit; or (ii) on or after such 
date, Customer shall pay: (a) all charges for services previously rendered and (b) the 
amount due through the end of the applicable circuit lease term. 

5.2.3 Nonrecurring Charges 

Nonrecurring Charges (NRC) are one-time only charges. NRC's may be waived for 
certain promotions and under the specific terms of individually negotiated contract 
services. 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

Application of Rates (Continued) 

5.2.4 Pass-Through Charges 

All charges incurred by the Company on the Customerus behalf from any Local 
Exchange Carrier, Competitive Access Provider or Competitive Local Exchange 
Provider will be directly passed on the Customer. Cross-Connect Charges apply to 
Company facilities that are connected by the Company to other carriers or Customer 
interconnect/collocation facility within the same Point of Presence. 

Notes 

1. All charges incurred by Supplier on Customerus behalf from any Local 
Exchange Carrier, Competitive Access Provider or Competitive Local 
Exchange Carrier will be directly passed on to the Customer. 

2. Service not described above will be considered special handling and charges 
will be assessed on an Individual Case Basis (ICB). 

3. All of the above changes are subject to changes with a 30 day notice. 

4. All Private Line ancillary service charges to cities not listed will be priced on 
an individual case basis and will be subject to the terms and charges of the 
underlying carrier. 

5.2.5 Interconnect Charges 

Interconnect Charges apply to connections between the Companyus POPS in the same 
city or between the Companyk suite to another suite in the same building. Since 
costs vary widely by location, the interconnect charges specified in this tariff are the 
minimum amount that will be charged monthly. All interconnect, construction 
charges and individual case basis charges incurred by the Company will be passed 
through to the Customer. Interconnect arrangements are subject to the continuing 
economic availability of the necessary facilities and equipment. 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

Application of Rates (Continued) 

5.2.6 Order Cancellation Policy 

The Company will provide an order confirmation after the Customer places an order 
for service. If the Customer changes the order, a change order charge will apply based 
on the scope of the change. If the Customer cancels the order, the Customer must 
reimburse the Company for all costs incurred to that point. The Customer must 
notify the Company of service date changes 45 days prior to the due date. Service 
date changes may be extended by the Customer a maximum of thn-ty days from the 
due date. 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.3 Service Descriptions 

Private Line Service allows the Customer to connect two locations with private dedicated 
service at one of a number of transmission speeds. 

5.3.1 DSO Service 

DSO Service is a dedicated digital channel with line speeds of 2.4,4.8,9.6,56 or 64 
Kbps. 

5.3.2 DS1 Service 

DS1 Service is a dedicated, high capacity channel with a line speed of 1.544 Mbps. 
DS1 Service has the equivalent capacity of 24 Voice Grade services or 24 DSO 
services. 
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SECTION 5 - PRIVATE LINE SERVICES, (Continued) 

5.4 Rate Schedules 

5.4.1 On-Net DS-0 

Fixed Per Mile Local Loop Installation 
0 - 100 MILES $75.00 I $0.35 R Cost $150.00 
100 + ~ E S  $75.00 R $0.35 I Cost $1 50.00 

5.4.2 On-Net DS-1 

Minimum Per DSO Local Installation 
0 - 200 MILES $250.00 $0.11 R Cost $400.00 
200-500 MILES ----- $0.1 1 R Cost $400.00 

500 + MILES ----- $0.11 I Cost $400.00 

5.4.3 On Net Private Line Term Discounts 

1 Year 5% 
2 Year 10% 
3 Years 15% 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS 

The services in this Section are available only to existing Business customers. Upon expiration of 
the contract term, existing customers my either elect to continue these services at these rates or may 
subscribe to the then current service offerings under preceding paragraphs of this tariff. 

6.1 Obsolete Service Options Formerly Offered by Network Long Distance, Inc. 

6.11 Obsolete MTS Service Options 

Obsolete MTS Service offerings are only available for the remaining period of any 
existing contract. After the expiration of the contract the customer may subscribe to 
MTS under the current service offerings under the preceding paragraphs of this tariff. 

Plan 4 

Plan 4 is a flat rated two -way calling multipoint service, accessible by customers on 
a dial up basis and intended for small business customers utilizing between $0 and 
$49 per month in long distance services. 

Issued: Effective: 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.1 Obsolete WATS Service Options Formerly Offered by Network Long Distance, Inc., 
(Continued) 

6.1.1 Obsolete MTS Service Options, (Continued) 

Plan 5 

Plan 5 is a flat rated two-way calling multipoint service, accessible by customers on a 
dial up basis and intended for small business customers utilizing between $50 and 
$199 per month in long distance services. 

Plan 6 

Plan 6 is a flat rated two-way calling multipoint service, accessible by customers on a 
dial up basis and intended for small business customers utilizing between $200 and 
$349 per month in long distance services. 

Plan 7 

Plan 7 is a flat rated two-way calling multipoint service, accessible by customers on a 
dial up basis and intended for small business customers utilizing between $350 and 
$499 per month in long distance services. 

Plan 8 

Plan 8 is a flat rated two-way calling multipoint service, accessible by customers on a 
dial up basis and intended for small business customers utilizing between $500 and 
$749 per month in long distance services. 

Plan 9 

Plan 9 is a flat rated two-way calling multipoint service, accessible by customers on a 
dial up basis and intended for large business customers utilizing between $750 and 
$999 per month in long distance services. 

Issued: Effective: 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.1 Obsolete WATS Service Options Formerly Offered by Network Long Distance, Inc., 
(Continued) 

6.1.1 Obsolete MTS Service Options, (Continued) 

Plan 10 

Plan 10 is a flat rated two-way calling multipoint service, accessible by customers on 
a dial up basis and intended for large business customers utilizing over $1000 per 
month in long distance services. 

6.1.2 Obsolete 800 Services 

800 Service is the fimishing of dial-type intrastate telecommunications originating 
on feature group facilities provided by the Local Exchange Carrier (LEC) and 
terminating on a Regular Business Line or a Special Access Line (SAL). 

A. Incoming $00 Service (Nationwide) 

Plan 20 

Plan 20 is an incoming 800 service intended for customers utilizing between 
$0 and $99 per month in 800 service. 

Plan 21 

Plan 21 is an incoming 800 service intended for customers utilizing between 
$100 and $499 per month in 800 service. 

Plan 22 

Plan 25 is an incoming 800 service intended for customers utilizing between 
$500 or more per month in 800 service. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.1 Obsolete Service Options Formerly Offered by Network Long Distance, Inc., 
(Continued) 

6.1.3 Obsolete Travel Services 

Travel Service is a feature whereby a customer may access Carrierus network by 
means of an 800 number (provided by Carrier) fiom any touchtone phone, anywhere 
in the continental United States. 

Plan 30 

Available to customers utilizing $0 to $49 per month in long distance services. 

Plan 31 

Available to customers utilizing $50 to $499 per month in long distance service. 

Plan 32 

Available to customers utilizing $500 or more per month in long distance service. 

6.1.4 Operator Services 

Carrier does not provide operator services. 

6.1.5 Directory Assistance 

Residential customers shall be provided with a record of the date and time of each 
directory assistance call made .from their residence. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.1 Obsolete Service Options Formerly Offered by Network Long Distance, Inc., 
(Continued) 

6.1.6 Rates For Obsolete Services Formerly Offered by Network Long Distance, Inc., 
(Continued) 

A. MTS Rates per minute 

Day 

Plan 4 

Evening 

Plan 6 

NightIWeekend 

$0.200 

Plan 8 

Plan 9 

Issued: Effective: 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.2 Obsolete Sewice Offerings Formerly Offered by United WATS, Inc. 

6.2.1 Obsolete Message Toll Sewice (MTS) 

The customer will access the Carrierus network via a 1 OXXX access code provided 
by the Company. 

6.2.2 800 Sewice 

800 Service is virtual banded inbound toll service which permits calls to be 
completed at the subscriberbi location without charge to the calling party. Access to 
the service is gained by dialing a ten digit telephone number which terminates at the 
customerns location. 

6.2.3 Travel Card Sewice 

Allows subscribers who are away from home or ofice to place calls by gaining 
access to the Carrierk network via an 800 number. 

6.2.4 Directory Assistance 

Directory Assistance will be provided by the Carrier at per call charge as set forth in 
this tariff. 

6.2.5 Operator Service 

The Company does not provide Operator Service at this time. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.2 Obsolete Service Offerings Formerly Offered by United WATS, Inc. (Continued) 

6.2.6 Rates for Obsolete Service Offerings Formerly Offered by United WATS, Inc. 

A. Obsolete Switched MTS Services 

$0.1490 per minute. Service is billed with a 6 second minimum and in 6 
second increments thereafter. Partial seconds of usage are rounded up to the 
next highest 6 second increment. 

2. 800 Switched Services 

$0.1590 per minute. Service is billed with a 6 second minimum and in 6 
second increments thereafter. Partial seconds of usage are rounded up to the 
next highest 6 second increment. 

C. Travel Card Services 

$0.2500 per minute. Service is billed with a 30 second minimum and in 6 
second increments thereafter. Partial minutes of usage roundedup to the next 
highest minute. 

D. Dedicated Outbound WATS : 

$0.0875 per minute. Service is billed with a 6 second minimum and in 6 
second increments thereafter. Partial seconds of usage are rounded up to the 
next highest 6 second increment. 

E. Dedicated Inbound 800 Services 

$0.0875 per minute. Service is billed with a 6 second minimum and in 6 
second increments thereafter. Partial seconds of usage are rounded up to the 
next highest 6 second increment. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.2 Obsolete Service Offerings Formerly Offered by United WATS, Inc. (Continued) 

6.2.6 Rates for Obsolete Service Offerings Formerly Offered by United WATS, Inc. 

1. Directory Assistance 

Directory assistance will be provided at a charge of $0.50 per call. 

2. Late Payment Penalty 

Customers will be charged 1.5% of any amounts owed to the Company 
beyond the due date as set forth within this tariff. 

3. Dishonored Check Charge 

Per Check Charge: $20.00 

4. Promotional Offerings 

The Company may, fkom time to time, make promotional offerings. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.3 Obsolete Service Offerings Formerly Offered by National Teleservice, Inc. 

6.3.1 Obsolete Outbound 1+ Services 

Outbound 1+ rates apply when the person originating the call dials the telephone 
number desired and completes the call, and the call is billed to the calling station. 

Rate Per Minute: $0.149 

6.3.2 Calling Card 

A calling card service that may be accessed fiom any touch tone or rotary telephone. 
The Customer dials the appropriate telephone number desired and completes the call 
and the call is billed to the Calling Card. 

Rate Per Minute: Day: $0.27 
Evening: $0.23 
Night: $0.23 

6.3.3 Inbound 800 

Inbound 1+ rates apply when the person originating the call dials the 800 telephone 
n~nnber desired and completes the call, and the call is billed to the called station. 

Rate Per Minute: $0.166 

6.3.4 Directory Assistance 

Rate Per Call: 

6.3.5 Bad Check Charge 

Charge Per Check: $20.00 
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SECTION 6 - OBSOLETE SERVICE OFFEIUNGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company 

6.4.1 Business Outbound Standard Service 

Switched 1+ Long Distance Service allows Business Customers to make direct dialed 
long distance calls. Customers access the service via local exchange company- 
provided Feature Group D switched access circuits. 

6.4.2 Business In-Bound "Toll-Free" Service 

Switched In-Bound 800 Service is a "toll-free calling" service offered to business 
customers. The CBLD Customer is billed for each 8001888 call, rather than the call 
originator. Calls terminate to the Customer over local exchange Company provided 
switched access circuits. 

6.4.4 TravelMaster Select Service 

TravelMaster Select Service enables customers to use CBLD's service while away 
fiom their home or office. Customers must dial an access code in addition to an 
authorization number and the destination telephone number. 

Issued: Effective: 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.5 Directory Assistance 

Directory Assistance is available to Customers of CBLD. A Directory Assistance 
charge applies to each call to the Directory Assistance Bureau. Up to two requests 
may be made on each call to Directory Assistance. 

6.4.6 Debit CardrPrepaid Card Service 

The CBLD Debit Cardprepaid Card allows customers to pay a fixed dollar amount 
in advance for long distance calling over CBLD's network. Customers use an 
"8001888" number for access from touch tone phones. Customers can place direct 
dial calls using the service. 

The following types of calls may not be completed using the Debit CardPrepaid 
Card: 

* calls to 700, 800, and 900 numbers 
* calls to directory assistance 
* operator assisted calls 
* conference calls 
* calls requiring time and/or charges 

6.4.7 Association Program 

The following program is offered to qualified Association Groups for their 
association members. Association Groups include, but are not limited to, trade 
associations, professional or social associations, nonprofit groups, or other bona fide 
associations. Association Groups who will jointly market the company's service are 
required to qualify as an Agent of the Company. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.8 Operator Assisted Services 

The Company provides the Customer operator services where technically available 
on a per call service charge basis. The Company's operator services are accessible on 
a twenty-four (24) hour a day, seven (7) days a week basis. 

6.4.9 Network Plus 

Network Plus Service is a switched service which allows Customers to make direct 
dialed long distance calls and receive toll fiee inbound service for the same per 
minute rate. For billing purposes, call timing is ro~mded up to the nearest six (6) 
second increment after the initial minimum period of six (6) seconds. 

Calls are not time-of-day or mileage sensitive. Customers are billed based on actual 
monthly usage billing. All domestic interstate and intrastate usage contributes to and 
receives the volume discount. 

In addition to the volume discount, Customers may receive an additional discount by 
signing a term commitment of 24 months or 36 months. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.10 Core Business Service 

Core Business Service is a switched bundled service including inbound and outbound 
calling, a travel card option and access to directory assistance. This service is targeted 
at business Customers with at least $25.00 in monthly billing for all Customer 
locations. Customers choosing this service will be billed the difference between 
actual usage and the $25.00 minimum should billing in any given month fall below 
the stated minimum. 

Calls are not time-of-day nor mileage sensitive. Calls are billed in six (6) second 
increments with an initial increment for billing purposes of six (6) seconds. Travel 
Card calls are billed in six (6) second increments with an initial period, for billing 
purposes, of thirty (30) seconds. 

Customers receive a discount based upon actual billing per month on combined usage 
of all interstate, intrastate and international calling including calls to directory 
assistance and made through the use of a Company travel card. Customers who 
commit to a 12 or 24 month agreement receive an additional discount. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.11 Enterprise Service 

Enterprise Service is a dedicated bundled service with switched access overflow. 
Service includes inbound and outbound calling, a travel card option and access to 
directory assistance. This service is targeted at business customers with at least 
$3,000.00 in monthly billing. Customers choosing this service select arate plan based 
on anticipated minimum monthly billing for all Customer locations. Customers 
choosing this service will be billed the difference between actual usage and the 
minimum should billing in any given month fall below the stated minimum. 

Calls are not time-of-day nor mileage sensitive. Calls are billed in six (6) second 
increments with an initial increment for billing purposes of six (6) seconds. Travel 
Card calls are billed in six (6) second increments with an initial period, for billing 
purposes, of thrty (3 0) seconds. 

Customers must commit to a twelve (1 2) or twenty-four (24) month term. Customers 
receive a discount based upon actual billing per month on combined usage of all 
interstate, intrastate and international calling including calls to directory assistance 
and made through the use of a Company travel card. 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.12 Rates 

A. Business Outbound Standard Service 

For billing purposes, call timing is rounded up to the nearest six (6) second 
increment after the initial minimum period of thuty (30) seconds. 

OFF-PEAK 

Rate per minute: $0.1 500 $0.1500 

B. Business In-Bound "Toll-Free" Service 

For billing purposes, call timing is rounded up to the nearest six (6) second 
increment after the initial minimum period of thirty (30) seconds. 

01 Rate per minute: 

Issued: Effective: 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.12 Rates, (Continued) 

D. TravelMaster Select Service 

Calls are billed in six (6)  second increments with a minimum call duration of 
thirty (30) seconds. 

/I Rate per call: 

Rate per minute: 

E. Directory Assistance 

$0.2500 

The Directory Assistance charge applies to each call regardless of whether the 
Directory Assistance Bureau is able to furnish the requested telephone 
number. 

Per call to Directory Assistance: $0.65 

F. Debit Cardmrepaid Card Service 

Cards are decremented for each minute or fiactional minute of use as set forth 
below. As calls are placed, charges for the call are deducted on a real-time 
basis until the full amount of the card is exhausted. Customers will be 
notified in advance of the exhaustion of the card. Payment must be received 
by the Company or its authorized agent prior to activation of the account. 

Issued: Effective: 
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SECTION 6 - OBSOLETE SERVICE OFFERTNGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.12 Rates, (Continued) 

G. Association Program 

To qualify for this program, Association Groups must have sign a minimum 
of 10 members to CBLD1s long distance service and bill a minimum of $250 
per month within six months of beginning service with CBLD. Service is 
provided to qualified Association Groups under contract. This program 
offers outbound direct dialing, inbound "toll-fiee" 8001888 service, and travel 
service. Calls are billed in six (6) second increments after a minimum call 
duration of thirty (30) seconds. 

Per Minute Rate: 

Product Type 

Outbound 

Directory assistance, per call: $0.50 

PEAK 

Inbound 8001888 

TravelMaster 

Issued: Effective: 

OFF-PEAK 

$0.1200 

By: 

$0.1200 

$0.1300 

$0.2500 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.12 Rates, (Continued) 

H. Operator Assisted Services 

The Company provides the Customer operator services where technically 
available on a per call service charge basis. The Company's operator services 
are accessible on a twenty-four (24) hour a day, seven (7) days a week basis. 
In addition to the usage charges, at least one per-call service charge applies. 

Customer Dialed Calling Card $1 .O5 
Operator Dialed Calling Card $2.10 
Operator Station 

Collect $2.10 
Billed to Third Party $2.17 

Person-to-Person $4.50 
Operator Dialed ,Surcharge: $1.00 

Rates 

Issued: Effective: 

By: Karen T. Hanson, National Director - Regulatory Affairs 
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Per Call Operator Service Charges 

Mileage 

1-10 

11-16 

17-22 

23 - 30 

31 -40 

41 -55 

56 - 85 

86 -124 

125-244 

245-475 

Initial 
Minute 

$0.1800 

0.2280 

0.2340 

0.2580 

0.2700 

0.2880 

0.3060 

0.3 180 

0.3240 

0.3300 

NightJWeekend 

Each Add'l 
Minute 

$0.1080 

0.1200 

0.1320 

0.1440 

0.1560 

0.1740 

0.1920 

0.2040 

0.2160 

0.2280 

Evening 

Initial 
Minute 

$0.2400 

0.3040 

0.3 120 

0.3440 

0.3600 

0.3840 

0.4080 

0.4240 

0.4320 

0.4400 

Each Add'l 
Minute 

$0.1440 

0.1600 

0.1760 

0.1920 

0.2080 

0.2320 

0.2560 

0.2720 

0.2880 

0.3040 

Day 

Initial 
Minute 

$0.3000 

0.3800 

0.3900 

0.4300 

0.4500 

0.4800 

0.5100 

0.5300 

0.5400 

0.5500 

Each Add'l 
Minute 

$0.1800 

0.2000 

0.2200 

0.2400 

0.2600 

0.2900 

0.3200 

0.3400 

0.3600 

0.3800 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.12 Rates, (Continued) 

I. Network Plus 

For billing purposes, call timing is rounded up to the nearest six (6) second 
increment after the initial minimum period of six (6) seconds. 

Calls are not time-of-day or mileage sensitive. Customers are billed based on 
actual monthly usage billing. All domestic interstate and intrastate usage 
contributes to and receives the volume discount. 

In addition to the volume discount, Customers may receive an additional 
discount by signing a term commitment of 24 months or 36 months. 

Rates 

Per Minute Rates: $0.2500 

Volume Discount: 

Issued: Effective: 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.12 Rates, (Continued) 

I. Network Plus, (Continued) 

Term Discount: 

24 month term commitment 5% 
3 6 month term commitment 7% 

J. Core Business Service 

Calls are not time-of-day nor mileage sensitive. Calls are billed in six (6) 
second increments with an initial increment for billing purposes of six (6) 
seconds. Travel Card calls are billed in six (6) second increments with an 
initial period, for billing purposes, of thrty (30) seconds. 

Rates 

Outbound service $0.23 per min~te  
Inbound service $0.23 per minute 
Travel Card service $0.23 per minute 
Directory Assistance $0.80 per call 

Volume and Term Discount Schedule 

Month-to-Month 12 month 24 month 
Billing Volume 

$25.00-$249.99 0.0% 10.0% 15.0% 
$250.00-749.99 5.0% 15.0% 20.0% 
$750.00+ 7.5% 17.5% 22.5% 
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SECTION 6 - OBSOLETE SERVICE OFFERINGS, (Continued) 

6.4 Obsolete Service Offerings Formerly Offered by Cincinnati Bell Long Distance 
Company, (Continued) 

6.4.12 Rates, (Continued) 

K. Enterprise Service 

Calls are not time-of-day nor mileage sensitive. Calls are billed in six (6) 
second increments with an initial increment for billing purposes of six (6) 
seconds. Travel Card calls are billed in six (6) second increments with an 
initial period, for billing purposes, of thirty (30) seconds. 

Rates 
Dedicated Switched overflow 

Outbound service $0.1 0 per minute $0.23 per minute 
Inbound service $0.10 per minute $0.23 per minute 
Travel Card service $0.23perminute $0.23perminute 
Directory Assistance $0.80 per call $0.80 per call 

Volume and Term Discount Schedule 

12 month 24 month 
Billing Commitment 
$3,000.00 5.0% 10.0% 
$6,000.00 10.0% 15.0% 
$9,000.00 12.5% 17.5% 
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SECTION 7 - PROMOTIONS 

WDC 327868~1 
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FOR CUSTOMER SERVICE CALL 1 -800 -364 -2828  

Broadwlng can offer you a 
technically superior network 
for all your communication needs- 
internet, voice. data and beyond. 

This nationwide network. built 
f ram the prwnd Up, was engineered 
to support growing businesses, 
expensl ve technologies and 
provide one Complete 
communications solution. 

please contact our Customer Care 
Department for more information 
on Broadwing's full line of 
products and services: 
Phone (800) 364-2828 

If YOU dispute any portion of this Invoice, please call Customer 
Service at 1-800422-1199 immediately. Invokes not disputed 
wiUlin 30 Bys may nd be subject to dispute ihereaAer. 

PAYMENTS RECEIVED 
ADJUSTMENTS 

NEW USAGE CHARGES 
RECURRING CHARGES 
NON-RECURRING CHARGES 
OTHER CHARGES AND CREDITS 
SERVICE CHARGES 
TAXES 

Total Amount Due I 

Total Amount Due 

I 
To avoids 1.5% latepeymenr chrge, paymenimwt bo m~ived  by Payment Due Date 

PLEASE MAKE CHECK PAYABLE TO: 

Broadwing Communications, LLC 
P.O. Box 7015 
Washington, DC 20500 
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CURRENT ACCOUNT ACTIVITY 

NON-RECURRING CHARGES : 
FUSF RECOVERY SURCHARGE VOICE KRC 

W A L  NON-RECURRlNG CHARGES r 
OTHER CRARGES AND CREDITS: 

SURCHARGES : 
. COMMON CARRIW SUBSCRIPTION 
TOTAL SURCHARGES : 

TOTAt OTHEU W G E S  AND CREDITS: 
TAXES : 

FEDERAL EXCISE TAX 

TOTAL TAXES: 

SERVICE CHARGE 
lwrm c m  CHARQES 



FOR CUSTOMER SERVICE CALL 1-800-364-2828 
Cuslomar Name Aerounl Number Ofoup Number Billlng PerM lnvoh Me Pase - 

3 O f  3 

I = INTL ORlGlNATlON El = ECONOMY 1 N n  S = PROMOTIONS 



Broadwing Communications, LLC 
Broadwing Communications, LLC 
P.O. Box 7015 
Washinotc 

I - INVOICE SUMMARY I 
I 

INVOICENUMBER: INVOICE DATE: I 

CURRENT CHARGES AND CREDITS I 
Finance Charges: 
Rnum'ng Charges: 
Usage Charges: 
Non-Recurring Charges: 
Discounts: 
Taxes: 

m ,  DC 20500 

Account No 

ACCOUNT SUMMARY 

FOR BILLING INQUIRIES: 

Phone: (877) 946-4777 Fax: (888)335-1339 

Previous Balance: 

Payments Received: 
Adjustments: 
Total Current Charges: 

Total Amount Due: 

PAYMENT DUE DATE: 

I TERMS 

Please send payment lo: A-rn 

Finance charge of 1 S%per month is assessed on unpaid 
balance akr  due dam. 

Broadwing Communications, LLC 
P.O. Box 7015 

If a dispute arises as to any portion of lhii invoice, please 
pay the undisputed amount of the invoice and send a written 
description of the disputed amount not later then 30 days from 
the dale of the invoice. 

Washington, DC 20500 

Check here if name, address, w 
B h o n e  number has changcd. 

The world'sfi~$.beaufi~'-~ A -. etworksM 
Amount Enclosed: 



ADJUSTMENTS DETAIL 

Date Description 

credit ~iscellaneous CRdit Adj . 

Credit Misallanwus Cndit Adi - 
Credit Miscellaneous Credit Adi - 
I 

Disconnect Credit - 

Subtotal Tor Adjustments: 

RECURRING CHARGES 

PRIVATE LlNE SERVICES PRODUCT LlNE 

Blnlng dimuit Customer 
Period ID Circuit ID City Pair Description 

Amount 

Service 
Order Amount 



RECURRING CHARGES 

PRJVATE LlNE SERVICES PRODUCT LlNE 

Billing Cucuit Customer 
Perlod ID Circuit ID City Pair Description 

Service 
Order Amount 

Subtotal for Private Line Services Product Line (SewiceLevel): 

RECURRING CHARGES 

PRlVATE LlNE SERVICES PRODUCT LlNE 

Billlng Circuit Costomer 
Perid ID Circuit ID Clty Pair Description 

. . 
Service 
Order Amount 



RECURRING CHARGES 

FRAME RELAY SERVICES PRODUCT LINE 

Billing 
Period 

Circuit Customer 
ID Circuit ID City Pair Description 

Service 
' Order Amount 

Snbtotel for ~ r a i e  Reky Services Product Line (Service Level): 

Subtotal Tor Frame Relay Servicer Product Line: 

Subtotal for Recurring Charges: 

Subtotal for Account 211: 

Total for This Invoice: 



AGREEM[ENT FOR THE PURCHASE AND SALE OF ASSETS 

by and between 

the Sellera party hereto 

and 

the Buyem party hereto 

dated as of February 22,2003 
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AGREEMENT FOR THE PURCHASE AND SALE OF ASSET?3 

THIS AGREEMENT FOR THE PURCHASE AND SALE OF ASSETS is made as of 
February, 22,2003 by and between Broadwing Communications Services Inc, a Delaware 
corporation, Broadwing Comrnunicatio~]~ Services of Virginia, hc., a Virginia corporat.ion, 
Bmadwing Communicatians Real Estate Services LLC, a Delawm limited liability company, 
Broadwing Services LLC, a Delaware limited liability company, MC Business Services LLC, a 
Delaware limited liability company, Broadwing Logistics LLC, a Delaware limited liability 
company, Bmadwing Teleco~mutications Inc., a Delaware corporation, IXC Internet Services, 
Inc., a Delaware corporation, and MSM Associates, Limited Partnership, a Delaware limited 
partnership (individually, a "Selle?' and collectively, "Sellers"), on the one side, and C I11 
Communications, LLC, a Delaware limited liability company rCIII"), and C I11 
Communications Operations, LLC, a Delaware limited liability company (individually, a 
"Buvern and collectively, "Buyers"), on the other side. 

RECITALS 

A. WHEREAS, Sellers are, among ofher things, engaged in the Business (as 
defmed herein); 

B. WHEREAS, Sellers desire to sell, transfer and assign to suyers, a d  
Buyers desire to purchase imm Sellers, the Business and the Acquired As- (as defd.h%n), 
and Buyers are willing to assume the Assumed Liabilities (as defined herein), in each ease as 
more fully described and upon the terms and subject to 'the conditions set forth herein, 

C. WHEREAS, Sellers, on the one side, and Buym, on the other side, 
contemplate entering into the Bill of Sale, the Assignment and ~ssumption Agrrwnent, each as 
defined herein, and the other documents and instruments to be executed and delivered to 
effectuate the transfer of the Acquired Assets and the assumption of the Assumed Liabilities and 
the other tmx4actians contemplated hereby; and 

D. WHEREAS, one or more of Sellers andor their Affiliates, on the one side, 
and Buyers, on the other side, contemplate entering into the Help Desk Agreement, the APTIS 
Software Agreement, the Intercompany Agreements, the Transition Services Agreement, ahd 
certain other Collateral Agreements, each as defined herein, among other reasons, to &ble 
Buyers to continue to conduct the Business substantially as currently conducted by Sellers. 

NOW, THEREFORE, in consideration of the mutual agreements, covenants, 
representations and warranties contained herein and other g o d  and valuable consideration, the 
receipt and sufficiency of which are hereby acknowledged, and subject to the terms and 
conditions hereinafter set forth, and intending to be legally bound hereby, the parties hereto 
hereby agree as follows: 



AGREEMENT ' 

1. Definitions 

1.1 Defined Terms 

For the purposes of this Agreement, the following words and phrases shall have the 
following meanings whenever used in this Agreement (including the Schedules and Exhibits 
hereto): 4 

  account in^. Firm" has the meaning assigned to it in Section 2.4(e). 

"Accountinn Firm ~ete&ination" shall have the meaning assigned to it in Section 2.4k). 

"Acquired Assets" means, collectively, the Purchased Assets, the Purchased Contracts 
and Permits and the Transferred Communications Licenses. 

"Action" - means any action, litigation, claim, suit, mediation, arbitration, inquiry, 
government or other investigation orpoceeding OF say nature, wkdhsr.criminal, civil, 
legislative, administrative, regulatory, proseculorial or otherwise, by or before any mediator, 
arbitrator or Governmental Body or similar Person. 

"Adiusted CWC Purchase Price" has the meaning assigned to it in Section 2.4(&. 

"Adiustment Receivables" means all Receivables and "Disputes Withheld" and "Disputes 
Paid Under Protesty' included in the accepted cost of services as contemplated by, and calculated 
in accordance with the principles applied in calculating the Adjustment Receivables as of 
December 3 1,2001 set forth in, Schedule 2.4h). 

"Adiustment Statements" has the meaning assign& to it in Section 2.4(d). 

"Affiliate" of any Person means any Person that controls, is controlIed by, m is under 
common control with such Person. As used herein, "control" means the possession, d i t l y  or 
indirectly, of the power to direct or cause the direction of the management and policies of such 
entity, whether through ownership of voting securities or other interests, by contract or 
otherwise. Far purposes of Sections 3 . 8 , s  and 52. "Affiliate" also means subsidiaries of the . 
Sellers or any Person in which a Seller holds any equity interest (other than any minority equity 
interests held solely for investment purposes by any Seller). 

"Ameement" means this Agreement for the Purchase and Sale of Assets, as amended, 
supplemented or otherwise modified in accordance with the terms herein. 

"Allocation" has the meaning assigned to it in Section 5.3b). . 

"APTIS Software Apeement" has the meaning assigned to' it in Section 5.1 1 (b). 

"Assets" - means any assets and properties, tangible and intangible, including the Business 
Records, the Personal Property, Seller 1P and Seller IPR, used in the conduct of the Business ' 



(including all such assets that comprise a part of the Network), other than Contracts, Permits and 
Communications Licenses, 

"Assinnrnent and Assum~rion Ameement" has the meaning assigned to it in Section 
6 m .  

"Assumed Liabilities* has the meaning assigned to it in Section 2.Sta). 

"Balance Sheet" means the statement of assets and liabilities included in the Financial 
Statements. 

"Bankmptcv" means, with respect to a Person, that such Person-becomes insolvent or 
generally fails to gay, or admits .h inwriting its inability.to pay, debts as they become due; or such 
P e r ~ n  applies for, consents to or acquiesces in the appointment of a trustee, receiver or other 
custodian for such Person or any property thereof, or makes a general assignment for the benefit 
of creditors; or, in the absence of such application, consent or acquiescence, a tnrsteeS receiver or 
other custodian is appointed for such Person or for a substantial part of its property and is not 
discharged within 30 days; or my bankruptcy, reorganization, debt arrangement or other case or 
proceeding under any bankruptcy or insolvency law; or any dissolution or liquidation proceeding 
is commenced in respect of any of such Person, and, if such case or proceeding is not 
commenced by such Person, it is consented to or acquiesced in by such Person or remains for 30 
days undismissed or an order for relief is entered in any such involuntary bankruptcy; or su& 
Person takes any corporate action to authorize, or in furtherance of, any of the foregoing. 

cLBCI" - shall mean Broadwing Comunkations, Inc., a Delaware corporation. 

"BCI and Sellers' Guaranties" bas the meaning assigned b it iri Section 5.20. 

'Benefit Plan" means each "employee benefit plan," as defined in Section 301  of ERISA 
(including my "multiemployer plan" as de5ned in Section 3(33  of ERISA) and each pro&t- , 

sharing, bonus, stock option, stock pwcha~e, stock ownership, pension, mtirement, severance, 
deferred compensation, excess benefit, suppkrnental unemployment, post-retirement medical or 
life insurance, welfare or incentive plan, or sick leave, long-term disability, medic@, 
hospitalization, life insurance, other insupme plan, or other employee benefit plan, program or 
arrangement, whetber written or unwritten, qualified or non-qualified, funded or unfUndcd, 

- sponsored, maintained or coniriiuted to by Sellers in which any c m n t  or former Business 
Employee partidpates or with respect to which the Sellers have ahy liability, with respect to any 
current or former Business Employe. 

"Bill if sale" has the meaning assigned to it in Section 6.2@ 

  broad win^ Name" shall mean any name that contains or is derived from the words 
c%r~adwing$p, "Broadwing Communications", "Broadwing Services", any derivatives thereof, or 
my name intendedm likely to be corhsed or associated with any such words. 

'']Business" shall mean the businesses currently operated by Sellers of providing data and 
voice communications services via a national fiber network with multiple protocols to carrier 



enterprise customers; provided, that wBusiness" shall not be deemed to include the Retained 
Busgess, any Excluded Asset or any Excluded Liability. 

"Business ,Days' means a day that is not a Saturday, a Sunday or a day.on which banks in 
The City of New Yo& are authorized or required by law, regulation or executive order to remain 
clostd. 

"Business Employees" means the (i) employees ofBC1 or Sellers who work primarily in 
the Business and who continue to be employees of Sellers working primarily in the Business 
until and as of the First Stage Closing Date and (ii) employees hired by the Business between the 
date of this Agreement and the First Stage Closing Date who continue to be employees of BCI or 
Sellers working primarily in the Business until and as of the First Stage Closing Date. 

"Business Records" means, collectively, all business books, records, ledgers and files or 
other similar business infomation of Sellers (in any form or medium) related to thc Business, 
except the general ledger (other than the Oracle sohare on which the general ledger is kept 
containing a copy of the general ledger), stock ledgers, corporate minute books, litigation files, 
Tax Returns and other corporate level information and all information with respect to thc 
Excluded Assets, Excluded Liabilities and the Retained Business (collectively, the "Excluded 
Business Records"). 

''Buv~Ts") has the meaning assigned to it in the preamble. 

"Buyers' Consents" has the meaning a$signed to it in Section 4,3m. 

J "Buvers' Covenant Failure" shall ha e the meaning assigned to it in Section 5.7Tt,). 

'%uyersY Parent" means Corvis Corporation, a Delaware Copration. 

"Buvers' Parent Guarantv," has the meaning assigned to it in Section 2.8. 

"Buvers' R&W Breach" shall have the meaning assigned to it in Section 5.71bl. 
. . . . .. - -_-- ,, , . __ 

Tags shall have the meaning assigned to it in Section 8.3(b). 

"C - 111" has the meaning assigned to it in the preamble. 

"C III LLC Ameement" has the meaning assigned to it in Section 5.1 l(e). , 

" C i d t  Comitments" means hose commitments for circuits or local loops of the 
Business &mprising a part of the Network arising from orders placed pursuant to tariffs or 
master circuit lease agreements with third party vendors such as RBOCs, competitive access 
providers or competitive local exchange carrim, 

"Claim" - has the meaning assigned to it in Section 8.2(a]. 

"Closing Adjustment Receivablesn and "Closina Adiustment Receivables Statement" 
have the meanings assigned to them in Section 2.4h). 



"Closinp Adiustment Receivables Pool" means Seven Million Five Hundred Thousand 
U.S. Dollars ($7,500,000). 

"Cfosinp Disagreement Notice" has the meaning assigned to it in Section 2.4(e). 

"Closing workiha Ca~ital" has the meaning assigned to it in Section 2.41d). 

"Closing Workinn Cauital Statement" has the meaning assigned to it in Section 2.41dI. 

"COBRA Covera~e" means health continuation coverage as required by Section 4980 of 
the Code of Part 6 of Tile I of ERISA. 

"Code" - means the Internal Revenue Code of 1986, as amended, 

"Collateral Aereements" means the Bill of Sale, Assignment and Assumption Agreement, 
. Help Desk Agreement, APnS Software Agreement, Intercompany Agreements, Xntellectual 

Property Rights Assignment Agreement,. C Ill LLC Agreement, Escrow Agreement (Working 
CapiWndemnity), Escrow Agreement (Cranberry Adjustment), Escrow Agreement (Closing 
Adjustment Receivables), Escrow.Agreement~(Second Stage Closing], Transition Serviccr~ 
Agreement, Sellers' Parent Guaranty, Buyers' Parent Guaranty, and the other documents and 
instruments to be executed and delivered to effectuate the transfer of the Acquired Assets and.& 
assumption of the Assumed Liabilities and the other transactions contemplated hereby, and any 

. other agreement or instrument entered into at or prior to the First Stage Closing Date and/or the 
Second Stage Closing Date pursuant to the provisions of this Agreement, each as amended, 
supplemented or otherwise modified in accordance with the terms herein and/or therein. 

"Collected Closing Adjustment Receivables I" and "Collected.Closinp;.Adiustrnent 
Receivables. 11" have the meanings assigned to themin. Section 2 . a .  . 

"Collected PA Accounts'' has the meaning assigned to it in Section 5.22. 

"Commitment Letter" has the meaning assigned to it in Section 5.23. 
.-. . . . 

" . .- -__. _ .. 
, .  "Communications Act" has the meaning assigned to itin Section 3.3hl. 

. , "Communications Licenses" has the meaning assigned to it in Section 3.5(a). 
. . 

" C o m ~ e "  has the meaning assigned to it in Section 5.8. 

"Confidential Information" has the meaning .=signed to it in Section 5.9. . . 

, . a~onsc&' means any consent, action, approval, authorization, waiver or Ordeer. 

"Contracts" means all contracts, agreements, leases, subleases, licenses, sublicenses, 
commitments, assignments and arrangements, whether written or oral. 

''Cranberry Plan Adiustrnent Amount" means an adjustment to the Initial Pmhase Pfice 
determined in accordance with Exhibit A attached hereto. 



"Cranbem Plan Adiustment Statement' has the meaning assigned to it in Section 2.4id). 

"Credit Apreement" shall mean that certain Credit Agreement, dated as of November 9, 
1999, amended and restated as of J a m w  12,2000; and as further amended from time to h e . ,  
among Cincinnati Bell and MCS, as the borrowers, Cincinnati Bell as parent guarantor, the 
Initial Lenders, Initial Issuing Banks and Swing Line Banks, each mimed and as defined therein, 
Bank of America, N.A., as syndication agent, Citicorp USA, Inc., as administrative agent, Credit 
Suisse First Boston and The Bank of New York, as co-documentation agents, PNC Bank, N.A., 
as agent and Salomon Smith Barney Inc. and Banc of America Securities LLC, as joint kd , . 

arrangers, together with all collateral agreements thereto. 

"Current Assets" has the meaning assigned to it in Section 2.4{i). 

"Current Liabilities" has the meaning assigned to it in Section 2.4(iI. 

"Customer Contracts" shall have the meaning assigned to it in Section 2.2, 

;'~asements" means easements, n;ghts of way and similar interests in real property. 

"ELI Contract" means that certain Fiber and Construction Lease Agreement, dated 
February 28,1999, between IXC Communications Services, Inc. and Electric Lightwave, Inc. 

TLT Dispute" shall have the meaning assigned to it in Section 5.1 6(cI. 

"ELI Replacement Fiber$' shdl have the meaning assigned to it ia Section 5.1 6(c). 

"ELI Route" shall have the meaning assigned to it in Section 5.1 6bI. 

"Em~lovment AzreementYy means a contract, offer letter or agreement of Sellers with or 
addressed to any Business Employee pursuant to-which Sellers have any a m  or contingent 
liability or obligation to provide compensation or benefits in consideration for past, present or . 
. fim mice$, or pursuant to which any Business Employee undertakes confidentiality or naa- 
competition obligations. 

"Encumbrance" means any mortgage, pledge, security interest, easement, hypothecation, 
assignment, lien or other encumbrance. 

"Environmental Law or Order" shall mean any Law or Order which relates to .or 
0th-se imposes liability or standards of conduct concerning discharges, emissions, release a 
threatened releases of noises, pathogens, odors, pollutants, or contaminants or~hazardous or to& 
wastes, substances or materials, whether as matter or energy, into air (whether indoors or out), 
water (whether surface or underground) or land (including any subsurface strata), or otherwise 
relating to their manufacture, processing,,generation, distribution, use, treatment,. storage, 
disposal, cleanup, transport or handling, including the following Laws: Comprehensive 
Environmental Response, Compensation and Liability Act of  1980, as amended, the Sup&d 
Amendments and Reauthorization Act of 1986, as amended, the Resource Conservation and 
Recovery Act of 1976, as amended, the Toxic Substances Control Act of 1976, & amended, &e 
Federal Water Pollution Control Act Amendments of 1972, the Clean Water Act of 1977, as 



amend'ed,the ~ational Environmental Policy Act of 1969, and any state provision analogous to 
any of the foregoing. 

"Environmental Liabilitv" means, without IirmWn, all damages; losses and liabilities 
(including investigation, cleanup, compliance, enforcement, response and toxic tort liabilities) . 

(whether absolute, contingenf matured, liquidated, accrued, known, or unknown), including 
fines, penalties, capital expenditures, fees and expenses of any or nature whatsoever, 
including of counsel or consultants, and whether arising out of loss of life, personal injuries, liens . 
or other claims against property or improvements thereon or other obligations of any kind or 
character, in each case, that relate in arise under any way to Environmental Law or Order or any 
Hazardous Substance. 

"Environmental Permit". shall mean any Permit required by or pursuant' to any applicable 
Environmental Law or Order. 

"~n&nrnental Warrrtnties" shall mean the representations and wananties in Section 
3.14. - 

"ERISA" - means the Employee Retirement Income Seourity Act of 1974, as amended. 

"Escrow Anreement (Cranbem Adiustment)" has the meaning assigned to it in Section 
5.1 l(Q. 

"Escrow A~reernent (Closinv Adiustment Receivables)" has the meaning assigned to it in 
Section 5.1 1(fi. 

. . 
"Escrow Amement (Second Stage Closing)" has the meaning assigned to it in Section 

5.1 l(0. . 

"Escrow Agreement Working Ca~ital/Indemnitv)" has the meaning assigned to it in 
Section 5.1 1 (fl. 

"Escrow Ainount (Closina Adiustment Receivables)" means Three Million Seven 
Hundred Fifky Thousand U.S. Dollars ($3,750,000). 

"Escrow Amount (Cranbern Adiustment)" means Five Million U.S. Dollars 
($5,000,000). . 

"Escrow Amount (Second Staee Closin~)" means Twenty-Three Million One Hundred 
Ten Thousand U.S. Dollars ($23,110,000). 

"Escrow Amount  worki in^ CauitalAndmulitv)'' means Five Million U.S. D C ~ U S  

($5,000,000). 

"Excluded Assets" has the meaning assigned to it in Section 2.3. 

"Excluded Liabilities" has tbe meaning assigned to it in Section 2.5(c). 



"FCC" - means the Federal Communications Commission. 

"Financial Statements" has the meaning assigned to it in Section 3.91a). 

'%st Stage Closing'' has the meaning assigned to it in Section 6.1, 

"First Stane Closintr Date" has the meaning assigned to it in Section 6.1. 

"First Stave Customer Contracts" has the meaning assigned to it in Section 2.2(d. 

"First Staee Purchased Assets" has the meaning assigned to it in Section 2.l(a]. 

"First Staae Triksfemd Communications Licenses" has the meaning assigned to it in 
Section 2.2la). 

''First Stage Purchased Contracts" has the meaning assigned to it in Section 2.2(a). 

"First Stane Purchased Permits" has the meaning assigned to it in Section 2.2Ia). 

"500K Customers" means any customer of the Business that generated in exMss of 
$500,000 of revenues, .as calculated by multiplying twelve (12) times revenues generated from. 
such customer for the month ending November 30,2002. 

"GAAP Exce~tions" means the exceptions described on Schedule 3.91a), 

"General Cap'' shall have the meaning assigned to it in Section 8.2UMiiI. 

"Generallv Acceuted Accountina Principlesn means United States generally accepted . 
accounting principles applied on a basis consistent with the application of such principles in thc 
preparation of the Financial Statements, but subject to thk GAAP Exceptions. 

''Govetmiental Bodvw means any nation or government, any state or other political - 
subdivision thereof, any legislative, executive or judicial unit or instrumentality of any 
governmental entity (foreign, federal, state or local) or any department, commission, board, 
agency, bureau, official or other regulatory, administrative or judicial authority thereof or any 
entity (including a court or self-regulatory organization) exercising executive, legislative, 
judicial, Tax, regulatory or administrative bctions of or pertaining to government. 

"Hazardous Subkance" shall mean any material, substance, form of energy ~ r ' ~ a t h ~  
which (i) constitutes a "hazardous substance", "toxic substancen or "pollutaat'', ''contarnid, 
cbh-dous material", "hazardous chemical", 'kegdated substance", or "hazardous waste" (as 
such term are defined by or pursuant to any Environmental Law) or (ii) is otherwise regulated or 
controlled by, or gives rise to liability under, any Environmental Law. Without limiting the 
generality of the foregoing, Hazardous Substance shall include any substance that contains 
asbestos or petroleurn. 

"Helv Desk Agreement" has the meaning assigned to it in Section 5.11 (aj. 



"HSR Act" means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as 
amended. 

'?ncome Taxes" has the meaning asSgned to it in SectibnJ3(e). 

'&Indemnified PW" has the meaning assigned to it io Section 8.Z& 

' ~ ~ d ~ m n i f v i n ~   part^" has the meaning assigned to it in Section 8.2taI. 

"Initial Purchase Pricey' has the meaning assigned to it in Section 2.4hl. 

"Intellectual Pro~ertv" or ''P shall mean all trade secrets, computer sofhvare (induding 
source code, object'code and ex.isting user and technical documentation, databases, websites 
(including the content thereof in electronic form), technology, processes, methodologies, 
technical information and data, specifications, research materials, designs, &wings and other 
similar intangible pmperty. 

'7ntellectual Prowrtv Ritzhts" or "m shall mean any right, title or interest in or to any 
pckaging designs or trade dresses, any derivativeem combinations:thermf, any-patents, patent . 
redstrations, patent applications, trademarks, trademark registrations, .trademark applications, 
tradenames, service names, domain names, registrations and applications therefor, copyrights, 
copyright applications, copyright registrations, trade secrets and inventions. 

c4~te11ectual Promm Rights Assignment Ayeement" has the meaning assigned to it in . 

Section 5.1 11dl. 

'yntercom~anv Aereements" has the meaning assigned to it in Section 5.1 1 Ic). 

"RSn - means the U.S. Internal Revenue Service. 

"IRU ~ortiod* has the meaning assigned to it in Section 3.15. 
I 

'!Kev Emvlovees" has ihe meaning assignedhit in S.ehm.Z2(dL_ -.. 

L4Knowledee'' means, in connection with any representation and warranty contained in 
~s Agreement that is expressly qualified by reference to the Knowledge of Sellers or Buyers, 
with respect to Knowledge of Sellers, the actual knowledge of those persons set f a d  on 
Schedule 1 .l(a), or, with respect to Knowledge of Buyers, the actual knowledge of those persons 
set forth on Schedule 1.1 m. 

"Law".or - "Laws" shall mean any law, statute, ordinance, rule, regulation or code of any 
Governmental Body. 

"Lwed Real Propertv" has the meaning assigned to it in Section 3.1 11a). 

"Losses," has the meaning assigned to it in Section 8.2la). 



"Material Adverse Effect" means a material adverse effect on the business, operations, 
assets, condition (financial or other) or results of operations of the Business or the Sellers (taken 
as a whole) or the Buyers (taken as a whole) as the context requires; provided, that none of fhe 
following shall be deemed, either alone or in combination, to constitute a Material Advass 
Effect: (i) conditions generallyaffecting any of the industries or markets in which sellers or 
Buyers, as the context requires, operate, (ii) any disruption arising out of the announcement of 
the transactions contemplated hereby, (iii) the engagement in hostilities by the United States, 
escalation in hostilities involving the United States or a declaration of a national emergency or 
war by the United States or (iv) any change in general economic, politid or financial condition 
of the united States, including, without limitation, as a result oftermrist activities. 

"Monthlv Statements" has the meaning assigned to it in Section 3.9181. 

'Wetwork" means all Assets, Contracts, Permits and Communications Licenses 
comprising fiber, cables, ducts, conduit, equipment, the network operating center, software, 
systems, schatics  and diagrams, licenses or other P, and associated administrative, a c e  and 
storage equipment and facilities (including without limitation hand holes and space in equipment 
cages) and other support facilities comprising andor used in connection with the network, other 
telecommunications facilities, network management and operations and systems owned andlor 
operated by Sellers, covering, at a minimum, the routes indicated on the map, the route register, 
and the points of presence ("POPS") and other network metrics, in each case with respect to such 
routes, route register and POPS as indicated on Schedule 1.lie'l. 

"Orders" - means any judgment, order (consent or other), writ, stipulation, injunction, 
ruling (Tax or otherwise), decision or decree of any Governmental Body. 

"Overall C ~ D "  shall have the meaning assigned to  it in Section 8.2(fWiiil. 

"Owned ~orti'on" has the meaning assigned to it in Section 3.15. 

"Owned Red Prowrty'' has the meaning assigned to it in Section 3-1 !&Q. 
---- - . - - -  . . _ _ .. .-. . ._. _" . 

. . "Participating Accounts" means accounts ofthe Sellers that do not constitute Cunent 
Assets for the purposes of Section 2.4, and which are set forth on Schedule l .l(d). 

. . 'm" means a Buyer or ? Seller or Buyers or Sellers, as the context requires. 
. . 

"Permitsn means all permits, licenses, certificates, approvals, qual~cations, registrations, 
and similar authorizations issued to Sellers by a Governmental Body related to the Business as 
currently conducted, including any amendment, modification, limitation, condition or renewal 
thereof, other than Communications Licenses. 

"Permitted Encumbrancesy' means (i) liens for Taxes not yet-due and payable or that are 
being contested in good faith by appropriate proceedings, (ii) any mechanics', carrikrs', 
workmen's, repairmen's qr other similar liens arising or incurred in the ordinary course of ' 

business not in excess of $100,000, (iii) any liens arising under original purchase price . 

conditional sales contracts and equipment leases with third parties entered into in the ordinary. 



eours&of business, (iv) mortgages, liens, security interests and similar E ~ C U ~ ~ T ~ C ~ S  which 
secure debt that is reflected as a liability on the Financial Statements and the existence of which 
is expressly indicated in the notes thereto, (v) any imperfections of title which do not, 
individually or in the.aggregate;have a material impact on the abiliw 6f Seilm to use the 
Acquired Assets in the conduct of the Business as cumenly conducted or on the ability of the 
Buyer, &er the applicable Staged Closing Date, to use the Acquired Assets in the conduct of the 
Business as currently conducted by Sellers, (vi) any restriction or limitation or other similar 
Encumbrance included as a term of any of the Purchased Contracts and Permits or Transferred . 

Communications Licenses, and (vii) those Encumbrances that are set forth in Schedule 1 .l [cl of 
which those marked with an asterisk are to be released at or before lhe applicable Staged Closing . 

Date. 

"Person" - means any individual, corporation, partnership, limited liability company, 
limited liability fm, association, joint venture, joint stock company, trust, unincorpotad . 

organization or other entity, or ~y Governmental Body. 

"~ersonal Prortatf means all fibres, fiber, fiber rights, vehicles, machinwy, 
equipment, rolling stock, tools, furniture, pallets, phones, office supplies and other item of 
personal property, related to the Business, whether or not recorded on the books of Sellers. 

"Preliminam Adiustment Amount" has the meaning assigned to it in Section 2.4fil. 

Treliminarv Disagreement Notice" has the meaning assigned to it in Section 2.4(a). 

"Preliminaru. Working Ca~ital" has the meaning assigned to it in Section 2.4(a). 

"Preliminarv Workina Ca~ital Statement" has the meaning assigned to it in Section 
2.40. . 

"Prime Rate" has the meaning assigned to it in Section 2.4i~). . 

"Jhmhase Price" has the meaning assigned to it in Section 2.4(&. - .- - .. - . ,-. - ..-"-. 

Tumhased Asxts" has'tbs meaning assigmd to it in Section 2.1. 

"Purchased Contracts" has the meaning assigned to in Section 2.2fb). 

"JJurchased Contracts and Permits" has the meaning assigned to it in Section 2.2#). 

"Purchased Permits" has the meaning assigned to it in Section 2.2ibl 

"Real Prouertv" has the meaning assigned to it in Section 3.11fal. 

"Real Property Leases" has the meaning assigned to it in Section 3.1 1(a]. 

"Receivables" means all accounts receivable, including billed and unbilled amounts, 
which are payable as a result of goods and services provided by Sellers in the conduct of the 
Business, other than those that comprise Excluded Assets. 



"Retained Business" means the business of Broadwing Technology Solutions Inc. that is 
described on Schedule I .  1 (fl. 

bcRevenues Statement" has the meaning assigned to it in.Section 5.26. 

"Second Stage CJosinP;" has the meaning assigned to it in Section 6.1. 

"Second Stage Closinn Date" has the meaning assigned to it in Section 6.1. 

''Security Ameement" has the meaning assigned to it in Section 5.1 1m. 

"Seller IP" shall mean all IP used by SeHers primarily in their conduct of the Business ' . 

and comprises (a) all such IP that is owned by Sellers ('Seller Owned lP") and (b).all such IP 
which is licensed to Seller ("Seller Licensed IP") as generally described on Schedule 2.2. 

"Seller IPR" shall mean all IPR used by Sellers primarily in their conduct of the Business 
and comprises (a) all such IPR that is owned by SeUm ("Seller Owned UPR") end as set forth on 
Schedule 2.2, and including, without limitation, the business name, brand name, trade name, 
trademark, .service mark, logo and domain~.name "Broadwin$' and any'busimss narne, brand 
name, trade name, trademark, service mark and domain name that includes the word 
"Broadwing" an'd any and ail derivatives thereof, and (b) all such IPR which is licensed to Seller 
("Seller Licensed IPR"), as generally described on Schedule 2.2. . 

"Sellers" has the meaning assigned to it in the preamble hereof. 

"Sellers' Consents" has the meaning assigned io it in Section 3.3fi). 

"Sellers' Covenant Failure" shall have the meaning assigned.to it in Section-5.7(a), 

"Sellers' Parent" means Broadwing hc., an Ohio'corporation. 

"Sellers' Parent Guarantyy' has th!: meaning assigned to it m Section 2.8. 

"Sellers' R&W Breach" shall have the meaning assigned to it in Section 5.7(a]. 

"Staged Closine Dates" means, collectively, the First Stage Closing Date and the Second 
Stage Closing Date. 

. . 

"State Licenses" has the meaning assigned to it in Section 3.StaI. 

"State PUCs" means state public service and utility commissions or similar 
, Governmental Bodies. 

"Statements" has the meaning assigned to it in Section 3.9(a). 

"Tax Returns" means all returns and reports (including elections, declarations, 
disclosures, schedules, estimates and information returns) required to be supplied to a Tax 
authority or any Person relating to Taxes. 



"Tax Warranties" shall mean the representations and warrantties in Sections 3 . 7 a  3.7td) 
and 3.12. 

"Taxes" - mean all tmies of anykind, charges, fees, customs, levies, duties, imposts, 
required deposits or other assessments, including al l  net income, capital gains, gmss income, 
gross receipt, property, fmchisc, sales, use, excise, withholding, payroll, employment, wid 
security, workds compensation, unemployment, occupation, capital stock, ad valorem, value 
added, tramfa, gains, profits, license, net worth, asset, transactioo; and o k  taxes, impmed . 

upon any Person by any Law, Order or Governmental Body, together with any interest and any 
penalties, or additions to tax, with respset to such taxes. 

"Territory" has the meaning assigned to it in Section 5.8. 

''Third Partyn meansany Person other than, and not an Affiliate of, the other referenced 
Person or Persoy. 

"Third Par& Claim" has the meaning assigned to it in Section 8.3ta). 

"Title and Authorization Warranties'' shall mean therepresentations and:wlil~antits in 
Sections 3.G 3.2.3.4(a), 4.1 and 4.2. 

"Total Escrow Amount'' has the meaning assigned to it in Section 2.4Tt,). 

"Transfer 'Date" has the meaning assigned to it in Section 5.4(al. 

"Transferred Em~lovee" has the meaning assigned to it in Section 5.4(a). 

"Transitioti Services Ameement" has the meaning assigned to it in Section 5.1 1m. 
"Two Starre Waiver Notice" shd have the meaning assigned to it in Section 6.1. 

"Workina Canitai" has the meaning assigned to it in Section 2.1Ki). 

"9% Notes'' shall mean the 9% Senior Subordinated Notes due 2008 of BCI. 

''12 !4% Preferred Stock" shall mean the 12 !4 % Preferred Stock of BCI. 

"senior ~otes" shall mean the 12 %% Senior Notes of BCI. 

13' Other Definitional and Interpretive Matters 

Unless otherwise expressly provided, for pwposes of this Agreement and the Collateral 
Agreements, the following rules of interpretation shall apply: 

(a) Calculation of Time Period. When calculating the period of time 
before which, within which or following which any act is to be done or step taken, the date that 
is the reference date in calculating such period shall be excluded. If the last day of such period is . 
a non-Business Day, the period in question shall end on the next succeeding Business Day. 

\ 



(b) Gender and Number. Any reference to gender'shall include all 
genders, and words imparting the singular number only shall include the plural and vice versa 

s 

(c) Headin~s. The provision of a Table of Contents, the division into 
&tides, Sections and other subdivisions and the insertion of headings are for convenience of 
reference only and shall not fiect or be utilized in comtruing or interpreting this Agreement and 
the Collateral Agreements. references in this Agreement to any "Section" are to the 
corresponding Section of this Agreement, the Collateral Agreement or the other agreement in 
which such Section occurs (unless otherwise specified). 

(d) Herein. The words such as "herein," "hereinaf'ter," " h m ~  
bLherewlcler," '?herein," "thereof' and "thereunder" refer to this Agreement, the Collateral 
Agreement or the other agreement to which such reference is made, as a whole and not merely to 
a subdivision in which such words appear (unless the context otherwise requires). 

(e) Including. The word "including" or any variation thereof me- 
"including without limitation" and shall not be constlued to limit any gend'statement that it 
fallows to the specific or similar items or matteis immediately following it. 

(0 Schedules and Exhibits. The Schedules and Exhibits attached to 
each of this ~ ~ k e m e n t  and the Collateral Agreement. shall be construed with and as an in tep l  
part of this Agreement and the Collateral Agreements, respectively, to themme extent as if the 
same had been set forth verbatim herein and therein. Disclosure in any of the Schedules 
provided pursuant to Afiicle 3 or Article 4 shall be deemed to be disclosure on eveq other 
Schedule so provided in which it may be relevant, if the disclosure of any matter in a Schedulc 
other than in the relevant Schedule provides the 0 t h  party with sufficiently f% disclosure such . 
fbat the party should reasonably be expected to know that the matter disclosed was applicable to 
the disclosure contained in the relevant Schedule. By l i e g  matters on the Schedules, neither 
Sellers AOr Buyers shall be deemed to have established any materiality standard, admitted any 

. liability, or concluded that any one or more of such &en are material, or expanded in &y wf 
the scope or effect of the representations and manties of Sellers or Buyers, as applicable, 
contained in this Agfee~ent. 

2. Purchase and Sale of the Assets 

2.1 Purehatled Assets 

a )  First Staae Closing. Upon the terms and subject to the conditions 
of this Agreement, at and as of the  irk Stage Closing Date, Sellers shall xll.and transfer, 
assign, co&ey and deliver to Buyers, and Buyers shall purchase, acquire and accept fmm 
Sellen, all of the Sellers' right, title and interest in, to and under, all of the Assets for which the 
sale, transfer, assignment, conveyance and delivery do not require FCC or State PUC Consents 
or for which FCC and State PUC Consents have been obtained, but excluding the Excluded 
Assets (coflectively, the "First Stage Purchased Assetsy'), including the Assets listed on Schedule 
2.1 (but only to the extent FCC and State PUC Consents are not required or have been obtained). - 
In addition, as FCC and State PUC Consents (up to the last required FCC and State PUC . 

Consent) necessary to sell, transfer, assign and convey to Buyers any Assets are obtained, such 



Assets shall be deemed so sold, trmferred, assigned and conveyed and to constitute "First S t a ~  
Purchased Assets" as of the date obtained. 

(b) Second Stape Closing. Upon the terms and subject to the 
conditions of this Agfeement, Sellers shdl sell and transfm, assign, convey and delive~ to 
Buyers, and Buyers shdl purchase, acquire and accept from Sellers, all of Sellers' right, title and . 

interest in, to and under, each remaining Asset not transferred pursuant to the First Stage 
Closing, but excluding the Eguded Assets (collectively, with the First Stage Purchased As* . 

h e  "Purchased Assets"), including the remaining Assets li&d on Schedule 2.1, when and its the 
last FCC and State PUC Consent($ required to sell, transfer, assign, convey arid deliver such 
Assets are obtained. 

2.2 . Assignment of Contracts and ~ e k i t a  

(a) First Stage Closing. Upon the tenns and subject to the conditions 
of this ~ ~ n & t ,  at and as of the Am Stage Closing Date, Sellers shall assign ,and transfix to 
Buyers all of Sellers' right, title and intekst in and to, and Buyers shall take assignment of all of 
Ihc following (as to which FCC and State PUC Consents an not required'or have been obtained): 
(a) all ofthe Contracts related to the Business (including, without 1imitation;the Network) to 
which one or more Sellers is a party, excluding Contracts that comprise Bcluded Assets, but 
inclu&mg all of the ~onh.acts with customers of the Business ("First Stage Customer Contracts"), 
the Employment Agreements set forlh on Schedule 3.81al to the extent the Business Employee 
under such an Employment Agreement executes and delivers to Buyers a Commitment Letter 
and becomes a Transferred Employee and all of the other Contracts listed on Schedule 2.2 
(collectively, including the First Sage Customer Contracts, the "First Stme P u r c w  
Contracts''), (b) all of the P d t s  of Sellers related to the Business, (including, without 
limitation, the Network) set forth on Schedule 2.2 which are transferable, excluding Penpits that 
comprise Excluded Assets, but including the Pennits listed on Schedule 2.2 (wllectively, thc 
"First S t a ~ e  Purchased Permits"); and (c) the Commi;mications Licenses of Sellers related to the 
Business (including, without limitation, the Network) that are transferable, excluding 
Communications Licenses that comprise Excluded Assets (collectively, the "First S t a a  
Transferred Communications Licenses")). In addition, when and as the FCC and State PUC 

- ,  Consents (up to the last required FCC and PUC Consent) necessary to assign and transfw to 
Buyers all of Sellers' right, title and interest in and to all Contracts, Permits and Communications 

. . . Licenses described in the preceding clauses (a), (b) and (c), respectively, are obtained, all such 
. . items shall be deemed so assigned and transferred to Buyers and to constitute "First Stas 

' .  Purchased Contracts", "First Stage Purchased Permits" and "First Stalre Transferred 
Communications Licenses", respectively, as of the date obtained. 

(b) Second Stage Closinq. Upon the terms and subject to the 
conditions of this Agreement, wben and as the last FCC and State PUC Consent(s) required to 
assign and transferthe following are obtained, Sellers shall assign and transfa to Buyers all of 
Sellers' right, title and interest in and to, and Buyers shall take assignment of all of the 
following: (a) all of the remaining Contracts related to the Business to which one or more 
Sellers is a party, excluding Contracts that comprise Excluded Assets, but including all of thc 
remaining Contrac.ts with customers of the Business (collectively, with the First Stage Customer 
Contracts, the "Customer Contracts") and all of the other remaining Contracts listed on Schedule 



2.2 (collectively, including the Customer Contracts, with the First Stage Purchased Contracts, the - 
"Purchased Contracts"); @) all of the remaining Permits of Sellers related to the Business set 
forth on Schedule 2.2 which are transferable, excluding Permits that comprise Exdudecl Assets, 
but including the remaining Pennits listed on Schedule 2.2 (collectively, with the First SMe 
Purchased Permits, the "Purchased Permits"; and together with the Purchased Contracts, the . 
''purchased Contracts and Permits") and (c) the remaining Communications Licenses of S d l m  
related to the Business that are transferable, excluding Cornrnmications Licenses that comprise 
Excluded Assets (collectively, with the "First Stape Transferred Communications Licenses", 
''Transferred Communications Licenses"). . 

23 Excluded Assets 

Notwithstanding Sections 2.1 and 2.2. Sellers shall not sell or bansfer, assign, conirey or 
deliver, andBuyers shall not assume or acquire any interest in, any Assets, Contracts, Permits or 
Communications Licenses that are listed on Schedule 2.3 (the "Excluded Asseta"). 

2.4 purehake Price 

(a) (i) On or before fifteen (15) days before the First Stage 
Closing Date, Sellers shall deliver to Buyers a statement (the 'PreIiminarv Working Caoiw 
Statement"), setting forth the Working Capid as of the clase of business on the last day of the 
immediately preceding month. The Preliminary Working Capital Statement shall be prepared by 
the Sellers in accordance with the terms of this Agreement. 

(ii) During the ten (1 0) day period following 'Buym' receipt of 
the Preliminary Working Capital Statement, Sellers shall provide access to the Business . . 
Records and Business Employees and provjde Buyers' independent-accountants with 
such access, upon reasonable prior notice and during normal business ham, to the'- 
papen of Sellers as is reasonably necessary to vesfy the calculation of the Working 

. Capid. The Preliminary Working Capital Statement shall be final and shal1,be accepted 
by and be binding on the parties on the tenth (10th) day following delivery thereof u n l e  

- - - -~yersg ivewir ten  notice to Sell& of its disagreement with the Preliminary Working 
Capital Wement (such notice, a "Preliminarv Disameement Notice") prior to such date. 
Any preliminary  isa agreement Notice shall specify in rebsonsble detail the nature of any 
disagreement so asserted. Ka Preliminary Disagreement Woe is received by Sellers on 
or prior to such date, then the Preliminary Working Capital Statement (as revised in 
accordance with, clause (iii) below) shall become final and binding upon each SelJm and 
ea& Buyer on the date Sellers and Buyers resolve in writing any differences they have 
with respect to the matters specified in such Preliminary Disagreement Notice. 

(iii) . During the two (2) day period following delivery of a 
Preli&w Disagreement Notice, Sellers and Buyers shall seek in good faith to resolve 
in writing any differences which they may have with respect to the matters set forth in 
such Preliminary Disagreement Noice. If any disagreement included in the Preliminary 
Disagreement Notice is not resolved in writing within such two (2) day period, the 
amount of the Working Capital shall be equal to the amount that was not the subject: of 
the Preliminary Disagreement Notice. plus any additional amount that Sellers and Buyers 



have mutually agreed upon (Its set forth in the Preliminary Warking Capital Statement 
. and adjusted, if necessary pursuant to this Section 2.4(a), the "Preliminaw Working 

C a ~ i  tal"). 

. (b) In consideration of the sale, transfer, assignment, conveyance and 
delivery by Sellers of the Business and the Acquired Assets, Buyers shall (0 (A) pay Ninety-Two 
Million Four Hundred Forty Thousand U.S. Dollars ($92,440,000) in cash to Sellers at the Fkst 
Stage Closing Date which amount shall be either (1) increased by an amount, if any, by which . 

the Preliminary Working Capital is greater than SO or (2) reduced by an amount, if any, by whieb 
Preliminary Working Capital is less than SO (the amount in the preceding clauie (1) or c l a w  (2), . 

whichever is applicable, the 'Treliminav Adiustment Amount"), (B) place the Escrow Amount 
(Second Stage Closing).in an interest bearing escrow account in which it will be held pursuant to . 

the t-s of the Escrow Agreement (Second Stage Closing) to support ~iprs"ob1igation to pay 
the amount Buyers' are obligated to pay at the Second Stage Closing, (C) place the Escrow 
Amount (Working Capitavindemnity) in an interest bearing escrow account in which it will be 
held pur&nt to the terms of the EscrowAgreement (Working CapitaVIndemM) to support 
Sellers' obligations to pay any amount required to be paid by Sellers under Section 2.41 
regarding the difference between Closing.Working,~Capital atid Preliminary Working Ctital and 
Sellers' indemnification obligations in accordance with Article 8, @) place the Escrow Amount 
(Cranberry Adjustment) in an interest bearing account in which it will be held .pursuant to tbe 
terns of the Escrow Agreement (Cranbeny Adjustment) to support Sellers' obligation to pay 
amounts, if any, required to be paid by Sellers under Section 2.4(~) regarding the Crarihry Plan . . 
Adjustment Amount, and (E) place the Escrow Amount (Closing Adjustment Receivables) in an 
interest bearing account in which it will be held pursuant to the terms of the Escrow Agreement 
(Closing Adjustment Receivables) to support Sellers' obligation to pay amounts, if any, required 
to be paid by Sellers under Section 2.4fi) and.(ii) assume &.First Stage Assumed Liabilitie. 
The amount in Section 2.4fbNiMAL as adjusted by the Preliminary Adjustment.Amount plus the . 
Escrow Amount (Working CapitaVIndemnity), tbe Escrow Amount (Cranberry Adjustment) and 
the Escrow Amount (Closing Adjustment Receivables) (the three such escrow mounts in the 
preceding clauses (C),'@) and (E) referred to herein collectively as the "Total Escrow Amount") 
constitutes the "Initial Purchase Price". - .  . .-- -.--.-.-.- - .  - '---. --- -__. _. _. .. 

(c) All payments of the Purchase Ptice, except for the Total Escrow 
Amount, shall be made by wire transfa in immediately available h d s  to an account designated 

. - by Sell& in written instructions to be delivered to Buyers on or prior to the payment datc. 

(d) Within thirty (30) days after the First Stage Closing Date, Sellas 
shall deliver to Buyers a statement (the "Closine Working Ca~ital Statement"), setting forth the 
Working Capital as of the close of business on the First Stage Closing Date (the "Closing 
Working Ca~ital") and a Cranberry Plan Adjustment Statement (the "Cranberrv Plan Adiustment 
~tatemeht*? setting forth the Cranberry Plan Adjustment Amount. The Closing working Capital 
Statement and the Cranberry Plan Adjustment Statement shall be referred collectively to as the 
"Adiustment Statements". The Adjustment Statements shall be prepared by the Sellers, and the 
Sellers' independent accountants shall provide an attestation thereof, in accordance .wjth the 
terms of this Agreement. The Cranberry Plan Adjustment Statement shall apply the principles 



and will be calculated consistently with the model Cranberry Plan Adjustment Statements 
attached as Annex I to Exhibit A hereto. 

(e) During the thirty (30) day period following Buyers' receipt of the- 
Adjustment Statements, Sellers shall provide access to the Business Records and Business 
Employees and shall cause Sellers' independent accountants to provide Buyers' independent 
accountants with such access, upon reasonable prior notice and during normal business hours, to 

a the work papers of Sellers' independent accountants as is reasonably necessary to verify thc 
calculation of the Closing Working Capital and the Cranberry Plan Adjustment Amount. The , 

Adjustment Statements shall be find and shall be accepted by and be binding on the parties on 
the thirtieth (30th) day following delivery thereof unless Buyers give written notice to Sellers of 
their disagreement with the Adjustment Statements (such notice, a "Ciosina Disaereement 
Notice") - prior to such date. Any Closing Disagreement Notice shall specify in reasonable detail 
the nature of any disagreement so asserted. If a Closing Disagreement Notice is received by 
Sellers on or prior to such date, then the Adjustment Statements (as revised in accordance with 
Section 2.4(fl) shall become find and binding upon each Seller and each Buyer, on tbc carti& of 
(1) the date Sellers and Buyers resolve in writing any differences they have with respect to tbe 
matters specified in such ClosingDisagreement Noticeand (2) the date that a nationally or 
regionally recognized independent accounting fm mutually agreed upon by Sell- and Buyers 
(the "Accountine Firm") delivers to the Sellers and Buyers its written determination of all 
disputed matters submitted to it pursuant to Section 2.4(fl (the "Accountine. Firm 
Determination"). 

(f) During the thirty (30) day period following delivery of a Closing 
Disagreement Notice, Sellers and Buyers shall seek in good faith to resolve in writing any 
dierences which they may have with respect to the matters set forth in such Closing 
Disagreement Notice. If any disagreement included in the Closing Disagreement-Notice is not 
resolved in writing within such thirty (30) day period, Sellers and Buyers shall submit to the 
Accounting Firm for review and determination of any and all matters which remain in dispute. 
The scope of the Accounting Firm's review shall be limited to only those matters which have not 
been resoIved in writing within such thirty (30) day period. Sellers and Buyers shall use all 
reason~ible efforts to cause the A c m t i n g  Firm to deliver-the Accountin@-inn Deterrniaation 
within thirty (30) days of the receipt of such submission. Sellers and Buyers agree that the 
Accounting Firm Determination shall be final and binding on the parties and that judgment may 
be entered upon the Accounting Firm Detennination in any court having jurisdiction over the 
party against which such Determination is to be enforced. The Accounting Firm Determination 
shall be accompanied by a certificate of the Accounting Finn that it reached the Accounting Firm 
Detennination in accordance with the provisions of this Section 2.4. The cost incurred in 
connection with the Accounting Firm Determination (including the fees and expenses of the 
Accounting Firm and of any enforcement of the Accounting Firm Determination) pursuant to 
this Section 2.4 shall be borne by Buyers and Sellers in inverse proportion as they may prevail on 
matters resolved by the Accounting Firm, which proportionate allocation shall be-calculated on 
an aggregate basis based on the relative dollar values of the amounts in dispute and shall be 
determined by the Accounting Firm at the time the Accounting Firm Determination is rendered 
on the merits of the matter submitted. 



-. . 
(g) The Initial Purchase Price shall be (i) increased by the amount, if 

any, by which the Closing Working Capital, arr fually determined pursuant to this Section 2.4, 
exceeds the Preliminary Working Capital, and (ii) decreased by (x) the amount of any Cranberry 
Plan Adjustment Amount, as finally determined pursuant to this Section4.4, and Q the amaunt, 
if any, by which the Clqsing Working Capital, as finally determined pwsuant to this Section 2.4, 
is less than the Preliminary Working Capital (the Initial Purchase Price as so increased or . 

decreased shall bereinafter be referred to as the "Adjusted CWC Purchase Price"). Within five 
(5) Business Days after the Closing Working Capital and the Cranberry Plan Adjustment , 

Amount have been finally determined in accordance with this Section 2.4,O if the Closing . 

Working Capital is in excess of the Preliminary Working Capital, Buyers shallpay to Sellm an . 

amount equal to such excess, together with interest thereon at a rate per annum equal to the rate 
of interest h m  time to time publicly announced by Citibank, NA., in its New York office as ia' 
prime or b e  rate (the "Prime Rate"), calculated on tlie basis of the actual of days 
elapsed over 365 from the date of delivery of the-Closing Working Capital Statement pursuant to' 
Section 2.4(4 to the date of payment, (11) if the Closing Working Capital is less than the , 

Preliminary Working Capital, Buyers shall receive from the Escrow Amount (Working 
Capital&ndemnity) pursuant to the Escrow Agreement (Working CapitaYlndemuity), and h m  
Sellers to the extent such Escrow..Amount..(worki~~Capi~demnity) is.insufficient, an 
-mount equal to such deficit, together with interest thmon at the Prime Rate, calculated on the 
basis of the actual number of days elapsed over 365 fiom the date of delivery of the Closing . . 

Working Capital Statement pursuant to Section 2.4(dI to the date of payment arid (111) if there is 
a Cranberry Plan Adjustment Amount owing from Sellers to Buyers, Buyers shall receive from 
the Escrow ~ m o u h t  (Cranbeny Adjustment) pursuant to the Escrow Agreement {Cranberry 
Adjustment) and, to the extent the Escrow Amount (Cranberry Adjusbnent) is imuflicicnt, at 
Buyers' election; fiom Sellers or fiom any remaining Escrow Amount (Working 
Capital/Indemnity), an amount equal to the Cianberry Plan Adjustment Amount, together with 
interest thereon calculated as set fortb in the pkceding clause; and any remaining fuIlds in the , 

Escrow Amount (Cranbeny Adjustment) shall be returned to Sellers pursuant to the terms of the 
Escrow Agreement (Cranberry Adjustment). Payments inrespect of this Section 2.4 shall be 
made by wire transfer in immediately available funds to an account that is designated by the 

. party entitled to payment at least two (2) Business Days prior to the date of payment. 

) (i) Within one-hundred twenty (120) days after the First Stage 
Closing, Buyers shall provide to Sellers a statement shbwing all of the Adjustment Receivables 
that weie included in Current Assets or Curreqt Liabilities on the Closing Working Capital 
Statement (collectively, the "Closin~ Adiustment Receivablesy'), and stating the amount of tht 
Closing ~djustment Receivables that have been collected by Buyers and by Sellers (and remitted 
to and received by Buyers, or credits have been issued to Buyers) as of ninety (90) days &er the 
First Stage Closing Date (colledvely, the "Collected Closinn Adiustment Receivables I"), 
Buyers shall Lollect the Closing Adjustment Receivables in the ordinary course of business and 
according to the past practices of the Business. Buyers shall deliver monthly financial 
information detailing the collections (and any dispute credits issued) described herein. 

a. In the event the Closing Adjustment Receivables 
are in excess ofthe Collected Closing Adjustment Receivables I and such excess is less &an the ' 



Escmw Amount (Closing Adjustment Receivables), Sdler shall not at that ti& be obligated to 
pay to Buyers the amount of such excess. 

b. In the event there i s m  excess of Closing- 
Adjustment Receivables over the Collected Closing Adjustment Receivables I and such excess is 
also in excess of the Escrow Amount (Closing Adjustment Receivables), Sellers shall pay to 
Buyers an amount of the excess of the Closing Adjustment Receivables over the Collected 
Closing Adjustment Receivables I (up to the maximum amount of the Closing Adjustment 
Receivables Pool), within five (5) Business Days. In the event Sellers do not make such 
payment, Buyers shall be entitled to withdraw such payment from the Escrow Amount (Closing 
Adjustment Receivables), and Sellers shall continue to be liable for the amount, if any, of such 
required payment in excess of the Escrow Amount (Closing Adjustment  receivable^)^ as well as 
interest on the amount of the Escrow Amount (Closing Adjustment Receivables) so withdrawn 
and any such excess at the Prime Rate. 

(ii) Within one-hundred eighty (1 80) days after the First Stage Closing, Buyers shall' 
provide to Sellers a statement showing dl of the Closing Adjustment Receivables, md stating the 
amount of the Closing Adjustment Receivables that have been collected by Buyers and by 
Sellers (and remitted to and received by Buyers) as of one-hundred fifty (1 50) days atter the First 
Stage Closing Date (collectively, the "Collected Closina Adiustment Receivables: IT'). In the 
event the Closing Adjustment Receivables are in excess of the Collected Closing Adjustment 
Receivables 11, Sellen and Buyers shall effect a true-up h t  results in the receipt by Buyers, in 
the aggregate, pursuant to Section 2.41hMi) and (ii) of an amount equal to such excess (up to thc 
maximum amount of the Closing Adjustment Receivables Pool) plus any interest payable by 
Sellers under Section 2,4(hMiMb), (x) with any additional amount that is to be paid by Sellers 10 

Buyers to come first from the Escrow Amount (Closing Adjustment Receivables) and, to the 
extent the Escrow Amount (Closing Adjustment Receivables) is insufficient, t h m h m  the 
Sellers, in each case within five (5) Business Days and (y )  any repayment to be made by Buyers- 
to Sellers to be within five (5) Business Days (it being understood and agreed that any such 
repayment shall not exceed the payment received by Buyers under Section 2.40(iXb)). 

(i) The term "Working Ca~ital" shall mean Current Ass& minus 
Current Liabilities. The t e n  "Current Assets" means, with respect to the Business, Receivables 

. . . . less reseives and allowances for Receivables determined in accordance witb Generally Accepted ' . 

, .  Accounting Principles as consistently applied' with historical methods, inventory, materials and 
supplies and prepaid expenses which accrue.or will accrue to the benefit of Buyers, vendor ands . 

. real estate deposits and costs i n c m d  and not billed related to reimbursable projects for 
Governmental Bodies, and the term " b ~ - e n t  Liabilities" means accounts payable-trade, accrued 
cost of service, accrued liabilities, short and long term capital lease liabilities, advance billings 
and customer deposits, accrued vacation liability as required in Section 5.4(fl and minority 
interest, in each case with respect to the Business and calculated in accordance withsthe 
principles applied in &~culatin~ the Working Capital for the Business as of December 3 1,2002, 
attached hereto as Schedule 2.4fil and.with Generally Accepted Accounting Principles (except as 
otherwise provided on Schedule 2.4(i)). Notwithstanding mything in this Agreement to the 
contraryy Working Capital shdl not inElude qny Excluded Assets or Excluded Liabilities. ' 



Cj) At the Second Stage Closing, the Escrow Amount (Second Stage 
Closing) shall be released to Sellers pursuant to the Escrow Agreement (Second Stage Closing) 
and the sum of the Adjusted CWC Purchase Price and such Escrow Amount WI constitute the 
"Pufchase Price". 

2.5 Assumed Liabilities 

(a) Upon the terms and subject to the conditions in this Agreement, at 
and as of the First Stage Closing Date, Sellers shall assiga, and Buyers shdl assume and agree to 
honor, pay and discharge when due, all of the following liabilities and obligations of Sellers: (i) 
the obligations under the First Stage Purchased Contracts, First Stage Purchased Permits and the 
First Stage Trmf'emd Communications Licenses, to the extent arising out of, or resulting hm, 
facts, events and circumsbnces occurring, or which accrue, after the First Stage Closing Date 
(other than due to any failure to comply or breach of any of Sellers or any of their Affdiatcs, 
whether before, on or after the First Stage Closing Date); (ii) all liabilities reflected on the . 
balance sheet of the Business on the First Stage Closing Date that are included as Cunwt 
Liabiiities in the calculation of Working Capital; provided that to the extent Sellers fail to make 
any payment provided for in Section 2.41aYK) the amount equal to the mount of any such 
deficiency shall not be assumed by Buyers as an Assumed Liability; (iii) all Circuit 
Commitments to the extent arising out of, or resulting hm, facts, events and circumstanca 
occwring, or which accrue, after the First Stage Closing Date (other than due to any failure to 
comply or breach of any of Sellers or any of their Mliates, whether before, on or af&r the First 
Stage Closing Date); and (iv) those liabilities and obligations listed on Schedule 2.5(a), in each 
case except any Excluded Liabilities (collectively, the "First Stage Assumed Liabilities"); 
provided, that with respect to First Stage Purchased Contracts, First Stage Purchased Permits and 
First Stage T r a n s f d  Communications Licenses that are conveyed pumumt to the last sentence 
of section 2.2(at, such items-will constitute First Stage Assumed Liabilities as of the applicable 
conveyance date(s). 

(b) Upon the terms and subject to the conditions in this Agreement, at 
and as of (a) the Sewnd Stage Closing Date, Sellers shdl assign, and Buyers shall 8ssulflt and 
.gia to honor), pay and discharge when due, all of the following liabilities and obligations of 
Sellers: the obligations under the Second Stage Purchased Contracts, Second Stage Purchased 
Permjts and the Second Stage Transfenred Communications Licenses, to the extent arising out of, 
or resulting fiom, facts, events and circumstances occurring, or which accrue, after the Second 
Stage Closing Date (other than due to any failure to comply or breach of any of Sellers or any of 
their Affiliates, whether before, on or after the Second Stage Closing Date), in each case ex* 
any Excluded Liabilities (collectively, the "Second Stage Assumed Liabilitiesn and, colledivtly 
with the First Stage Assumed Liabilities, the "Assumed Liabilities'")), 

(c) The Assumed Liabilities shall not include any liabilities or 
obligations of Sellers which are not described in Sections 2.51a) and @J, incIuding.without 
limitation those liabilities and obligations that are listed on Schedule 2 3 c )  (the "Excluded 
Liabilities")), it being understood that the Second Stage Assumed Liabilities shall constitute 
Excluded Liabilities until the occurrence of the Second Stage Closing. 



Except for the determinations of Purchase Price set forth in Section 2.4, Buyers' aod 
Sellers' obligations under Sections 2.4 and M shall not be subject to offset or reduotion for any 
reawn, including by reason of any actual or alleged breach of any representation, Vr;ananty or 
covenant contained in this Agreement or any of the Collateral Agreements or any right or alleged 
right to indemnification hereunder or thereunder. 

2.7 Further Assurances; Further Conveyances and Assumptions; Consent - 
of Third Parties 

, (a) Subject to the specific terms and conditions hereof, Sellers and 
Buym agree to use reasonable best efforts to take all actions and to do all things necessary, 
proper or advisable to consummate the transactions contemplated hereby. Sellw will from time 
to time subsequent to the applicable Staged Closing Date, at Buyers' q u e s t  and assistance as 
necessary, execute and deliver such other instruments of conveyance, assignment and transfe 
and take such other actions as Buyers may reasonably request in order more effectively to 
convey, assign, transfer to and vest in Buyers the Acquired Assets, subject to any restrictions 
under applicable Law, Buyers and Sellers will work together from the date of this Agreement to 
and following the applicable Staged Closing Date to transfer electronic data and records and 
accounting and personnel infarmation related to the Business and similar information that arc 
being transferred in connection with the Business and the Acquired Assets. Buyers will from 
time to time subsequent to the applicable Staged Closing Dates, at Sellers' request, kecute and 
deliver such other instruments of conveyance, assignment and transfer and take such other 
actions as Sellers may reasonably request in order more effectively ta accomplish the assumption 
of the related Assumed Liabilities. 

(b) Anything in this Agreement or the Collateral Agreements to the 
contrary notwithstanding, neither this Agreement nor the Collateral Agreements shall constitute 
an attempt or agreement to sell, assign, sublease, sublicense or assume any Acquired Asset, 
including without limitation, any Contract, Permit or Communications~License or Business 
Record or any d s i m m J i g h t _ o r a n ~ . r s b ? ~ ~ n  thmunder or result in^ there&-%-if a 
sale, assignment, sublease, sublicense or assumption thereof would violate any Law or Order or, 
without the Consent of  a Third Party thereto or a Govemental Body, would constitute a breach 
or violation of such Acquired Asset and if such a Consent is not obtained at or prior to the 
applicable Staged Closing Date. (Notwithstanding the prior sentence, Sellers' representations 
and warranties, covenants and agreements regarding Acquired Assets shall include any Assets 
(other than Excluded Assets), Contracts or Permits or Communications Licenses that would 
constitute Acquired Assets but for the faet that a Consent is required to sell, assign, sublease, ' 

sublicense, or assume such Assets, Contracts or Permits or Communications Licenses.) Sellers 
shall use reasonable best efforts, and Buyers shall reasonably cooperate with Sellers, to obtain 
such prior Consents and to resolve the impediments to the.sale, assignment, sublease, sublicense. 
or assumption required by this Agreement or the Collateral Agreements; provided, that ~ s l l &  
shall not be required to pay any fees or make any other concessions to any Person in order to 
obtain any Consents other than those listed on Schedule 3.31bj in response to Sections 3.31bXii) 
and (iii). In the event any such Consents are not obtained on or prior to the applicable Staged. 
Closing Date, Sellers shall continue to use reasonable best efforts to obiain any such Consents 



a e r  the applicable Staged Closing Date, and Sellers shall reasonably cooperate with Buyers (at 
Buy& request) in any lawrul and economically feasible arrangement to provide that Buya 
shall receive the interest of Sellers in the benefits under any such Asset, Contract or Permit 
which require Consent to sell, assign, sublease, sublicense, or assume such Asset, Contract or 
Permit, including performance by Sellers, as agent, if economically feasible; provided, that 
B u p  shall undeaake'to pay or satisfy the corresponding liabilities for the enjoyment of such 
benefit to the extent Buyers would have been responsible therefor hereunder if such Consent bad 
been obtained; provided, M e r  that Sellers shall not be required to pay any fees or make any 
other concessions to any Person in order to obtain any Consents other than those listed on 
Schedule 3.3(b) in response to Sections 3.31b) lii) and m. Upon the receipt of any such 
Consent(s) after thc applicable Staged Closing Date, the relevant &set@), Conimct(s) and/or 
Permit(s) and/or Communications Cicense(s) shall constitute Acquired Assets. During such timc 
as the parties are attempting to obtain Consents to assignment or assumption of any Contracts 
hereunder following the applicable Staged Closing Date (including, any Contract that required a 
Consent of a court for Sellers to perfom services or receive compensation under the Contract), 
if, and to the extent that, Buyers are unable to provide services under any such Contract 
(including, by virtue of the fact that a court does wt provide its Consmt to Sellers ceasing to 
perform services under the Contract or otherwise), Sellers may, notwithstanding anything to the 
contrary herein, continue to do so, if they so elect, and receive their customary fees and expenses 
thereunder, or if Sellers are unable lo do so for any reason (and Buyers are not able for any 
reason to perform the work being performed by the Seller), Sellers may terminate or withdraw 
from the Contrad wbere necessary to avoid material Losses (unless Buyers agree to indemnify, 
defend and hold harmless Sellers under Section 8.21~))- 

2.8 Dellvery of Guaranties. 

Simultaneously with the execution and delivery of this Agreement, (i) Buyers' Parent is 
executing and delivering a guaranty to Sellers, the form of which is attached hereto as Exhibit B 
(the "Buyers' Parent Guarantv"), and (ii) Sellers' Paient is executing and delivering to Buyers a 
guaranty, the form of which is attached hereto as Exhibit C (the "Sellers' Parent G u m n ~ ) .  

Sellers hereby jointly and severally represent and warrant to Buyers as follows: 

3.1 Organization sad Qualifkation 

Each Seller is a corporation, limited partnership or limited liability company, as 
applicable, duly organized, validly existing and in good standing under the laws of its 
jurisdiction of incorporation, and has all requisite power and authority to carry on the Business as 
currently conducted and to own, lease or license and operate the Acquired Assets owned, leased 
or licensed by it as cunently operated Sellers are licensed or qualified to do business and are in 
good standing as foreign corporations in each jurisdiction set forth on Schedule 3.1. Except as 
set forth on Schedule 3.1, no Seller owns any capital stock or other equity interest in any Petson. 
Except as set forth on Schedule 3.L all of the capital stock of Sellers is held by BCI or other . 

Sellers party hereto. 



3.2 Authorization; Binding Effect 

(a) Each Seller has all requisite power and authority to execute and 
deliver this Agreement and each Collateral Agreement to which it will be a party and to effa* 
the transactions contemplated hereby and thereby. Except as set forth on Schedule 3.2, the . 

execution, delivery and performance by each Seller of tbis Agreement and each Collated 
Agwment to which it will be a party and the consummation by each Seller of the transactions 
contemplated hereby and thereby have been duly and validly approved byeach Seller's board of 
directors and, to the extent required by applicable Law or Contract, by any Affiliate ofany 
Seller, and all stockholders or other securityholders of each Seller (and each M11iate of any 
Seller) entitled to vote thereon, ad no other actions or proceedings on the part of any Seller (or 
any fiIiates of any Seller or any stockholder or other securityholder of any Seller or any 
Afiliates of any Seller) are necessary to authorize the execution, delivery and performan& by 
each Seller of this Agreement or the Collateral Agreements to which it will be a party'or the 
transactions contemplated hereby and thereby. 

(b) Except as set forth on Schedule 3 -2, this Agreement has been, d 
each Collateral Agreement to which Sellers will be a party will be, on or prior to First Stage 
Closing Date, duly and validly executed and delivered by each Seller, as applicable. Assuming 
due execution by Buyers, this Agreement is, and each Collateral Agreement to which Sellers will 
be a party, when duly executed and delivered by each applicable Seller, will be, valid and legally. 
binding obligations of each applicable Seller, enforceable against each applicable Sqllu in . 
accordance with their respective terms, except as such agreements may be subject to bankruptcy, .' 
insolvency, fraudulent conveyance, reorganization, moratorium and other similar laws and 
equitable principles relating to or affecting or qualifying the rights of creditors generally and 
general principles of equity. 

3 3  Non-Contravention; Consenta . 

(a) Except as set forth on ScheduIe 3 . 3 0 ,  the execution and delivery. 
of this Agreement by each Seller and the Collateral Agreements by each S d l a  party thereto, ,and 
,the cmmtim-of-lh~actiom-contemplated hereby and.thsr&y, do nqt_-and will not: 
(i) conflict with or tesult in a breach or violation of any provision of any organizational 
document of Sellers' Parent or any Seller, provided that the approvals of the shareholders of 

, 

Sellers' Parent and of the Sellers are required to effect the name changes contemplated in Section , 
5,17[a);'(ii) violate or result in s breach of or constitute an occurrence of default mder any 
provision of, result in the acceleration or cancellation of any obligation under, or give rise to a 
right by any party to terminate or amend its obligations under, any Contract to which any Self? 
is a party or is otherwise bound, except in each case for Contracts that are not material to the 
conduct of the Business and having an annual value or involving aniual consideration that is less 
than $1 09,000 individually or $1,000,000 in the aggregate, or that would not materially impair, 
delay or prevent the consummation by any oflhe Sellers of the transactions contemplated by .this 
Agreement or my of the Collateral Agreements; (iii) or result in the creation of any. 
~ncumbrance upon any of the Acquired Assets (other than a Permitted Encumbrance), or permit 
the acceleration of the maturity of any indebtedness of Sellers or indebtedness secured by any of . 
the Acquired Assets, having a value in excess of $100,000 individually or $1,000,000 in the . 



aggregate; or (iv) violate in any material respect any Law or Order of any Governmental Body 
(including any State PUC) having jurisdiction over any Sella or the Acquired Assets. 

(b) No Consent (including a waiver of: any right of first reW or first 
offer) of, filing or registration with, or cooperation from, any Governmental Body or any other 
Person not a party to thh Agreement is necessary in connection with the execution, ddivery and 
performance by Sellers of this Agreement or the Collateral Agreements to which Sellers wiU be a 
party or the consummation by Sellers of thetransactions contemplated hereby or thereby, except + 

for Cj) any filings required to be made under the HSR Act, (ii) filings with (he FCC under the 
Communications Act of 1934, as amended (the "Cornmunications Act"), and filings with State 
PUCs as required by applicable Law, as set forth in Schedule 3.30, and (iii) Consents of Third 
Parties required to transfa or assign to Buyers the Acquired Assets, or assign the benefits of or ' 

delegate performance witk regard thereto, in each case. as set forth in Schedule 3.3m except in 
each case for Purchased dontracts (other than Customer Contracts) and Permits or other 
Acquired Assets-that are not material to the conduct of the Business and have a value or 
involving Oonsideration having an annual value or involving annual consideration of less than 
$200,000 individually and $1,000,000 in the aggregate and Customer Contracts that are not 
material to the conduct of the Business and-have a value or involving consideration having an 
annual value of less than $500,000 (the "Sellers' Consents"). 

3.4 Title to Purchased Assets; Sufficiency of Ass& 

(a) Sellers have, and at the applicable Staged Closing Date will have, 
p o d  and valid tide to, or a valid and binding leasehold 'interest, right, or license in, the Acquired 
&sets, free md cleat of any Encumbrance (except for Pmitted Encumbrances, &cluding on 
the applicable Staged Closing Date, those contemplated by Section 7.2(fi to be removed). 
E;tcept as set forth on Schedule 3.41a1, Sellers have the full right to seU, convey, transfer, assign 
and deliver the Acquired Assets to Buyers, and, at and as of tbe applicable 'staged Closing Date, 
Sellers will sell, convey, transfer, assign and deliver the Acquired Assets to Buyers by 
instruments of sale, conveyance, transfer and assignment effective to vest in Buyers, and Buyers 
shall have, good and valid title to, or a valid and binding leasehold interest, right, or license in, 
41 of fie ~ c ~ ~ ~ , ~ ~ E e z t r ~ r n b m c e s  (except for Permitted 
Encumbrances, excluding on the applicable Staged Closing Date, those contemplated by Section 
7.2ff)). 

. . 
(b) Except as set forth on Schedule 3.4CbL all of the tangible 

. . Purchased Assets, whether real or personal, owned or leased, have been well maintained and arc 
in good operating condition and repair (with the exception of normal wear and tear) in all 
matwid respects. 

. . 
(c) Except as set forth'on Schedule 3.4(c) or with respect to other 

items which are not material to the conduct of the Business or which have a value of less than 
$1 00,000, the Acquired Assets constitute all of the Assets, Contracts, Permits & 
Communications Licenses (in each case, except for the Excluded Assets) that are currently used 
in the conduct of the Business (including the operation of the Network). 



3 5  Licenses and Permits 

(a) Sellers have obtained all necessary registrations, certifications and 
othei- regulatory authorizations from the. appropriate state and local Governmental Bodies 
(collectively, the "State Licenses"), including State PUCs, and hold all licmm, perbits, a 

certificates, franchises, registtations and other authorizations issued by the Federal 
Communications Commission (collectively, the "FCC Licenses"), that are required for the 
conduct of the Business as currently conducted, and for the holding of the Acquired Assets, 
except where the failure to hold such State Licenses or FCC Licenses (collectively, the 
"Communications Licensesy') would not reasonably be expected to result in a Material Adverse 
Effect. All of the Commllnications Licenses are set forth in Schedule 3.5(a) hereto. 

(b) Other than Communications Licenses that are immaterial, each of 
the Communications Licenses was duly issued (to Sellers' Knowledge) and is vdid and in Ml 
force and effect and each of the Communications Licenses has not been modified, canceied, 
revoked, or conditioned in any adverse manner other than in a manner that is immaterial. 

. 

(c) Each holder of a Communications License is set forth in Schedule 
3.5(c) and has operated in all material respects in compliance with all terms thereof. Each holder 
of a Communications License is in all material respects in compliance with, and its businesses 
have operated in all material respects in compliance with, the Communications Act, as 
applicable, and with any other applicable Laws and Orders, and has filed all registrations and 
reports and paid all required fees, including any renewal applications, required by the 
Communications Act and any applicable Laws and Orders. Except as would not reasonably be 
expected to result in a Material Adverse Eflect, (i) there is no pending or, to Sellers' Knowledge, 
threatened Action by or before the FCC or any State PUC to revoke, cancel, suspend, modify or - 
refbe to renew any of the Communications Licenses, and (ii) except as set forthin Schedulq 
3.5(c), there is not now any issued, outstanding or, to Sellers' Knowledge, threatened notice by 
the FCC or any State PUC of any violation or complaint against Sellers with respect to the 
operation of their respective businesses. 

- - . -  -- - - - - f d f ~ u e t f o r t E r i n S c h ~ W ~  or as. would not reasonably 
be expected to result in a Material Adverse Effect, no event has occurred that pennits the 
revocation or termination of any of the Communications Licenses or the imposition of any . . 
restriction thereon. 

(e) SeIlers hold (i) all valid and effective Permits, leases, . 
Communications Licenses, Easements, rights of way, licenses and other Consents, whether 
issued by a Governmental Body or otherwise, necessary to retain in place, operate and use the . 
Owned Portion as currently conducted, (ii) all valid and effective IRUs and other agreements, or 
any other Consents necessary to retain in place, operate and use the IRU Portion as currently 
conducted, and (iii) all material Pennits that are required for themto own, lease or-operate their. 
Assets and to carry on the Business as currently conducted, except as set forlh on Schedulq 
3.S(e'f. Sellers are in compliance in all material respects witb each Permit identified on Schedule 
3.5(el, and no Action is pending or, to Selks' Knowledge, threatened to revoke or limit any 
such Permit. Except as set forth on Schedule 3.51eL Sellers have received no notice of and hwe 
no Knowledge of any event or circumstance that could reasonably be expected to cause a . 



material impairment of their rights to retain, operate andlor use the Owned Portion or the IRU 
Portion. 

3.6 Compliance With Laws; Litigation 

a (a) Except as set forth on schedule 3.6h) and except as would not 
materially impair, dday or prevent the consummation by any of the Sellers of the transactions 
contemplated hereby, Sellers are in material compliance with all Laws and Orders applicable to 
the Business or the Acquired Assets. . 

(b) Except as set forth on Schedule 3.61b), no Order that names a 
Seller and is rklakd to the Business or the Acquired Assets is in effect and that imposes a 
material obligation on the ongoing, conduct of the Business (including the operation of the 
Network). Except as set forth on Schedule 3.6&1 Sellers have not entered into any agreement to 
settle or compromise any Action pending or threatened against ihem which has involved any 

a obligation other than the payment of money or for which Sellers have any continuing obligation. 
Except for individual Actions having an 'mount in controversy, and which could not reasonably 
result in a Loss of, greater than $200,000, and except as set forth on Schedule 3.6(bL there are no 
Actions pending (to Sellers' Knowledge with respect to investigations of Govenunental Bodies) 
or, to Seilers' Knowledge, threatened, against or affecting Sellers or any of their oficers, ' 

directors, employees, agents or stockholders in their capacity as such, in each case with respect 
to the Business or the Acquired Assets, and to Sellers' Knowledgt, there, are no facts or . 

circumstances which may give rise to any of the foregoing. 

(c) There are no Actions pending (to Sellers' Knowledge with respect 
to investigations of Government Bodies) or, to Sellers' Knowledge, threatejled by or against 
Sellers with respect to this Agreement or any of the Collateral Agreements; or4n connection with 
the transactions contemplated bereby or thereby, and Sellers have no reason to believe there is a 
valid basis for any such Action. 

3.7 Business Employees; Employee Benefits 
. --- ..- ------- 

(a) ~~hed~ia'fiOntai;;;3;af1~th~pOsi'tion held and aggregate 
annual compensation for Sellers' last fiscal year and date of hire with respect to each Business 
Employee (which list shall be updated as of the First Stage Closing Date and no update is 

" deemed to be an inaccuracy if in compliance with Section 5.2). 

(b) Schedule 3.7b) contains a list of ail Benefit Plans (which list shall 
be updated as of the First Stage Closing Date and no update is deemed to be an inaccuracy if in 
compliance with Section 5.2). With respect to each of the Benefit Plans identified on Schedule 

. 3.7(b), sellershave made av'lable to the Buyers true and complete copies of all plan documents 
and benefit schedules, or if none exist, a summary of the material terms thereof. 

(c) Each Benefit Plan has been administered in accordance with its 
terms, except for any failures so to administer any Benefit Plan that would not individually or in 
the aggregate have a Material Adverse Effect with respect to the Business. Sellers and dl 
Benefit Plans are in hmateria11 compliance with the applicable provisions of ERISA, the Code 



and all other applicable Laws and Orders and the terms of all applicable colltktive bargaining 
agreements, except for any failures to be in such compliance that would not individually or in the 
aggregate have a Material Adverse Effect with respect to the Business. 

(d) Except as set forfh on Schedule 3.7(dL no Seller sponkrs, . 

maintains or contributes to any Benefit Plan that is subject to Tide IV of ERISA and no B& ' 

Plan is a multiemployer plan (within the meaning of Section 3(37) of ERISA). No Benefit Plan 
which is subject to Title 1V of ERISA has been terminated and all contributions to any such plan 
which are due have been paid. 

(e) Sellers are in fmateriafl compliance with all Federal, state, local 
and foreign requirements regarding employment, except for any failures to comply that would 
not individually or in the aggregate have a Material Adverse Effect with respect td the Business. 
No Seller is a party lo any collective bargaining or ather labor union contract applicable to 
persons employed by any Seller in the United States and as of the date of this Agreement no such 
collective bargaining agreement is being negotiated by any Seller. There is no (i) strike against 
or otherwise affecting any Seller pending, or to Seller's Knowledge, threatened; or (ii) work 
stoppage or other labor dispute ag&nst or otherwise affecting any Seller pending or, to Sellers' 
Knowledge, threatened, which may materially interfere with the respective business activities of 
any Seller with respect to the Business. To Sellers' Knowledge, within the last thret (3) years, 
no Seller or any of their respective representatives or employees has committed any unfair labor 
practice in connection with the operation of the respective businesses of Sellers, and, there is no 
action, charge or complaint against any Seller by the National Labor Relations B o d  or any 
comparable Governmental Body pending or, to Sellers' Knowledge, threatened in writing, . 

(0 (i) No employee of any Seller will be entitled to any additional . 
benefits or any acceleration of  the time of payment. or vesting of any benefits under any Benefit 
Plan or otherwise (other than acceleration of vesting of options in accordance with their tern) as 
a result of the transactions contemplated by this Agreement, (ii) no amount payable, or economic 
benefit provided, by any Seller (including any acceleration.of the time of payment or vesting of. 

. any benefit (other than acceleration of vesting of options in accordance with their terms)) could 
be considered an "exct%s pamchnte-payment*MMEtef-d-(i'@ no 
person is entitled to receive any additional payment from any Seller or any other person in tbe 
event that the excise tax of Section 4999 of the Code is imposed on such person, in each case . 
except where such additional benefits or payments or acceleration (other than acceleration of . 
vesting of options in accordance with their terns), would not individually or in the aggregate 
have a Material Adverse Effect with respect to the Business. 

(g) Except as set forth in Schedule 3.7(d, no Seller has implemented 
any plant closing or layoff of employees that could implicate the Workei Adjustment Retrahhg 
and Notification Act of 1988, as amended ("WARN"), or any similar state or local Law, within 
the last 90 days. 

3.8 Contracts 

Schedule 3.8 contains a complete and accurate list of all Contracts to which one or more 
of the Sellers are a party and that are related to the Business as follows (which list shall be ' 



updated as of the First Stage Closing Date and the Second Stage Closing Date and no such 
update is deemed to be an inaccuracy if in compliance with Section 5.2). 

(a) my Employment Agfeerisent or other.%omtmctof any kind with 
any stockholder, director, officer or employee of any Seller or any of its Affiliates; 

(b) any Customer Contracts, except for (i) Customer Contracts tbat 
generate aggregate annual revenues of $500,000 or less, or (ii) Customer Contracts entered into . 
on or after November 30,2002; 

(c) any Contract with any Person for the purchase or delivery of 
goods, or performance of services, to Sellers, including goods or services used to provide' 
services, or to be resold, to Sellers' customers, in eachcase other than Contracts entered into in 
the ordinary course of business or having a value or annual consideration less than $100,000 or 
that has a term, or requires the performance of any obligations by any SelIer over a period of less 
than one (13 year; 

(d) any Contract which is material to the conduct of the Business or 
that has a value in excess of $100,000 pursuant to which any Seller.grants or i s  granted any 
license or other rights to use any of the Acquired Assets or any material rights ofjoint use with 
respect to any of the Acquired Assets (other than any Real Property Lease or IP License or IPR 
License); 

(e) any Contract with a sales representative, sales agency, advedsing 
agency or other Person engaged in sales or promotional activities, or any Contract to act as one 
of the foregoing on behalf of any Person in which the expected annual payment to such Person is 
irr excess of $1 00,000; 

(f) ,any Contract pursuant to which any Seller has made or will make ' 

loam or advances, or has or will have incurred debts or become a guarantor or surety or pledged 
its credit on or otherwise become responsible with respect to any undertaking of another Person 
(except fo; the negotiation or collection of negotiable instruments in transactions in the ordinary 
course of business), individually in excess of $25,000 or in the, aggregate in excess of $100,000; 

(g) any indenture, credit agreement, loan agreement, note, mortgage, 
security agreement, leastf of real property or personal property, loan commitment or other 
Contract relating to the borrowing of finds, an extension of credit or financing, individually in 
excess of $25,000 and in the aggregate in excess of S100,M)O; 

(h) any Contract having a value or containing payment or other 
obligations in excess of $25,000 invoking a partnership, joint venture or other cooperative 
undertaking; 

(i) any Contract involving any materia1 restrictions with respect to the 
geographical area of operations or scope or type of business of any Seller, including the 
Business; 



(j) any power of attorney or agency Contract with Person 
pursu& to which such Person is granted the authority to act for or on behalf of any Seller, or 
any Seller is granted the authority to act for or on behalf of any Perm; 

(k) any Contract, whether or not fully performed, relating b any. 
acquisition or disposition of any stock of, or any material portion of the assds of, any Seller, or 
any acquisition or disposition of aiy subsidiary, division, line of business or real property of any 
Seller, except as such Contract lrlates to my Excluded Asset or Excluded Liability; and 

(1) any Contract having a value individually in excess of$] 00,000 or 
in the aggregate in excess of $300;000, not made in the ordinary course of business and 
consistent with'past practice and that is to be performed in whole or in part at or after the date 
hereof. 

Sellers have provided Buyers with access to (i) true, accurate and complete copies of 
each of the Contracts and the other documents set forth on Schedule 3.8, as amended or rnodiied 
and (ii) a written description ofeach oral arrangement so listed on Schedule 3.8. 

Each and all .of (i) the Customer Contracts and (ii) the other Contracts which, individually 
or in the aggregate, are material to the Business are valid and binding on the applicable Seller . 
and, to such Seller's Knowledge, on the other parties thereto in accordance with its tams and is 
in full force and effect. Except as set forth on Schedule 3.81rnk no Seller has received any 
written notice that it is in default or breach of and is otherwise delinquent in performince in any 
material respect under any Contract, and, to Sellers' Knowledge, each of the other parties them 
has performed in all material respects all obligations required to be performed by it and is not .in 
default in any materid respect thereunder. 

Except as set forth on Schedule 3.8(n), since December 3 1,2002, no $SOOK Customer 
has terminated or informed a Seller that it intends to terminate, renegotiate or let expkor 
materially reduce the amount of goods andlor services received under, such Customer .' 
Contract(s) and, to Sellers' Knowledge, there ate no material disputes with any $5WK 
Customers. 

3.9 Financial Statements; Absence of Cbangea 

(a) Schedule 3,9(aYil contains correct and complete copies of the 
audited consolidated statements of BCl of (I) Assets and Liabilities, (2) Income Statement and . 
(3) Cash Flows (the "Statements"), in each case for the fiscal year ended December 3 I, 2001 aud 
the unaudited Statements for the nine-months ended September 30,2002 (collectively, the , 

"Financial Statements"). Also attached as Schedule 3.9(aYi) is a correct and complete copy of 
the unaudited consolidated balance sheet and profit and loss statement of BCl and the Sellers for 
each of October 2002, November 2002, December 2002 and January 2003 (collectively; the 
"Monthly Statements"). The Financial Statements and the Monthly Statements include * 

information with respect to and reflect the financial condition and results of operation of the 
Retained Business which are not being transferred hereby, and as to which SeUefs makes no 
representation or warranty of any kind. The Financial Statements and Monthly Statements were 
prepated in conformity with Generally Accepted Accounting Principles, except as set forth on' 



Schedule 3.9(a](ii) and subject, in the case of the unaudited Statements for the nine-months 
ended September 30,2002 and the Monthly Statements, to yearend adjustments consistent with 
past practice. 

. (b) Except as set forth therein or on Schedule 3.9b) with respect to the 
Business, the Fiaancial'Statements and Monthly Statements present fauly the consolidated 
financial condition and results of operations of BCI and its subsidiaries as of and for the periods 
then ended. 

(c) Schedule 3.9(cI is an accurak and complete aging schedule of d l  
Receivables as of November 30,2002,' Except as set forth on Schedule 3.9 (ck (i) each 
Receivable represents a safe made in the ordinary course of business which a~ose pursuant to an' 
enforceable written Contract for. a bona fide sale o f  goods or for senices pmfomed, and (ii) the . . ' . 
applicable Seller has performed all of its obligations to produce the goods or perform the 
services to which such Receivable relates. 

(d) Except as set forth in the balance sheets included in the Financial 
Statements or the balance sheets in the Monthly Statements or on Schedule 3.9(dl, there are no 
liabilities, debts, claims or obligations, whether accrued, absolute;.contingent.or otherwise, 
whether due or to become due that are required to be,iricluded in such ~in&ciaI Statements in 
accordance with Generally Accepted Accsunting Principles or which are contemplated by this 
Agreement to constitute Assumed Liabilities. 

(e) Since December 3 1,2002, Sellers have conducted and operated tbe 
Business in the ordinary course consistent with past practice, and except as set forth in 
Schedule 3.91e1: 

(i) there has been'no material destruction, damage or other loss . 

to any material Purchased Assets; 

(ii) other than in the ordinary course of business, there has been 
no sale, lease, or other disposition of any Acquired Asset, except for any ziuch transaction 

. . 
less than $100,000 individuatly in value or $250,000 in value in the aggregate for all such 
transactions; 

. .  ' . . (iii) Except in compliance with Section 5.15, other than in the 
. . ordinary cdurse of business consistent with past practice, there has been no purchase, 

lease or oiher acquisition of any properties or assets related to the Business or oth& 
capital expenditures related to the Business or with respect to the Acquired Assets other 

. . than any such transaction less than $100,000 individually in %due or $250,000 in the 
. aggregate for all such transactions; 

(iv) no Seller has entered into or authorid any material 
Contract related to the Business or any material amendment or modification to any such 
Contract, other than in the o r d i i  course of business and consistent with past practice; . 
and, to Sellers' Knowledge, no parties to such Contracts (including any Seller) having the 



right to do so have accelerated, terminated, made modifications to orcancelled any such 
Contract. 

(v) no Seller hassuffered or permitted the impositionof any 
material Encumbrance (other than Permitted Encumbrances) upon any Acqihd,Asset', 

(vi) no Seller has granted any license or sublicense of any rights 
under or with respect to any IP or IPR related to the Business other &an in the ordinary 
course of business and consistent with past practice; 

(vii) no Seller has made any lm or advance, individually in 
excess of $10,000 or in the aggregate in excess of $Z,OOO, or capital contribution to, or 
investment in, any other Person; 

(viii) no Seller hw entered into any transaction or mangement of 
any kind with any director, officer or employee of any Seller or any Affdiatc of any . 
Seller (other than another Seller), except as set forth in Schedule 3.8 in response to 
Section 3.8fa); . 

(ix) no Seller has granted any increase in the base compensation 
ofany of the Bisiness Employees other than in the ordinary course of business consistent 
with past practice; 

(x) m Seller has made any other materid change to the , 

employment terms for any of the Business Employees terminated the employment of any 
material Business Employee of any Seller or established orknateridly modified any 
Benefit'Plan other than as required by applicable.Lawor entered-intoan-Employmatt 
Agreement; 

(xi) no change has occurred (or ci~umstance involving a 
' prospective change) which is reasonably likely to'have a Material Adverse Effect; . ' . 

(xii) no Seller has waived, released or canceled any claims 
against third parties or debts owing to it or any rights which have a value in excess of 
$200,000 individualIy or $1,000,000 in the aggregate; 

(xiii) no Seller has made my changes in its accounting system, 
principles or practices, other. than any changes required by applicable accounting 

standards or the Securities and Exchange Commission rules and regulations; 

(xiv) no Seller has made any borrowing, incurred any debt (0th 
than ordinary course bornwings under the Credit Agreement and trade payables in the 
ordinary course of business andmmsistent with past .practice) or assum~guaranteed, 
endorsed (except for the negotiation or collection of negotiable instruments in 
transactions in the ordinary course of business and consistent with past practice and the 
guarantee: of lease obligations by Broadwing Communications Real Estate Sentices .l,L,C) 
or otherwise become liable (whether directly, contingently or otherwise) for the 



obligations of any other P e r m  or made any payment or repayment in nespect of any , 

indebtedness (other than ordinary course borrowings under the Credit Agreement and 
accrued expenses in the ordinary course of business and consistent with past practice), in 
each case, in excess of $W,OM) individually or$200;000 in theaggregate; ' 

' . (XV) no Seller has paid any amount, performed any obligation or 
agreed to pay any amount or perform any obligation, in settlement or compromise of any 
Action air other ,claims of liability against any Seller, or my of its directors, officers, 
employees or agents, in each case, in excess of $200,000 individually or $500,000 in the 
aggregate; or . 

(mi) no Seller has contractually codt ted  or agreed to any of ' 

the foregoing in the future. 

3.10 . Intellectual Property 

(a) Sellers own or possess the right to use all ofthe Seller IP and 
Seller IPR Sellers have the right to convey by saIe or by license any such Seller IP and Seller 
IPR lhat is so conveyed. 

(b) Sellers have not granted any license to any Person to use any of the 
Seller IP or Seller IPR other than in the ordinary coFse of business. Except asset forth on ' 
Schedule 3.10, (i) no Action i s  pending or, to Sellers' Knowledge, threatened, against Sellers or 
any of their Affiliates where any of the Seller IF or Seller IPR is the basis for the Action; (ii) no ' 

Seller has received written notice that a Person has claimed and, to Sellers' Knovlrlcdge no 
Person has alleged, any rights to the Seller IP or Seller IPR; (iii) to Sellas' BhowJedge, the 
conduct by Sellemof the Business, any process, method, part, design, material ar other Scflcr IP 
or Seller IPR it employs, and the marketing and use by Sellers of such Business and Seller IP or 
Sdler IPR, in each case, does not infringe any IP or PR of any other Person; (iv) Sellers arc not 
obligated to pay any recurring royalties to any Person with respect to the use of any Seller IP or 
Seller IPR; and (v) to Sellers' Knowledge, no othw Person has interfered with, infringed upon, or 
misappropristed;any- Seller IP or Seuer IPR. 

(c) Upon the applicable Staged Closing Date, Sellers will, subject to 
any third party rights therein, deliver to Buyers complete and correct copies of the source code, 
object code and user and technical documentation for all computer software included in thc 
Seller IP and Seller IPR 

3.11 Real Property 

(a) Schedule 3.1 1 (aMi)., sets forth s true, accurate and complm list of 
dl of the parcels of land owned by any SeUa and used by such Sellw in the conduct of the 
Business by street address, block and lot or other appropriate description (the "Owned Real 
Property"). Schedule 3.1 I (ajlii) sets forth (i) a true, accurate and complete list of all of the 
leases of real property to which any Seller is a party and which provide for the lease to or by any 
Seller of any real property and used by such Seller in the conduct of the Business (all such real 
property leased to any Seller, collectively, the 'Teased Real Pr~~pertf') and (ii) the street 



addresses and current use of all of the Leased Real Property. Except as otherwise disclosed on 
Schedule 3.1 l(aXi), SeIlers hold fee simple title to the Owned Real Property, subject only to the 
Permitted Encumbrances. Except as otherwise disclosed on Schedule 3.1 l(aHii), Sellers have a 
valid leasehold interestsin the Leased Real Property leased to or by Sellers pursuant to the leases.,. 
described on Scheduk 3.1 1 (aXii) (the "Real Prowrtv Leases"), subject only to the permitted' 
Encumbrances. Except as otherwise disclosed on Schedule 3.91aMiiG Sellers hold good title to 
those licenses or Easements appurtenant to the Leased Real Property or Owned Real Property 
necessary to conduct the Business in all material respects as it is currently being conducted (the 
Easements and the Leased Real Property and the Owned Real Property, collectively the " R R  
~rotm&"), subject only to Permitted Encumbmcw. 

(b) All of the Real Property Leases necessary to conduct the Business 
in all material respects as it is currently conducted are in Ml force and effecf and 'are valid and 
enforceable in accordance with their respective terms, except as such enforceabiity m y  be 
limited by applicable bankrupptcy, insolvency, moratorjurn, reorganization or similar laws in 
effect which affect the enforcement of creditors' rights generally, by equitable limitations on the 
availability of specific remedies and by principles of equity. 

(c) No ~e i le r  has received any notice of any, and, to Sellq's 
Knowledge, there exists no, dispute, claim, event of default or event which constitutes or would 
constitute (with notice or lapse of time or both) a default under any Real Property Lease or 
Easement, except in each case that would not result in, or would not reasonably be expected to 
result in, individually or in the aggregate, a liability or other obligation with respect the 
Business in an amount in excess of $100,000. All rent due and payable with respect to the Real 
Property Leases have been paid through the date of this Agreement and all rent due and payable 
with respect to the Real Property Leases on or prior to tbe Staged Closi,ng Dates wilt .have been 
paid on or prior to the Staged Closing Dates or the parties will otherwise reimburse the.o&ers so 
that they have effectively prorated the rent. 

3.12 Taxes 

(a) None otthe Purchsed Assets is "tax taxexempt use property" witbin 
the meaning of Section 1 6 8 0  of the Code; (b) no liens for material Taxes have been filed and 

. no material claims for Taxes have been asserted in writin& with respect to the Acquired Assets, 
the Assumed Liabilities or the Business, except for taxes that are being contested in good faith . 
by Sellers and their Affiliates; (c) Sellers have paid all material Taxes required to bc paid by it 
with resped to the Business, tbe Acquired Assets and the Ass& Liabilities that could become 
liens against the Business or the Acquired Assets or could otherwise affect the Buyer; and (d) all 
Taxes which are required by Law or Order to be withheld or collected with respect to,the 
Business, including sales and use taxes, and amounts required to be withheld for Taxes of 
employees, have been duly withheld or collected and, lo the extent required, have been paid over 
to the proper Governmental Bodies.or are held in separate bank accounts for such purpose. , 

3.13 Brokers 

No broker, investment banker, financial advisor or other Person i s  entitled to any 
' 

broker's, finder's, financial advisor's or other similar fee or commission h m  Buyers in 



connection with the transactions contemplated by this Agreement based upon arrangements 
made by or on behalf of any Seller or any of their respective Affiliates. 

3.14- Environmental Mattem; 

Except as set forth on Schedule 3.1 4 or as would not, individually or in the aggregate, 
reasonabIy be expected to have a  ater rid Adverse Effect . 

' (a) Each'SeIfer is complying in all [material] respects with all 
applicable ~n&ronmental Laws and Orders, which compliance includes the possession and 
maintenance of all Environmental Pennits that are necessary for the operation of the Business. 

(b) No Seller is a party to any Action nor, to Sellers' Knowledge, is 
any Action threatened, against any Seller with respect to the Business that relates to any 
Environmental Laws or Orders or any Hazardous Substance. 

, , 

(c) There are no Envhnmental Liabilities of any Seller with respect 
to the Etusiness, an& to Sellers' Knowledge, there are no facts, conditions, situations or set of 
circumstances that could reasonably be expected to re& in or bethebasis o6any~~such 
Environmental Liability. 

(d) This Section 3.14 contains the sole and exclusive representations 
and warranties of the Sellers with respect to any environmental matters. 

3.15 Network 

The Network 0) is operational, (ii) has a minimum .of 12 fibers in each segment cross- 
section, with an average of 28 fibers or more, and (iii) covers approximately 18;700 route miles 
of fiber-optic transmission facilities across the contiguous United States, as set forth on ScheduiO 
l.JeJ, including approximately 7,700 route miles built and owned by Sellers (the "Owned 
Portion") and approximately 1 1,000 miles acquired through IRUs (the "IRU Portion"). - 
- .  - . .  . '3.16'-- 'Oiv&rall Material Adverse Effect 

The preceding representations and warranties of Sellers in this Article 3 (with the 
. deletion of any and all references to materiality or Material Adverse Effect or any other 

materiality qualifiers as set forth therein) do not result in any breach or inaccuracy in any and all 
such representations and warranties, where such breach andlor inaccuracy would individually or 
in the aggregate have, or be reasonably likely to have, a Material Adv& Effect on the Business 
or the Buyers (taken as a whole). 

3.17 No Other Representations 

EXCEPT FOR THE REPRESENTATIONS AND WARRAMES CONTAINED IN 
THIS ARTICLE 3 OR 'XN THE COLLAERAL AGREEMENTS (TO THE EXTENT 'THAT 
THE SELLERS ARE PARTY THERETO), SELLERS MAKE NO REPRESENTATION OR . 

WARRANTY, EXPRESS OR IMPLIED, WRITTEN OR ORAL, AND HEREBY TO TME 
MAXIMUM EXTENT PERMlTTED BY APPLICABLE LAW DfSCLAJMS ANY SUCH 



REPRESENTATION OR WA- WCLUDWG WITHOUT LIMlTATION ANY 
WARRANm OF MERCHANTABTLlTY OR FITNESS FOR A PARTICULAR PURPOSE), . 

WHETHER BY SELLERS, THEIR AFFILIATES OR ANY OF THEIR OFFICERS, 
DIRECTORS, PARTNERS, MEMBERS, PIUNCIPALS, EMPLOYEES, AGENTS, 
MEMBERS OR REPRESENTATIVES OR ANY OTHER PERSON, WITH RESPECT TO . 
THE ACQUIRED ASSETS, ASSUMED LIABILITIES AND THE BUSINESS ORTHE 
EXECUTION AND DELIVERY OF THIS AGREEMENT OR THE TMNSACTIONS 
CONTEMPLATED HEREE3Y. 

4. ' Represeniations and Warranties of Buyers 

Buyers represent and warrant to Sellers fiat: 

4.1 Organization and QuaIification 

Each Buyer is a limited liability company duly organized, validly existing and in good 
standing under the laws of the State of Delaware, and each Buyer has all requisite limited 
liability company power and authority to carry on its business as currently conducted and to own 
or lease and operate its properties. 

4.2 Authorization; Binding Effect 

(a) Each Buyer has all requisite limited liability company power and 
authority to execute and deliver this Agreement and the Collated Agreements and to effect the 
transactions contemplated hereby and hereby and has duly authorized the execution, delivery, 
and performance of this Agreement and the Collateral ~ k s n t s  by all requisite limited 
liability company action. 

(b) This Agreement has been duly executed and delivered by each 
Buyer and this Agreement is, and each of the Collateral Agreements when ddy executed and 
delivered by each Buyer wilI be, valid and legally binding obligations of such Buyer ~ o - b l e  
against it in accordanc~ with, its_rmmqex~pt 'as such agreem~fs may h, subject to bsnbuptcg, 

. . insolvency, fraudulent conveyance, reorganization, moratorium and other sirnil& taws aud 
equitable principles relating to or affecting or qualifying the rights of creditors generally and 
general principles of equity. 

. . .. 

. . . . 4 3  No Violations 

(a) The execution, delivery and performance of this Agreement and. 
. . 

' 

the Collateral Agreements by Buyers and the consummation of the transactio'ns contemplated 
.: _ hereby and thereby do not and will nat (i) conflict with or result in a breach or violation of any 

' 

provision of the limited liability company agreement of any Buyer; @) violate or result in a 
breach of or constitute an occurrence of default under any provision of, result in the acceleration 
or cancellation of any'obligation under, or give rise to a right by any party to terminate or amend 
its obligations under, any mortgage, deed of trust, conveyance to secure debt, note, loan, 
indenture, lien, lease, contract, agreement, instrument, order, judgment, decree or other . 

arrangement or commitment to which any Buyer is a party or by which it or its assets or 



. 
properties are bound, or result in the creation of any Encumbrance (other than a Permined 
Encumbrance] upon any of its assets or properties, which violation, breach, default or 
Encumbrance would individually or in the aggregate be have a Material Adverse Effect with 
respect to Buyers (taken as a whole); or (iii) violatemy Law or O r k - o f  a@ Govemmentd 
Body having jurisdiction over Buyers or any of their properties, which violation would 
individually or in the aggregate be material to Buyers or materially impair, delay or prevent the 
consummation by Buyers of the transactions contemplated hereby. 

@) Except as set forth on Schedule 4.3(bl, no Consent of, registration, 
declaration or filing with, any Person (including any Governmental Body) is required to be 
obtained by Buyers in connection with the execution and delivery by Buyers of lhis Agreement 
and the Collateral Agreements to which Buyers will be a party or the consummation by Buyen 
of the transactions contemplated hereby or thereby that has not been obtained, other than any 
filings required to be made under the HSR Act (such scheduled Consents registrations, 
declarations and filings being referred to herein collectively as the "Buvers' Consents"), aind 
other such consents the failure to obtain which would not materially impair, delay or prevent the 
consummation of the transactions contemplated hereby. 

4 4  Litigation 

(a) Except as .set forth on Schedule 4.4{d snd excepi as would not 
materially impair, delay or prevent the consurnrnaljon by any of the Buyers of the transactions , 

contemplated hereby, Buyers are in material compliance with a11 Laws and Orders applicable to 
Buyers. 

(b) Except for individual Actions having an amount in controversy, 
and which could not reasonably r e d t  in a Loss of; greater than $l'OO,OOO,-adexoept as set forth 
on Schedule 4.4@), there are no Actions pending (to Buyers' Xnowledge with' respect to 
investigations by Governmental Bodies) or, to Buyers' Knowledge, threatened, against or 
affecting Buyers or any of their officers, directors, employees, agents or stockholders in their 
capacity as such, and to Buyers' Knowledge, there are no facts or circumstances which may give 
rise to any of the foregoing. -. - - - .  . -  - -  

(c) There are no Actions pending (to Buyers' Knowledge with respect 
to investigations by Governmental Bodies) or, to Buyers' Knowledge, threatened by or against 
Buyers with respect to this Agreement or any of tbe Collateral Agreements,-or in connection with 
the transactions contemplated hereby or thereby, and Buyers have no reason to believe there is a 
valid basis for any.such Action. 

4.5 No Additional Representations or Warranties 

Buyers acknowledge that no Seller nor any of their respective Affiliates or any other 
Person acting on behalf of any Seller (a) has made any representation or warranty, express or 
implied, including any implied representation or warranty as to the condition, merchantability, 
suitability or fitness for a particular purpose of any of the Acquired Assets, or (b) has made any 
representation or warranty, express or implied, as to the accuracy or completeness of any 
information regarding Sellers, the Business or the Acquired Assets, in each case except as 



expressly set forth in this Agreement or any Collateral Agreement or as and to the extent 
required by this Agreement or any Collateral Agreement to be disclosed on the Schedules hereto 
or thereto. Buyer further agrees that no Seller nor any oftheir respective Affiliates or any other 
Person acting on behalf of any SeHer'will have or be subject to any liability, except'as~ 
specifically set fartl~ in this Agreement, to Buyers resulting from the distribution to Buyers, for 
Buyers' use, of any such information, and any information, document or material made available 
to Buyers in certain "data rooms," management presentations or any other form in expeetation of 
the transactions contemplated by this Agreement. . 

4.6 Brokers 

No broker, investment banker, financial advisor or other Person is entitled to any 
broker's, finder's, financial advisor's or other similar fee or commission from Sellers in ' 

connection with the transactions contemplated by this Agreement based on arrangements made 
by or on behalf of Buyers or an AffXate of Buyers. 

4.7 Financing 

Buyers have as of the date hereof; and will have as of the Fist Stage Closing Date, 
suficient cash, available lines of credit or other sources of immediately availabIe h d s  to enable 
it to pay the Purchase Price. 

4.8 Overall Material Adverse Effect 

The preceding representations and warranties of Buyers in this Article 4 (with the 
deletiosof any and all references to materiality or Material. Adverse Effect or any other 
materiality qualifiers as set forth therein) do not result in any breach or inaccuracy in any and all 
such representationsand wm&ties, where such breach and/or inaccuracy would individually or . 

in the aggregate have, or be reasonably likely to have, a Material Adverse Effect on SelIers 
(taken as a whole). 

- 4.9 No Other Representations 

, EXCEPT FOR THE REPRESENTATIONS AND WARRANTES CONTAINED IN 
THIS AR'ITCLE 4 OR IN THE COLLATERAL AGREEMENTS (TCI THE EXTENT THAT 
BUYERS ARE PARTY THERETO), BUYERS MAKE NO RXPRESENTATION OR 
WARRANTY, EXPRESS OR IMPLIED, WRITTEN OR ORAL, AND HEREBY TO THE 
MAXIMUM EXTENT PERMI?TED BY APPLICABLE LAW DISCLAIM ANY SUCH 
REPR~ESENTATION'OR WARRANTY (INCLUDING WITHOUT LIMITATION ANY 
WARRANTY OF MERCHANTABILITY OR FITNESS FOR A PARTICULAX. PURPOSE), 
WHETHER BY BUYERS, THEIR AFFILIATES OR ANY OF THEIR OFFICERS, 
DIRECTORS, PARTNERS, MEMBERS, PRINCIPALS, EMPLOYEES, AGENTS, 
MEMBERS OR REPRESENTATIVES OR ANY OTHER PERSON, WITH RESPECT TO 
THE ACQUllRED ASSETS, ASSUMED LIABILITIES AM) THE BUSINESS OR THE 
EXECUTION AND DELIVERY OF THIS AGREEMENT OR THE TRANSACTIONS 
CONTENPLATED HEREBY. 



5. Certain Covenantg 

5.5 Access to Information 

(a) Subject to any restricti~ns under applicable Law, Sellers will 
(i) give to the J3uye& ahd their officers, employees, accountants, counsel and other 
representatives reasonable access, including for inspection and copying, during normal business 
hours throughoqt the period pear to the Staged Closing Dates, to the properties, personnel, 
books, contracts, commitments, reports of examination and records reasonably requested by 
Buyers, (ii) furnish or shall cause to be furnished any and all financial, technical and operating 
data and other infomation pertaining to the Business and the Acquired Assets as Buyers may 
reasonably request, and (iii) provide or cause to be provided such copies or extracts of 
documents and records related to its business as Buyers may reasonably request; provided, that 
no Seller shall be obligated t? disclose or proyivide hereunder information other than related to the 
Business. 

(b) For a period of six (6) years after the First Stage Closing Date, 
upon reasonable prior written notice, Buyers and Sellers shall ihnish or cause to be furnished to 
each other and their employees, agents, auditors and representatives access, during normal 
business hours, to such infmation, books and.records relating to the Business as is  reasonably 
necessary for financial reporting and accounting.matters; for reports .or filings with any 
Governmental Bodies, for the preparation and filing of Tax Returns, reports or fomas for the 
defense of any Tax claims, assessments, audits or disputes, or for the prosecution or defense of 
any Action, provided that with respect to any Tax Rehuns or sther records relating to Tax 
matters or any other Action, either party shall have reasonable access to such information until 
the applicable statute of limitatioris, if my, shall have expired. Except as otherwise agreed in 
v+iting, each party shall reimburse! the other for reasonable outsf-pocket-costs:and expenses 
incurred in ksisting the other pursuant to this Section S.l(b1. Each party shall have the right to 
copy any of qch records at its own expense. Neither party shall be required by this section 
5.1 (b) to take any action that would unreasonably interfere with the conduct of its business or 
unreasonably disrupt its normal operations. 
. . . . . . .  

(c) ~ellers'and Buyers agree to preserve all Business Records in their 
possession for at least six (6) years after the First Stage Closing Date; provided that each party 

, will preserve all such records relating to Tax matters until expiration of the applicable s t a m  of 
limitations. After such six (6) years period or expiration of the applicable statute of limitations 
and at least six (6) days prior to the planned destruction of any Business Records or Tax-dated 
records; but in any event no longer than the later of six (6) years after the.Sewnd Staged Closing 
Date or the expiration of the applicable statue of limitations, the party planning to destroy such 
Business Records or Tax-related records shall noti@ in writing and shall make available to the 
other, upon its reasonable request, such Business Records or Tax-related records.. 

5 3  Conduct of Business 

From and after the date of this Agreement and until the First Stage Closing Date, except 
as set forth on Schedule 5.2 or as otherwise contemplated by this Agreement or the Schedules 



and Exhibits hereto or as Buyers shall otherwise consent to in writing, in each case to the extent 
related to the Business, Sellers: 

(a). will incur and payeosts and otherwise operatethe Business only in 
h e  ordinary course and in a manner consistmt with past practice, md shd use theL . ; 
commaciafly reasonable efforis to (i) presave intact the present business organization and tbc 
Business Employees, (ii) preserve the goodwilland advantageous relationships of the Business 
with customers, suppliers, independent contractors and other Personsmaterid to the operation of 
the Business, (iii) prevent any event that could have a Material Advme Effmt and (iv) not 
permit any action or omission that would c a w  any of the representations or warranties of 
Sellers contained herein to become inaccurate or any of the covenants of SeUers to be breached, 
in either case in any material hpect. 

(b) without limiting the generality of clause (a), until the First Stage 
Closing Date, except as set fortb on Schedule 5.2 or with the prior written consent of Buyers, 
Sellers will not: 

(i) do any act or omit to do any act, or pennit any act or 
*mission to act, which would cause. a material:breach of any of the Piuchased Contracts, 

. Purchased Permits and Transferred Communications Licensesar any liabiiities or 
obligations .contemplated by this Agreement or any of the Collateral Agreements to be an 
Assumed Liability, the breach of which is ~easonably likely to have a Material Adverse 
Effm, 

{ii) sell, transfer, convey, assign or otherwise dispose of any of 
fie Acquired Assets with a fair market value in excess of SIO0,OM) (without purchasing a 
replacement of the same or better quality t& condition) othet~thsn:fm.~goods or 
inventory, including parts or supplieq sold or otherwise disposed of in fl;c ordinary 
muse of business and consistent with past practice; 

(iii) except for capital improvements, purchases and 
expenditures permitted by clause (iv), purchase, lease or other acquisition of any 
Acquired Assets, except for any such transaction less than $50,000 individually in value 

- or $250,000 in the aggregate in value, except for circuits and services acquired in the . 

ordinary course of business and consistent with past practice for the purpose of 
supporting ongoing sales activities; 

@v) authorize or make any capital impmvements.or &daics 
a other capital expenditures that individually or in the aggregate are in excess of those 
coritemplated by Section 5.1 5(ck 

(v) other than in the ordinary course of business. and consistent 
with past practice, waive, release or cancel any claims against third parties or debts owing 
to it, or any rights which have a value of $200,000 individually or $500,000 in the 
aggregate, other than any claims against or debts owing from Affiliates; 



(vi) . (A) make any borrowing, incur any debt (other than 
. ordinary course borrowings under the Credit Agreement or from Sellers' Pamt, and 

' 

. 
trade payables in the ordinary course of business and consistent with past practice); (B) 
assume, guarantee, endo~(except for the negotiation or collection of negotiable 
instruments in the ordinary course of business and consistent with past practice and the . 
guarantee of leke obligations of Broadwing Communications Real Estate Services LLC ' 

where any such guarantee is not an Assumed Liability] or otherwise become liable 
(whether.directly, contingenUy or otherwise) for the obligations of any other Person; or 
(C) make any payment or repayment in respect of any indebtedness (other than (i) trade 
payables and accrued expenses in the ordinary course of buJiaess and consistent with past 
practice or (ii) except as provided for in the Credit Agreement, repayments or 
prepayments of Debt (as defined in the Credit Agreement) owed to Sellers' Parent or any 
of its Subsidiaries (as defined in the Credit Agieement)); in eacb case in excess of 
$25,000 individually or 5100,000 in the aggregate; 

(vii) grant or permit the creation of any Encumbrance over any 
of the Acquired Assets, other than Permitted Encumbrances (except for items (iv) and (v) 
included in thi definition of Permitted Encumbrances with respect to any Acquired 
Assets owned by any Seller on the date hereof). Until such.time.as &Required Lenders 
under the Credit Agreement shall have consented to the first sentence of this clause (vii) 
(or otherwise amended or wait& the provisions of Section 5.02(1) of the Credit 
Agreement) or the Credit Agreement shall be terminated, thisclause (vii) shall be subject 
to (x) the reslrictions on, and (y) the exceptions to the restrictions on, the creation of . 

Encumbrances set forth in Section 5.02(l) of the Credit Agreement 

(viii) make any loan, advance or capital contribution (other than 
to any of the other Sellers) to, or investment in, any other Person in excess of $lO,OOO 
ind&idualIy or $25,000 in the agpgate; 

(ix) enter into, adopt, amend or terminate any bonus, profit 
sharing, compensation, termination, stock appreciation right, restricted stock, 
performance unit, pension, retirement, deferred compensation, employment, severance or 

. . other employee benefit agreement, trust, plan, h d  or other arrmgement for the benefit 
or welfare of any director, officer, consultant (except with respect to termination of any 
consultants) or employee, or increase in any manner the compensation or fiinge benefits 

. . of any director, officer, consultant or employee or pay any benefit not required by any 
. . existing plan and arrangement or enter into any Contract to do any of the foregoing, 

which, in each case, individually or in the aggregate, is reasonably likely to have a 
Mateha1 Adverse Effect; 

. . . . (x) (A) terminate the employment of any Key Employee 
without cause; or @) terminate the employment of any other.Business Employees 
without cause (which termination contemplated by this clause (B), individually, or in the 
aggregate, is reasonably likely to have a Material Adverse Effect); 

(xi) pay any amount, perfom any obligation or agree to pay 
any amount or perform any obligation, in settlement or compromise of any suits or claims 



of liability against any Seller or any of its directors, officers, employ&s or agents which 
would be an Assumed Liability or, in each case in excess of $200,000 individually or . 

$1,000,000 in the aggtegate; 

- {xii) other than in the normal come of business ad consistent 
with past practice, terminate, rescind, modify, amend or otherwise alter or change any of 
the material terms or provisions of any of the Purchased Contracts, Purchased Permits or 
Transferred Communications Licenses, or reduce, discount, waive or forego any material 
payment or right thereunder, or agree to any compromise or settlement with respect 
thereto, in each casein excess of $100,000 individually or $500,000 in the aggregate; 

(xiii) enter into any Employment Agreement or other Contract of 
any kind with any director, officer or employee of any Seller or any o f  the iespectivt 
Affiliates of such individuals, or with any Affiliate of any Seller, which, in each case, is 
related to the Business or would be an Assumed Liability; 

(xiv) enter into any Contract pursuant to which any Seller grants 
or is granted any license or'sublicense or other right to use any of the Acquired Assets; 

(xv) other than in the ordinary course of business and consistent 
with past practice, incur any obligation or enter into,. amend or modify any Contract or 
arrangement, which is related to.the Business or would be an Assumed, Liability, that 
either (i) requires a payment by any party in excess of, or a seriesof paymenis which in 
the aggregate exceed, $500,000 or provides for the delivery of goods or performance of 
services, or any combination thereofl having a value in excess of SSO,OOO and (5) has a 
term, or requires the performance of any obligations by Seller over a period, in ex- of . 
one (1) year; 

(xvi) enter into any material Contract with a sales representative, 
sales agency, advertising agency or other Person engaged in sales, distributing or 
promotional activities, or any materid. Contract to act as one of the foregoing on behalf of 
@emn; . ..., , ,. . . . . .. . . ., 

(xvii) enter into any Contract with respect to any material 
modification or termination of any Real Property Lease; or 

(xviii) enter into any Contract to do any of the foregoing. 

(c) without limiting the generality of clause (a), until the First Stage 
Closing Date, except as set forth on Schedule 5.2, each Seller shall use their commercially 
reasonable efforts to: 

(i) maintain all Communications Licenses and Pennits that are 
. required for and material to the conduct of the Business as currently conduct;ed and for 

the holding of the Acquired Assets. 



(6) maintain their books, accounts and records in the mud, 
, regular and ordinary manner, and on a basis consistent with the Financial Statements and 

past practices, and 

(iii) duly comply in all material respects with all Laws and 
Orden appli&e to Sellers or as may be required for the valid and effective transfer and 
assignment of the Acquired Assets. 

(d) Selleis shall continue to carry their existing "occurrence" liability 
insurance applicable to periods up to the Second Staged Closing Date and shall not allow any 
breach, default, termination or cancellation of such insurance policies or agreements to occur or 
exist. 

Any Contract or other obligatioi which is related to the Business and would be an Assumed . 

Liability which requires the prior written consent of Buyers pursuant to Section 5.2fb) and which . 

is entered into'or incurred with fhe prior written consent of Buyers shall be included in the . 
Acquired Assets and shall constitute an Assumed Liability, and the Schedules to this Agreement 
shall be deemed to have been updated to include any such Contract or obligation. Any Contract 
or other obligation entered into .or incwed in violatioaof Section 5.2&1 sMl%ot-be included in 
the Acquired Assets, shall constitute. an Excluded Liability, and shall not be included on any of . 
the Schedules to this Agreement. 

5 3  Taxes . 

(a) Sellers and Buyers acknowledge and agree that (i) Sellers will & 
responsible for and will perfonn all applicableTax withholding, payment .and reporting duties 
with respect to any wages and other compensation and benefits paid or provided+y Sellers to 
any Business Employee for a taxable period or portion thereof ending on or prior to, the First 
Stage Closing Date, and (ii) Buyers will be responsible for and will pedonn all Tax withholding, 
payment and reporting duties with respect to any wages and other compensation and benefits 
p i d  or provided by Buyers or any of their Affiliates to any T y s f a e d  Employee after the First 
Staged Closing Date. 

(b) Buyers and Sellers shall use comrnerciaIiy reasonable efforts to 
agree upon an allocation of the Purchase Price (and the amount of Assumed Liabilities that am 
liabilities for Federal income tax purposes) among fhe Acquired Assets (the "Allocation"), 
consistent with the principles to be mutually agreed between Sellers and Buyers and set forth in 
Schedule 5.3i%) on or prior to the first Stage Closing Date and Section 1060 of the.Code and the 
Treasury ~qy la t i& thereunder, within a reasonable amount of time following the Staged 
Closing Dates. Buyers shall provide a proposed Allocation to Sellers within six ty  (60) days 
following the staged Closing Dates. Sellers shall propose any chariges to tht Allocation within 
thirty (30) days thereafter, together with a reasonably detailed explanation.of the ream& 
therefor. Buyers and Sellers will negotiate in good faith to resolve any disputed items. If Buyen 
and Sellers are unable to agree on the Allocation within thirty (30) days following delivery of 
Sellers' proposed changes, tben Buyers and Sellers shall be permitted to use their respective 
Allocations. 



(c) If Buyers and Sellers are able to agree to an P doc at ion, (i) each 
Seller and Buyer shall timely file IRS Form 8594 and all other Federal, state, local and foreign 
Tax Returns in accordance with the Allocation, as adjusted pursuant to Section 53(b) and (ii) 
neither Sellers nor Biiyers nor any of their respective ABfTates or representatives shall take any 
position on any Tax Retum that is inconsistent with the Allocation. Sellers and Buyers agree to 
promptly provide the other party with any additional information as so adjusted required to 

. complete Form 8594. 

(d) Buyers and Sellers shall cooperate fully with respect to all Tax . 

matters and shall keep each other promptly apprised of any Tax.audit or other controversy that 
may &ect the other or reasonably could be expected to result in an indemnification obligation 
hereunder. ' 

(e) Each of Buyers and Sellers shall pay fifty percent (50%) of all 
sales, .transfer, value added (to the extent not creditable) or similar Taxes and all rewrding and 
filing fees and other similar costs that may be imposed, assessed or payable by leaJon of the' 
sale% transfers, leases, rentals, licenses, assignments and assumption of liabilities, if any, 
required for paformince under this ~ ~ ~ e r n e n t  and the Collateral Agreements. Buyers and 
Sellers shall cooperate in timely making and filing all filings, Tax Returns, reports and forms as 
may be required with respect to any Taxes described in the preceding sentence. Buyers and . 

Sellers shall use commercially reasonabkefforts to avail themselves of any available exemptions 
or other opportunities to reduce or eliminate any such,Taxes or fees. Notwithstanding any o h  
provision hemf, Sellers shall be responsible for income and capital gains Taxes or fianchire or 
other Taxes based on overall gross or net income of Sellers from the sale of the.Acquired Assets 
(%come Taxes"). 

( f )  Liability of Sellers for real; personal and intangible property Taxes 
for the 2003 tax year including the Staged Closing Date$ shall be equal to the amount of such 
property Taxes for the entire period multiplied by a fraction, the numerator of which is the 
number of days in such period that precede the First Stage Closing Date and the denomhator af, . 

, which is the number of days in the entire period. Liability for the remainder of such Taxes shall 
be borne by Buyers. Sellers shaU pay all such amounts to the taxing authority when due and 
sball.provide to Buyers proof of such payment and a schedule setting out in reasonable detail the 
amount of Buyers' liability. Buyers shall promptly pay to Sellers the amount of their liability as 
determined in this Section 5.3@ within five (5) days of Sellers' payment and notie thereof, 
Sellers and Buyers shall cooperate with respect to any protest or audit proceedings, and shall 
shafe.the costs of such proceedings in proportion to the fraction determined in the first sentence 
of this Section 5.3ffl. Neither Sellers nor Buyers shall settle any such proceeding without the. 
prior written consent of the other party, which consent shall not be unreasomibly withheld. 

(g) Sellers shall deliver to Buyers at the First Stage Closing Date a 
certification of non-foreign status as described in Section .1.1445-2(b)(a of the-Tfeasury 
Regulatiom. 



5.4 Employees and Employee Benefits 

(a) Sellers shall provide Buyers with an update to Schedule 3.7iaI 
immediately prior to the Fkst Stage Closing Date: Unless otherwise-agreed in writingpior to 
the First Stage Closing Date, Buyers shall make offers of employment to all of the Business 
Employees of Sellers of the First Stage Closing Date, provided that Sellers shall comply with 
the covenant set forth in Section 5.1 51bh Business Employees who accept such offer of 
employment, as of the effective date of their employment with Buyers or one of its ABfiates (the . 
''Transfer Date"), shall be referred to as "Transferred Em~lovees." All liabilities, costs and 
Actions related to Business Employees who do not accept such offers of employment shall be 
Excluded Liabilities hereunder. Each offer of employment shall provide for a base salary no less 
than their base salary as an employee of Sellers as of the First Stage Closing Date and health, 

. 

welfare, retirement and severance benefits as shall be applicable to comparable Buyers' 
employees generally; provided, however, that any Transferred Employee who is a Key Employee 
shall receive base salary and health, welfare, retirement and severance benefits (other than any 
defined benefit plans) that are, taken as a whole, substantidly equivalent to that currently 
enjoyed by such Transferred Employee as an employee of Sellers. 

(b) To the extent permitted by law, Buyers' benefit plans and policies, 
including vacation, floating holidays, retirement, severance and welfare plans, shall recoghize, 
for purposes of determining eligibiliiy to participate all service with Sellers that was recognized 
by Sellers for a similar purpose under a corresponding Benefit Plan. Nothing in this paragraph 
@) shall requireathe Buyers to pmvide duplicate benefits to any Transferred Employee. 

(c) Except as specifically provided in this Section 5.4:: (i) no Buyer m 
any of its Affiliates shall adopt, &come a sponsoring employer.of, or have any obligations under 
dr with respect to the Benefit Platis, and Sellers shall bemqxmsible frir any and.all liabilities 
which have'arisen or may arise under or in connection with any Benefit PI& and@) Sellers 
shall be respopsible for any and all liabilities relating to or arising out of the employment of any 
Business Employee by Sellers before the First Stage Closing Date. 

(d) Buyers shall be responsible for all liabilities, costs and.Actions to 
the extent arising out of, or resulting from, facts, events and circumstances occurring, or which 
accrue, afta the First Stage Closing Date (other than due to any failure to comply or breach of 
any Sellers or any of their Affiliates, whether before, on or after the F i  Stage Closing Date) 
~ l a t e d  to (i) the Transferxed Employees, and (ii) the Business Employees with respect to whom 
Buyers have not extended an offer as required under Section 5.41111 and whose employment with 
Sellers terminates within two (2) months 'after the First Stage Closing Date (other than due to any 
failure or breach of any Sellers or any of its Affiliates, whether before, an or after tb.First Stage 
Closing Date); Sellers shall provide within three (3) months after the First Stage Closing Date ' 

wiitten reconciliation of any amount owed with respect to such Transferred Employees, and - 
Business Employees, from and-after the First Stage Closing Date, including,~thoutlimi~tion:.. . 
(A) claims for the type of benefits described in Section 3(1) of EMSA (whether or not covered 
by E ~ S A  but in no event to include such claims with respect to Business Employees to whom . 

offen have not been extended, in accordance with the terms hereof, who are on long term 
disabilityl and for workers compensation, in each case that are incurred by or with respect to my 
Transferred Employee on or after his or her Transfer Date, and (B) claims relating to severance, 



redundancy and similar pay, salary continuation, and similar obligations (collectively, 
"Severance Pay") relating to the termination or alleged termination of employment of any - 

Business Employee described in clause (ii) of this Section 5.4(dl with Sellers, whether arising 
under a ~enek@lan, an Employment Awement or oth& agreemenC'in each --only with 
respect to those which have been disclosed to Buyers on Schedule 3.7&& with an individual 
Business Employee, or applicable Law. Buyers shall indemnify and hold barmless Sellers hm: 
(i) all COBRA Coverage and related Losses attributable to "sudih in~  events" with respect to 
any Business Employees described in clause (ii) of this Section 5.4fd) and his or h a  
beneficiaries and dependents that occur on or after the First Stage Closing Date (other than dm , . 

to any failure.to comply or breach of any of the Sellers or any of their Atfiliates, whether before, - 
on or after the First Stage Closing) and (ii) all liabilities, costs, claims and Actions arising under 
the Worker Adjustment and Retraining Notification Act ("WARN") with respect to any Business . 
Employees described in clause (ii) of this Section 5.4(d) because of the failure of fiuyas or th& . 

AfEIiates to extend offers of employment to Business Employees as required by Section 5.4(4 
(other than due to any failure to comply or breach of any of the Sellers or any of their -liates, 
whether before, on or after the First Stage Closing). 

(e) ~ u y e r s  shall provide Sellers with information concerning the 
employment status of Transferred Employees, including any date. of termination from Buyers 
and its Affiliates, so as to enable Sellers to administer its Benefit Plans with respect to such 
Transferred Employees: Such information shall be provided from .time to time in such fonn 
(including any electronic media) as reasonably requeqd by Sellers. 

(f) Buyers shall credit each .Transferred,Employee with vacation 
. accrued but not used through his or her Transfer Date;. 

5.5 Regulatory Compliance 

(a) Sellers add Buyers shall u& their reasonable best efforts to take, or 
. cause to be taken, all appropriate action, and do, or cause to be done, aH things necessary, proper , 

or advisable under applicable Law or otherwise to consmrhate and make effective the 
transactions contemplated by this Agreementas-pt11113ptlyYag~a&ab&,.inc1uding to: (i) obtain 

. . fiom Governmental Bodies any consents, licenses, permits, waivers, approvals, authorizations or 
orders required to (A) be obtained or made by Sellers or Buyers or any of their Affiliates to 
consummate transactions contemplated by this Agreement or (B) avoid any action m 

. . proceeding by any Govemntal  Body (including those in connection with the HSR Act and , ' 

antitrust and competition Laws of any other applicable jurisdiction) in conneciion with the 
authorization, execution and delivery of this Agreement and to permit the consummation of the 
transactions contemplated hereby to occur soon as reasonably possible, and (ii) promptly 
make all necessary filings, and thereafter make any other required submissions, with respect to 

. this Agreement required under (A) the HSR Act and antitrust and competition Laws of any 0 t h  . 
applicable jurisdiction, in each case, to theextent required. by applicable Law, (B) the. 
Communications Act or (C) any other applicable Law. Sellers and Buyers shall cooperate with 

' each other in connection with the making of all filings referenced in the preceding sentence. 
Sellers and Buyers shall bear its own costs'and expenses in connection with its performmcc 
under this Section 5 5 ,  except the filing fees in connection with any required filings or 



submissions under the HSR Act shall be apportioned fifty percent (50%) to Sellers and fifky 
percent (50%) to Buyers. 

(b) Without limiting the foregoing, Buyers and.Sellers shall: 

(i) promptly provide to the Federal Trade Commission or 
Department of Justice, as the case may be, such information as may reasonably and 
legally be requested by the Federal Trade Commission or Department of Justice, as the 
case may be, and shall cause their respective officers and employees to respond to any 
reasonable and legal information or other requests from the Federal Trade Commission or 
Department of Justice, as the case may be (including complying with requests for in- 
person meetings), in connection with the review by the Federal Trade Commission or 

, 

Department of Justice, as the case may be, of this Agreement and the transactions 
contemplated hereby; and 

(ii) promptly submit to the FCC, any State PUGS, regulatory 
agencies or similar Governmental Bodies as required by applicable Law and al l  o k  
applicable Governmental Bodies all applications, notices and other filings necessary to 
consummate the transactions contemplated by this Agreement and.the C6llateral 
Agreements, including those indicated on Schedule 3.31b) and Schedule 4.3%) and obtain 
any other Consents necessary to consummate the transactions contemplated hereby,. 

5.6 Certain Provisions Relating to the Transfer 

(a) In the event that record or beneficial ownership or possession of 
any Excluded Asset or Excluded Liability has been transferred to Buyers on or after the Staged 
Closing Dates, Sellers and Buyers shall use their commercially reasonablekffdrts to transfa, or 
cause to be transferred, to Sellers such Excluded Asset or Excluded Liabiliv, and, pendihg such 

. transfer to Sellers, Buyers shall hold such Excluded Asset or Excluded Liability and provide to 
Sellers all of the benefits and liabilities associated with the ownership and operation of such 
Excluded Asset or Excluded Liability and, accordingly, Buyers shall cause such Excluded Asset 
or Excluded Liability to be. opeaated OK retained as ~ m a ~ r e - ~ ~ b l y  be instructed by Sellers. 

(b) In the event that record or benefihal ownership or possession of 
any Acquired Asset or any Assumed Liability has not been transferred to Buyers on the Staged 
Closing Dates, Sellers and Buyers shall cooperate and shall use their commercially reasonable 
efforts to transfer, or cause to be transferred, from Sellers to Buyers, such Acquired Asset or 
Assumed Liability, and pending such transfer to Buyers, Sellers shall hold such Acquired Asset 
or Assumed Liabiliw and provide to Buyers a l l  of the benefits and liabilities associated with the 
ownership and operation of such Acquired Asset or Assumed Liability and, accordingly, Sellers 

. shall cause such Acquired Asset or Assumed Liability to be operated or retained as may 
reasonably be instructed by Buyers. 

5.7 Advice of Changes 

(a) Sellers will promptly provide written notice to Buyers of (i) my 
event known to Sellers which has rendered or reasonably could be expected to render any 



representation or warranty of Sellers contained in this Agreement or any Collateral Agreemat 
(A) which does not contain materiality, Material Adverse Effect or any other mataiality . 
qualifier, if made on or as of the date of such event or the date of the First Stage Closing Date, 
untrue or inaccurate in any material respect or (B) which does contain a materiality; Materid 
Adverse Effect or other maten'dity qualifier, if'made an and as of the date of such event or the 
First Stage Closing Date, untrue or inaccurate in any respect (each, a "Sellers' RkW Breach"), . 
or (ii) any failure of Sellers to comply with or satisfy OC) in any material respect any covenant, 
condition or agreement contained in this Agreement or.any Collateral Agreement which does not 
contain materiality, Material Adverse Effect or any other materiality qualifier to be complied . ' 

with or satisfied by Sellers hereunder or thereunder on or prior to the First Stage Closing Date or 
Or) any covedt ;  condition or agreement contained in this Agreement or any Collateral 
Agreement which does contain materiality, Material Adverse Effect or any other materiality 

, 

qualifier to be complied with or satisfied by Sellers hereunder or thereunder on or pior to the 
First Stage Closing Date (each, a "Sellers' Covenant Failure"). 

(b) ,Buyers will promptly provide written notice to Sellers of (i) any 
event known to Buyers which has rendered or reasonably could be expected to render any 
representation or warranty of Buyers contained in this Agreement or any C o l l a t d  Agreement 
(A) which do& not contain materiality, Material Adverse Effect or any other materiality 
qualifier, if made on or as of the date of such event or the date of the First Stage Closing Date,. 
untrue or inaccurate in any material respect or (B) which does contain a materiality, Material 
Adverse Effect or other materiality qualifier, if made on and as of the.date of such went or the 
First Stage Closing Date, untrue or inaccwate in any' respect (each, a "Buvers' R&W Breach"), 
or (ii) any f ~ l u r e  of Buyers to comply with or satisfy (X) in any material respect any covenant, 
condition or agreement contained in this Agreement or any Collateral Agreement which dots not 
contain materiality, Material Adverse Effect or any other materiality qudifier.~o be complied 
with or satisfied by Buyers hereunder or thereunder on or prior to the First Stage Closing Date 
or (Y) any covenant, condition or agreement contained in this Agreement or any Collated 
Agreement which does contain materiality, Material Adverse Effect or any other materiality 
qualifier to be complied with or satisfied by Buyers hereunder or thereunder on or prior to the . 
First Stage Closing Date (each, a "Bu~eri' Covenant Failure'"). . . - - - . - . P _ _ .  _ _  _ 

(c) The parties acknowledge and agree that if the Buyers have been 
given notice of any Sellers' R&W Breach(es) and/or Sellers' Covenant Failure(s) in accordance 
with Section 5.7(a) and Buyers proceed with the First Stage Closing when Buyers have the right 
not to proceed to Closing under Section 7.21aJ then Buyers shall not be deemed to have waived 
such Breach(es) and Failure(s), and Buyers and their related Indemnified Parties shall be entitled 
to be indemnified puuant  to Section 8.2 relating to such Breach(es) andlor Pailure(s) to the 
extent solely of the Losses up to Five Million U.S. Dollars ($5,000,000). Thk disclosure by 
Sellers of any Sellers' R&W Breach(es) and/or Sellers' Covenant Failure(s) shall not limit any 
right of Buyers to terminate this Agreement in accordance with Article 9, nor shall such notice 
constitute an admission by Sellers that. any such Breach(es) andfor Failure(s) constitute or give. 

fo a Material Adverse Effect, failure of a conditi~n in Article 7 or right to terminate in 
accordance with Article 9, 



(d) The parties acknowledge and agree that if the Sellers have been 
given notice of any Buyers' R&W Breach(es) and/or Buyers' Covenant Failure(s) in accordance 
with Section 5.7(bl and Sellers proceed with the First Stage Closing, Sellers shall not be deemed 
to have waived such ~reach(es1or Failurefs), and Sellers-and theirrelated ersIndernnified-Parties 
shall be entitled to be, indemnified pursuant to Section 8.2 hereof relating to such Breach(es) 
and/or Failure(s) to the extent solely of the Losses up to Five Million U.S. Dollars ($5,000,000). 
The disclosure by Buyers of any Buyers' R&W Breach(es) and/or Buyers' Covenant Failure@) 
shall not limit any right of Sellers to terminate this Agreement in accordance with Azticle 9, nor . 

shall such notice constitute an admission by Buyers that any such Breach(es) andlor Fai1-s) 
constitute dr give rise to a Material Adverse Effect, failure of a condition in Article 7 or right to 
terminate in accordance with Article 9. 

(e) Sellers, on the one hand; and Buyers, on the other hand, will 
promptly give notice to the other upon becoming aware that any Action is pending or threatened. 
by or before any Governmental Body, in each case with respect to the transactions contemplated 
by this Agreement or any Collateral Agreement. Sellers, on the one hand, and Buyers, on tht 
other hand, (i) will cooperate in connection with the prosecution, investigation or defense of any 
such Action, (ii) will supply promptly all information reasonably and legally requested by the 
other, by any such Governmental Body or by any party to aiy such Action.and. (iii) will use 
commercially reasonable efforts to cause any such ~ c t i o n  to be determined as promptly as' 
practicable and in a manner which does not impact adversely on, and is consistent with, the. 
transactions contemplated by this Agreement and the Collated Agreements., . 

5.8 Covenant Not to Compete; No Solicitation and No Hiring 

sellers covenant and agree that for a period of thirty-six (36) months following the F i i  
Stage Closing Date, except as required or permitted by the Collateral Agreements listed in 
Sections 5.1'1 (c2 and 5. I 1 (el hereof, none of the Sellers or their subsidiaries shall, directly or 
indirectly (and Sellers will use their commercially reasonable efforts to cause their respective 
Affiliates not to), (i) engage in, control, advise, manage, serve as a director, officer, or employee 
of, act as a consultant to, receive any economic benefit from (other than any economic benefit 
from the C I11 LLC Agreement) or exert any influence upon, any business which conducts the 
same activities as those conducted by the Business (individually and collectively "Comnete"), 
except the delivery of products andservices to the Buyers under the Collateral Agreements and 
the conduct of the Retained Business, within the continental United States (the "Territory"); or 
(ii) solicit, dived or attempt to solicit or divert any party who is, was, or was solicited to become, 
a customa or supplier of the Business at any time prior to the Second Stage Closing  ate, 
except solely the attempted solicitation or solicitation of any such customer or supplier to 
become a customer or supplier of a business that does not Compete with the Busineszi, except the 
delivery of products and services to the Buyers under the Collateral Agreements and the conduct 
of the Retained Business, within the Temtory For a period of thirty-& (36) months 
the Second Stage Closing Date, neither Sellers nor.their.tespectivelAffiljates .(other. than any . 

directors, oflicsrs or employees of Sellers provided not in their capacity as such) &all directly or 
indirectly solicit for employment or hire as an employee or consultant, any of the Transfer& . 

Employees or other employees of Buyers or its ~ffiliates engaged in the Business unless such ' , 

employee's employment is earlier terminated by Buyers. For the avoidance of doubt, neither the 



covenant in this Section nor the Sellers' Parent's son-competition and C~~dent ia l i ty  
Agreement shall prohibit Sellers' Parent or its,Aff~liates from continuing to conduct their . 
respeftive businesses described on Schedule 5.8. For a period of twelve (12) months following 
the Second Stage Closing Date, Buyersand their M~liatesshall-not directly or indirectly solicit 
for employment or hin as an employee or consultant, any employee (other than s ~ k f e r r e d  
Employee) who works for Sellers or their ~spective Affiliates unless such employee's 
employment is earlier terminated by Sellers or 'my of their respective Affiliates. 
Notwithstanding the foregoing, this Section 5.8 shall not prevent Buyers or Sellers (or my of 
their respective Affiliates or any Person acting on their behalf) from conducting general searches. 
for employees by use of advertisements or the media that are not directly targeted at thc 
employees of the other party. 

5.9 Confidentiality 

Excepl for confidential information related to or otherwise contained in the Excluded 
Assets (other than any Excluded Assets that comprise Business Records) including intellectual 
Property not being sold, but being licensed to Buyers, for a period of four (4) years aAw the 
Second Stage Closing Date, Sellers will not, and Sellers will use commercially reasonable efforts 
to cause their respective Affiliates not to, use for its or  thek own benefit or divulge or convey to 
any Third Party,.any Confidential Infomiation (as hereinafter defined) relating to thc Business,. 
provided that Sellers shall be entitled to provide copies of this Agreement and the Collateral 
Agreements to the lenders under the Credit Agreement. For purposes of this Agreement, Sellers 
&all not be deemed to have violated this Section 5.9 if any Seller or any of their respective 
Affiliates receives a request to disclose all or any part of the Confidential Idormation under tht 

terms of a subpoena, civil investigative demand or order issued by a Governmental Body, and 
such Seller or such Affiliate, to the extent not incpnsistent with.such request and.to thc extent . 
time reasonably allows: (a) noti5es Buyers of the existence, terms and circumstances . . 

surrounding such request; (b) consults with Buyers on the advisability of taking legally available 
steps to resist or narrow such request; and (c) if disclosure of any Confidential Idomation is 
advisable, to prevent such Seller or such Affiliate or any of its or their partners, principals or . 
employees from becoming subject to any penalty, to fUrnish only such portion of the 
Confidential information as it reasonably determines that such Seller w such Affiliate is legally 
obligated to disclose and to exercise commercially reasonable efforts to obtain an order or other 
reliable assurance that confidential treatment will be accorded to the disclosed Conftdential 
Information. For purposes of th is  Agreement and subject to the first sentence of this Section 5.9, . . 

"Confidential Information" consists of all information, knowledge or data related to the Business 
not in'the public domain or otherwise pubIic1y available which are or were treated as confidential 
by the Business. Information that enters the public domain or is or becomes publicly available 
loses its confidential status hereunder so long as neither Sellers nor any of their respective 
Affiliates, diiectly or indirectly, improperly causes such information'to enter the public domain. 

5.10 Waiver of Restrjctions on Certain Business Employee&: 

Sellers bereby agree to waive, effective as of the First Stage Closing Date, any non- 
competition and other applicable restrictions on Business Employees who become Transfed  
Employees so as to permit them to participate in the conduct by Buyers and their Affiliates (and 



their respective successors and assigns) of the Business, whether such restrictions are in their 
resxctive Employment Agreements or any other Contracts. 

5.1 1 Additional Agreements' 

' a )  Buyers and Sellers shall have entered into an agreement prior to or 
on the First Stage Closing Date, substantially on the terms and conditions contained in Exhibit D 
hereto, relating to Buyers' use of Broadwing Technology Solutions Inc.'s provision of help desk . 

services (the ''Help Desk Agreement"). 

(b) Buyers and Sellers shall have entered into an agreement prior to or 
on the First Stage Closing Date, substantially on the terms and conditions contained in Exhibit E 
hereto, relating to Buyers' use of Sellers' APTIS soha re  (the "APTIS Software Aweement"). 

(c) Buyers and Sellers shall have entered into agreements prior to on 
the Fim Stage Closing Date, substanttially on the terms and conditions contained in Exhibit F 
hereto, including with resped to the business of (i) providing underlying goods and services for 
resale to Sellers' Parent and its Affiliates' customers, (ii) providing goods and services for 
internal use by Sellers' Parent and its AflEiliates and (iii) acting as an agent ofBuyers with 
respect to Sellers' Parent and Affiliates' customers (collectively, the '?ntercom~anv 
Ameements'). 

(d) Buyers and Sellers shall have entered into an agreement to or 
on the First Stage Closing Date, substantially on the tenns and conditions contained in Exhibit G 
hereto, pursuant to relating to Buyers' use of certain of Sellers' d and Sellus' IPR (the 
"Intel~ectual Pro~erty Rinhts Assirrnment Apseement'.'). 

(e) C Ill and Sellers' Parent shall have entered into a limited liability 
agreement prior to or on the First Stage Closing Date, substantially on the terms and conditions 
contained in Exhibit H hereto relating to Sellers' Parent becoming a member of C HI (the " C B  
LLC Ameement"). 
. .  . . 

- -  BUyCrS aha Sellefs arid t h e - e x ~ o ~ a ~ ~ e ~ d e r ~ ~ ~ l  have 
. . entered into (w) an escrow agreement prior to or on the First Stage Closing Date, substantially on 

the terms and conditions contained in 'Exhibit 1-1 hereto, relating to the Escrow Amount 

,. . ,  . 
(Working CapiWdemnity) (the "Escrow Agreement Workinn CanitaYIndemni~y'), (x) an 

. . 
escrow agreement'prior to or on the First Stage Closing Date, substantially on the terms and 
conditions contained in Exhibit 1-2 hereto, relating to the Escrow Amomt-(Cranberry 
Adjustment) (the "Escrow Agreement (Cranberrv Adjustment)"), (y) an escrow agreement prior 
to or on the First Stage Closing Date, substantially on the tenns andnconditions contained in 
Exhibit 1-3 hereto, relating to the Escrow Amount (Closing Adjustment Receivables) (Ctbe . .. "Escrow Agreement (Closing Adiustrnent Receivables)"), and (z) an escrow agreement prior to , 
or on the First Stage Closing Date, substantially on the terms and conditions contained in Exhibit 
r-4 hereto, relating to the Escrow AmountiSecond Stage Closing (the "Escrow Amanent 
(Second Stane Closina'). 



(g) Buyers and Sellers and Sellers' Parent shall haite entered into an 
agreement prior to or on h e  First Stage Closing Date, substantially on the tams and conditions 
contained in Exhibit J hereto relating to transition services to be provided by Sellers and Sellersy 
Parent to Buyers (the "Transition Services"Agt.eemenP'). 

(h) Buyers and Sellers' Parent shall have entered into a Ietcer 
agreement prior to or on the First Stage Closirqj Date, substantially on the terms and conditions 
contained in Exhibit K hereto relating to the obligation ,of Sellers' Parent and their Affiliates to 
comply with Section 5.8 (the. "Sellers' ~ a n n t ' s  Non-Competition Ameement"). 

(i) Buyers and Sellers and Sellers' Parent shall have entered into an 
agreement prior to or on the First Stage Clasing Date, substantially on the terms and conditions 
contained in Exhibit L hereto relating to management services to be provided by Buyers to 
Sellers during the period between the First Stage Closing and the Second Stage Closing (the 
"Mana~ement Services Anreement"). 

) Buyers and Sellers shall have entered into a security agreement 
prior to or on the First Stage Closing Date, substantially on the t m s  and conditions contained in 
Exhibit M hereto relating to a security interest to be provided by Sellers to Buyers in the 
Acquired Assets that are contemplated by this Agreement to be sold, transferred,.assigntd and 
conveyed after the First Stage Closing to secure the obligation of Sellers to effect the Second 
Stage Closing (the "Securitv Amement"). 

. 5.12 Other Securities 

(a) Sellers covenant and agree (i) to retire the 9% Notes and the Senior , 
Notes or (ii) to obtain a consent and/or waiver .from the holdemof the 9% Notes and the Senior 
Notes with respect to the transactions contemplated hereby, in either case on orprior to the F i  
Stage closing Date. 

(b) Sellers covenant and agree to use their best efforts (i) to retire or ' 

exchange the 12 %% Prefemcd Stock or (ii) t i  obtain any necessary consents andlor waivers 
from the holders of the 12 112% Preferred Stock %'tti-ies%kT t53iZ t f b i o m $  contemplated 
hereby, in either case on or prior to the First Stage Closing Date. 

5.13 No Solicitation 

~ r o m  and afier the date of this Agreement, Sellers shall not, and shall use their respective 
reasonable best effoh to cause their respective Affiliates, representatives and agents (including, 
without limitation, investment bankers, attorneys and accountants) not to, directly or indirectly, 
through any officer, director, agent or othawise, enter into, solicit, initiate, conduct or continue 
any discussions or negotiations with, or knowingly encourage any inquiries or proposals or offers 
by, or provide any information to, or otherwise cooperate in any other way wi&..any Person or 
group, other than Buyers and their representatives and agents, concerning (i) any ssl'e of all or 
any portion of the Business or the Acquired Assets to any Person other than Buyers, (ii) any 
merger, acquisition, consolidation, recapitalization, liquidation, dissolution or similar transaction 



involving-the Business or the Acquiied Assets or (iii) any transaction or transactions that would 
have an effect similar to the transactions described in clause (i) or (ii). 

5.14 ~omrnunication'and Cooperation with Rnpect~to~Cwstonem: 

Sellers and BuyeTs shall, within ten (1 0) days after the date hereof, reach mutual 
agreement on a communications plan with respect to customers and other Persons who are 
important ro the conduct of the Business which commwlications plan shall constitute Exhibit N 
hereto. Seller shall use reasonable commercial efforts to communicate with customers and such 
other Persons as set forth in such communications plan, and otherwise as  Buyers shall reasonably 
request, with the objective of reducing any adverse consequences arising fiom the announcement 
of the transactions contemplated hereby Bnd by the Collateral Agreements. Buyers shall hak the 
right to review. and comment upon any communication, or plan to communicate, about the 
transaction prior to such co&unication or plan being made or implemenled 

5.15 Sellers' Business Plan 

Except as otheiwise consented to by Buyers, Sellers will: 

(a) Use commercially reasonable efforts to Employ at least seventy- 
five (75) national market sales persons as of the.First Stage Closing Date. 

(b) Employ, as of the First Stage Closing Date, a number of Business 
Employees in each of the line item categories listed on Schedule 5.151bl equal to.(i) no more 
than ten percent (1 0%) greater than or ten percent (10%) less than the number of Business 
Employees far those line item with one bundred (100) or more empioyees;and (ii) no more than 
twenty percent (20%) greater thanor twenty percent (20%) less than the numberCt:of Business 
Employees for those line items with fewer than 100 ~mployees. The minimums in this paragraph . 
are on a commercially reasonably basis. The number of Business Employees for this purpose 
shall be rounded to the nearest whole person. 

(c) Make capital expenditures no more than twenty percent (20%) 
greater than and no less than twenty p e r d  (20%) Iless than the cspifafe~~zsiiiztihutu! budget set 
forth in the Cranberry Capital Expenditufe budget set forth on'~chedu1e 5.1 Xc). 

(d) Except as set forth on Schedule 5.1 S(d), not to exit or terminate 
any line of business of the Business that accounted for greater than Five Million U.S. Dollars 
($5,000,000) of annual revenue for the fiscal yearending December 31,2002. 

(e) Not to terminate or discontinue access to circuits that are necessary 
to generate any revenues of the Business. 

5.16 Agreements Regarding Certain Actiom 

With respect to the Actions set forth on Schedule 5.1 6 and all other Excluded Liabilities, 
Sellers and Buyers hereby agree as follows: 



(a) All such Actions shall be Excluded Assets and Excluded 
Liabilities; and 

(b) Buyers shaH provide Sellers with access to all information that 
constitutes a part of the Acquired Assets and shall otherwise cooperate with Sellers [including by 
the provision of a reasonable amount of the time of Key Employees to assist Sellers) in Sdlgs' 

of all such Actions; provided that such cooperation shall not unrrasonably interhe 
, with the o p t i o n  of Buyers' business and, except as set forth in Section 5.1 6(c), Sellers shall 

have exclusive control with respect to such Actions. 

(c) One or more Sellers and/or their Affiliates have a dispute under the 
ELI Contract (the "ELI Dis~ute") which, among other things, could result in the loss by Sdlm 
of the rights to the IRU under the ELI Contract with respect to the ELI route from Sacramento to 
Seattle (the "ELI Route"). Sellers shall provide Buyers with access ta all information that d w s  
not constitute a part of Acquired Assets and shall otherwise cooperate with Buyers (iicluding by 
the provision of a reasonable amount of time of the personnel of Sellers and their Affiliates to 
assist Buyers) in Buyers' prosecution of the ELI Dispute and Buyers shall have exclusive control 
with respect to the ELI Dispute, except that Buyers shall alow Sellers to participate in (8t 
Seller's expense) and be kept informed regarding, such dispute, and Buyers shall not be entitled 
to settle the dispute in a manner which imposes any liability on Sellers or any of their Afliliates, 
without the prior written consent of tbe applicable Seller@). If at any time within one (1) yew 
after the Closing Date, Buyers' rights to the IRU with respect to the ELI Route become 
unavailable for any reason (including without limitation in connection with the ELI Dispute) 
other than Buyers' breach thereunder, then Sellers shall use commercidly reasonable efforts to 
procure for Buyers, immediately after -the loss or anticipated loss of such route and at no cost lo 

. Buyers, four (4) fibex pairs of comparable or better fiber type with hut, space, power and other 
features comparable lo the existing fiber pairs (the '!ELI Re~1acernentFibers'~for use with the 
Conis ON platfonn on the same route. Sellers shall transfer to Buyers, upon terms and 
conditions (including price) to be negotiated in good faith at such time, any fiber, conduit, rights 

- of way, huts or 5imiI.a.r items obtained by one or more Sellers in connection with the dispute with 
El Paso Glow Networks. 

. . 
5.17 Ownership and Use of ~ r o s d n i n ~  Names Following Staged Closiuga 

(a) Sellers covenant and agree that Sellers shall, and Sellers shall 
cause all'of their Affiliates (including Sellers' Parent and BCI) which use the Broadwing Name, 
to pass all required resolutions and to amend their respective articles or certificate of . 
incorporation or other organizational documents to change their corporate or company name to a 
name that does not include the word "Broadwing" or any name intended or likely to be c o w '  
or associated with any Broadwing Name prior to or on the First Stage Closing Date, and shall 
make comercially reasonable efforts to cause the registration of the new name with the 
appropriate Governmental Bodies no later than the Second-Stagc Closing ,Da& Promptly 
following receipt of confirmation fiom the appropriate Governmental Bodies that such name 
change has been effected, Sellers shall provide to Buyers written proof that such name change 
has been effected. 



(b) Sellers acknowledge that the Broadwing Name shall be and 
remain, subsequent to the Second Stage Closing, the sole and exclusive proprrty of Buyers or 
their Affiliates. . 

(c) Sellers shall grant Buyers an exclusive license to the use of the 
Broadwing Name in evtry jurisdiction where Sellers are permitted by Law, Governmental Body 
or applicable Communications License to grant such license, and shall extend such license to 
additional jurisdiction as Consents are obtained under Section 2.7. 

(d) Subsequent to the Second Stage Closing, neither Sellers nor any of 
their Afiliates shall have any right, title or interest in or to, and, subject to Sections 5.17(e& 
Buyers are not granting Sellers or any of thsir filiata, a license to w, the Broadwing Name. 

(e) Sellers agree: . 

. . 
(i) that, as soon as reasonably practicable, but, in any event, 

within ninety (90) days following the Second Stage Closing, no stationery, purchase 
order, invoice, receipt or other similar document containing any reference to the 
Broadwing Name shall be printed, ordered or produced for use,by any Seller or any of its 
Afif~liates and that Sellers shall, and sellers shall cause each of their respective Affiliates 
to, following the Second Stage Closing, cease to use any of its Affiliates,and that Sellers 
shall, and'seller shall cause each of their'respective Afiliates to, following the Second 
Stage Closing, cease to use any stationery, purchase order, invoice, receipt or other 
similar document containing any reference to the Broadwing Name or shall only use such ' 

stationery, purchase order, invoice, receipt or other similar document after having 
deleted, pasted over or placed a sticker over such references. The obligations in this 

. paragraph (i) shall not apply (x) to the extent use of the BroadwingiName is required by 
Law or otherwise reasonably required pending the registration of tfie change of c&prate 
name (as set out in Section 5.17), (y) to the extent use ofthe Broadwing Name is 
reasonibly required in order to enable coJlection or payment of invoices issued by s 

. Seller or any of its Affiliates, or (2) to the extent use of the Broadwing Name is 
reasonably required pending registration of products under the new corl,,orate,llame (as 
set out in Section 5.1 7); ' 

(ii) as soon as reasonably practicable after the First Stage 
Closing, and in any event no later than (A) ninety (90) days after the First Closing Date, 
with respect to all premises and signs and (B) sixty (60) days after the First Stage Closing 
Date, with respect to all vehicles, to remove the Broadwing Name fi-om all such premises, 
signs and vehicles which are used by or in connection with the Sellers and their 
mfiates, except in thase jurisdictions where an exclusive license is not granted pursuant 
to Section 5.1 7Cc); 

(iii) that following the First Stage Closing, no brochures, 
leaflets or similar documents and no packaging containing any reference to the 
Broadwing Name shall be printed, ordered or produced for use by any Seller'or any of its 
Affiliates (or in connection with its business) and, with respect to existing brochures, 
leafleior similar documents and packaging containing a reference to the Broadwing 



Name, that Sellers shall, and Sellers shall cause each of its Affiliates 6, use its reasonable 
efforts to ensure that, as soon as reasonably practicable but in no event later than sixty 
(60) days following the First Stage Closing, such references are deleted, pasted over or a 
sticker is put over such references;except in those jurisdictions where an exclusive 
license is not granted pursuant to Section 5.17Cc); and 

(iv) that Sellers shall, and Sellers shall cause each of its 
Affiliates to, use its reasonable efforts to ensure that, from and following the First Stage 
Closing, no stocks, goods, products, services or software are manufactured, produced or , '  

provided showing or having marked thereon or using the Broadwing Name; provided that 
any stocks, goods or products of a Seller or any of its Affiliates which, at the date hereof, 
show the Broadwing Name or have the Broadwing Name marked thereon may be used by . . 

such Seller or AffiIiate in the conduct of their business as carried on at the date hereof, 
except in those jurisdictions where an exclusive Iicense is not granted pursuant to Section 
5.1 7@), 

(f) Notwithstanding any other provision of this Agreement, it L 
understood and agreed that the remedy of indemnity payments pursuant to Article 8 and other 
remedies at Law would be inadequate in the case of a .breach of any of Ihe covenants contained 
in this Section 5.1 7. Accordingly, Buyers shall be entitled to equitable relief,-including the 
remedy of specific pedormance, with respect to any breach or attempted breach of such 
covenants, in accordance with Section 10.1 1. , 

. 5.18 Business Audited Financiahi 

At or prior to Closing, Sellers shall deliver to Buyers financial statementsfor the 
Business for the periods as at and ending December 31,2000,2001 and2002 which have been 
audited by Sellers' independent public accountants in compliadfe with apjdicable requirements 
of generally accepted accounting principles, generally accepted auditing standards and Securities 

, and Exchange Commission requirements for inclusion in a periodic report on Form 8-K. Buyers 
shall be responsible for aH fees charged and costs incurred by such independent public . 

accountants for the audit of such financial statements and fox any out-of-pocket expenses 
incurred by Sellers in connection therewith, Buyers acknowledge and agree that Sellers makc, 

. . and shall make, no representation or warranty with respect to such financial statements to be 
. prepared pursuant to this Section. 

. . 5.19 Additional Monthly Waacials . . 

For each month ending aRer the date of this Agreement and prior to the First Stage 
, Closing Date, as soon as available but in any event within twenty (20) days after the end of each 
such month, Sellers shall deliver to Buyers an unaudited consolidated balance sheet and profit 

. . and loss for the Business (which for purposeshereof may include the Retained Business) in 
substantially the form of the Monthly Statements. 



5.20 Certain BCI-and Sellers' Guaranties 
' 

BCI and Sellers have executed and delivered the guaranties listed on Schedule 5.24 
pursuant. to which BCI and Sellers have guarimteed certain liabilities and/or obligations of one, or 
more of the Sellers that constitute Assumed Liabilities (collectively, the "BCI and Sellers' 
Guaranties"). Buyers ahd Sellers shall use reasonable commercial efforts to obtain the Consent 
of the Persons who are the named kneficiaries of the BCI and Sellers' Guaranties to the 
replacement of BCI or applicable Seller, as guarantor under the BCI ,and Sellers' Guaranties, 
with Buyers' Parent, with respect to the Assumed Liabilities, provided that neither Buyers nor 
Buyers' Parent shall be required to pay any fees or make any other financial or'otber concession 
to any such Persons, including without limitation, any amendment; supplement or other 
modification to any BCI or Seller Guaranty. In the event Buyers' Parent has not replaced BCI or . 
the applicable Seller under any BCT or Seller Guaranty on or prior to the Second Stage Closing, 
Buyers shall indemnify, defend and hold harmless BCI or fie applicable Seller with respect to 
any Assumed Liabilities under such BCI and Seller Guaranty(ies) as set forth in Section 8.2(cUil. 
BCI and Sellers shall remain on, and continue to bc liable under, the BCI and Sellers' 
Guaranties with respect to any Excluded Liabilities, and Sellers shall indemnify, defend and hold 
harmleSs Buyers with respect to any Excluded Liabilities under the BCI and Sellers' Guaranties 
as set forth in Section 8.2(bWi). 

5.21 Collection of Receivables 

Prior to the applicable Staged Closing Date, Sellers shafl continue to collect Receivables 
in the ordinary course of business and according to past'practices, provided that Sellers shall not 

- be obligated to initiate a suit or other cause of action in order to collect any of thc'hceivables. 

5.22 Participating AccounQ , 

From and after the F i ~ t  Stage Closing Date, Buyers shall use reasonable commercial 
efforts to collect the Participating Accounts, provided that Buyers shall not be obligated to . 

initiate a suit or other cause of.action in order to collect any of the Participating Accounts. 
Within fhirty (30) daysss&qer@ end of each month after the Firststage Closing for the fvst six 
(6) months after such Closing, and within thirty (30) days after the end of each calendar quarter 
for two (2) years thereafter, Buyers shall provide a written statement to Sellers showing the 
collections of any amount of the Participating Accounts (the "Collected PA Amounts"), and the 
out-of-pocket expenses incurred by Buyers to make such collections. Buyers shall submit to 
Sellers with each such statement an amount equal to the product of seventy-five percent (75%) 
and the excess of the Collected PA Amounts over such out-of-pocket expenses. . 

523 Commitment Letters 

Prior to the First Stage Closing Datc, Buyers shall meet with each Business Employee 
who has an Employment Agreement set forth on Schedule 3.81aL explain such Business 
Employee his or her contemplated position within Buyers and make a corresponding offer of 
employment. Buyers shall assume the Employment Agreement of each such Business Employee 
who agrees to accept such offer (including such position) and executes a letter agreeing to the 
assumption of such~Employrnent Contract akd that such assumption (and the position to be held 



by such Business Employee) is not a constructive termination under such ~mplo~ment Coneact 
(a "Commitment Letter"). 

5.24 Optional 1ntercompany"Agreemkenta'-ta'-ta'- 

. At the First Stage Closing, Buyers shall. have the right (but not the obligation) to enter 
into the Collateral Agreements set forth on Schedule 5.24 on the terms set forth therein. In the 
event that Buyers determine, in their sole discretion, not to accept such terms, Buyers and Scllers 
shall undertake good faith negotiations to attempt to reach agreement on mutually acceptable , 

terms for such Collateral Agreements. Any election or failure to reach mutual agreement 
pursuant to this Section 5.24 will not be grounds for the failure of a condition under Section 
7.31bl. 

5.25 BTS Employees. 

On or before the First SStage Closing Date, the Broadwing Technology Smices, Inc. . 
employees set forth on Schedule 5.25 shall be transfenred to the Business and become Business 
Employees. 

5.26 Rwenues by State 

Within sixty (60) days prior to the contemplated First Stage Closing,Datc,.Sellers shall 
deliver to Buyers a statement showing the allocation of the revenues of the Business undq 
Customer Contracts for each state in the United States in which Sellers conduct the Business, 
such stateme& to be as of the last day of the immediately preceding month (the. "Revenuq. 

, Statement"), &companied by a certification t om the financial officer of Sellaswho prepared 
the Revenue Statement that it was prepared consisteat.with.the methodoiow.used.to filfdl prior 
annual reporting requirements of Sellers to the relevant State PUCS. 

6. Closing 

6.1 Closing 

. The closing of the transactions contemplated by this Agreement (the "C10sing") shall take 
place in two (2) stages at the offices of Gibson, Dunn & Crutcher LLP in New York City. The 
first closing stage (the "First Stage Closjng"), at which the Initial Purchase Price sball be paid in . . 
full, shall commence at 9:00 a.m. local time on the last Business Day of the month containing the. 
date on which all FCC and State PUC Consents necesmy to effectuate the trausfer of Customer 
Contracts that generate not less than eighty percent (80%) of the revenues of the Business set 
forth in the Revenues Statement have been obtained (the "First Sta~e  Closinn Date") The 
second closing s'tage (the "Second Stage Closinq") shall commence at 9:00 a.m. local time on the 
first Business Day after the date on which the last FCC and the last State PUC Consent@) 
necessary to effectuate transfer of the remaining.Acquired Assets,. including the. Customer . 

. Contracts, have been obtained (the "Second Starre Closin~ Date"). Buyers may eledt to effect the 
Second Stage Closing at any time on or subsequent to the First Stage Closing Date, by written 
notice to Sellers at least five (5)  Business Days before the Second Stage Closing Date contained .. 

in such notice (the '"Two Stage Waiver Notice"). 



6.2 Deliveries by Sellers 

' At the applicable Staged Closing Date, and as applicable, Sellers shall deliver to Buyers 
the following: . 

(a) a bill of sale for the ~cquired Assets (other than those Acquired 
Assets being conveyed pursuant to the Assignment and Assumption Agreement, the Intellectual 
Property Rights Assignment Agreement and the other agreements and instruments of conveyance . 
executed at the applicable Staged Closing), which shall include a schedule of the Acquired 
Assets (or a reasonably specific description of the categories thereof) being transfened or 
assigned from the respective Sellers to the respective Buyers, substantially in the form of 
Exhibit 0 (the "Bill of Sate?, duly executed by Sellers; 

(b). a counterpart of the Assignment and Assumption Agreement 
substantially in the form of Exhibit P (the "Assignment and Assumption Amement") which 
shall include a schedule of the Assumed Liabilities (or a reasonably specific description of 
categories thereof) being transferred to or assumed by the respective Buyers h m  the respective 
sellers, .duty executed. by Sellers; 

(c) executed counterparts of each other Collateral Agreement; . 

(d) a certificate of non-foreign status as described in U.S. Treasury 
Regulation section 1.1445-20>)(2) of the Treasury Regulations; 

(e) other instruments of transfer reasonably required by Buyers to 
evidence the transfer of the Acquird.Assets to Buyers; 

(f) certificate, dated the First Stage Closing Date, of Sellers certifying 
as to the compliance by Sellers with Sections 7.2fa) y ~ d  m; 

(g)' an opinion, dated the First Stage Closing Date, from Gibson, Durn 
& Crutcher LLP, counseJ(s) for Sellers, andfor such other counseI(s) reasonably acceptabk to 
Buyers, in form and substance reasonably satisfactory to Buyers and to the effect set forth and 
otherwise as contemplated on Exhibit 0. 

At the applicable Staged Closing Date, and as applicable, Buyers shall deliver, or shall 
cause a subsidiary of Buyers, as applicable, to deliver, to Sellers or their respective designee@) 

. . the following: 

(a) the Initial Purchase Price; 

(b) a counterpart of the Bill of Sale and the Assignment and 
Assumption Agreement, duly executed by Buyers; 

(c) executed counterparts of each other Cotlateral Agreement; 



(d) a certificate, dated the First Stage Closing  ate, of Buyers, 
certifying as to compliance by Buyers with Sections 7.3(a) and @; ancl 

(e) An opinion, dated the First Stage Closing Date, of Mayer, Bmwn, 
Rowe & Maw, special counsel for Buyers, and/ or such other counsel reasonably akceptable to 
Sellers, in form and substance reasonably satisfactory to Sellers and to the effect set forth and 
otherwise as contemplated on Exhibit R. 

6.4 Contempoxaaeous Effectiveness 

All acts and deliveries prescribed by this Article 6, regardless of chronological sequence, 
will be deemed to occur contemporaneously and simultaneously on the occurrence of the last act 
or delivery, and none o f  such acts or deliveries will be effective until the last of the same has 
o c c ~ .  

7. Conditions Precedent to Staged Closings 

'7.1 First Stage Closing General Conditions 

The respective obligations of Buyers and Sellers to effect the FirskStage Closing of the 
transactions contemplated hereby are subject to the fulfillment, prior to or at the First Stage 
Closing Date, of each of the following conditions; provided that such conditions shall only be a 
condition to the obligations of and may only be waived by, the party(ies) adversely affected 
thereby: , 

(a) No Action by any Governmental Body or other Person shall ha& 
been instituted or threatened which (i) has had, or is reasonably likely to have, a Material 
Adverse Effect or (5) is reasonably likely to enjoin, restrain or prohibit, or could result in 

. substantial damages in respect of, any provision of this Agreement or any Collated Agreement . 

or the consummation of the .transactions contemplated hereby or thereby, or affect materially and 
. adversely the right of Buyers to own the Acquired Assets or to operate the Business. 

(b) Any applicable waiting period under the HSR Act relating to the 
transactions contemplated by this Agreement and the Cdlateral Agreements shall have expited 
or been terminated. 

7.2 First Stage Closing Conditions Precedent to Buyers' Obligations 

The obligatiotis of Buyers to effect the First Stage Closing of the transactions 
contemplated hereby are subject to the filfillment, prior to or at the First Sta&e Closing Date, df 
each of the following conditions, any of which may be waived in writing by Buyers in their sole 
discretion: 

(a) (i) The representations and warranties of Sellers contained in this 
~&eernent shall be true and correct both when made and at and as of the First Stage Closing 
Date, as though such representations and warranties were made at and as of the First Stage 
Closing Date (except to the extent that such representations and warranties are made as of a . 
specified date, in which case such representations and-warranties shall be true and correct as of 



such specified date) and (ii) each Seller shall have performed all obligations and agreements and 
complied with all covenants and conditions required by this Agreement and the Collateral 

' 

Agreiments to be performed or complied with by it prior to or at the First Stage Closing Date' 
except where (x) with respect to clause (i) the failure of such representations and wananties to be 
true and correct (without giving effect to any limitation .as to materiality or Material Adverse 
Effect or other materiality qualifiers as set forth therein) andor (y) with respect to clause (ii) the 
failure to so perform or comply (without giving effect to any limitation as to materiality or 
Material Adverse Effect or other materiality qualifiers as set forth therein), have not individually . 

or in the aggregate had, or would not individually or in the aggregate be reasonably likely to 
have, a Material Adverse Effect with respect to the Business or Buyers (taken as a whole) or a 
material adverse effect on the ability of any of the Sellers to consummate the transactions , 

contemplated hereby or a material adverse e f t '  on Sellers' Parent's ability to mnsuinmate the ' 

transactions contempjated by Sellers' Parent Guaranty. 

(b) Each Seller party thereto shall have executed and delivered, and 
have caused the other parties thereto (other than Buyers) to have executed and delivered the 
agreements, instruments and documents listed in Section 6.2. 

(c) No change.since Decernber 3 1,2002 (i) shall have occuned which 
has had a Material Adverse Effect with respect to the Business or Buyers (taken as a wholk) or 
has had a material adverse effect on the ability of any of the Sellers to consummate the . ' 

transactions contemplated hereby or on the Sellers' Parent's ability to consummate the . 

transactions contemplated by the Sellers' Parent Guaranty, and (ii) shall have occurred (or 
circumstance involving a prospective change) which is reasonably likely to have a Material 

- 

Adverse Effect with respect to the Business. 
, 

(d) Seventy-five percent (75%) of the thirty (30) Business ~ m ~ l o ~ e e s  
set forth on Schedule 7.2(d) and identified as key sales and operations employees~or . 
replacements that are acceptable to Buyers in their sole discretion (collectively, the "&y 
Em~lovees") - shall have accepted Buyers' offer of employment. 

(e) Buyers shall have received written evidence reasonably ' 

. . satisfactory to them (i) that the Sellers' Consents set forth and indicated as required on Schedule 
3.3(b) (including without limitation an amendment of the Credit Agreement, or Consent under 
the Credit Agreement, that permits the consummation of the transactions contemplated by this 

.. , . . . Agreement and the Collateral Agreements) and (ii) the Buyers' Consents set forth and indicated 
as required on Schedule 4.3031 have been received. . . 

Q. Buyers shall have received written evidence reasonably. 
satisfactory to ,&ern that each of the ~ncumbrances (bther than Pemhted Encumbrances) on the 
Acquired Assets, and f emitted Encumbrances marked with an asterisk on ScheduIe I. 1 (c). has 
been released, including, without limitrition, tiny Encumbrance under the Credit Agreemat. 

(g) The Sellers' Parent Guaranty shall continue to be in fill force and 
effect, and Sellers' Parent shall have received the written amendment of the Credit Agreement, 
or Consent under the Credit Agreement, necessary to permit the execution, delivery and 
performance of Sellers' Parent Guaranty, 



) No facts, events or circumstance shall have o c & d  prior to Ftst 
Stage Closing Date that, in the aggregate, cause or permit, or are reasonably likely to cawem 
permit befm or afler First Stage Closing Date, the Pension Benefit Guaranty Corporation to 
seek to impostor irnpose'an Encurnbriince uEany,of theAcquired Assets. 

(i) BLI~&S shall have received written widenee reasonabIy 
satisfactory to them (A) hat the resolutions and amendments to the articles or certificate of 
incorporation andlor other organizational documents contemplated by Section 5.171a) have been 
obtained, and (B) that the related registrations are to become effective on the Second Stage 
Closing Date. 

Cj) 'There shall not have been or be any Encumbrance (other than 
Permitted Encumbrances, excluding those contemplated by Section 7.2(fl to be reinoved) 
imposed on any of the Acquired Assets in connection with any Bankruptcy of any SeHtr or any 
of their Affiliates (including, without limitation, Sellers' Parent and/or BCI). 

7 3  First Stage Closing Conditions Precedent to Sellers' Obligationr 

The obligations of Sellers to effect the FirstStag&l~sing. o f ; t h b - t r e .  
contemplated hereby are subject to the fulfillment, prior to or at the First Stage Closing Datc, of 
each of the following conditions, any of which may be waived in writing .by Sellers in their sole 
discretion: 

- 
(a) (i) The representations and warranties of Buyers contained in this 

Agreement shall be true and correct both when made and at and as of the First Stage Closing. 
Date, as though such representations and wanranties were made at and as .of the First Stage 
Closing Date (except to the extent that such representations and. wmiinties aremade as of a. 
specified date, in which case such representations tind warranties shall be-true aod comct ar of 
such specified date) and (ii) Buyers shdl have performed all obligations and agreements and 

. complied with all covenants and conditions required by this Agreement m any Collateral ' 
Agreement to be performed or complied with .by their prior to or at the First Stage Closing Date; 
except where (x) with respect to clause (i) the failure of such representations'and manties  to be 
true and correct (without giving effect lo any limitation as to materiality or Material Adverse 
Effect or anjr other materiality qualifiers as set forth therein) andfor (y) with respect to clause (ii) 
the failure to so perform or comply (without giving effect to any limitation as to materiality or 
Material Adverse Effect or any other materiality qualifiers as  set forth therein) has not 
individually or in the aggregate had, or would not individually or in the aggregate be reasonably 
expected to have, a Material Adverse Effect with respect to Sellers (takeri as a whole), a material 
adverse effect on the ability of any of the Buyers to consummate the transactions contcmplat#l 
hereby or a material adverse effect on Buyers' Parent to consummate the transactions 
contemplated by the Buym' Parent Guaranty. 

(b) Buyers shall have executed and delivered, and have caused the 
other parties thereto (other than Sellers and Sellers' Parent) to have executed and delivered thc 
documents listed in Section 6.3. 



(c) The Buyers' Parent Guaranty shall continue to be in full force and 
effect. 

(d) Buyers shall have delivered the Initial P w k  Price. 
- 

( )  . Sellers shall have received written evidence reasonably satisfactory 
to them (9 that the Buyers' Consents set forth and indicated as required on Schedule 4.3fil have . . 
been received and (ii) an amendment of the Credit Agreement, or Consent under the Credit 
Agreement, that permits the consummation of the transactions contemplated by this Agreement 
and the Collateral Agreements has been received 

7.4 Second Stage General Conditionr 
. . 

The respective obligatiO'm of Buyers and ~ell=rs to effect the Second stage Closing of thc , 

transactions contemplated hereby are subject to (i) there not being an injunction or otha court 
order prohibiting the consummation of the transactions contemplated by tbis Agreement to occur 
on the Second Stage Closing Date and (ii) Sellers shall have changed their corporate or company 
name to a name that does not include the word "Broadwing" or any name' inCended or likely to be 
wnfbsed or associated with any Broadwing Name and have caused the registrationof the new 
name with the appropriate Governmental Body. 

8. Survival and Indemnity 

The rights and obligations of Buyers and Sellers under this Agreement shall bt subject 'to 
the following terms and conditions: 

8.1 Survival of.Repwsentations and Warrnntiw 

The representations and warranties of Buyerg and Sellers contained in this Agreement 
and in any Collateral Agreement shall survive the First Stage Closing Date for eighteen (18) 
months, except the Environmental Warranties which shall survive for three (3) years, Tax 
Warranties which shall survive for the applicable statutes of limitations plus ninety (90) days and 
Title and Authorization 'Wananties.which shall survive forever. Neither Sellers nqr Buyers shall 
have any liability whatsoever with respect to any such representations or warranties unless a 
claim is made hereunder prior to expiration of the sudval period for such representation or 

: warrmty. . 

8 3  General Agreement to Indemnify 

(a) SeIlers, jointly and severally, on the one side, and Buy&, on thc 
other side (Sellers or Buyers, whichever has the obligation to indenmi@, defend and hold 
harmless, the "lndernnifiin~. Partv") shall indemnify, defend and hold hannless the other party 
hereto and their Affiliates and any employee, represcntstive, kt, director, officer, partner, 
member or principal, as applicable, or assign of such party and their Af£iliates (each, an 
"Indemnified Party") from and against any and all Actions, whether by a third party, against aa 
Indemnified Party or by one party against another party (collectively, "Claims") related to or 
arising out of or resulting fmm, liabilities, losses, damages, costs and expenses (including 



reasonable attorneys', accountants' and experts' fees and costs, and costs and expenses of 
establishing entitlement to indemnification) (collectively, "Lossesy') incurred by any Indemnified 
Party related to, or arising out of or resulting fiom (i) any breach of or any inaccuracy in any 
representation or warranty of the Indemnifying Party contained in this Agreement or any 
Collateral Apemen1 when made or as of the applicable Staged Closing Date (or of such 
different date or period specified for such representation or warranty) as though such 
representation or warranty were made at the applicable Staged Closing Date (or at such different 
date or period specified for such representation or warranty) (and for purposes of determining 
liability under this Section 8.2, a f h  removing any reference to materiality or Material Adverse 
Effect or any other materiality qualifiers contained in such representations and warranties other 
than such of the foregoing that are underlined, provided that when an underlined reference to the 
word "materid" or "materiality"a1so appears in brackets, the applicable representations and 
warranties should not be read for purposes of this Agreement (other than the proceeding portion 
of this sentence) as thou& such terms were therein) or (ii) the breach by the IndemnifLing Party 
of any covenant or agreement of such party contained in this Agreement or any Collateral . 
Agreement 

(b) Sellers further agree jointly and severally to indemnify, defend and 
hold harmless Buyers and any oiher Indemnified Party of Buyers from and against any Lcksts 
incurred by such party arising out of, resulting from, or relating to (i) any of the Excluded Assets 
(including the Retained Business) or Excluded Liabilities (including those related to the Retained 
Business), (jij any matters identified on Schedule 8.2&), (iii) any matters identified on Schedule 
3.Ma) or @J, (iv) any Taxes of Sellers (except any such Taxes for which Buyers are responsible 
pursuant to Section 5.3 or Section 10.2) and (v) any failure of Sellersto'comply with tht 
provisions of any bulk transfer laws which may be applicable to the transactions contempiated 
hereby and by the Collateral Agreements, 

(c) Buyers fbrther agree to jointly and severally indemnify, defend and 
hold harmless Sellers and any other Indemnified Party of Sellers fiom and against any tosses 
jncmed by such party arising out of, resulting bm, or relating to: (i) any of the First Stage . . 

a 

Assumed Liabilities after the First Stage .Closing and the Second Stage Assumed Liabilities after 
the Second Stage Closing; (ii) any claim, demand or liability for the Taxes for which Buyers are 
responsible pursuant to Section 5.3; (iii) any other liability or obligation with respect to the 
condlicl of the Business transferred on the First Stage Closing Date after such Closing Date and 
with respect to the conduct of the Business transferred after the First Stage Closing, to the extent - 

. arising out of, or resulting from, facts, events or circumstances occurring, or which accrue, after 
the applicable Staged Closing Date (other than due to any failure to comply or breach of any of 
Sellers or any of their Affiliates, whether before, on or after the applicable Staged Closing Date); 
and (iv) any Third Party Claims arising out of the Two Stage Waiver Notice (if any). 

(d) Whether or not the Indemnifjing Party chooses to defend or 
prosecute any Third Party Claim (as defined in Section 8.3(al), both parties hereto shall 
cooperate in the defense or prosecution thereof and shall h i s h  such records, information and 
testimony, and attend such conferences, discovery proceedings, hearings, trials and appeals, as. 
may be reasonably requested in connection therewith, except that nothing herein shall permit 



Sellers, or require Buyers as a condition to obtaining indemnification, to seek to collect back 
sales or use Tax from clients or customers of the Business. 

(e) The indemnification obligations of each party hereto under this . %  

Article 8 shall inure to the benefit of the Affiliates of .the other party and the employees, , 

representatives, agents,' directors, of'ficers, partners, members and principals, as applicable, of the 
other party hereto and their Affiliates on the same terms as are applicable to such other party. 

(f) Sellers' and Buyers' respective liability for all Claims under 
Section 8.2(am shall be subject to the following limitations: 

(i) neither tbe Sellers nor Buyers, respectively, shall have any 
liability for any 'Losses arising from such Claims unless the aggregate of all Losses for 
which the Sellers or Buyers, respectively, would, but for this provision, be liable exceeds 

' 

on a cumulative basis an amount equal to Five Hundred Thowand U.S. Dollars 
($500,000) (the "Threshold"), provided, that in the event that such Losses of Sellers or 
Buyers, as applicable, on a cumulative basis exceed the Threshold, the liability shall be 
from the first dollar of Losses. Notwithstanding the foregoing, the Threshold shall not 
apply (i) to Claims or Losses with respect to the Titleand Authorization Warranties, Tax 
Warranties and the representations and wanranties contained in Sections 3.1 3 and 4.6. or 
(ii) when Buyers have the right not to proceed to Closing under Section 7.2(a) but , 

proceed to Closing under Section 5.7(ck 

(ii) the Sellers.' or Buyers' respective aggregate liability for all 
Losses arising from such Claims (other than any such Claims with respect to the Title and 
Authorization Warranties, the Tax Warranties and the representations .and wananties in 
Sections 3.1 3 and 4.6) shall not exceed fifty percent (50%) of the PurchasePrice (the 
"Geieral Cav"); 

(iii) the Sellers' or Buyers' respective aggregate liabiiity witb 
respect to their respective Title and Authorization Warryties shall not exceed the 
Purchase Price (the "Overall Cap"), and the Sellers' or Buyers' respective aggregate 
liability under the preceding clause. (ii) and this clause'(iii) &I no<exkeed the Overall 
cap; 

(iv) Selle& or Buyers' respective liability for Tax Warranties 
and the representations and warranties contained in Sections 3.13 and shall not bc 
subject to the General Cap or theOveral1 Cap; and. 

. . 
- (v) in no event shall Sellers be obligated to inden&@ Buyers 

or any other Person with respect to any Loss to the extent that a specific accrual or 
reserve for the amount of such Loss was included in the calculation of the Closing 
Working capital. No Indemnified Party may make a claim for indemnification under 
Section 8.2tam for breach by the Indemnifying Party of a particular representation or 
warranty after the expiration ofthe survival period specified in Section 8.1. 



(g) The amount of any Loss for which jndemnific&on is provided 
under this Article 8 shall be net of any amounts recovered or recoverable by the Indemnified 
Party under insurance policies with respect to such Loss. 

(h) Notwithstanding anything herein or in the Collateral Agreements 
(other than the Security Agreement) to the contrary, none of the parties hereto or thereto shall be 
liable to the other, whether in contract, tort or otherwise, for any special, indirect, incidental, 
consequential, punitive or exemplary or other similar type of damages whatsoever, which in any 
way arise out of, relate to, or are a consequence of,.its performance or nonperformance hereundex . 
or the Collateral Agreements (other than through fraud), including loss of profits, business 
interruptions and claims of customers, except to the extent to which a Third Party Claim against 
an Indemnified Party includes such damages. 

(i) Each party W e r  acknowledges and agrees that, should the First 
Stage Closing occur, its sole and exclusive remedy with respect to any and all claims relating to 
this Agreement, the Collateral Agreements, the transactions contemp'lated hereby, the Businlss 
and its assets, liabilities and business (other than claims of, or causes of action arising hm, 
fraud; provided that inaccuracies of representations or wartanties (whether or not accurate facts 
were knowable by inquiry including title searches or otherwise) shall not be construed to be 
fraud, absent intent to deceive) shall be pursuant to the indemnification provisions set forth in 
this Article 8. In furtherance of the foregoing, except as set forth in the preceding sentence, each 
party hereby waives and releases, fkom and after the First Stage Closing Date, any and all rights, 
claims and causes of action (other than claims of, or causes of action arising from, fraud, subject 
to the proviso set forth above in this Section 8.2fiU it may have against the other.pparty and its 
AffTliates arising under or based upon any Federal, state, local or foreign statute, law, or&-, 
.rule or regulation or otherwise (except pursuant to the indemnification provisions set forth in this - 

Article 8) arising out of or related to this Agreement and the Collateral Agreements. 
Notwithstanding the foregoing, nothing in this Section 8.2til or elsewhere in this Agreement 
shall be deemed to limit any party's right to seek specific performance or other equitable relief in 
any court of competent jurisdiction of its rights and remedies hereunder or in any Collateral . . 
Agreement, in accordance with Section 10.1 1; . . .. . . -.. . .  ,, 

8.3 General Procedures for Indemnification 

(a) Procedures Relating to Indemnification. In order for the 
Indemnified Party to be entitled to any indemnification provided for under this Agreement in 
respect of, arising out of or involving a Claim made by any Person against the Indemnified P a .  
(each, a "Third Partv Claim"), such Indemnified Party must notify the Indemnifying Party in 
writing, and in reasonable detail, of the Third Patty Claim within ten (10) Business Days after 
receipt by sucb IndemnXed Party of written notice of the Third Party Claim; provided, that the 
failure of the Indemnified Party to give notice in the manner specified above shall not relieve the 
Indernnifjdng Party of its obligations under this Article 8 except to the extent (if any) that the 
Indemnified Party shall have been materially prejudiced thereby. 

If the Indemnifying Party does not object in writing to such indemnification claim within 
thirty (30) days of the Indemnifying Party's knowledge of its receipt of notice thereof, the 

, 

Indemnified Party shall be entitled to recover promptly from the Indemnifying Party the amount 



of such claim, and no later abjection by the Indemnifjing Party shall be permitted. If the 
Indemnifying Party agrees that it has an indemnification obligation but objects that it is obligated 
to pay only a lesser amount, the Indemnified Party shall nevertheless be entitled to recover 
promptly from the Indemnifying Party the lesser amount, without prejudice to the Indemnified 
Party's claim for the difference. 

If a Third Party Claim is made against an Indemnified Party, the Indeinnifying Party s W l  
be entitled to participate in the defense thereof and to assume the defense the~eof with counsel 
selected by the Indernniwng Party which is reasonably satisfactory to the Indemnified Party. 
Should the Indemnifying Party so elect to assume the defense of a Third Party Claim, the 
Indemnifying Party shall not be liable to the Indemnified Party for legal expenses subsequently 
incurred by the Indemnified Party in connection with the defense thereof unless the Indemnified 
Party reasonably determines in its judgment that representation by the Indemnifying Party's 
counsel of both the lndenlnifying Party and the lndemnified Party would present such counsel 
with a conflict of  interest, then such Indemnified Party may employ separate counsel to represent 

' 

or defend it in any such Third Party Claim and the Indemnifying Party shall pay the reasonable 
fees and disbursements of one such sep&ate counsel. If the Indemnifying Party assumes such 
defense, the Indemnified Party shall have the right to participate in the defense thereof and to 
employ counsel, at its own expense (subject to the preceding sentence), separate from the . 
counsei employed by the lndemnifying Party, it being understood that the lndemniwng P& 
shall control such defense. The IndemnifLing Party shall be liable for the fees and expenses of 
counsel employed by the Indemnified Party for any period during which the Indemnifying Party 
has failed to assume the defense thereof (other'than dw$g the period prior to the time the 
Indemnified Party shdl have given notice of the Third Party Claim as provided above). All 
attorneys' fees and expenses shall count towards the indemnity limit specified in Section 8,2(fl. 

(b) If the Indemnifying Party so elects to assume the defenst of any 
i Third Party elaim, all of the Indemnified Parties shall reasonably cooperate with tbe 

Indemnifying Party in the defense or prosecution thereof. Such cooperation shall include'the 
retention and {upon the Indemnifying Party's request) the provision to the Indemnifying Party of 
records and information that are reasonably relevant to such Third Party Claim, and making 
employees available on a mutually convenient basis to provide additional informatiori and 
explanation of any material provided hereunder. Any settlement or compromise made or caused 
to be made by the Indemnified Party (which is permitted if the Indemnifying Party has declined 

, to assume the defense thereof) or the lndemnifying Party, as the case may be, of a Third Party 
Claim referred to in this paragraph shall also be binding upon the Indemnifying Party or the 
Indemnified Party, as the case may be, in the same manner as if a final judgment or decree had 
been entered by a court of competent jurisdiction in the amount of such settlement or 
compromise; provided. that no such settlement by the Indemnifying Party shall be bindjng upon 
the Indemnified Party without its prior written consent, which shall not be unreasonably withheld 
or delayed with respect to proposed settlements whereby the Indemnified Party is held harmless 
with respect to all Losses and no other material obligation is imposed upon the Indemnified Paw 
(provided that in the event a Third Party Claim is subject to the General Cap or the Overall Cap 
(each, a the Indemnified Party need only be held hannless up to the amount of the 
remaining balance of the applicable Cap); and provided, further that where a Third Party Claim 
is subject to a Cap and the proposed settlement involves Losses in excess of such Cap (and dms 



not impose any other material obligation on the indemnified Party) either the Indemnified Party 
shall accept the proposed settlement or agree to assume the defense thereof and hold hannless 
the Indemnifying Party for dl Losses over the lesser of the amount of the proposed settlement or 
the remaining balanceof the applicable Cap; . 

(c) Each Seller and Buyers shall make commercially reasonable 
efforts to mitigate any Claim or other liability with respect to which one party is obligated to 
indemnifjl the other p-. hereunder. 

9. . Termination 

9.1 Termination 

This Agreement may be terminated at any time prior to the applicable Staged Closing 
Date by: 

(a) Thc mutual written consent of Buyers and Sellers. 

(b) Buyers or. Sellers, if there shall. be in effect ,a non-appealable 
injunction or order of a Governmental Body of competent jurisdiction prohibiting the 
consummation of the transactions contemplated hereby. 

(c) Buyers or Sellers, if the First Stage Closing Date shaU not have 
occurred by the date that is ten (10) months following the date hereof; provided that the failure of 
the First Stage Closing to occur on or before such date did not resulkfrom the failure by the party 
seeking termination of this Agreement to fulfill any undertaking or agreement or satisfy any 
condition provided for herein that is required to be fulfilled or satisfied,by it prior to First Stage 

' 

Closing. 

(d) By Sellers, if there shall have been a breach of any representation 
and warranty or covenant of Buyers hereunder or under any of its Collateral Agreements, and . 
such breach shall not have been remedied within sixty (60) days af'ter receipt by Buyers of notice 
in writing from Sellers specifying the breach and requesting such be remedied, except where 

. . such breach of representation and warranty or covenant (without giving effect to any limitation 
as to materiality or Material Adverse Effect or any other materiality qualifiers as set forth 
therein) has not individually or in the aggregate had, or would not individually or in the 

. . . . aggregate be reasonably likely to have, a Material Adverse Effect with respect to Sellers (taken 
. . as a whole) or on the ability of any of the Buyers to consummate the transactions contemplated 

hereby or a material adverse effect on Buyers' Parent's ability to consummate the transactions. 
contemplated by the Buyers' Parent Guaranty. 

I. . (e) By Buyers, if there shall have been a breach of any representation . 
and warrany or covenant of Sellers hereunder & under any of its Collateral Agreements, and 
such breach shall not have been remedied within'sixty (60) days after receipt by Sellers of notice 
in writing from Buyers specifying the breach and requesting such be remedied, except where 
such breach of representation and warranty or covenant (without giving effect to any limitation 
as to materiality or Material Adverse Effect or any other materiality qualifiers as set forth . 



therein) has not individually or in the aggregate had, or would not individually or in the 
aggregate be reasonably likely to have, a Material Adverse ERect with respect to the Business.or 
Buyers (taken as a whole) or on the ability of any of the Sellers to consummate the transactions 
contemplated hereby or a material adverse effect on the Sellers' Parents' ability to consummate 
transactions contemplated by the Sellers' Parent's Guaranty. . 

9.2 Effect of Termination 

In the event of the terminatibn of this Agreement in accordance with Sectioli 9.1, this 
' Agreement shall become void and have no effect, without any liability on the part of any party or 
its directors, officers, partners, members, principals or stockholders, except for the obligations of 
the parties hersto as provided in Sections 10.1. 10.2.10.4. 10.5,10.12 and this Senion 9.2, . 

except that, notwithstanding anything in this Agreement to the contrary, neither Sellers nor 
Buyus shall be relieved or released from any liabilities or damages arising out of its breach of 
any provision of this Agreement. 

10. Miscellaneous Provisioas 

10.1 Notices 

All notices and other communications hereunder and under the Collateral Agreements 
sh& be in writing and shall be deemed to have been duly given upon receipt if (i) mailed by 
certified or registered mail, return receipt requested, (ii) sent by a nationally recognized 
overnight delivery service (receipt requested), fee prepaid, (iii) sent via facsimile with receipt 
confirmed, or (iv) delivered personally, addressed as follows or to such other address or 
addresses of which the respective party shall have notified the other. 

, (a) If to Sellers, ta 

'Broadwing Inc. 
20 1 East Fourth Street, 1 02-745 
Cincinnati, Ohio 45204 

, . .. 
Attention: -%inerd Couu,'Sel ' . 

. .- 

~acsimile: (5  13) 72 1 -73 58 

With an additional copy to: 

Gibson, Dunn & Crutcher LLP 
200 Park Avenue 
New York, New Yo~k 101 66 
Attention: Steven Shoemate 
Facsimile: (212) 351-531 6 



(b) If to Buyers, to: 

C n1 Communications LLC 
70 1 5 Albert Einstein Drive 
Columbia, MD 2 1046 
Attention: Kim Larsen 
Facsimile: (443) 259-44 18 

and: 

C III Communjcations LLC 
Suite 450 " 

12444 Powerscourt Dr. 
St. Louis, MO 63 131 
Attention: Martin Kerckhoff 
Facsimile: 314-965-0500 

With a copy to: 

Mayer, Brown, Rowe & Maw 
1909 K Street, N.W. 
Washington, D.C. 20006 ' . . 
Attention: Stuart P. Pt9gament 
Facsimile: (202) 263-3300 

and 

Paul Hastings, Janofsky &. Walker LLP 
75 East 55th Street 
New York, New York 10022 
Attention: . Leigh P. Ryan 
Facsimile: (2 12) 3 1 ~ - J I O ~ O  

10.2 Expenses 

Any sales, use or other transfer taxes arising out of or incurred in connection with the 
transiclions contemplated by this Agreement shall be paid in accordance with Section 5.3. 
Except as provided inrhe preceding sentence or othemise expressly provided in this Agreement 
or the Collateral Agreements, each party will pay i ts own costs and expenses, including legal and 
accounting expenses, related to the transactions contemplated by this Agreement, irrespective of 
when incurred and whether or not the Closing occurs; provided, that 13uyers and Sellers shall 
bear their portion of the fees and expenses of the filings under the HSR Act irrespective of the 
occurrence of Closing hereunder. 



103 Entire Agreement 
' 

The agreement of Sellers and Buyers, which is comprised of this Agreement, the 
Schedules and Exhibits hereto and the documents refenecho herein and therein, including the 
Collateral Agreements, sets forth the entire agreement and understanding between the parties and 
supersedes any prior agreement or understanding, written or oral, relating to the subject matter of 
this Agreqnent. 

10.4 .-furisdiction, Service of Process 

Each of the parties hereto hereby irrevocably and unconditionally consents to submit to 
the exclusive jurisdiction of the (a) Supreme Court of the State of New York, New York County 
and (b) United States District Court for the Southern District of New York, for any actions, suits 
or proceedings arishg out of or relating to this Agreement and the Collateral Agreements (and 
agrees not to copmence any action, suit or proceeding relating thereto except in such courts), 
and fuaher agrees that service of any process, summons, notice ar  document by U.S. registered 
mail to its respective address set forth in' Section 10.1 will be effective service of process for any 
action, suit or proceeding brought against it in any such court. Each of the parties hereto hereby 
irrevocably and unconditionally waives any objection to.the laying of venue of My action, suit or 
proceeding arising out of this Agreement or the Collateral Agreemehts in the cowls of the' State . 

of New York or the United States of America located in the City of New .York and hereby funther 
irrevocably and unconditionally waives and agrees not to plead or claim in any such court that 
any such action, suit or proceeding brought in any such court has been brought in an 
inconvenient forum. 

105 Governing Law 

This Agreement and the Collateral ~~reernents  will be construed in accordance with and 
governed by the internal la- of the State of New York applicable to agreements made and to be 
performed 'entirely within such State without regard to conflicts of laws principles thereof. 

10.6 Waiver 

The rights and remedies of the parties to this Agreement and the Collateral Agreements 
are cumulative and not alternative. Neither the failure nor any delay by any party in exercising 
any right, power or privilege under this Agreement or the documents referred to in this 
Agreement will operate as a waiver of such right, power or privilege, and no single or partial 
exercise of any such right, power or privilege will preclude any other or further exercise of such 
right, power or privilege or the exercise of any other right, power or privilege. To the maximum 
extent permitted by Law, (a) no claim or right arising out of this Agreement or the Collateral 
Agreements c& be discharged by one party, in whole or in part, by a waiver or renunciation of 
the claim or right unless in writing signed by the other party; (b) no waiver that may be given by 
a party will be applicable except in the specific instance for which it is given and will. not operate 
as a waiver of, or estoppel with respect to, any subsequent or other failure or noncompliance; and 
(c) no notice to or demand on one party will be deemed to be a waiver of any obligation of such 
party or of the right of the party giving such notice or demand to take further action without 
notice or demand as provided in this Agreement or the Collateral Agreements. 



10.7 No Oral Modification 

Neither this Agreement nor any Collateral Agreement may not be amended except by a 
written agreement executed by the party to be charged with the amendment. Any attempted 
amendment in violation of this Section 10.7 will be void ab initio. 

10.8 Assignments, Successors 

No party may assign any of its rights under this Agreement or any Collatera! Agreements 
without the prior written consent of the other parties hereto or thereto. Notwithstanding the 
foregoing, Buyers may assign this Agreement or rights and obiigations of Buyers hereunder, in 
each case in whole or part, to any Affiliate of Buyers and to any successor to all or substantially 
all of the Business (whether by merger, consolidation, sale of assets or otherwise), provided that 
Buyers shall remain liable for all of their obligations under this Agreement. Subject to the 
preceding sentences, this Agreement and the Collateral Agreements will apply to, be binding in 
all respects upon, and inure to the benefit of the successors and permitted assigns of the parties. 

If any provision of this Agreement or the Collateral Agreements is held invalid or 
unenforceable by any court of competent jurisdiction, the other provisions of this Agreement and 
the Collateral Agreements will remain in full force and effect. Any provision of this Agreement 
or the Collateral Agreements held invalid or unenforceable only in part or degree will remain in 
full force and. effect to the extent not held invalid or unenforceable. 

10.10 Captions . 

The Article, section and paragraph captions herein and the table of contents hereto arc for 
convenience of reference only, do not constitute part of this Agreement and the Collateral 
Agreements and will not be deemed to limit or otherwise affect any of the provisions hereof or 
thereof. Unless otherwise specified, all references herein to numbered Articles and Sections am . 

to articles and sections of this Agreement, all ieferences herein to Schedules are to Schedules to 
this Agreement and all references herein to Exhibits are to Exhibits to this Agreement. 

10.11 Specific Performance 

Each party recognizes and afirms that in the event of breach by him or it of any of the 
provisions of Sections 5.8,&9, or 5.17 money damages would be inadequate and the other 
parties would have Wadequate remedy at law. ~ccordin~ly ,  each party agrees that the other . 
parties shall have the right, in addition to any other rights and remedies existirig in their favor, 
enforce their respective rights and the breaching party's obligations under Sections 5.8, Ig or 
5.1 7 not only by an action or actions for damages, but also by an' action or actions for specific - 
performance, injunction and/or other equitable relief in order to enforce or prevent any violations 
(whether anticipatory; continuing or future) of the provisions of Sections 5 . 8 , u  or 5.17. If a 
bond is required to be posted in order for any party to secure an injunction, the parties agree that 
such bond need not exceed the s u m  of $1,000. 



10.12 No Third Party Beneficiaries 

Nothing in this Agreement or the Collateral Agreements, express or implied, is intended 
to or shall constitute the parties hereto as partners or as participants in a joint venture. This 
Agreement is solely for the benefit of the parties hereto and, only to the extent provided in 
Article 8, their respectite Affiliates and employees, representatives, agents,'d'~tectors, oficers, 
partners, members or principals,-as applicable, or their respective assigns, for whom the parties 
shall be entitled to enfarce this Agreement, and no provision of this Agreement shall be deemed . 

to confer upon any other Third Parties my remedy, claim, liability, reimbursement, cause of 
action or other right (including a right to enfor&), Nothing in this Agreement or the Collateral 
Agreements shall be construed as giving to any Business Employee, or any other individual, any 
right or entitlement of any kind of nature, whether under any Benefit Plan, policy or procedure 
maintained by &y Seller or Buyer or otherwise. No Third Party shall have rights under 
Section 502,503 or 504 of ERISA or any regulations thereunder because of this Agreement or 
the Collateral Agreements that would not otherwise exist without reference to this Agreement or 
the Collateral Agreements. No Third Party shall have any right, independent of any right that 
exists irrespective of this Agreement or the Collateral Agreements, under or granted by this 
Agreement or the Collateral Agreements, to bring any Action at law or equity for any matter 
governed by or subject to the provisions of this Agreement (except for Indemnified Parties as 
provided in Section 8.3 or the Collateral Agreements. 

10.13 Counterparts 

This Agreement and Collateral Agreements may be executed simultaneously in two or 
more counterparts, each of which will be deemed to be an original copy of this Agreement and 
the Colsteral Agreements and all of which together will be deemed, respectively, to constitute 
one and the same agreement. 

10.14 Waiver of Compliance with Bulk Transfer Laws 

Buyers hereby waive compliance by Sellers with the provisions of any bulk transfer Jaws 
which may be applicable to the transactions contemplated hereby and by the Collateral 
Agreements. 

10.15 Publicity 

. No public release or announcement concerning the transactions contemplated by this 
Agreement andfor the Collateral Agreements shall be issued by any party (or any of its 
Affiliates) without the prior mitten consent of the other parties, except as such release or 
announcement may be requited by Law or the rules or regulations of any securities exchange or 
other Governrriental Body, in which case the party required to make the release or announcement 
shall allow the other parties reasonable time to comment on such release or announcement in 
advance of such issuance. Buyers and Sellers to discuss further. 

[REMAINDER OF PAGE INTENTlONALLY LEFT BLANK] 



IN W1Th'ESS WIEIEOF, each party has caumdthis Agreement to be, duly. 

I) uccuted on its bsbslf by ita duly authorized officcfs q o f  the dm first -son ubwr . 

Name: Kevin W, h 

BROARWZNG COMMUNICATIONS SERVICES 
OF VIRGINU, XNC. 

BROADWING SERVICES J3.C 

IXCBUSI[NESS SERVICES, w , 

BY. 
=mt; Thomag L Schilling / 
Title: Managar -/ 





C 111 COMMUNICATIIONS, LLC 

C UI COMMUNICATIONS OPERATIONS, LLC 



PENNSYLVANIA STATE 
EMPLOYEES CREDIT UNION 
HARRISBURG, PA 17110-2880 



COHN - FERRIS 1 Nerv BO"Ot' York 

Robert E. Stup, Jr. 

Direct clinl 202 GGl 871 1 
rt.str/p@mint<. corn 

March 2 1,2003 

VIA FEDERAL EXPRESS 

Ms. Pam Bonurd 
Executive Director 
South Dakota Public Utilities Commission 
Capitol Building 
lSt Floor 
500 East Capitol Avenue 
Pierre, SD 57501 

Re: C I11 Communications Operations, LLC Application for Certificate of Authority 
and Notification About the Transfer of Assets and Customers Broadwing 
Communications Services, Inc. and Broadwing Telecommunications, Inc. to 
C I11 Communications Operations, LLC. 

Dear Ms. Bonurd: 

Enclosed please find eight (8) copies of the above referenced matter. These copies were 
inadvertently not attached to the original filing we sent to your office yesterday. We apologize 
for any inconvenience this may have caused. Thank you for your understanding. If you have any 
questions, please contact the undersigned. 

Sincerely, 

Robert E. Stup, Jr. 



South Dakota Public Utilities Commission 

WEEKLY FILINGS 
For the P e r i ~ d  of March 20,20Q3 through March 26,2003 

If you need a complete copy of a filing faxed, overnight expressed, or mailed to  you, please contact 
Delaine Kolbo within five business days of this report. Phone: 605-773-3705 

ELECTRIC 

EL03-012 In the Matter of the Request for an Electric Service Rights Exception 
between Black Hills Power and West River Electric Association, Inc. 

On March 21, 2003, Black Hills Power (BHP) and West River Electric Association (WREA) 
submitted a joint request to the South Dakota Public Utilities Commission for approval of an 
Electric Service Rights Exception. The request would allow WREA to provide electrical 
service to three signs owned by Epic Outdoor Advertising adjacent to 1-90, located in BHP1s 
service territory. The signs are located in Sections 16 and 21, T2N1 R7E1 Pennington County. 

Staff Analyst: Michele M. Farris 
Staff Attorney: Kelly Frazier 
Date Docketed: 03/21 103 
lntervention Deadline: 0411 1/03 

TELECOMMUNICATIONS 

TC03-058 In the Matter of the Application of C Ill Communications Operations, LLC 
for a Certificate of Authority to Provide Interexchange Telecommunications 
Services in South Dakota. 

C I l l  Communications Operations, LLC has filed an application for a Certificate of Authority to 
provide intrastate interexchange telecommunications services in South Dakota. The applicant 
intends to provide resold intrastate interexchange services, including message 
telecommunications service, outbound wide area telecommunication service, inbound 800 
service, travel card service, operator assisted calling programs, private line services and 
frame relay service throughout South Dakota. 

Staff Analyst: Bonnie Bjork 
Staff Attorney: Kelly Frazier 
Date Docketed: 03/21/03 
Intervention Deadline: 04/11/03 



TC03-059 In the Matter of  the Application of Consolidated Communications Operator 
Services, Inc. for  a Certificate of Authority to Provide Operator Assisted 
Telecommunications Services and Services for Payphones in  South 
Dakota. 

Consolidated Communications Operator Services, Inc. has filed an application for a Certificate 
of Authority to provide live and automated long distance assistance and directory assistance 
services, as well as services for coinless and coin-operated public telephones. 

Staff Analyst: Bonnie Bjork 
Staff Attorney: Karen Cremer 
Date Docketed: 03/21 103 
lntervention Deadline: 0411 1/03 

TC03-060 In the Matter of  the Filing by Excel Telecommunications, Inc. for Approval 
of its lntrastate Switched Access Tariff and for an Exemption from 
Developing Company Specific Cost-Based Switched Access Rates. 

On March 20, 2003, Excel Telecommunications, Inc. (Excel). filed its South Dakota P.U.C. 
access tariff No. 4 for approval. The proposed tariff introduces Excel's intrastate switched 
access services and rates including, Carrier Common Line Access, Local Transport, Local 
Switching and Toll-Free Database Query. 

Staff Analyst: Keith Senger 
Staff Attorney: Kelly Frazier 
Date Docketed: 03/25/03 
lntervention Deadline: 0411 1/03 

TC03-061 In the Matter of the Filing by VarTec Telecom, Inc, for Approval of its 
lntrastate Switched Access Tariff and for an Exemption from Developing 
Company Specific Cost-Based Switched Access Rates. 

On March 20, 2003, VarTec Telecom, Inc. filed its South Dakota Access Tariff No. 2 for 
approval. The proposed tariff introduces VarTec's intrastate switched access services and 
rates, including Carrier Common Line Access, Local Transport, Local Switching and Toll-Free 
Database Query. 

Staff Analyst: Michele M. Farris 
Staff Attorney: Karen Cremer 
Date Docketed: 03/25/03 
Intervention Deadline: 0411 1/03 

You may receive this listing and other PUC publications via our website or via internet e-mail. 
You may subscribe or unsubscribe to the PUC mailing lists at http:llwww.state.sd.uslpuc 



COHN - FERRIS I Nerv BOstOrl York 

Robert E. Stup, Jr. 

April 7,2003 

VIA FEDERAL EXPRESS 

Ms. Pam Bonrud 
Exec~ltive Director 
So~lth Dakota Public Utilities Commission 
Capitol Building, 1 st Floor 
500 East Capitol Aven~le 
Pierre, South Dakota 57501-0570 

RE: SDPUC Docket TC03-058 - Application for Certificate of A~~thority for C I11 
Comm~mications Operations, LLC 

Dear Ms. Bonrud: 

Please accept this letter as a written request on behalf of C I11 Communications 
Operations, LLC ("C I11 Ops") in the above-referenced matter for waiver of Chapter 
20:10:24:02(8) of the Commission's rules requiring the submission of c~ment financial 
statements. C I11 Communications Operations, LLC ("C I11 Ops") is a newly formed company 
and, as such, this information is not available. 

Further, C 111 Ops does not offer prepaid calling cards or services, or collect customer 
deposits and advance payments in the state of South Dakota. As such, C 111 Ops does not impose 
the issuance of restrictions on its ability to do so. However, C 111 Ops reserved the right in the 
future to apply to the Coinmission for removal of the restrictions. 

Additionally, the Federal tax identification number was incorrectly provided to the 
Commission in the above-referenced application. The correct number is 75-3 105020. 
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I believe that this letter will meet your requirements with respect to the application of C 
I11 Ops. Please let me know if you have any filrther questions. 

Very truly YOLKS, 

~ d b e r t  E. st~;, Jr. 

cc: Kelly Frazier, Staff Attorney 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF THE APPLICATION OF C ) ORDER GRANTING 
Ill COMMUNICATIONS OPERATIONS, LLC ) CERTIFICATE OF 
FOR A CERTIFICATE OF AUTHORITY TO ) AUTHORITY 
P R O V I D E  I N T E R E X C H A N G E  ) 
TELECOMMUNICATIONS SERVICES IN ) TC03-058 
SOUTH DAKOTA 1 

On March 21, 2003, the Public Utilities Commission (Commission), in accordance 
with SDCL 49-31-3 and ARSD 20:10:24:02, received an application for a certificate of 
authority from C Ill Communications Operations, LLC (C Ill). 

C Ill proposes to provide resold intrastate interexchange services, including 
message telecommunications service, outbound wide area telecommunication service, 
inbound 800 service, travel card service, operator assisted calling programs, private line 
services and frame relay service throughout South Dakota. A proposed tariff was filed by 
C Ill. The Commission has classified long distance service as fully competitive. 

On March 27, 2003, the Commission electronically transmitted notice of the filing 
and the intervention deadline of April 11, 2003, to interested individuals and entities. No 
petitions to intervene or comments were filed and at its May 6, 2003, meeting, the 
Commission considered C Ill's request for a certificate of authority. Commission Staff 
recommended granting a certificate of authority, subject to the condition that C Ill not offer 
a prepaid calling card or require or accept deposits or advance payments without prior 
approval of the Commission. Commission Staff further recommended a waiver of ARSD 
20: 1 0:24:02(8). 

The Commission finds that it has jurisdiction over this matter pursuant to SDCL 
Chapter 49-37, specifically 49-31 -3 and ARSD 20:l O:24:02 and 20:l O:24:O3. The 
Commission finds that C Ill has met the legal requirements established for the granting of 
a certificate of authority. C Ill has, in accordance with SDCL 49-31-3, demonstrated 
sufficient technical, financial and managerial capabilities to offer telecommunications 
services in South Dakota. Further, the Commission finds that there is good cause to waive 
ARSD 20:10:24:02(8). The Commission approves C Ill's application for a certificate of 
authority, subject to the condition that C Ill not offer a prepaid calling card or require or 
accept deposits or advance payments without prior approval of the Commission. As the 
Commission's final decision in this matter, it is therefore 

ORDERED, that C Ill's application for a certificate of authority to provide 
interexchange telecommunications services is hereby granted, effective May 21, 2003, 
subject to the condition that C Ill not offer a prepaid calling card or require or accept 
deposits or advance payments without prior approval of the Commission. It is 



FURTHER ORDERED, that the Commission waives ARSD 20:l O:24:02(8). It is 

FURTHER ORDERED, that C Ill shall file informational copies of tariff changes with 
the Commission as the changes occur. 

l% Dated at Pierre, South Dakota, this / b  day of May, 2003. 

CERTIFICATE OF SERVICE 

The undersigned hereby certifies that this 
document has been served today upon all parties of 
record in this docket, as listed on the docket service 
list, by first class mail, in properly addressed 

(OFFICIAL SEAL) 

BY ORDER OF THE COMMISSION: 

ROBERT K. SAHFjy Chairman 

(73- f J , -  
GARY~KNS-ON, Commissioner 



CERTIFICATE OF AUTHORITY 

To Conduct Business As A Telecommunications Company 
Within The State of South Dakota 

Authority was Granted effective May 21, 2003 
Docket No. TC03-058 

This is to certify that 

C Ill COMMUNICATIONS OPERATIONS, LLC 

is authorized to provide interexchange telecommunications services in 
South Dakota, subject to the condition that it not offer a prepaid calling 
card or require or accept deposits or advance payments without prior 

approval of the Commission. 

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

Dated at Pierre, South Dakota, this /& &day of May, 2003. 

SOUTH DAKOTA PUBLIC 
UTILITIES COMMISSLON: 



Bob Sahr, Chair 
Gary Hanson, Vice-Chair 
Jim Burg, Commissioner 

October 8, 2003 

SOUTH DAKOTA 
PUBLIC UTILITIES COMTMISSION 

500 East Capitol Avenue 
Pierre, South Dakota 57501-5070 

www.state.sd.us/puc 

Ms. Connie Wightman 
Technologies Management, Inc. 
P. 0. Drawer 200 
Winter Park, FL 32790-0200 

Re: Corporate Name Change from C Ill Communications 
Operations, LLC to Broadwing Communications, LLC 
Docket TC03-058 

Dear Ms. Wightman: 

Capitol Office 
(605) 773-3201 

(605) 773-3809 fax 

Consumer Hotline 
1-800-332-1782 

As requested in your letter dated October 3, 2003, enclosed you will find a Certificate of 
Authority issued in the name of Broadwing Communications, LLC with reference to Docket 
TC03-058, which was originally issued in the name of C Ill Communications Operations, 
LLC. 

Very truly yours, 

Delaine Kolbo 
Legal Secretary 

Enc. 





Ms. Pamela Bonrud 

October 3,2003 
Via Overnight Delivery 

21 0 N. Park Ave. Executive Director 
Winter Park, FL South Dakota Public Utilities Commission 

@CT 0 6 2003 

32789 Capitol Building, 1st Floor SOUTH DAKOTA PUBLIC 
500 East Capitol Ave. &ITI$I?IES COMAWlSSlON 

P.O. Drawer 200 
Pierre, SD 57501-5070 

Winter Park, FL 

32790-0200 RE: Corporate Name Change from C III Communications Operations, LLC 
to Broadwing Communications, LLC. 

Tel: 407-740-8575 

Fax: 407-740-0613 

t m i @ t m i n c . c o m  DearMs.Bomd: 

Enclosed for filing please find the replacement long distance tariff filed on behalf of 
Broadwing Communications, LLC, formerlyknown as C Communications Operations, 
LLC. The Company respectfully requests an effective date of October 6,2003. 

On June 18, 2003 C III Communications Operations, LLC amended its Articles of 
Incorporation to reflect a name change to Broadwing Communications, LLC. C ID was 
granted authority to provide long distance telecommunications services in South Dakota 
in Order Number TC03-05 8 on May 1 6,2003. Upon approval of this Elmg, please reissue 
the Company's certificate with the new name of Broadwing Communications, LLC. 

The Company's presubscribed customers have been notified of this name change. ' 
Furthermore, this transaction is being made in a seamless faslvon that will cause no 
negative effect on the level of service and rates offered to the Company's presubscribed 
customers. 

A copy of the amended Articles of Incorporation and Qualification as a Foreign 
Corporation is included with this letter as Exhibit A. 

Exhibit B includes the company's replacement. This replacement tariff 'Cancels C Ill 
Communications Operations, LLC South Dakota P.U.C. Tariff No. 1 (Wholesale 
Services) and South Dakota P.U.C. Tariff No. 1 (Retail Services). The company's services 
previously listed in tariffs numbers 1 and 2 are now merged in one tariff - South Dakota 
P.U.C. Tariff No. 3. In addition to the name change, the following additional changes 
have been incorporated in this replacement tariff: 

Frame Relay and Private Line Services are now priced on an individual case basis 
(ffICB''). 
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1. Roadside Advantage (previouslylisted in the retail tariff) has been deleted; 

The "Obsolete Servicesnsection (previously listed in the retail tariff) has been 
removed. T h s  section contained services that were added over the years to the 
Broadwing Telecommunications Inc. tariff through previous acquisitions of other 
carriers, i.e., Network Long Distance, Inc., United WATs, Inc., Eastern Telecom, 
Corp. and Telecom One, Inc. When C III Communications Operations, LLC 
acquired the assets of Broadwing Telecommunications Inc. and filed its initial 
tariff, C III mirrored Broadwing Telecommunications Inc.'s existing tariff as on 
file with the South Dakota Public Utilities Commission. However, through 
attrition over the years, the obsolete services had been integrated in the current 
services and rates as listed in the current section of the tariff. Consequently, the 
Obsolete Services Section by itself has now become obsolete. 

3. The operator assisted per minute usage rates and per call service charges and 
directory assistance per call charge have been updated to mirror AT&T1s current 
rates. 

4. The Pay Telephone Surcharge now reflects separate rates for wholesale Customers 
and Retail Customers. 

To further update Commission with information on the Company, please note that the 
Company's contact for ongoing regulatory matters is: 

Karen T. Hanson, National Director - Regulatory Affairs 
Broadwing Communications, LLC. 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
Telephone: (5 12) 742-2647 
Toll Free (800) 847-5705 
Facsimile: (512) 328-7902 
email: karen.hanson@broadwing.com 
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The Company's contact for customer inquiries 1 complaints is: 

Linda Gilrnore, Regulatory Analyst 
Broadwing Communications, LLC. 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
Telephone: (5 12) 742-4123 
Facsimile: (5 12) 328-7902 
Toll Free: (800) 847-5705 or (800) 422-1 199 
email: linda.gilmore@broadwing.com 
Company Web Page: www.broadwing.com 

The Company's contact for reporting requirements: 

Brenda Buch 
Broadwing Communications, LLC. 
1122 Capital of Texas Highway South 
Austin, Texas 78746 
Telephone: (5 12) 742-3723 
Facsimile: (512) 328-7902 
Toll Free: ,(800) 847-5705 
email: brenda.buch@broadwing.com 
Company Web Page: www.broadwing.com 

The Company's main telephone number is : 

Telephone: 
Toll Free: 

Questions regarding this notice may be directed to my attention at (407) 740-8575 or via 
e-mail at cwightman@tminc.com. 

To keep our records complete, please acknowledge receipt of his filing by returning, file- 
stamped, the extra copy of this correspondence in the self-addressed stamped envelope 
enclosed for this purpose. 
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- - -- -. - - - - 
Thank you for your assistance. 

Sincerely, 

c.(Ap-> Connie ightm 

Consultant to Br adwin CIII t2 
Enclosure 

cc: Michele Cadin, Mintz, Et A1 (w/out enclosures) 
cc: Karen Hanson, Broadwing C III 
File: Broadwing CIII - SD 
TMS: SD00301 




