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August 5, 1999
D915 72

Florida Public Service Commission
Division of Records and Reporting
2540 Shumard Oak Blvd.
Tallahassee, Florida 32399-0850

RE: Application of NEXTLINK Long Distance Services, Inc. for Authority to Provide
Interexchange Telecommunications Service

Dear Sir or Madam:

NEXTLINK Long Distance Services, Inc., by its attorneys, presents an original and six
(6) copies of this cover letter and the enclosed Application Form, including an initial tariff. This
packet also includes a $250 filing fee. , :
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STATE OF FLORIDA

DIVISION OF RECORDS & REPORTING
BLANCA S. BAYO

DIRECTOR

(850)413-6770

Commissioners:

JOE GARCIA, CHAIRMAN
J. TERRY DEASON
SUSAN F. CLARK

JULIA L. JOHNSON

E. LEON JACOBS, JR.
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Public Serbice Commission

August 19, 1999

Shelby Hall, Attorney

Davis Wright Tremaine LLP
2600 Century Square

1501 Fourth Avenue

Seattle, Washington 98101-1688

Re: Docket No. 991154-T]|

Dear Mr. Hall:

This will acknowledge receipt of an application for certificate to provide
interexchange telecommunications service by NEXTLINK Long Distance Services, Inc.,
which was filed with this office on August 19, 1999 and assigned the above-referenced
docket number. Appropriate staff members will be advised.

Mediation may be available to resolve any dispute in this docket. If mediation is
conducted, it does not affect a substantially interested person’s right to an administrative
hearing. For more information, contact the Office of General Counsel at (850) 413-6078

or FAX (850) 413-6079.

Please make notes as well that Commission Rule 25-22.005(7), F.A.C., requires
certificated companies to notify the Commission of any changes in name, telephone,
address, or contact person. Should your application be granted by the Commission, you
will be expected to comply with this rule by advising us of any changes as they occur.

Division of Records and Reporting
Florida Public Service Commission

CaAPITAL CIRCLE OFFICE CENTER ® 2540 SHUMARD OAK BOULEVARD ® TALLAHASSEE, FL 32399-0850
An Affirmative Action/Equal Opportunity Employer Internet E-mail CONTACT@PSC.STATE.FL.US
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SHELLEY HALL
Direct (206) 622-3150
Shelleyhall@dwt.com

August 5, 1999

Florida Public Service Commission 46 1S Y n

Division of Records and Reporting
2540 Shumard Oak Blvd.
Tallahassee, Florida 32399-0850

RE: Application of NEXTLINK Long Distance Services, Inc. for Authority to Provide
Interexchange Telecommunications Service

Dear Sir or Madam:

NEXTLINK Long Distance Services, Inc., by its attorneys, presents an original and six
(6) copies of this cover letter and the enclosed Application Form, including an initial tariff. This
packet also includes a $250 filing fee.

An extra copy of this filing is enclosed to be date-stamped and returned to us in the self-
addressed, postage paid envelope enclosed. If you have any questions regarding this filing,
please contact the undersigned.

Respectfully submitted,
DAVIS WRIGHT TREMAINE LLP

Yty ¥l
/

Shelley Hall
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** FLORIDA PUBLIC SERVICE COMMISSION **

DIVISION OF TELECOMMUNICATIONS
BUREAU OF CERTIFICATION AND SERVICE EVALUATION

Application Form for Authority to Provide
Interexchange Telecommunications Service
Between Points Within the State of Florida

Instructions

* This form is used as an application for an original certificate and for approval of
assignment or transfer of an existing certificate. In the case of an assignment or
transfer, the information provided shall be for the assignee or transferee (See

Appendix A).

. Print or Type all responses to each item requested in the application and
appendices. If an item is not applicable, please explain why.

. Use a separate sheet for each answer which will not fit the allotted space.

. Once completed, submit the original and six (6) copies of this form along with a

non-refundable application fee of $250.00 to:

Florida Public Service Commission
Division of Records and Reporting
2540 Shumard Oak Blvd.
Tallahassee, Florida 32399-0850
(850) 413-6770

Note: No filing fee is required for an assignment or transfer of an existing
certificate to another certificated company.

. If you have questions about completing the form, contact:

Florida Public Service Commission

Division of Telecommunications

Bureau of Certification and Service Evaluation
2540 Shumard Oak Blvd.

Tallahassee, Florida 32399-0850

(850) 413-6600

DOCUMENT NIMRER -DATE

N
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1. This is an application for v (check one):
(x) Original certificate (new company).

() Approval of transfer of existing certificate:
Example, a certificated company purchases an existing certificated
company and desires to retain the authority of both certificates.

() Approval of assignment of existing certificate:
Example, a non-certificated company purchases an existing company
and desires to retain the certificate of authority rather than apply for a
new certificate.

() Approval of transfer of control:
Example, a company purchases 51% of a certificated company. The
Commission must approve the new controlling entity.

2. Name of company:

NEXTLINK Long Distance Services, Inc.

3. Name under which applicant will do business (fictitious name, etc.):

NEXTLINK Long Distance Services, Inc.

4, Official mailing address (including street name & number, post office box, city,
state, zip code):

500 108th Ave. NE, Ste. 2200

Bellevue, WA 98004

5. Florida address (including street name & number, post office box, city, state, zip
code):

Registered Agent: Corporation Service Company

1201 Hays Street, Tallahassee, FL 32301

6. Select type of business your company will be conducting v (check all that
apply):

(X) Facilities-based carrier - company owns and operates or plans to own
and operate telecommunications switches and transmission facilities in
Florida.
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(X) Operator Service Provider - company provides or plans to provide
alternative operator services for IXCs; or toll operator services to call
aggregator locations; or clearinghouse services to bill such calls.

(X) Reseller - company has or plans to have one or more switches but
primarily leases the transmission facilities of other carriers. Bills its own
customer base for services used.

() Switchless Rebiller - company has no switch or transmission facilities
but may have a billing computer. Aggregates traffic to obtain bulk
discounts from underlying carrier. Rebills end users at a rate above its
discount but generally below the rate end users would pay for
unaggregated traffic.

() Multi-Location Discount Aggregator - company contracts with
unaffiliated entities to obtain bulk/volume discounts under multi-location
discount plans from certain underlying carriers, then offers resold service
by enrolling unaffiliated customers.

(X) Prepaid Debit Card Provider - any person or entity that purchases 800
access from an underlying carrier or unaffiliated entity for use with
prepaid debit card service and/or encodes the cards with personal
identification numbers.

7. Structure of organization:

)  Corporation
) Foreign Partnership
) Limited Partnership

() Individual

(X)  Foreign Corporation
() General Partnership
() Other

P N NS

8. If individual, provide: NOT APPLICABLE

Name:

Title:

Address:

City/State/Zip:

Telephone No.: Fax No.:

Internet E-Mail Address:

Internet Website Address:
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10.

11.

12.

13.

14.

If incorporated in Florida, provide proof of authority to operate in Florida: NOT
APPLICABLE

(a) The Florida Secretary of State Corporate Registration number:

If foreign corporation, provide proof of authority to operate in Florida:

(@) The Florida Secretary of State Corporate Registration number:

F99000003166 PLEASE SEE SUPPLEMENT FOR PROOF OF
AUTHORITY.

If using fictitious name-d/b/a, provide proof of compliance with fictitious name
statute (Chapter 865.09, FS) to operate in Florida: NOT APPLICABLE

(@) The Florida Secretary of State fictitious name registration number:

If a limited liability partnership, provide proof of registration to operate in
Florida: NOT APPLICABLE

(a) The Florida Secretary of State registration number:

If a partnership, provide name, title and address of all partners and a copy of
the partnership agreement. NOT APPLICABLE

Name:

Title:

Address:

City/State/Zip:

Telephone No.: Fax No.:

Internet E-Mail Address:

Internet Website Address:

If a foreign limited partnership, provide proof of compliance with the foreign
limited partnership statute (Chapter 620.169, FS), if applicable. NOT
APPLICABLE.

(a) The Florida registration number:
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15.  Provide F.E.l. Number (if applicable):_91-1957034

16.  Provide the following (if applicable):

(a)  Will the name of your company appear on the bill for your services?
(x) Yes () No
(b)  If not, who will bill for your services? NOT APPLICABLE

Name:

Title:

Address:

City/State/Zip:

Telephone No.: Fax No.:

(c) How is this information. provided?

APPLICANT WILL BILL CUSTOMERS DIRECTLY

17.  Who will receive the bills for your service?

() Residential Customers (X)  Business Customers
() PATs providers () PATs station end-users
() Hotels & motels () Hotel & motel guests
() Universities () Universities dormitory

residents
() Other: (specify:)

18.  Who will serve as liaison to the Commission with regard to the following?

(a)  The application:

Name: Shelley Hall

Title:_Counsel for NEXTLINK Long Distance Services, Inc.

Address:_ DAVIS WRIGHT TREMAINE LLP, 2600 Century Square, 1501
Fourth Avenue

City/State/Zip:_Seattle, WA 98101-1688
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Telephone No.:_(206) 622-3150 Fax No.: (206) 628-7699
Internet E-Mail Address:_shelleyhall@dwt.com

Internet Website Address:

(b)  Official point of contact for the ongoing operations of the company:

Name:_Doug Kinkoph
Title:

NEXTLINK Long Distance Services, Inc.

Address: Two Easton Oval, Ste. 300

City/State/Zip:_Columbus, Ohio 43219

Telephone No.: (614) 629-3200 Fax No.:_(614) 629-3201

Internet E-Mail Address:_dkinkoph@nextlink.net

Internet Website Address:

(¢) Complaints/inquiries from customers:

Name:_ Applicant will handle complaints and inquiries through a toll-free
number listed below.

Title:

Address:

City/State/Zip:

Telephone No.:_1 (800) 900-6398 Fax No.:

Internet E-Mail Address:

Internet Website Address:

19.  List the states in which the applicant:
(&) has operated as an interexchange telecommunications company.

Applicant has not operated as an interexchange telecommunications
company in any state.
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20.

(b) has applications pending to be certificated as an interexchange
telecommunications company.

Applicant has applications pending in Louisiana, Kentucky, Kansas,
Vermont, Oklahoma, Alaska and Oregon.

(¢) is certificated to operate as an interexchange telecommunications
company.

Applicant is certified to operate as an interexchange telecommunicatons

company in Arkansas, Montana and Rhode Island.

(d) has been denied authority to operate as an interexchange
telecommunications company and the circumstances involved.

Applicant has not been denied authority in any state.

() has had regulatory penalties imposed for violations of
telecommunications statutes and the circumstances involved.

Applicant has not had any requlatory penalties imposed.

1)) has been involved in civil court proceedings with an interexchange
carrier, local exchange company or other telecommunications entity, and
the circumstances involved.

Applicant has not been involved in civil court proceedings with an
interexchange carrier local exchange company or other
telecommunications entity.

Indicate if any of the officers, directors, or any of the ten largest stockholders
have previously been:

(a)  adjudged bankrupt, mentally incompetent, or found guilty of any felony or
of any crime, or whether such actions may result from pending
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proceedings. If so, please explain.

None of the officers or directors of applicant have been adjudged
bankrupt, mentally incompetent or found guilty of any felony or of any
crime.

(b) an officer, director, partner or stockholder in any other Florida certificated
telephone company. If yes, give name of company and relationship. If no
longer associated with company, give reason why not.

Yes, officers and directors of applicant also are officers and directors
NEXTLINK Florida, Inc. NEXTLINK Communications, Inc. wholly owns
both NEXTLINK Florida, Inc. and applicant.

21.  The applicant will provide the following interexchange carrier services v (check
all that apply):

(a) MTS with distance sensitive per minute rates

Method of access is FGA
Method of access is FGB
Method of access is FGD
Method of access is 800

(b) MTS with route specific rates per minute

Method of access is FGA
Method of access is FGB
Method of access is FGD
Method of access is 800

) X MTS with statewide flat rates per minute (i.e. not
distance sensitive)

Method of access is FGA
Method of access is FGB
‘Method of access is FGD
Method of access is 800

x"

(d) MTS for pay telephone service providers
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(e) Block-of-time calling plan (Reach Out Florida, Ring
America, etc.).

® X 800 service (toll free)

9 X WATS type service (bulk or volume discount)
X Method of access is via dedicated facilities
X Method of access is via switched facilities

(h)y X Private line services (Channel Services)
(For ex. 1.544 mbs., DS-3, etc.)

(i) X Travel service

Method of access is 950

X Method of access is 800
0) 900 service
ky X Operator services
X Available to presubscribed customers
X Available to non presubscribed customers

(for example, to patrons of hotels, students in
universities, patients in hospitals).
Available to inmates

. Services included are:

X Station assistance

X Person-to-person assistance

X Directory assistance
Operator verify and interrupt

X Conference calling

22. Submit the proposed tariff under which the company plans to
begin operation. Use the format required by Commission Rule
25-24.485 (example enclosed). SEE SUPPLEMENT FOR
TARIFF.

23. Submit the following:
A. Financial capability. SEE ATTACHED SUPPLEMENT.

The application should contain the applicant's audited
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financial statements for the most recent 3 years. If the applicant
does not have audited financial statements, it shall so be
stated.

The unaudited financial statements should be signed by the
applicant's chief executive officer and chief financial officer
affirming that the financial statements are true and correct and
should include:

1. the balance sheet;
2. income statement; and
3.  statement of retained earnings.

NOTE: This documentation may include, but is not limited to,
financial statements, a projected profit and loss statement, credit
references, credit bureau reports, and descriptions of business
relationships with financial institutions.

Further, the following (which includes supporting documentation) should
be provided:

1. A written explanation that the applicant has sufficient financial
capability to provide the requested service in the geographic area
proposed to be served.

2. A written explanation that the applicant has sufficient financial
capability to maintain the requested service.

3. A written explanation that the applicant has sufficient financial
capability to meet its lease or ownership obligations.

B. Managerial capability; give resumes of employees/officers of
the company that would indicate sufficient managerial experiences of
each. SEE ATTACHED SUPPLEMENT.

C. Technical capability; give resumes of employees/officers of the
company that would indicate sufficient technical experiences or indicate

what company has been contracted to conduct technical maintenance.
SEE ATTACHED SUPPLEMENT.

10
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** APPLICANT ACKNOWLEDGMENT STATEMENT **

1. REGULATORY ASSESSMENT FEE: | understand that all telephone
companies must pay a regulatory assessment fee in the amount of .15 of one percent
of its gross operating revenue derived from intrastate business. Regardless of the
gross operating revenue of a company, a minimum annual assessment fee of $50 is

required.

2. GROSS RECEIPTS TAX: | understand that all telephone companies must pay
a gross receipts tax of two and one-half percent on all intra and interstate business.

3. SALES TAX: | understand that a seven percent sales tax must be paid on intra
and interstate revenues.

4, APPLICATION FEE: | understand that a non-refundable application fee of
$250.00 must be submitted with the application.

UTILITY OFFICIAL:

i Rl 1-30-99

Signature Date
R. Gerard Salemme
Title: Sr. Vice President, External Affairs Telephone No.

And Industry Relations

Address: 500 108th Ave. NE, Ste. 2200

Fax No.
Bellevue, WA 98004

ATTACHMENTS:
A - CERTIFICATE SALE, TRANSFER, OR ASSIGNMENT STATEMENT
B - CUSTOMER DEPOSITS AND ADVANCE PAYMENTS

C - CURRENT FLORIDA INTRASTATE NETWORK
D - AFFIDAVIT

11

\docs\38936\1490\Long Distance Certs\Florida App.doc



** APPENDIX A **
CERTIFICATE TRANSFER, OR ASSIGNMENT STATEMENT

|, (Name) NOT APPLICABLE

(Title)

of

(Name of Company)

and current holder of Florida Public Service Commission Certificate Number
# , have reviewed this application and join in the

petitioner's request for a:

( ) transfer
( ) assignment
of the above-mentioned certificate.

UTILITY OFFICIAL

Signature Date
Title Telephone No.
Address:
Fax No.
12
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** APPENDIX B **

CUSTOMER DEPOSITS AND ADVANCE PAYMENTS

A statement of how the Commission can be assured of the security of the
customer's deposits and advance payments may be provided in one of
the following ways (applicant, please v check one):

UTILITY OFFICIAL

Y

( X') The applicant will not collect deposits nor will
it collect payments for service more than one month
in advance.

(__) The applicant intends to collect deposits
and/or advance payments for more than one
month's service and will file and maintain a surety
bond with the Commission in an amount equal to
the current balance of deposits and advance
payments in excess of one month. (The bond must
accompany the application.) Applicant is
submitting a $5,000 bond.

’/ _ 1-30-99

Signature: R. Gerard Salemme Date
Sr. Vice President, External Affairs and Industry Relations

Title

Telephone No.

Address: 500 108th Ave., NE, Ste. 2200

Fax No.

Bellevue, WA 98004

13
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** APPENDIX C **
CURRENT FLORIDA INTRASTATE SERVICES

Applicant has () or has not (X ) previously provided intrastate
telecommunications in Florida.

If the answer is has, fully describe the following:

a) What services have been provided and when did these services begin?
NOT APPLICABLE

b)  If the services are not currently offered, when were they

discontinued?
NOT APPLICABLE

UTILITY OFFICIAL

cHl__ (L. }-20-99

Y

Sigriature Date
R. Gerard Salemme
Title: Sr. Vice President, External Affairs Telephone No.
and Industry Relations
Address: 500 108th Ave., NE, Ste. 2200
Fax No.

Bellevue, WA 98004

14
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** APPENDIX D **
AFFIDAVIT

By my signature below, |, the undersigned officer, attest to the accuracy of
the information contained in this application and attached documents and that the
applicant has the technical expertise, managerial ability, and financial capability to
provide alternative local exchange company service in the State of Florida. | have read
the foregoing and declare that, to the best of my knowledge and belief, the information
is true and correct. | attest that | have the authority to sign on behalf of my company
and agree to comply, now and in the future, with all applicable Commission rules and
orders.

Further, | am aware that, pursuant to Chapter 837.06, Florida Statutes,
"Whoever knowingly makes a false statement in writing with the intent to
mislead a public servant in the performance of his official duty shall be guilty of
a misdemeanor of the second degree, punishable as provided in s. 775.082 and
s. 775.083."

UTILITY OFFICIAL

I __-20-99

Signature  ” Date
R. Gerard Salemme
Title: Sr. Vice President, External Affairs Telephone No.

and Industry Relations

Address: 500 108th Ave., NE, Ste. 2200

Fax No.
Bellevue, WA 98004

15
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF FLORIDA
BUREAU OF CERTIFICATION AND SERVICE EVALUATION

In the Matter of )
)
Application of NEXTLINK ) Docket No.
Long Distance Services, Inc. for a )
Certificate of Authority to Offer ) SUPPLEMENT TO
Interexchange Telecommunications ) APPLICATION
)

Services in the State of Florida

SUPPLEMENT TO APPLICATION OF NEXTLINK LONG DISTANCE SERVICES
FOR A CERTIFICATE OF AUTHORITY
NEXTLINK Long Distance Services, Inc. (“Applicant”), a Washington corporation
wholly owned by NEXTLINK Communications, Inc. (“NEXTLINK Communications”) hereby
submits this Supplemental Application to the Florida Public Service Commission
(“Commission”) for a Certificate of Authority to operate as a Telecommunications Services
Provider offering facilities-based and resold interexchange service throughout Florida. In

support of this Application, the following information is provided:

1. ORGANIZATION AND OWNERSHIP OF APPLICANT

NEXTLINK Communications is a telecommunications company founded in 1994 to
provide local, long distance and enhanced communications services.! NEXTLINK
Communications maintains its principal place of business at 500 108" Ave. N.E., Suite 2200,
Bellevue, Washington 98004. NEXTLINK Communications is controlled by Eagle River

Investments, L.L.C., which in turn is majority owned and controlled by Craig O. McCaw, a

' A copy of NEXTLINK Communication’s Articles of Incorporation is attached as Exhibit A.
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leader and pioneer in the telecommunications industry.
Applicant is a corporation organized under the laws of the State of Washington,” and is
also headquartered at 500 108™ Ave. N.E., Suite 2200, Bellevue, Washington 98004. Applicant

is a wholly owned subsidiary of NEXTLINK Communications.

2. DESCRIPTION OF SERVICES

Applicant intends to operate as a provider of resold and facilities-based long distance
services throughout the state of Florida. Applicant also intends to provide optional pre-paid
calling cards in addition to its regular service. Initially, all operator assisted calls will be
contracted to third parties. A grant of a Certificate of Authority to the Applicant will benefit the
citizens of Florida and the public interest generally by giving customers a source from which to

obtain competitive, reliable, and efficient telecommunications services.

3. MANAGERIAL AND TECHNICAL QUALIFICATIONS

The NEXTLINK Communications companies possess the technical and managerial
qualifications required to provide telecommunications services throughout the State of Florida.
NEXTLINK Communications, through its operating subsidiaries, is certified to provide local and
long distance telecommunications services in numerous states.” NEXTLINK Communications
already operates 26 facilities-based SONET-based fiber optic networks providing local dialtone

and long distance services in 41 markets in 14 states. The NEXTLINK Communications

2 A copy of NEXTLINK Long Distance’s Articles of Incorporation and its Certificate of
Authority to transact business in Florida are attached as Exhibit B.

3 These states are Arizona, California, Colorado, Delaware, Florida, Georgia, Illinois, Indiana,
Maryland, Michigan, Missouri, Nevada, New Jersey, New York, North Carolina, Ohio,
Pennsylvania, Tennessee, Texas, Utah, Virginia, Washington, Washington D.C. and Wisconsin.
Local certification has been obtained in Indiana. Long distance certification has been obtained in
Alabama, New Hampshire, New Mexico, Oregon and West Virginia. Local and long distance
certification is pending in Mississippi. NEXTLINK Communications has never been denied
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companies are managed by an able team of officers who have many years of combined
experience in the telephony field.* This successful operational experience is evidence of
NEXTLINK’s technical and managerial capability to deliver the services discussed above in a

fashion that is satisfactory to consumers.

4. FINANCIAL QUALIFICATIONS

The NEXTLINK Communications companies also possess adequate financial resources
to provide the proposed services. The company is well financed and has sufficient assets.” Asa
wholly owned subsidiary of NEXTLINK Communications, the Applicant will have the financial

resources of its parent company available to it.

S. INITIAL TARIFF

Applicant’s initial tariff is attached as Exhibit E.

6. DEPOSITS/BOND

Applicants may require some customer deposits and, therefore, is submitting a $5,000

bond as requested by the Commission.

7. CONCLUSION

In light of the foregoing, Applicant respectfully submits that the public interest,
convenience and necessity would be served by a grant of this Application for a Certificate of

Authority to Provide Interexchange Telecommunications Service throughout the State of Florida.

authority to offer service in any state.

* Brief Biographies of the officers of NEXTLINK Communications are attached as Exhibit C.
These officers will ultimately be responsible for all Florida operations and may be reached
through Applicant’s headquarters.

SNEXTLINK Communication’s Form 10Q for the quarterly period ending September 30, 1998
and its 10KSB for the fiscal year ended December 31, 1997 are attached as Exhibit D.
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DATED this & _day of %uzus% 1999,
Respectfully submitted,

NEXTLINK COMMUNICATIONS, INC.
NEXTLINK LONG DISTANCE SERVICES, INC.

By: \%%4/ M
Shelley Hall /
DAVIS WRIGHT TREMAINE LLP
2600 Century Square
1501 4™ Avenue

Seattle, Washington 98101-1688

Counsel for NEXTLINK Communications Companies
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DISTRICT OF COLUMBIA )

VERIFICATION

R. Gerard Salemme, being first duly sworn under oath, states that he is Senior Vice
President, External Affairs and Industry Relations of NEXTLINK Long Distance Services, Inc.,
that he has read the foregoing Application and that the matters stated therein are true to the best

of his knowledge and belief.

. Gerard Salerrime

SUBSCRIBED and SWORN
to before me this =( 2% day

of j\)\u‘) . 1999,

Notary Public ) o\ O, ToNS
wIashi "\5‘\0(\ . D,

My Commission Brpires Octube: 31, 2008
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CERTIFICATE OF INCORPORATION
OF
NEW NEXTLINK COMMUNICATIONS, INC.

Pursuant to § 102 of the General Corporation Law of Dclaware, the undzrsigned docs
hereby submit this Certificate of Incorparation for the purpose of forming a business corporation.

i. Name. ‘Tbe name of the corporation is:
NEW NEXTLINK COMMUNICATIONS, INC.

New NEXTLINK Communications, Inc., is referred to as the "Corporation” hereafter in
this Cerlificate of Tncorporation.

2. Purposc. The nature of the business or purpose to be conducted or
promoted by the Corporation is to cagage in any lawful act or activity for which corporations may
be arganized under the General Corporation Law of Delaware.

3. Sharcs. The Corporation shall have authority to issuc Onc Hundred Filty-
Four Million Four [Tundred Sixty-Seven Thousand Six Hundred (154,467,600) shares of
common stock (the "Common Stock"), which shall be divided into two classes, One Hundred
Tea Million Three TIundred Thirty-Four Thousand (110,334,000) shares of Class A Common
Stock, par value $0.02 per share (the "Class A Common Stock"), and Forty-Four Million One
Hundred Thirty-Three Thousand Six Hundred (44,133,600) shares of Class B Common Stock,
par valuc $0.02 per share (the “Class B Common Stock”). The Corporation shall have authority
W issue Twenty-Five Million (25,000,000) shares of preferred stock, pat value $.01 per share
(the "Preferred Stock™).

The Class A and Class B Cammon Stock are eatitled to vote on all matters which come
before the stockholders. Subject to the diffcrential voting power hercafier described in this
paragraph 3, all Common Stock shall vote together as a single class. Fach sharc of Class A
Common Stock shall have onc (1) vote and each share of Class B Common Stock shall have tea
(10) votes on all matters un which holders of Common Stock are eatitled to vole. Fach share of
Class B Common Stock may be converted, ul any time and at the option of the holder, into onc
share of Class A Common Stock. Each share of Class B Common Stock may also be converted,
at the option of the Corporation as determined in the sole discection of its Board of Directors,
into onc share of Class A Common Stock at any time such Class B Common Stoack is
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wansferred, or is presented to the Compaay for trunsfer on the Company's records by the holder
ol such Class B Common Stnck, whether such transfer results from a contraciual obligation af
the holder, by operation of law, by a change in control ol the holder, by testamentary disposition
or gifl, or for uny other reason.

Except with regacd to the differential vating power hereinhefore described in this
parugraph 3, the Class A Common Stock and the Class B Comrnon Stock shall earry identical
chayucteristics, rights, preferences, and limitations, including but not limited to participating equally
in any dividends when and os declared by the Directors aut of funds lawtully available therefor aad
in any distaibution resuldng from a liquidation or distribution of assets, whether voluntary ot
involuntary, in each case subject w any preferential rights granted to any series of Preferred Stock
that may be then outstanding.

Shares of Preferred Stock of the Corporation may be issued {rom time to time in one
ot more classes or scries, each uf which class o scrics shall have such distinctive designation or
ttle as shall be fixed by the Board of Direclors of the Carporation (the “Board of Dircctors™) and
recorded in a Certificate of Designations adopted und Gled s required by § 151 of the General
Curporation Law of Delawarc prior to the issuance of any shares thereof. Each such class or series
of Preferred Stock shall have such voting powers, full or limited, or no vouting powers, and such
prefercaces and relative participating, option or other special rights and such qualifications,
limitations or restrictions thereof, as shall be stated in such resolution or resolutions providing tor
the issuc of such class or series of Preferred Stock as may be adapted from time to time by the
Board of Directors prior to the issuance of uny sharcs thereof pursuunt to the authority hereby
expressly vested in it, all in accordance with the laws of the Statc of Delaware.

4, Bylaws, In furtherance and not in limitation of the powers conferred by
statute, the bylaws of the Corporation may be made, altered, amended or repealed by the
stockholders or by a mujority of the cntire Board of Directors. '

5. Registered Agent and Office. ‘The name of the initial registercd agent of
this corparation ard the uddress of its inidal registered office are as follows:

Marge Address
The Corporation Trust Company 1209 Orunge Street
Wilmingtoa, DE 19801
e Caatle Channtsy
8. Dirccturs. The number of directors of this corporation shall be determined
in the manner specified by the Bylaws and may be increascd or decreused from time to time in the
munner provided therein. The initial Board of Directors shall consist of onc director and his name
and address are as follows:

Pagc 2 - CERTIFICATE OFF INCORPORATION
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State of Delaware
Ojj‘zce of the Secretary of State **°* 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF INCORPORATION OF "NEW NEXTLINK

COMMUNICATIONS INC ", FILED IN 'I‘EIS OFFICE ON THE EIGHTEENTH
DAY UF MAY, A.D 1998 AT 9 O'CLOCK .M.
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“Edward J. Freel, Secretary of State

2898326 8100 AUTHENTICATION: 9119870
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Name Address

R. Bruce Easter, JIr. NEXTLINK Communications, Inc.
155 108th Avenue NE
Ste. 810
Bellevue, WA 98004

The term of the initial directors shall be unti) the first unnual mecting of the stockholders or
until their successors arc clected and qualified, unless removed in accordance with the provisions of
the Bylaws. Elections of directors need not b by written ballat

9. incorporator, The nune and mailing address of the incorporator are as
follows: :

-Greg F. Adams

.Davis Wright T'rcmaine
2600 Century Squarc
1501 Fourth Avenue
Seuttle, WA 98101-1688

10. Indemnification.

(@  ‘The Corporation shall indemnify to the fullest exteat permitied under and in
accordance with the laws of the State of Delaware any persan who was or is a party or is threatened
to be made a party to any threatened, pcndlng or completed uction, suit or proceeding, whether
civil, criminal, administrative or investigative by reason of the fact thut he or she isor was a
director, officer, employes or agzent of the Corporation, or is or was sceving at the request of the
Corporation as & director, officer, trustee, employee or agent ot or in any other capacity with
another curponution, partnership, jolnt veature, trust or other eaterprise, against expenses (including
attomneys' fees and costs), judgments, fines and amounts paid in settlement actually and reasonably
incurred by him or her in conncetion with such action, suit or proceeding if he or she acted in good
faith and in a manner he or she reasanably believed (o be in or not opposed 1o the best interests of
the Corporatian, and, with respect (o any criminal action or procecding, had no reasonable cause to
believe his conduct was unlawful.

®) lz'xpc.rucs incurred in defending a civil or crirninal action, suit or proceeding
shall (in the casc of any action, suit or proceeding against a director of the Corporation) or may (in
the case of any action, suit or proceeding ugainst an officer, trustee, employee or agent) be paid by
the Corporation in advance of the final disposition of such uction, suit or proceeding as suthorized

Page 3 - CERTIFICATE OF INCORPORATION
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by the Board of Dircctors upon receipt of an undertaking by or un behalf of the indemnilied person
to repay such amount if it shall ultimately be detennincd that he or she is not eatitled to be
indemniGed by the Corporation as authorized in this paragraph 10.

()  Theindemnification and other rights set forth in this paragraph 10 shall not
be exclusive of any provisions with respect theroto in the hyluws or any other contract or agreement
between the Corporation and any oflicer, director, employec or agent of the Corporation.

(d)  Neither thc amendment nor repeal of this paragraph 10, subparagraph (a),
(b) or (c), nor the adoplion of any provision of this Certificate of Incorporation inconsistent with
this paragraph 10, subparagraph (a), (b) or (c), shall climinate or reduce the cffect of this purugraph
10, subparagrapha (a), (b) and (c), in respect of any matter occurring before such amendment,
repeal or adoplion of an inconsistent provision or in respect of any cause of action, suit or claim
relating to any such matter which would have given rise to a right of indemnification or right to

receive expenses pursuant to this paragraph 10, subparagraph (a), (b) ot (c), if such provision had
not been so umended or repealed or if a provision inconsistent therewith had not been so adopted.

11.  Limitation of Director Liability. A director shall have no liability t tie
corporation or its stockholders for monetary damages for breach of fiduciary duty as a dircctor,
except for any breach of the director’s duty of loyalty to the corporation ar its stockholders, acts or
omissions not in gond (aith or which involve inteational misconduct or a knowing violation of law
by the director, conduct violating § 174 of the General Corporation [.aw of Delaware, or for any
transaction from which the director will personally receive a benefit in moncy, property or services
to which the director is not Icgally entitled. If the General Corperation Law of Delaware is
hereafter amended to authorize corporate action further eliminating or limiting the personal liability
of directors, then the liability of a director shall be eliminated or limited 10 the full extent permitted
by the General Corporation Law of Delawarc, as 80 amended. Any repeal or modification of this
Atticle shull not adversely affcct any right or protection of a director of the corporation cxisting at
the time of such repeal or modification for or with respect 0 un uct or omission of such director
occurring prior to such repeal or modification.

THE UNDERSIGNED, being the incorporator hereinbefore named, for the purpose
of forming 2 Corpcration pursuant to the General Corporation Law of Delaware, executes this
Certificate, hereby declaring and certifying that this is his act and dced and the facts herein stated
are true and, accordingly, has hereunto set his ha

Page 4 - CERTIFICATE OFF INCORPORATION
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ARTICLES OF INCORPORATION e

EERER e

OF

NEXTLINK LONG DISTANCE SERVICES, INC.

Pursuant to RCW 23B.02.020 of the Washington Business Corporation Act, the
undersigned does hereby submit these Articles of Incorporation for the purpose of forming a
business corporation.

ARTICLEI
NAME
The name of this corporation is NEXTLINK LONG DISTANCE SERVICES, INC.
ARTICLEII |
PURPOSES
This corporation is organized for the following purposes:

To engage in any business, trade or activity that may be conducted lawfully by a
corporation organized under the Washington Business Corporation Act.

ARTICLEIII
SHARES

This corporation is authorized to issue one thousand (1,000) shares of common stock with
no par value.

ARTICLE IV
REEMPTIVE RIG
Each Shareholder shall have preemptive rights to acquire additional shares which may be

issued by this corporation to the extent preemptive rights apply to such shares under the
Washington Business Corporation Act.

ARTICLES OF INCORPORATION - Page 1
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ARTICLEV
NO CUMULATIVE VOTING
At each election for directors, every shareholder entitled to vote at such election has the
right to vote in person or by proxy the number of shares held by such shareholder for as many
persons as there are directors to be elected. No cumulative voting for directors shall be permitted.
ARTICLE VI
BYLAWS N
The Board of Directors shall have the power to adopt, amend or repeal the Bylaws or adopt

new Bylaws. Nothing herein shall deny the concurrent power of the shareholders to adopt, alter,
amend or repeal the Bylaws.

ARTICLE VII
REGISTERED AGENT AND OFFICE

The name of the initial registered agent of this corporation and the address of its initial
registered office are as follows:

Registered Agent | Office
DWTR&J Corp. 2600 Century Square

1501 Fourth Avenue
Seattle, WA 98101-1688

ARTICLE VIII
DIRECTORS

A. The number of directors of this corporation shall be determined in the manner
specified by the Bylaws and may be increased or decreased from time to time in the manner
provided therein.

B. The term of the initial directors shall be until the first annual meeting of the
shareholders or until their successors are elected and qualified, unless removed in accordance with
the provisions of the Bylaws.

ARTICLES OF INCORPORATION - Page 2
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ARTICLEIX

SHAREHOLDER VOTING REQUIREMENTS FOR CERTAIN TRANSACTIONS

In order to obtain shareholder approval in connection with the following corporate actions,
such actions must be approved by each voting group of shareholders entitled to vote thereon by a
majority of all the votes entitled to be cast by that voting group: amendment of the Articles of
Incorporation; a plan of merger or share exchange; the sale, lease, exchange, or other disposition of
all, or substantially all, of the corporation's assets other than in the usual and regular course of
business; or dissolution of the corporation.

ARTICLE X
INCORPORATOR
The name and address of the incorporator are as follows:
Name Address
Jeff Belfiglio 1800 Bellevue Place
10500 N.E. 8" Street
Bellevue, Washington 98004
ARTICLE X1

LIMITATION OF DIRECTORS' LIABILITY

A director shall have no liability to the corporation or its shareholders for monetary
damages for conduct as a director, except for acts or omissions that involve intentional misconduct
by the director, or a knowing violation of law by the director, or for conduct violating RCW
23B.08.310, or for any transaction from which the director will personally receive a benefit in
money, property or services to which the director is not legally entitled. If the Washington
Business Corporation Act is hereafter amended to authorize corporate action further eliminating or
limiting the personal liability of directors, then the liability of a director shall be eliminated or
limited to the full extent permitted by the Washington Business Corporation Act, as so amended.
Any repeal or modification of this Article shall not adversely affect any right or protection of a
director of the corporation existing at the time of such repeal or modification for or with respect to
an act or omission of such director occurring prior to such repeal or modification.

ARTICLES OF INCORPORATION - Page 3
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ARTICLE XII
INDEMNIFICATION OF DIRECTORS AND OFFICERS

Section 1. Right to Indemnification. Each person who was, or is threatened to be made a
party to or is otherwise involved (including, without limitation, as a witness) in any actual or
threatened action, suit or proceeding, whether civil, criminal, administrative or investigative, by
reason of the fact that he or she is or was a director or officer of the corporation or, while a director
or officer, he or she is or was serving at the request of the corporation as a director, trustee, officer,
employee or agent of another corporation or of a partnership, joint venture, trust or other enterprise,
including service with respect to employee benefit plans, whether the basis of such proceeding is
alleged action in an official capacity as a director, trustee, officer, employee or agent or in any other
capacity while serving as a director, trustee, officer, employee or agent, shall be indemnified and
held harmless by the corporation, to the full extent permitted by applicable law as then in effect,
against all expense, liability and loss (including attorney's fees, judgments, fines, ERISA excise
taxes or penalties and amounts to be paid in settlement) actually and reasonably incurred or suffered
by such person in connection therewith, and such indemnification shall continue as to a person who
has ceased to be a director, trustee, officer, employee or agent and shall inure to the benefit of his or
her heirs, executors and administrators; provided, however, that except as provided in Section 2 of
this Article with respect to proceedings seeking to enforce rights to indemnification, the corporation
shall indemnify any such person seeking indemnification in connection with a proceeding (or part
thereof) initiated by such person only if such proceeding (or part thereof) was authorized by the
board of directors of the corporation. The right to indemnification conferred in this Section 1 shall
be a contract right and shall include the right to be paid by the corporation the expenses incurred in
defending any such proceeding in advance of its final disposition; provided, however, that the
payment of such expenses in advance of the final disposition of a proceeding shall be made only
upon delivery to the corporation of an undertaking, by or on behalf of such director or officer, to
repay all amounts so advanced if it shall ultimately be determined that such director or officer is not
entitled to be indemnified under this Section 1 or otherwise.

Section 2. Right of Claimant to Bring Suit. If a claim under Section 1 of this Article is not
paid in full by the corporation within sixty (60) days after a written claim has been received by the
corporation, except in the case of a claim for expenses incurred in defending a proceeding in
advance of its final disposition, in which case the applicable period shall be twenty (20) days, the
claimant may at any time thereafter bring suit against the corporation to recover the unpaid amount
of the claim and, to the extent successful in whole or in part, the claimant shall be entitled to be
paid also the expense of prosecuting such claim. The claimant shall be presumed to be entitled to
indemnification under this Article upon submission of a written claim (and, in an action brought to
enforce a claim for expenses incurred in defending any proceeding in advance of its final
disposition, where the required undertaking has been tendered to the corporation), and thereafter the
corporation shall have the burden of proof to overcome the presumption that the claimant is not so
entitled. Neither the failure of the corporation (including its board of directors, independent legal
counsel or its shareholders) to have made a determination prior to the commencement of such

ARTICLES OF INCORPORATION - Page 4
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action that indemnification of or reimbursement or advancement of expenses to the claimant is
proper in the circumstances nor an actual determination by the corporation (including its board of
directors, independent legal counsel or its shareholders) that the claimant is not entitled to
indemnification or to the reimbursement or advancement of expenses shall be a defense to the
action or create a presumption that the claimant is not so entitled.

Section 3. Nonexclusivity of Rights. The right to indemnification and the payment of
expenses incurred in defending a proceeding in advance of its final disposition conferred in this
Article shall not be exclusive of any other right which any person may have or hereafter acquire
under any statute, provision of the Articles of Incorporation, Bylaws, agreement, vote of
shareholders or disinterested directors or otherwise.

Section 4. Insurance, Contracts and Funding. The corporation may maintain insurance, at
its expense, to protect itself and any director, trustee, officer, employee or agent of the corporation
or another corporation, partnership, joint venture, trust or other enterprise against any expense,
liability or loss, whether or not the corporation would have the power to indemnify such person
against such expense, liability or loss under the Washington Business Corporation Act. The
corporation may, without further shareholder action, enter into contracts with any director or officer
of the corporation in furtherance of the provisions of this Article and may create a trust fund, grant
a security interest or use other means (including, without limitation, a letter of credit) to ensure the
payment of such amounts as may be necessary to effect indemnification as provided in this Article.

Section 5. Indemnification of Emplovees and Agents of the Corporation. The corporation
may, by action of its board of directors from time to time, provide indemnification and pay

expenses in advance of the final disposition of a proceeding to employees and agents of the
corporation with the same scope and effect as the provisions of this Article with respect to the
indemnification and advancement of expenses of directors and officers of the corporation or
pursuant to rights granted pursuant to, or provided by, the Washington Business Corporation Act or
otherwise.

ARTICLE XIII
EFFECTIVE DATE
These Articles of Incorporation shall be effective upon filing.

DATED this 25® day of February, 1999.

P Botos

JEFF BELFIGLIO, Incorporator

ARTICLES OF INCORPORATION - Page 5
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CONSENT TO SERVE AS REGISTERED AGENT

DWTR&J Corp., a Washington corporation, hereby consents to serve as Registered Agent,
in the State of Washington, for NEXTLINK LONG DISTANCE SERVICES, INC. DWTR&J
Corp. understands that as agent for said corporation, it will be responsible to receive service of
process in the name of said corporation; to forward all mail to said corporation; and to immediately
notify the office of the Secretary of State in the event of its resignation, or of any changes in the
registered office address of 2600 Century Square, 1501 Fourth Avenue, Seattle, WA 98101-1688.

DATED this 25® day of February, 1999.
DWTR&J CORP., a Washington corporation

/SHARON LAV{@NCE, Vice President

2600 Century Square
1501 Fourth Avenue
Seattle, Washington 98101-1688

ARTICLES OF INCORPORATION - Page 6
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I, RALPH MUNRO, Secretary of State of the State of Washington and custodian of its seal,
hereby issue this
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CERTIFICATE OF INCORPORATION

to
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NEXTLINK LONG DISTANCE SERVICES, INC.

YaY.

TaY!

a Washington Profit corporation. Articles of Incorporation were filed for record in this
office on the date indicated below.

YA Y TaY

i ';

UBI Number: 601 935 809 Date: February 26, 1999
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Given under my hand and the Seal of the State
of Washington at Olympia, the State Capital

\N
Ralph Munro, Secretary ﬂé§gﬁ3 100-5
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S
FLORIDA DEPARTMENT OF STATE

Katherine Harris
Secretary of State

June 21, 1999

CsC

Qualification documents for NEXTLINK LONG DISTANCE SERVICES, INC.
were filed on June 21, 1999 and assigned docurnent number FS9000003166.
Please refer to this number whenever corresponding with this office.

Your corporation is now qualified and authorized to transact business in Florida
as of the file date.

A corporation annual report will be due this office between January 1 and May 1
of the year following the calendar year of the file date. A Federal Employer
Identification (FEI) number will be required before this report can be filed. If you
do not already have an FEl number, please apply NOW with the Internal
Revenue by calling 1-800-829-3676 and requesting form SS-4.

Please be aware if the corporate address changes, it is the responsibility of the
corporation to notify this office.

Should you have any questions regarcling this matter, please telephone (850)
487-6091, the Foreign Qualification/Tax Lien Section.

Agnes Lunt

Document Specialist

Division of Corporations Letter Number: 198A00032903
Account number: 072100000032 Account charged: 70.00

Division of Corporations - P.O. BOX 6327 -Tallahassee, Florida 32314

06/24/99 THU 15:29 [TX/RX NO 7614]
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APPLICATION BY FOREIGN CORFORATION FOR AUTHORIZATION
TO TRANSACT BUSINESS IN FLORIDA

IN COMPLIANCE WITH SECTION 607.1503, FLORIDA STATUTES, THE FOLLOWING IS
SUBMITTED TO REGISTER A FOREIGN CORPORATION TO TRANSACT BUSINESS IN THE

STATE OF FLORIDA-

1 NEXTLINK Long Distance Services, inc.
(Name of corpor_atidﬁ: must include the word "INCORPORATED", "COMPANY", "CORPORATION" or
words or abbreviations of like import in language as will clearly indicate that it is a corporation instead of a
natural person or partnership if not so contained in the name at present.)

3 91-1957034

2 wWashington
(State or counuy under the law of which it is inco.porated) ( FEY number, if applicable)
4 Februnary 26, 1999 5 Perpetual
(Duration: Year corp, will cease to exist or

(Date of Incorporation)
"perpetual")

6 Upon Qualification
(Date first transacted business in Florida. (SEr: secTiONs 607.1501, 607.1502, AND 817,155, F.S.)

7 Suite 2200, 500 - 108th Avenue N.H.

Bellevua, WA 88004

_'. , . (Current mailing address) . o
Operating a telecommunications service. To engage in any act or activity

for which corporations may be orgaaized.

(Purpose(s) of corporation authorized in home state or country to be carried out in the state of Flerida)

. Name and street address of Florida registered agent: (P.O. Box or Mail Drop Box NOT
acceptable)

CISIAIO
S

3

Name: Corporation Service Company

A A o i

{
0 AY
17

Office Address: 1201 Hays Street

a
4
(

6 HY 12K 66
u
4

Tallahassee : , Flonida , 32301
) (Zip Code)

10. Registered agent's acceptance: =

Having been named as registered agent and to accept service of process for the above srated
corporation ar the place designated in this application, I hereby accept the appoiniment as
urther agree to comply with the provisions of

refistered agent and agree to act in this capuacirty. 1f _
all startutes relative to the proper and complzte performance of my duties, and I am fomiliar with

and accept the obligations of my position as registered agent.

Corporation Service (Company
By: ,,_W%—_—_—m
egistered agent's sighature

11. Attached is a certificate of existence duly authenticated, not more than 90 days prior to
delivery of this application to the Department of State, by the Secretary of State or other
official having custody of corporate recorcls in the jurisdiction under the law of which it is

incorporated.

101 LY 40
3iv1s

S¢
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NOT acceptable)

- 12. Names and addresses of officers and/or di.ectors: (Street address ONLY- P. O, Box

A. DIRECTORS (Street address only- P. O . Box NOT acceptable)
Chairman:

See attached officers/directors rider
Address:

gjuug

Vice Chainman:

Address:

Director:

Address:

Director:

Address:

B. OFFICERS (Street address only- P. O. Box NOT acceptable)

=
President: wSee attached officers/cirectors rider ;3
Address: ~
=
. , w
Vice President: e
Address: i
Secretary:
Address:
Treasurer:
Address: B

oftficers and/or directors.

NOTE: If necessary, you may attach an addendum to the application listing additional

5. hea B,

Cfnjture of Chairman, Vice Chairmar, or any officer listed in number 12 of the application)

14. Jay D. Hull, Assistant Secretary

(Typed or printed name and capacity of person signing application)

06/24/99 THU 15:29
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NEXTLINK LONG DISTANCE SERVICES, INC.

OFFICERS/DIRECTORS RIDER

The address for each of the following directors and officers is:
500 - 108™ Avenue N E.

Suite 2200
Bellevue, WA 98004

Directors:

George M. Tronsrue II1

o =2

L E8

[ —:n

R. Bruce Easter, Jr. S 2=
Z 3.
- > ‘i
- ==
Kathleen Iskra Sl
z =°

=Z

om

Officers: wn

5

George M. Tronsrue III CEO, COO, President

Charles P. Daniels Vice President

Jan Loichle Vice President

R. Bruce Easter, Jr. Vice President, Secretary, General Counsel

Kathleen Iskra Vice President, CFO, Treasurer

R. Gerard Salemme Senigr Vice President

Michael Mclale Vice President

Jay D. Hull Assistant Secretary

Richard A. Montfort, Jr. Assistant Secretary

‘ 1
NL-BELLYVUE-WA\PUBLIC\Lega\CORPDOCS\incorpdocs\NLDS Slate.doc
(06/08/95 3:04 PM)
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BIOGRAPHIES OF NEXTLINK OFFICERS ———

George M. Tronsrue III
President and Chief Operating Officer

Mr. Tronsrue has been President of NEXTLINK Communications, Inc., since July 1998 and Chief
Operating Officer of NEXTLINK since October 1997. Prior to that, Mr. Tronsrue was part of the initial
management team of ACSI from February 1994 to September 1997, and was responsible for planning and
overseeing the operations of ACSI for its first three years serving as Chief Operating Officer, President,
Strategy and Technology Development Division and Executive Vice President, Planning and Development.
Prior to that, Mr, Tronsrue served as the Regional Vice President of the Central Region of Teleport
Communications Group ("TCG"), and as Vice President, Emerging Markets overseeing the start-up of
TCG's initial eight cable television partnerships. Before TCG, Mr. Tronsrue was at MFS Communications
from its inception in 1987 until 1992. At MFS, Mr. Tronsrue served as Vice President, Corporate Planning
and Information Management; Vice President, Field Sales; Vice President and General Manager for MFS
New York during its first year of operations and Executive Vice President, MFS Internet. Prior to MFS,
Mr. Tronsrue served at MCI from 1983 to 1986 in a variety of engineering and operations roles,
culminating as Director of Operations, Michigan and Ohio.

R. Gerard Salemme
Senior Vice President, External Affairs and Industry Relations

Mr. Salemme has been Senior Vice President, External Affairs and Industry Relations of NEXTLINK since
July 1997. Prior to joining NEXTLINK, Mr. Salemme was Vice President, Government Affairs at AT&T
Corporation from December 1994. Prior to joining AT&T, Mr. Salemme was Senior Vice President,
External Affairs at McCaw Cellular from 1991 to December 1994,

Charles P. Daniels
Vice President & Chief Technology Officer

Mr. Daniels has been Vice President, Chief Technology Officer of NEXTLINK since July 1997. Prior to
that, Mr. Daniels was Vice President, Chief Marketing officer of NEXTLINK from November 1995. From
1992 to 1995, Mr. Daniels worked for MCI where he was the founder and Program Manager of the network
MCI Developers Lab. Mr. Daniels was also a founding member of MCI's Advanced Technology Group.
Prior to joining MCI, Mr. Daniels worked for Manufacturers Hanover Trust from 1989 to 1992 as Vice
President, Strategic Technology & Research, where he was responsible for evaluating and implementing
new technologies that either reduced costs or generated new revenue.

R. Bruce Easter, Jr.
Vice President, General Counsel & Secretary

Mr. Easter has been Vice President, General Counse! and Secretary of NEXTLINK since January 1995.
From 1986 to December 1994, he was an associate and then partner in the law firm of Davis Wright
Tremaine in Seattle, Washington, where he focused on communications law and media matters.



Kathleen H. Iskra
Vice President, Chief Financial Officer and Treasurer

Ms. Iskra has been Vice President and Chief Financial Officer and Treasurer of NEXTLINK since January
1996. Prior to that, she was President and Chief Executive Officer of Horizon Air, a wholly-owned
subsidiary of Alaska Air Group. Prior to her appointment at Horizon Air, Ms. Iskra served as staff Vice
President of Finance and Controller of Alaska Airlines and Alaska Air Group. Ms. Iskra's service with
Alaska began in 1987, when she was appointed Controller. Prior to joining Alaska, she was an audit
manager with Arthur Andersen.

Janice E. Loichle
Vice President, Chief of Local Exchange Operations

NEXTLINK since October 1996. Prior to that, Ms. Loichle was President of NEXTLINK Solutions (an
enhanced services subsidiary) from July 1995. Prior to joining NEXTLINK, Ms. Loichle was Executive
Vice President at U.S. Signal in Detroit and Grand Rapids, Michigan from April 1993 to July 1995. At
U.S. Signal, Ms. Loichle was responsible for Finance, Systems, Administration and was also involved in
the initial CLEC development in Grand Rapids. From 1990 to 1993, Ms. Loichle was Assistant Vice
President of Finance for SP Telecom in San Francisco. Prior to that, Ms. Loichle was Vice President of
Financial Operations for Lexitel/Allnet/ALC in Birmingham, Michigan from December 1980 to October
1989.

Michael J. McHale, Jr.
Chief Marketing Officer

Mr. McHale has been Vice President, Chief Marketing Officer of NEXTLINK since November 1997.
Prior to joining NEXTLINK, Mr. McHale served as Vice President and General Manager of the Phoenix
market and Regional Vice President at Teleport Communications Group, Inc. from 1993, developing the
Phoenix market from its inception. Prior to that, from 1991 to 1993, he was Vice President, Product
Marketing and Development at MFS Intelenet, Inc. and was responsible for planning and implementing
MFS's initial introduction of switched services in New York City.

Richard A. Montfort, Jr.
Assistant Secretary

Mr. Montfort has been Assistant Secretary of NEXTLINK since July 1998. From October 1992 to
February 1998, he was associated with the law firm of Preston Gates & Ellls in Seattle, Washington, where
he focused on securities law and mergers and acquisitions.

Jay D. Hull
Assistant General Counsel and Assistant Secretary

Mr. Hull has been Assistant Secretary of NEXTLINK since August 1998. Mr. Hull began practicing law in
1984 and become a partner at Davis Wright Tremaine in Portland, Oregon in 1991. He represented
NEXTLINK at Davis Wright Tremaine from the time NEXTLINK was formed in 1994,
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PART L FINANCIAL INFORMATION

Item 1(a). Financial Statements

NEXTLINK Communications, Inc.

Consolidated Balance Sheets
(Dollars in thousands, except per share amounts)
(Amounts as of September 30, 1998 are unaudited)

ASSETS

Current assets:
Cash and cash equivalents
Marketable securities
Accounts receivable, net
Other -
Pledged securities.......
Total current assets
Pledged securities
Property and eQUIPMENE NEl s snsissessasressssssssssssonsasses
GOOBWIll, MEL wovirivecrereicrerinernenesrnssreeeseassesanns
OLhEr BSSELS, NEL..ovveieieirecivreesrirsteseesereesesees
Total assets.........

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
Current liabilities:

Accounts payable ...iniisiininnns

ACCTUEE EXPENSLS .vrvicrrenreresesasesessnssosseseases

Accrued interest payable.......... reerssrsesnerterenererstssrarerereses e st rsasass

Notes payable and current portion of capital lease obligations...............

Total current liabilities ...cccurvnenrennee
Long-1erm debl. .ot ssssiesserassssssase st sasasnassanes
Caepital lease obligations and other long-term liabilities

Total liabilities cvvrveinrcncsisnrnsnnnes
Commitments and contingencies
Redeemable preferred stock, par value $0.01 per share, 25,000,000 shares

authorized, 14% Preferred, aggregate liquidation preference $358,646,

7,009,348 and 6,322,031 shares issued and outstanding in 1998 and 1997,

respectively, 6 4% Conventible Preferred, 4,000,000 and 0 shares issued

and outstanding in 1998 and 1997, respectively
Common stock subject to redemption, par value $0.02 per share, 519,950

Class B shares issued and outstanding in 1997
Shareholders’ equity (deficit):

Common Stock, par value $0.02 per share, stated at amounts paid in;
Class A, 110,334,000 shares authorized, 20,830,169 and 19,167,899
shares issued and outstanding in 1998 and 1997, respectively; Class
B, 44,133,600 shares authorized, 33,133,502 and 33,746,573 shares
issued and cutstanding in 1998 and 1997, respectively ...ccoveerusoncnses

Deferred compensation

Accumulated deficit

Total shareholders® equity (deficit)

Tota] liabilities and shareholders® equity (deficit)......ccovreenrcrrnnenee

See accompanying notes to unaudited interim consolidated financial statements.

September 30,

1998

$ 352,350
784,493
29,525
12,273

—42.992
© 1,261,633
448,550
55,813

260,182
$2.028.178

H 24,634
32,119
40,615

101,389
1,503,263

1,620,748

543,258

352,018
(12,894)

—(476.932)
—{137.828)

NEXTLINK Communications, Inc.

oextdqlig - 2

December 31,

1997

$ 389,074
353,283
22,955

4,530

811,267
21,185
253,653
52,278
—18T70
PR WIEALS

s 26776
13,082
18,880
10.844
69,582

750,000
4
830,424

313,319
4,950

330,561

(9,596)
——{252.303)
— 68460
L2l



Consolidated Statements of Opcrations
(Dollars in thousands, except per share amounts)

Revenue

Costs and expenses:
Operating.......
Selling, general and administrative..........
Deferred compensation ......ceeesienscncasesnns
Depreciation..
AMOTZALION ce.cevcericiverirsrsnesescsissaessonen

Total costs and expenses ....cwcrensene

Loss from OPerationS...u.euerrsmssresserecssemnmassssees

INTErest INCOME oo crrerecrere st snenene
IN1Erest EXPENSE..coccveiieiiireniitsrere s erecsarenees

NEL 0SS covviiririiiiirreeneereesesreserssssassstasasareneans

Preferred stock dividends and accretion of
preferred stock redernption obligation,
including iSSUE COSLS....o.immrsnsisacsensnnes

Net loss applicable to common shares ............

Net loss per share ..o,
Shares used in computation of net loss per
ShIC .o

(Unzaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
1998 1997 1998 1997
$ 387 S 13.39.0 $ 96392 $ 35,058
32,828 13,916 85,448 35,857
41,568 19,318 109,5%% 48,421
1,720 k1) 3,104 1,449
11,334 3,898 26,243 9,952
3,444
90,891 39,087 235,292 100,187
(53,074) (25,707) (138,900) (65,129)
21,589 4,868 56,116 15,560
(37,434) (10,746) (99,050) (32,787)
Sl £8.949) .LAL38D) SURLE34) S(82.436)
{(15,738) ~{10.798) —{42.613) —{28.151)
S(B4.683) {4238 £.224.440) &L110.307)
S ddd) e (LOD) 41D Sel2.87)
b8l .630 2232126 sa.b28.228 28236831

See accompanying notes to unaudited interim consolidated financial statements.
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OPERATING ACTIVITIES:
Net loss

NEXTLINK Communications, Inc.
Consolidated Statements of Cash Flows

(Dollars in thousands)
(Unaudited)

Adjustments to reconcile net loss to net cash used in operating activities:

Deferred compensation expens
Equity in loss of affiliates

€ vieees

Depreciation and amortization

Accretion of interest on senior

notes

Changes in assets and liabilities, net of effects from acquisitions:

Accounts receivable.
Other BSSELS .vvveerreerervrrsereneane

.................

ACCOUNLS PAYZDIC....octiiiitniiiirnite bt sasasssssossans

Accrued expenses and other liabilities.......

Accrued interest payable.
Net cash used in operating sctivities

INVESTING ACTIVITIES:
Purchase of property and equipment

.................

Net assets acquired in business and asset acquisitions (net of cash

BEQUITE) weriiimiticcrressssrsastssestssine s atsbssrassbsrebssesasassnsssrsasonssesssbans
Cash withdrawn from escrow 1o be used in business acquisition ...eieverennne.

Assets acquired in network lease agreement

...........

........................................

Contribution to NEXTBAND for purchase of spectrum licenses........ccoueuu..

Invesuments in unconsolidated affiliates
Marurity of pledged secunities . ..vmvvniinniiniceenininns
Purchase of markelzble secuUmities. .oovvnnirncvrinnens

Sale 0 Markelable SECUTILIES cvvvivrrrreniacieerresieereesesrusssersarssrssssessasssrossasssssas

Net cash used in investing activities

Nextiq10q - 4

......................

- Continued -

Nine Months Ended
September 30,
1998 1997

$ (181,834) S (82,356)
3,104 1,449
2,635 1,688
37,141 14,460
18,940 -
(6,570) (3.062)
(10,588) (662)
(8,016) (6,328)
18,683 5,370
(104,770) (55,233)
(209,136) (89,146)
- (41,239)

- 6,000
(92,000) -
(67,354) -
(13,337) (6,342)
19,636 18,049
(3,347,468) (28,812)
(793,401) (141,490)



FINANCING

Net proceeds from issuance of redeemable preferred stock
Repayment of note payable and capital ease obligations
Repayment of payable to affilistes

ACTIVITIES:

NEXTLINK Communications, Inc.

“essesescscatssssscssracessnens

Proceeds from issuance of common stock upon exercise of stock options.....

Dividends paid on convertible preferred stock
Repayment (issuance) of loans to related parties
Proceeds from issuance of senior notes (net of discount)
Costs incurred in connection with financing
Net cash provided by financing activities
Net increase in cash and cash equivalents....
Cash and cash equivalents, beginning of period.
. Cash and cash equivalents, end of period....

SUPPLEMENTAL CASH FLOW DISCLOSURES:

-------------------------------

Noncash financing and investing activities:
Redeemable preferred stock dividends, paid in redeemable preferred

Accrued redeemable preferred stock dividends, payable in redeemable
preferred shares, and aceretion of preferred stock redemption

obligation and issue costs

Issuance of Class B common stock for purchase of minority lntcresu

Capital lease obligations assumed ..........
Class A common stock issued under lease arrangement

Cash paid for

Nextiqlq - §

interest..

.........................

Consolidated Statements of Cash Flows (Cont'd)
(Dollars in thousands)
(Unaudited)

Nine Months Ended
September 30,

1998 1997
S 193,824 $ 274,000
(7.346) (1,380)
- (1,500)
2,021 11§
(6,500) -
238 (2,825)
T 734,323 -

4
901,447 268,004
3,276 67,281
389,074 76,807
S, e
b ST T 20413
| S— ] Y 2127
Lﬂ g
s 003 S N ¥ 5
| A—— 400
 S—-1.% 1] 22220

See accompanying notes to unaudited interim consolidated financial statements.



NEXTLINK Communications, Inc.
Notes to Interim Consolidated Financial Statements
(Unaudited)

1. Basis of Presentation

The consolidated financial statements include the accounts of NEXTLINK Communications, Inc., a Delaware
corporation, and its majority-owned subsidiaries (collectively referred 10 as the Company). The Company, through
predecessor entities, was formed on September 16, 1994 and, through its subsidiaries, provides competitive local
telecommunications services in selected markets in the United States. The Company is 8 majority-owned subsidiary
of Eagle River Investments, L.L.C. (Eagle River).

The Company's financial statements include 100% of the assets, liabilities and results of operations of
subsidiaries in which the Company has a controlling interest of greater thas 50%. The Company’s investment in
Telecommunications of Nevada, L.L.C. (Nevada L.L.C.), a limited liability company in which the Company has &
40% interest and which operates & network that is managed by the Company in Las Vegas, Nevada, is accounted for
on the equity method. All operational statistics of the Company included in this Report include 100% of the
operational statistics of Nevada L.L.C. Investments in entities in which the Company has voting interests of not more
than 20% are accounted for on the cost method. All significant intercompany accounts and transactions have been
eliminated.

The interim financial statements are unaudited and have been prepared pursuant to the rules and regulations of
the Securities and Exchange Commission. Certain information and footnote disclosures normally included in
financial statements prepared in accordance with generally accepted accounting principles have been condensed or
omitted pursuant to such rules and regulations. These condensed consolidated financial statements should be read in
conjunction with the audited consolidated financial statements and notes thereto included in the Company's Form 10-
KSB as filed with the Securities and Exchange Commission on March 25, 1998.

The financial information included herein reflects all adjustments (consisting only of normal recurring
adjustments) which are, in the opinion of management, necessary to a fair presentation of the results for interim
periods. The results of operations for the three and nine-month periods ended September 30, 1998 are not necessarily
indicative of the results 1o be expected for the full year.

2. Financings
Debt

On March 3, 1998, the Company completed the sale of $335.0 million in aggregate principal amount of 9%
Senior Notes due March 15, 2008 (9% Senior Notes). Proceeds from the sale net of discounts, underwriting
commissions, advisory fees and expenses totaled approximately $326.5 million. Interest payments on the 9% Senior
Notes are due semi-annually. The 9% Senior Notes are redeemable at the option of the Company, in whole or in part,
beginning March 15, 2003.

On April 1, 1998, the Company completed the sale of 9.45% Senior Discount Notes (9.45% Notes), due April
15, 2008. The 9.45% Notes were issued at a discount from their principal amount to generate aggregete gross
proceeds to the Company of approximately $400.0 million. Proceeds net of underwriting commissions, advisory fees
and expenses totaled $390.9 million. The 9.45% Notes accrete at a rate of 9.45% compounded semi-annually, to an
aggregate principal amount of approximately $637.0 million by April 15, 2003. No cash interest will acerue on the
9.45% Notes until April 15, 2003. Interest will become payable in cash semi-annually beginning on October 15,
2003. The 9.45% Notes are redeemable at the option of the Company, in whole or in part, st any time after April 1§,
2003.

The indentures pursuant to which the 9% Senior Notes and the 9.45% Notes (the Notes) are issued contain
certain covenants that, among other things, limit the ability of the Company and its subsidiaries to incur additional
indebtedness, issue stock in subsidiaries, pay dividends or make other distributions, repurchase equity interests or
subordinated indebtedness, engage in sale and leaseback transactions, create certain liens, enter into certain
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transactions with affiliates, sell assets of the Company and its subsidiaries, and enter into certain mergers and
consolidations.

In the event of 2 change in contro! or asset disposition of the Company as defined in the indentures, holders of
the Notes will have the right to require the Company to purchase their Notes, in whole or in part, at a price equal to
101% of the principal amount thereof, plus accrued and unpaid interest, if any, thereon to the date of purchase. The
Notes are senior unsecured obligations of the Company, and are subordinated to all current and future indebtedness:
of the Company's subsidiaries, including trade payables.

Redeemable Preferred Stock

On March 31, 1998, the Company completed the sale of 4,000,000 shares of 64% cumulative convertible
preferred stock (6%% Preferred Stock) with a liquidation preference of $50 per share. The sale generated gross
proceeds to the Company of $200.0 million, and proceeds net of underwriting discounts, advisory fees and expenses
of $193.8 million. Each share of 6'4% Preferred Stock is convertible, at the option of the holder, into 1.145 shares of
the Company's Class A common stock (subject to adjustments in certain circumstances). The Company may cause
such conversion rights to expire if the closing price of the Class A common stock exceeds 120% of an implied
conversion price (as defined) for 20 days in & 30 consecutive day trading period after April 15, 2001 and through
April 15, 2006. Dividends on the 6%% Preferred Stock accrue from March 31, 1998 and are payable in cash
quarterly, beginning on June 30, 1998, at an annual rate of 6% of the liquidation preference thereof. The Company
is required to redeem all of the 644% Preferred Stock outstanding on March 31, 2010 at a redemption price equal to
100% of the liquidation preference thereof, plus accumulated and unpaid dividends to the date of redemption.

3. Network Lease

In February 1998, the Company entered into 2 20-year capital lease for exclusive rights to multiple fibers and
innerducts throughout New York, New Jersey, Connecticut, Pennsylvania, Delaware, Maryland and Washington
D.C. The Company paid $92.0 million in the transaction, of which $80.3 million was placed into escrow pending
completion and delivery of segments of the network route to the Company. The payment was recorded as a long-term
asset, and will be reclassified as property and equipment as portions of the network are completed. The Company has
the option to renew the lease for two additional 10-year terms.

4. Joint Ventures
NEXTBAND

In January 1998, the Company and Nexte! Communications, Inc. (Nextel), a nationwide provider of wireless
telephone services, formed 2 joint venture called NEXTBAND Communications, L.L.C. (NEXTBAND), which is
owned 50% each by the Company and Nextel. NEXTBAND was the successful bidder in 42 markets covering
approximately 105 million POPs, or persons located within the licensed areas owned, in the FCC's local multipoint
distribution service (LMDS) suctions, which concluded in March 1998. The Company has contributed $67.4 million
to NEXTBAND, representing its pro rata share of NEXTBAND's total bid in the LMDS auctions. The Company is
evaluating means to use its access to NEXTBAND's LMDS spectrum to enhance its ability to connect customers to
its fiber rings, and to deploy wireless local loop technologies using LMDS frequencies where it determines it cost
effective to do so.

INTERNEXT

In July 1998, the Company announced the formation of INTERNEXT L.L.C., which is beneficially owned 50%
each by the Company and Eagle River. INTERNEXT has entered into an agreement with Level 3 Communications,
LLC (Level 3). Level 3 is constructing a national fiber optic network that is expected to cover more than 16,000
route miles with six or more conduits and connect SO cities in the United States and Canada. Pursuant to this
agreement, INTERNEXT will receive an exclusive interest in 24 fibers in 2 shared, filied conduit, one entire empty
conduit and the right to 25% of the fibers pulled through the sixth and any additional conduits in the network.
INTERNEXT will pay $700.0 million in exchange for these rights, the majority of which will be payable as
segments of the network are completed and accepted by INTERNEXT, which is expected to occur substantially
during 2000 and 2001. The Company has guaranteed 50% of the financial obligations of INTERNEXT under this
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agreement and, together with Eagle River, has also guaranteed the performance of certain other obligations of
INTERNEXT thereunder. The Company anticipates that Nextel will acquire 2 one-third ownership interest in
INTERNEXT, which would reduce the Company's beneficial interest in and obligations with respect to
INTERNEXT to one-third.

8. Reclassifications

Certain reclassifications have been made to prior period amounts in order to conform to the current presentation.

6. Subsequent Event

On November 12, 1998, the Company completed the sale of $500.0 million in aggregate principal amount of
10%% Senior Notes due November 15, 2008 (10%% Senior Notes). Proceeds from the sale net of underwriting
commissions, advisory fees and expenses totaled approximately $488.5 million. Interest payments on the notes are
due semi-annually, beginning May 15, 1999. The 10%% Senior Notes are redeemable at the option of the Company,
in whole or in part, beginning November 15, 2003.

The indenture pursuant to which the 10%% Senior Notes are issued contains certain covenants that, among other
things, limit the ability of the Company and its subsidiaries to incur additional indebtedness, issue stock in
subsidiaries, pay dividends or make other distributions, repurchase equity interests or subordinated indebtedness,
engage in sale and leaseback transactions, create certain liens, enter into certain transactions with affiliates, sell
assets of the Company and its subsidiaries, and enter into certain mergers and consolidations. In addition, under the
indenture, the Company has agreed to use the net proceeds from the sale for expenditures relating to the construction,
improvement and acquisition of new and existing networks and services and direct or indirect investments in certain
joint venrures to fund similar expenditures.

In the event of a change in contro! or asset disposition of the Company as defined in the indentures, holders of
the 10%%% Senior Notes will have the right to require the Company to purchase their 10%% Senior Notes, in whole
or in part, at a price equal to 101% of the principal amount thereof, plus accrued and unpaid interest, if any, thereon
to the date of purchase. The 10%% Senior Notes are senior unsecured obligations of the Company, and are
subordinated to all current and future indebtedness of the Company's subsidiaries, including trade payables.
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PART I FINANCIAL INFORMATION

Item 1(b). Financial Statements

NEXTLINK Capital, Inc.
Balance Sheets

(Unaudited)
September 30,
1998 1997

ASSETS
Cash in banK....ccevennees - $ 100 s 100
SHAREHOLDER'S EQUITY
Common stock, no par value,

1,000 shares authorized, issued and outstanding ......ccececeessarsiereness s 100 $_100

Notes to Balance Sheets

1. Description

NEXTLINK Cepital, Inc. NEXTLINK Capital) is 2 Washington corporation and a8 wholly owned subsidiary of
NEXTLINK Communications, Inc. (NEXTLINK). NEXTLINK Capital was formed for the sole purpose of
obtaining financing from external sources and is a joint obligor on the 12'4% Senior Notes due April 15, 2006 of
NEXTLINK. NEXTLINK Capital was initially funded with a $100 contribution from NEXTLINK and has had no
operations to date.

2. Basis of Presentation

The interim financial statements have been prepared without audit, pursuant to the rules and regulations of the
Securities and Exchange Commission. These consolidated financial statements should be read in conjunction with
the audited consolidated financial statements and notes thereto included in the Company's Form 10-KSB as filed
with the Securities and Exchange Commission on March 25, 1998.
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PART L FINANCIAL INFORMATION

Jtem 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
OVERVIEW

Since its inception in 1994, the Company has executed a strategy of constructing and acquiring fiber optic
networks and acquiring related telecommunications businesses. Over this period, the Company has pursued this
strategy by constructing, scquiring, leasing fibers or capacity on, and entering into agreements to acquire locat
telecommunications networks.

The Company develops and operates high capacity, local fiber optic networks with broad market coverage in a
growing number of markets across the United States. In jts switched local service markets, the Company offers its
customers a bundled package of local and long distance services and also offers dedicated transmission and
competitive access services to long distance carriers and end users. The Company plans to acquire, build or develop
networks in new areas, expand its curent networks, and also explore the acquisition or licensing of additional
enhanced communications services and other telecommunications service providers. These efforts should allow the
Company to increase its presence in the marketplace, and facilitate providing & single source solution for the
telecommunications needs of its customers.

The Company currently operates 19 facilities-based networks providing switched local and long distance
services in 33 markets in 11 states. The Company serves larger markets including New York, Los Angeles, Chicago,
Atlanta and the San Francisco Bay Area, medium-sized markets such as Salt Lake City and Nashville, and clusters of
smaller markets in Orange County, California and central Pennsylvania. The Company anticipates developing
additional new markets throughout & majority of the nation's top 30 markets which, together with its existing
markets, are expected to have 8 total of approximately 27 million addressable business lines by the end of 2000. The
Company plans to launch service in Dallas, Denver and Miami in the fourth quarter of 1998 and in San Diego,
Washington, D.C. and Seattle in the first half of 1999. The Company is also developing a national network strategy
to enable it to offer its customers complete, end-to-end voice and data communications services over NEXTLINK-
owned facilities.

The table below provides selected key financial and operating data (dollars are in thousands):

As of and

For the Three Moaths

Ended September 30,

1998 1957
Financial data:
Gross property and eQuUIpMent.....cocccvvreversiesansnees $511,204 $ 214,320
EBITDA (1) oorereirererennisensnsensessnsesssrnssessssesssns $ (36,576) S (19,844)
Operating data (2):
Route miles (3)......... 2,150 1,757
Fiber miles (4)..... 158,987 124,399
On-net buildings connected (5) .oveevermerercrnsvercaraese 736 479
Off-net buildings connected (6)....cccrorerererreeaeacnsees 9,688 1,404
Switches installed 18 13
Access lines in service (7) 134,107 30,944
Employees ..... 2,065 1,027

(¢))] EBITDA represents net loss before interest expense, interest income, depreciation, amortization and deferred
compensation expense. EBITDA is commonly used to analyze companies on the basis of operating
performance, leverage and liquidity. While EBITDA should not be construed as 2 substitute for operating
income or a better measure of liquidity than cash flow from operating activities, which are determined in
accordance with generally accepted accounting principles, it is included herein to provide additional
information with respect to the ability of the Company to meet future debt service, capital expenditure and
working capital requirements.
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) The operating data includes 100% of the statistics of the Las Vegas network, which the Company manages and
in which the Company has a 40% membership interest.

3) Route miles refers to the number of miles of the telecommunications path in which the Company-owned or
leased fiber optic cables are installed.

“) Fiber miles refers to the number of route miles instalied along a telecommunications path, multiplied by the
Company's estimate of the number of fibers along that path.

() Represents buildings physically connected to the Company's networks, excluding those connected by
unbundled incumbent local exchange carrier (ILEC) facilities.

() Represents buildings connected to the Company's networks through leased or unbundled ILEC facilities.

(@] Represents the number of access lines in service, including those lines that are provided through resale of
Centrex services, for which the Company is billing services. The Company serviced 3,312 resold access lines
as of September 30, 1998. The Company defines an access line as 8 telephone connection between a customer
purchasing local telephone services and NEXTLINK. This connection does not include the concept of access
line equivalents (ALEs), and is a one-for-one relationship with no multipliers used for trunk ratios, except for
those trunks over which primary rate interface (PRI) service is provided, which are counted as 23 access lines.

The Company builds its networks to encompass the significant business concentrations in each area it serves,
focusing on direct connections to end-user locations and ILEC central offices. The Company employs 8 uniform
technology platform for each of its local exchange networks that is based on the Nortel DMS 500 digital loca! and
long distance combination switching platform and associated distribution technology. As of September 30, 1998, the
Company had 16 operational Norte]l DMS 500 switches, including one switch in its NEXTLAB facility, and
currently plans to install three additional switches by the end of 1998. NEXTLARB is a fully functional model of one
of the Company's networks, which serves as a testing facility for switch software and the Company's products and
services and will serve as the Company’s network operations control center.

The development of the Company’s businesses and the construction, acquisition and expansion of its networks
require significant expenditures, substantial portions of which are incurred before the realization of revenues. These
expenditures, together with the associated early operating expenses, result in negative cash flow until an adequate
custorner base is established. However, as the customer base grows, the Company expects that incremental revenues
can be generated with decreasing incremental operating expenses, which may provide positive contributions to cash
flow. The Company has made the strategic decision to build high capacity networks with broad market coverage,
which initially increases its level of capital expenditures and operating losses. The Company believes that over the
long term this will enhance the Company’s financial performance by increasing the traffic flow over the Company's
networks. The Company has recently entered into leased dark fiber and fiber capacity arrangements which allow the
Company, by installing one or more switches and related electronics, to enter a market prior to completing
construction of its own fiber optic network.

RESULTS OF OPERATIQNS

Revenue increased 182% to $37.8 million during the third quarter of 1998, from $13.4 million in the same
period in 1997. Year to date revenue of $96.4 million represented a 175% increase from the $35.1 million reported
for the comparable period in 1997. The increase was driven by 290% growth in revenues from bundled local and
long distance services and dedicated services, as well as by the acquisitions of Start Technologies Corporation (Start)
and Chadwick Telecommunications Corporation (Chadwick) in the fourth quarter of 1997. Revenues reported in the
third quarter of 1998 included $31.5 million derived from local and long distance, competitive access, dedicated line
services and shared tenant services and $6.3 million derived from enhanced communications services, primarily
interactive voice response (IVR) services. The Company's TVR revenue comprised 16% and 28% of the Company's
total revenues during the third quarter of 1998 and 1997, respectively.

The Company increased the number of customer access lines added during the quarter from 30,053 in the
second quarter of 1998 to 31,220 during the third quarter of 1998. As of September 30,1998, the Company had
134,107 access lines in service, compared to 50,131 as of December 31, 1997 and 30,944 as of September 30, 1997.
Revenues from the provision of such services are expected to continue to increase as a component of total revenues
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over future periods. Access lines in service includes those lines which are provided through resale of Centrex
services, the number of which is decreasing over time as the Company converts those customers to its own network.

Operating expenses consist of costs directly related to providing facilities-based network and enhanced
communications services and also include salaries and benefits and related costs of operations and engineering
personnel. Operating expenses increased 136% in the third quarter of 1998 to $32.8 million, an increase of $18.9
million over the third quarter of 1997. For the nine months ended September 30, 1998, operating expenses rose
$49.6 million, or 138%, over the same period in 1997. These increases were attributed to increased network costs
related to provisioning higher volumes of local, long distance and enhanced communications services, an increase in
employees and an increase in other related costs primarily to expand the Company's switched local and long distance
service businesses in its existing and planned markets. To s lesser extent, the scquisitions of Start and Chadwick in
the fourth quarter of 1997 also contributed to the increase in operating costs over those in the third quarter of 1997.

Selling, general and administrative (SG&A) expenses include salaries and related personnel costs, facilities
expenses, sales and marketing, information systems costs, consulting and legal fees and equity in loss of affiliates.
SG&A expenses increased 115% and 126% in the three and nine-month periods ended September 30, 1998 as
compared to the corresponding periods in 1997. The increases were due to the Company's increase in employees, as
well as other costs associated with the expansion of the Company’s switched local and long distance service
businesses in its existing and planned markets.

Deferred compensation expense was recorded in connection with the Company’s Equity Option Plan until April
1997, and in connection with the Company’s Stock Option Plan, which replaced the Equity Option Plan, subsequent
to April 1997. The stock options granted under the Equity Option Plan were considered compensatory and were
accounted for on a basis similar to that for stock appreciation rights. All options outstanding under the Equity Option
Plan were regranted under the new Stock Option Plan with terms and conditions substantially the same as under the
Equity Option Plan. As such, the Company continues to record deferred compensaiion expense for those
compensatory stock options issued, as well as for compensatory stock options issued subsequent to the Plan
conversion date. Compensation expense is recognized over the vesting periods based on the excess of the fair value
of the stock options at the date of grant over the exercise price.

Depreciation expense increased primarily due to placement in service of additional telecommunications network
assets, including switches, fiber optic cable, network electronics and related equipment. Amortization of intangible
assets increased primarily as a result of the Start and Chadwick acquisitions in the fourth quarter of 1997.

Interest expense increased 248% in the third quarter of 1998 over the comparable period in the prior year due to
an increase in the Company’s average outstanding indebtedness over the respective periods. Interest expense will
increase in future periods in conjunction with the sale of $500.0 million in aggregate principal amount of 10%%
Senjor Notes on November 12, 1998. See “—Liquidity and Capital Resources.” Pursuant to Statement of Financial
Accounting Standards No. 34, the Company capitalizes a portion of its interest costs as part of the construction cost
of its communications networks. Capitalized interest during the first nine months of 1998 totaled $3.0 million.
Interest income results from investment of excess cash as well as certain securities that have been pledged as
collateral for interest payments on the 12!4% Senior Notes. The increase in interest income for the three and nine-
month periods in 1998 over the same periods in 1997 corresponded to the increase in the Company’s average
outstanding cash balances.

IQUIDITY AND CAPITAL RESOUR

The competitive local telecommunications service business is a capital-intensive business. The Company’s
existing operations have required and will continue to require substantial capital investment for the acquisition and
installation of fiber, electronics and related equipment in order to provide switched services in the Company’s
networks and the funding of operating losses during the start-up phase of each market. In addition, the Company’s
strategic plan calls for expansion into additional market areas. Such expansion will require significant additional
capital for: potential acquisitions of businesses or assets; design, development and construction of new networks; and
the funding of operating losses during the start-up phase of each market. During the first nine months of 1998, the
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Company used $104.8 million in cash for operating activities, compared to $59.2 million for the same period in the
prior year. The increase was primarily due to a substantia! increase in the Company's activities associated with the
continued development and expansion of switched loca! and long distance service operations. During the first nine
months of 1998, the Company invested an additional $301.1 million in property and equipment and acquisitions of
telecommunications assets. During the same period in 1997, the Company invested $130.7 million in property and
equipment, acquisitions of telecommunications assets and businesses and equity investments in telecommunications
businesses. '

In July 1998, the Company announced the formation of INTERNEXT L.L.C., which is beneficially owned 50%
each by the Company and Eagle River Investments, L.L.C (Eagle River). INTERNEXT entered into an agreement
with Level 3 Communications LLC (Level 3). Level 3 is constructing a national fiber optic network that is expected
to cover more than 16,000 route miles with six or more conduits and connect SO cities in the United States and
Canada. Pursuant to this agreement, INTERNEXT will receive an exclusive interest in 24 fibers in a shared, filled
conduit, one entire empty conduit and the right to 25% of the fibers pulled through the sixth and any additional
conduits in the network. INTERNEXT will pay $700.0 million in excbange for these rights, the majority of which
will be payable as segments of the network are completed and accepted by INTERNEXT, which is expected to occur
substantially during 2000 and 2001. The Company has guaranteed 50% of the financial obligations of INTERNEXT
under this agreement and, together with Eagle River, has also guaranteed the performance of certain other
obligations of INTERNEXT thereunder. The Company anticipates that Nexte] Communications, Inc. (Nextel) will
acquire a one-third ownership interest in INTERNEXT, which would reduce the Company's beneficial ownership
interest in and obligations with respect to INTERNEXT to one-third. The Company is in the process of defining its
plans for implementation of 2 national network strategy, which will require additional capital expenditures.

In February 1998, the Company signed a definitive agreement with Metromedia Fiber Network for exclusive
rights to multiple fibers and innerducts for 20 years, with two 10-year renewals. The route covered by the agreement
extends from Manhattan to White Plains (NY), to Stamford (CT), to Newark (NJ) and south from Manhattan through
Philadelphia, Wilmington (DE), Baltimore, and to Washington (DC). The route will offer frequent splice points
within metropolitan areas and on routes between metropolitan areas, as well as provide access to ILEC central and
tandem switching offices. The Company paid $92.0 million in cash for this transaction, $80.3 million of which was
placed into escrow, to be released as segments of the route are constructed and delivered to the Company.

In January 1998, the Company and Nexte! formed NEXTBAND, a joint venture that is owned 50% each by the
Company and Nextel. NEXTBAND was the successful bidder in 42 markets in the FCC's local multipoint
distribution service (LMDS) auctions. The Company's pro rata share of NEXTBAND's total bid in the LMDS
auctions was $67.4 million, which was paid in full in June 1998. The Company is in process of defining its
operationa! and financial plans for implementation of an LMDS strategy, which will likely involve additional capital
expenditures.

On March 3, 1998, the Company completed the sale of $335.0 million in aggregate principal amount of 9%
Senior Notes due March 15, 2008. Proceeds from the sale net of discounts, underwriting commissions, advisory fees
and expenses totaled approximately $326.5 million. Interest payments on the 9% Senior Notes are due semi-
annually, beginning September 1998.

On March 31, 1998, the Company completed the sale of 4,000,000 shares of 6'4% cumulative convertible
preferred stock (6'4% Preferred Stock) with a liquidation preference of $50 per share. The sale generated gross
proceeds to the Company of $200.0 million, and proceeds net of underwriting discounts, advisory fees and expenses
of $193.8 million. Each share of 6!4% Preferred Stock is convertible, at the option of the holder, into 1.145 shares of
the Company's Class A common stock (subject to adjustments in certain circumstances). Dividends on the 6%
Preferred Stock accrue from March 31, 1998 and are payable quarterly in cash, beginning on June 30, 1998.

On April 1, 1998, the Company completed the sale of 9.45% Senior Discount Notes (9.45% Notes), due April
15, 2008. The 9.45% Notes were issued 2t a discount from their principal amount to generate aggregate gross
proceeds to the Company of approximately $400.0 million. Proceeds net of underwriting commissions, advisory fees
and expenses totaled $390.9 million. The 9.45% Notes accrete at a rate of 9.45% compounded semi-annually, to an
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aggregate principal amount of approximately $637.0 million by April 15, 2003. No cash interest will accrue on the
Notes until April 15, 2003. Interest will become payable in cash semi-annually beginning on October 15, 2003.

On November 12, 1998, the Company completed the sale of $500.0 million in aggregate principal amount of
10%% Senior Notes due November 15, 2008. Proceeds from the sale net of underwriting commissions, advisory
fees and expenses totaled approximately $488.5 million. Interest payments on the notes are due semi-annually,
beginning May 1999. Pursuant to a covenant in the indenture under which the 10%% Senior Notes were issued, the
Company has agreed to use the net proceeds from the sale for expenditures relating to the construction, improvement
and acquisition of new and existing networks and services and direct or indirect investments in certain joint ventures
(including NEXTBAND and INTERNEXT) to fund similar expenditures.

The Company will use the net proceeds from the sale of the 9% Senior Notes, the 6%4% Preferred Stock, the
9.45% Notes, the 10%% Senior Notes (subject to the limitations described above) and existing unrestricted cash
balances for expenditures relating to the development, construction, acquisition and operation of telecommunications
networks and service providers and the offering of telecommunications services in those areas where the Company
currently operates or intends to operate. Expenditures for the construction and operation of networks include (i) the
purchase and installation of switches and related electronics in existing networks and in networks 10 be constructed
or acquired in new or adjacent markets, (ii) the purchase and installation of fiber optic cable and electronics to
expand existing networks and develop new networks, including the connection of mew buildings, (iii) the
development of its comprehensive information technology platform, (iv) the acquisition of LMDS spectrum
purchased in the FCC's auction and the construction and deployment of associated facilities and (v) the funding of
operating losses and working capital. The Company may also acquire or invest in businesses that consist of existing
networks or companies engaged in businesses similar to those engaged in by the Company and its subsidiaries or
other complementary businesses.

As of September 30, 1998, the Company had unrestricted cash and investments of $1,176.8 million and
$1,665.3 million on a pro forma basis afier giving effect to the sale of the 10%% Senior Notes. The Company's
current plan contemplates an aggressive expansion into a number of new markets throughout the United States. The
Company may pursue various alternatives for achieving its growth strategy, including: additional network
construction; additional leases of network capacity from third party providers; acquisitions of existing networks; and
spectrum that was purchased during the LMDS auction and associated facilities construction and deployment. The
Company also anticipates that a substantial amount of additional capita] expenditures will be made in 1999 and
beyond. The funding of these capital expenditures is expected to be provided by existing cash balances, future
vendor and/or credit facilities, future public or private sales of debt securities, future sales of public or private capital
stock and joint ventures. There can be no assurance, however, that the Company will be successful in raising
sufficient additional capital on terms that it will consider acceptable or that the Company's operations will produce
positive consolidated cash flow in sufficient amounts to meet its interest and dividend obligations on its outstanding
securities. Failure to raise and generate sufficient funds may require the Company to delay or abandon some of its
planned future expansion or expenditures, which could bave a material adverse effect on the Company's growth and
its ability to compete in the telecommunications services industry.

In addition, the Company’s operating flexibility with respect to certain business matters is, and will continue to
be, limited by covenants associated with the 12'4% Senior Notes, the 9 5/8% Senior Notes, the 9% Senior Notes, the
9.45% Notes and the 10%% Senior Notes (collectively referred to as the Notes). Among other things, these
covenants Jimit the ability of the Company and its subsidiaries to incur additional indebtedness, create liens upon
assets, apply the proceeds from the disposal of assets, make dividend payments and other distributions on capital
stock and redeem capital stock. In addition, the terms of the 14% Senior Exchangeable Redeemable Preferred Sbares
(14% Preferred Shares) contain certain covenants that may limit the Company's operating flexibility with respect to
the incurrence of indebtedness and issuance of additional preferred shares. There can be no assurance that such
covenants will not adversely affect the Company's ability to finance its future operations or capital needs or to
engage in other business activities that may be in the interest of the Company. The Company was in compliance with
all covenants associated with the Notes and the 14% Preferred Shares as of September 30, 1998.
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IMPACT OF YEAR 2000

Certain of the Company's older computer systems and applications were written to define a given year with
abbreviated dates using the last two digits in a year rather than the entire four digits. As a result, when computer
systems attempt to process dates both before and afier January 1, 2000, two digit year fields may create processing
ambiguities that can cause errors and system failures. For example, systems and applications may have time-sensitive
software that recognize an abbreviated year “00” as the year 1900 rather than the year 2000. These errors or failures
may have limited effects, or the effects may be widespread, depending on the computer chip, system, or software,
and its location and function.

State of Readiness

The Company is currently assessing the impact of the Year 2000, and a forma! Year 2000 plan (the “Plan”) in
expected to be cormpleted and adopted by the Company by year-end 1998. The purpose of the Plan will be to
develop and perform reasonable steps intended to prevent the Company’s eritical operational functions from being
impaired due to the Year 2000 problem. The first phase of the Company's Year 2000 assessment, to be completed by
December 1998, includes: 1) taking an inventory of Company-wide systems and equipment to determnine the extent
of testing required for Year 2000 compliance (generally defined as the ability of information systems to accurately
process data from, into and between the twentieth and twenty-first centuries, including leap year calculations), 2)
developing 2 strategy to manage vendors’ and other outside entities’ progress toward Year 2000 compliance, 3)
designing 8 Company-wide Year 2000 communications plan, and 4) creating a risk assessment and impact analysis
from which the Plan can be developed. The Company has engaged outside consultants to aid in formulating and
implementing the Plan.

The Company's assessments to date have indicated that its major operational support systems, including its
billing, order management, network management, and financial systems are Year 2000 compliant. In addition, the
Company has received positive confirmation from its vendor that the Company's Nortel DMS 500 switches are also
Year 2000 compliant.

As part of the Plan and ongoing Year 2000 assessment, the Company will continue its testing of existing
telecommunications equipment and back office systems to assess the effects of the Year 2000 problem on those areas
that would result in significant impairment to the Company’s critical operations. Through its NEXTLAB facility,
which operates separate and apart from the Company’s operational switches, the Company bas the means to test
switch configurations without impacting its networks or customers, and the Company is using NEXTLAB to
independently verify Year 2000 compliance of its network systems and equipment.

The Plan will also address the potential adverse effects to the Company in the event that the computer,
telecommunications, and other systems of outside entities’ (including vendors, customers, and local and
interexchange carriers and Internet service providers with which the Company interchanges traffic) are not Year
2000 compatible. The Company does not have control of these outside entities or their systems. However, the
Company's Plan will include ongoing identification of and contact with such outside entities whose systems may
have a substantial effect on the Company’s ability to continue to conduct the critical aspects of its operations without
disruption from Year 2000 problems. In the eveat such outside systems are identified, the Company will work with
the outside entities in a reasonable attempt to inventory, assess, analyze, test, and develop contingency plans for the
Company’s connections to these outside entities and their systems and to determine the extent to which they are, or
can be made to be, Year 2000 compliant.

Costs to Address Year 2000 Issues
The Company has not incurred material historical costs for Year 2000 awareness, inventory, assessment,

analysis, conversion, testing, or contingency planning. Further, the Company anticipates that its future costs for these
purposes will not be material.
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Year 2000 costs are difficult to estimate accurately because of unanticipated vendor delays, technical
difficulties, the impact of tests of outside entities’ systems, and similar events. Although management believes that its
estimates are reasonable, there can be no assurance that the actual costs of implementing the Plan will not differ
materially from the estimated costs or that the Company will not be materially adversely affected by Year 2000
issues. Furthermore, the estimated costs of implementing the Plan do not consider the costs, if any, that might be
incurred as a result of Year 2000-related failures that occur despite the Company's implementation of the Plan.

Year 2000 Risk Factors

Between now and the year 2000 there will be increased competition for people with the technical and
managerial skills necessary to deal with the Year 2000 problem. The Company believes it employs an adequate
number personnel skilled in dealing with the Year 2000 problem and has retained outside consultants who bring
additional skilled people to deal with the Year 2000 problem as it affects the Company. Nevertheless, the Company
could face shortages of skilled personnel or other resources, such as Year 2000 compliant computer chips. These
shortages might delay or otherwise impair the Company’s ability to assure that its critical systems are Year 2000
compliant. Outside entities could face similar problems that could materially affect the Company. The Company
believes that the possible impact of the shortage of skilled people and resources is not, and will not be, unique to the
Company.

The Company believes that its critical systems will be Year 2000 compliant before January 1, 2000. However,
there is no assurance that the Plan will succeed in accomplishing its purposes and unforeseen circumstances may
arise during implementation of the Plan that would materially and adversely affect the Company.

The Company is taking reasonable steps to identify, assess, and, where appropriate, replace devices that contain
embedded chips. Despite these reasonable efforts, the Company may not be able to find and remediate all embedded
chips in all of the Company’s systems. Further, outside entities on which the Company depends also may not be able
to find and remediate all embedded chips in their systems. Some chips that are not Year 2000 compliant may create
system disruptions or failures, which may, in tumn, cause disruptions or failures in other systems. These cascading
problems could impair the Company’s ability to serve its customers and otherwise fulfill contractual and legal
obligations. The Company believes that the possible adverse impact of the embedded chip problem is not, and will
not be, unique to the Company.

The Company cannot ensure that suppliers upon which it depends for essential supplies and services will convert
and test their critical systems and processes in a timely manner. Failure or delay by all or some of these entities,
including federal, state, or Jocal governments, to make their systems and processes Year 2000 compliant could create
substantial disruptions having e material adverse effect on the Company's operations.

In a recent Securities and Exchange Comrmission release regarding Year 2000 disclosure, the Securities and
Exchange Commission stated that public companies must disclose the most reasonably likely worst case Year 2000
scenario. Although it is not possible to assess the likelihood of any of the following events, each must be included in
a consideration of worst case scenarios: widespread failure of electrical, gas, and similar supplies serving the
Company, widespread disruption of the services provided by common communications carriers; similar disruption to
the means and modes of transportation for the Company and its employees, contractors, suppliers, and customers;
significant disruption to the Company's ability to gain access to, and remain working in, office buildings and other
facilities; the failure of substantial numbers of the Company's critical computer hardware and software systems,
including both internal business systems and systems controlling operational facilities such as electrical generation,
transmission, and distribution systems; and the failure of outside entities’ systems, including systems related to
banking and finance. Among other things, the Company could face substantial claims by customers or loss of
revenue due to service interruptions, inability to fulfill contractual obligations or to bill customers accurately and on
a timely basis, and increased expenses associated with litigation, stabilization of operations following critical system
failures, and the execution of contingency plans. The Company could also experience an inability by customers and
others to pay, on a timely basis or at all, obligations owed to the Company. Under these circumstances, the adverse
effects on the Company would be material, although not quantifiable at this time. Further, the cumulative effect of
these failures could have 8 substantial adverse effect on the economy, domestically and internationally. The sdverse
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effect on the Company from 2 domestic or global recession or depression also could be material, although not
quantifiable at this time.

The Company will continue to monitor business conditions to assess and quantify material adverse effects, if
any, that may result from the Year 2000 problem.

Contingency Plans

As part of the Plan, the Company is developing contingency plans that deal with two aspects of the Year 2000
problem: 1) that the Company, despite its good faith and reasonable efforts, may not have satisfactorily addressed the
Year 2000 problem with respect to its critical internal systems and 2) that outside entities® systems may not be Year
2000 ready. The Company's contingency plans will be designed to minimize the disruptions or other adverse effects
resulting from Year 2000 incompatibilities with respect to critical functions or systems.

The Company's contingency plans will contemplate an assessment of all its critica] internal information
technology systems and its internal operational systems that use computer-based controls. In addition, the Company
will assess any critica! disruptions due to Year 2000-related failures that are external to the Company. These
processes will begin January 1, 2000, and will continue as long as circumstances require.

The Company's contingency plans will include the creation of teams that will be prepared to respond
immediately and as necessary to critical Year 2000 problems as soon as they become known. The composition of
teams that are assigned to deal with such problems will vary according to the nature, significance, and location of the
problem.

INFORMATION REGARDING FORWARD LOOKING STATEMENTS

The statements contained in this report and in associated prior filings by the Company with the Securities and
Exchange Commission which are not historica! facts are “forward-looking statements™ (as such term is defined in the
Private Securities Litigation Reform Act of 1995), which can be identified by the use of forward-looking
terminology such as “believes”, “expects”, “may”, “will", “should”, or “anticipates” or the negative thereof or other
variations thereon or comparable terminology, or by discussions of strategy that involve risks and uncertainties. Such
forward-looking statements include, but are not limited to: the Company's plans to build, acquire or develop
networks and offer services in new areas, expand its current networks and explore the acquisition or licensing of
additional enhanced communications services and other telecommunications service providers (and the effects of
such efforts); the Company's development of a nationa] strategy for end-to-end communications services; the
Company's presence in the marketplace and its ability to provide a single source solution for the telecommunications
needs of its customers; the Company's anticipated developroent of and eatry into new markets and market expansion
(and timing thereof); its expected number of addressable business lines in markets where the Company operates and
by the end of 2000; its plans to launch service in various cities; its plans to install additional switches by the end of
1998, its expectation regarding incremental revenues, incrementa) operating expenses and contributions to cash flow;
the Company's belief regarding its financial performance and traffic flow over its metworks; its expectations
regarding revenue from access lines as 8 percentage of total revenues; increases in interest expense in future periods;
its requirements for capital investment; its use of proceeds from various financings; its anticipated capital
expenditures; its intentions regarding LMDS technology; matters related to the national network being constructed
by Level 3, including network specifications, INTERNEXT's interest therein, the delivery of segments thereunder,
and the cost thereof and the timing of payments for the network; the participation by other entities (including Nextel)
in certain joint ventures and financial matters related thereto; and other statemnents contained herein regarding
matters that are not historical facts. Management wishes to caution the reader that these forward-looking statements
are only predictions. These statements are based on 8 number of assumptions that ultimately could prove inaccurate
and, therefore, no assurance can be given that the future results will be achieved. Actual events or results may differ
materially as 2 result of & number of factors, including those identified in the Company’s annual report on Form 10-
KSB (File No. 333-04603). Factors that could affect performance include: the level of the Company's future
negative cash flows and operating losses incurred by the Company until it establishes an adequate revenue base and
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generates substantial revenues from the provision of switched local and long distance services; successfully
generating or raising on terms that the Company will consider acceptable sufficient capital to accommodate planned
future expansion and expenditures; continued attraction and retention of qualified managerial, professional and
technical personnel; timely installation of the required switches, fiber optic cable and associated electronics
necessary to provide switched local service in a manner that will permit the resolution of technical problems;
successfully negotiating new and, to the extent necessary, renegotiating existing interconnection agreements;
successfully developing effective systems relating to ordering, provisioning and billing for telecommunications
services; successfully offering, marketing and selling switched local services and other enhanced products and
services in all of the Company's networks as quickly as practicable; sufficient access to the ILEC's networks and
adequate cooperation therefrom to connect new customers to the Company’s network on a timely basis; identifying,
financing and completing suitable acquisitions; maintaining existing, and obtaining and maintaining new, franchises,
permits and rights-of-way and any required governmental authorizations, franchises and permits on a timely basis;
competition from incumbent providers and new entrants; the nature of regulatory, legislative and judicial
developments; rapid and significant changes in technology; and risks related to the Company's national network and
LMDS strategies. These are representative of factors that could affect the outcome of the forward- looking
statements. In addition, such statements could be affected by general mdustry and market conditions and economic
conditions including interest rate fluctuations.

NEW ACCOUNTING STANDARD

In April 1998, the AICPA released Statement of Position 98-5, “Reporting on the Costs of Start-Up Activities”
(SOP 98-5). The new standard requires that 2] entities expense costs of start-up activities as those costs are incurred.
SOP 98-5 defines “start-up costs” &s those costs directly related to pre-operating, pre-opening, and organization
activities. This standard must be adopted in fiscal years beginning afier December 15, 1998. The adoption of SOP
98-5 will not have a material impact the Company's financial position.
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PART IL OTHER INFORMATION

Item 1. Legal Proceedings

The Company is not currently a party to any legal proceedings, other than regulatory and
other proceedings that are in the normal course of its business.

Item 2. hanges in Securities and Use ¢

The Company filed a registration statement on Form S-1 (File No. 333-32001) which
became effective on September 26, 1997, whereby 15,200,000 shares of Class A common
stock, $.02 par value per share, were sold in an initia! public offering (IPO) 8t a price of $17
per share. Of the 15,200,000 shares of Class A common stock sold, 12,000,000 were sold
by the Company and 3,200,000 were sold by a selling shareholder. The Company did not
receive any of the proceeds from the sale of shares by the selling shareholder. In addition,
the underwriters of the IPO, led by Salomon Brothers Inc, exercised an option to purchase
2,280,000 additional shares of Class A common stock at the same price per share. Net
proceeds to the Company from the initial public offering totaled approximately $226.8
million, afier deducting underwriting discounts, advisory fees and expenses aggregating
approximately $16.0 million. The Company intends to use substantially all of the net
proceeds fom the initial public offering for expenditures relating to the expansion of
existing networks and services, the development and acquisition of new networks and
services and the funding of operating losses and working capital. None of the proceeds from
this offering had been used as of September 30, 1998,

The Company filed a registration statement on Form S-1 (File No. 333-32003) which
became effective on September 26, 1997, whereby the Company sold $400.0 million
aggregate principal amount of 9 5/8% Senior Notes. The offering was led by Salomon
Brothers Inc. Net proceeds from the sale of the 9 5/8% Senior Notes totaled approximately
$388.5 million, afler deducting issuance costs aggregating approximately $11.5 million,
relating to underwriting discounts, advisory fees and expenses. The use of proceeds from
the debt offering is expected to be substantially the same as the Company’s initial public
offering. Approximately $349.8 million of the proceeds from this offering had been used as
of September 30, 1998, $209.1 million of which was used for the purchase of property and
equipment, $20.5 million for the network lease agreement entered into in February 1998,
and the remainder was used to fund the Company’s operations and working capital

requirements.
Item 3. ] n Seni
None.
Item 4. bmissi atters to a Vote
None.
Item S. Other Information
None.
Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits
3.1 Certificate of Incorporation of NEXTLINK Communications, Inc. (1)
32 By-laws of NEXTLINK Communications, Inc. (1)
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OTHER INFORMATION

33
34
4.1
4.2
4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

4.11

4.12

Articles of Incorporation of NEXTLINK Capital, Inc. (2)
By-laws of NEXTLINK Capital, Inc. (2)

Form of Exchange Note Indenture, by and among NEXTLINK Communications,
Inc. and United States Trust Company of New York, as Trustee, relating to the
Exchange Notes, including form of Exchange Notes. (3)

Certificate of Designations of the Powers, Preferences and Relative,
Participating, Optional and Other Special Rights of 14% Senior Exchangeable
Redeemable Preferred Shares and Qualifications, Limitations and Restrictions
Thereof. (1)

Form of stock certificate of 14% Senior Exchangeable Redeemable Preferred
Shares. (3)

Indenture, dated as of April 25, 1996, by and among NEXTLINK
Communications, Inc., NEXTLINK Cepital, Inc. and United States Trust
Company of New York, as Trustee, relating to 12%4% Senior Notes due April 15,
2006, including form of global note. (2)

First Supplemental Indenture, dated as of January 31, 1997, by and among
NEXTLINK Communications, Inc., NEXTLINK Communications, L.L.C,,
NEXTLINK Capital and United States Trust Company of New York, as Trustee.

3

Form of Indenture between United States Trust Company, as Trustee and
NEXTLINK Communications, Inc., relating to the 9 5/8% Senior Notes due
2007. (4)

Indenture, dated March 3, 1998, between United States Trust Company, as
Trustee and NEXTLINK Communications, Inc., relating to the 9% Senior Notes
due 2008. (5)

Centificate of Designations of the Powers, Preferences and Relative,
Participating, Optional and Other Special Rights of 6%4% Cumulative
Convertible Preferred Stock and Qualifications, Limitations and Restrictions
Thereof. (1)

Indenture, dated April 1, 1998, between United States Trust Company, as
Trustee and NEXTLINK Communications, Inc. relating to the 9.45% Senior
Discount Notes due 2008. (6)

Second Supplemental Indenture, dated June 3, 1998, amending Indenture dated
April 25, 1996, by and among NEXTLINK Communications, Inc., NEXTLINK
Capital, Inc. and United States Trust Company of New York, as Trustee. (1)

First Supplemental Indenture, dated June 3, 1998, amending Indenture dated
September 25, 1997, by and between NEXTLINK Communications, Inc. and
United States Trust Company of New York, as Trustee. (1)

First Supplemental Indenture, dated June 3, 1998, amending Indenture dated
March 3, 1998, by and between NEXTLINK Communications, Inc. and United
States Trust Company of New York, as Trustee. (1)
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OTHER INFORMATION

4.13 Cost Sharing and IRU Agreement dated July 18,1998, between Level 3
Communications, LLC and INTERNEXT LLC. (7)

10.1 Stock Option Plan of NEXTLINK Communications, Inc., as amended. (1)
10.2 Employee Stock Purchase Plan of NEXTLINK Communications, Inc. (1)

10.3 Registration Rights Agreement dated as of Januvary 15, 1997, between the
predecessor of NEXTLINK Communications, Inc. and the signatories listed
therein. (3)

10.4 Preferred Exchange and Registration Rights Agreement, dated as of January 31,
1997, by and among the predecessor of NEXTLINK Communications, Inc. and
the Initia! Purchasers. (3)

10.5 Fiber Lease and Innerduct Use Agr'eement, dated as of February 23, 1998, by
and between NEXTLINK Communications, Inc. and Metromedia Fiber
Network, Inc. (5)

10.6 Amendment No. | to Fiber Lease and Innerduct Use Agreement, dated as of
March 4, 1998, by and between NEXTLINK Communications, Inc. and
Metromedia Fiber Network, Inc. (5)

10.7 Guaranty Apgreement, dated July 18, 1998, between NEXTLINK
Communications, Inc. and Level 3 Communications, LLC.

10.8 Cost Sharing and IRU Agreement, dated July 18, 1998, between Level 3
Communications, LLC and INTERNEXT LLC. (7)

27 Financial Data Schedule

(1) Incorporated herein by reference to the exhibit filed with the Registration Statement on
Form S<4 of NEXTLINK Communications, Inc. and NEXTLINK Capital, Inc.
(Commission File No. 333-53975).

(2) Incorporated herein by reference to the exhibit filed with the Registration Statement on
Form S<4 of NEXTLINK Communications, L.L.C. (the predecessor of NEXTLINK
Communijeations, Inc.) and NEXTLINK Capital, Inc. (Commission File No. 333-4603).

(3) Incorporated berein by reference to the exhibit filed with the Annual Report on Form
10-KSB for the year ended December 31, 1996 of NEXTLINK Communications, Inc.
and NEXTLINK Capita), Inc. (Commission File Nos. 333-04603 and 333-04603-01),

(4) Incorporated herein by reference to the exhibit filed with the Registration Statement on
Form S-1 of NEXTLINK Communications, Inc. (Commission File No. 333-32003).

(5) Incorporated herein by reference to the exhibit filed with the Annual Report on Form
10-KSB for the year ended December 31, 1997 of NEXTLINK Communications, Inc.
and NEXTLINK Capital, Inc. (Commission File Nos. 333-04603 and 333-04603-01).

(6) Incorporated herein by reference to the exhibit filed with the quarterly report on Form
10-Q for the quarterly period ended March 31, 1998 of NEXTLINK Communications,
Inc. and NEXTLINK Capital, Inc. (Commission File No. 000-22939).

(7) Portions of this exhibit were omitted and filed separately with the Secretary of the
Commission pursuant to NEXTLINK Communications, Inc.’s Application Requesting
Confidential Treatment under Rule 24(b)-2 of the Securities Exchange Act of 1934.



PART Il OTHER INFORMATION
b) Reports on Form 8-K

Current report on Form 8-K, filed July 20, 1998, regarding the
announcement by James Voelker of his resignation as President and a
director of the Company and the appointment of George Tronsrue as
President of the Company.

Current report on Form 8-K, filed July 22, 1998, regarding INTERNEXT
L.L.C, of which each of the Company and Eagle River Investments
L.L.C. beneficially owns a one-half interest, entering into 8 Cost Sharing
and IRU Agreement with Level 3 Communications, LLC.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrants have duly caused this report to be signed
on their behalf by the undersigned thereunto duly authorized.

NEXTLINK Communications, Inc.

Date: November 16, 1998 By: (s/ Kathleen H Iskra
Kathleen H. Iskra
Vice President, Chief Financial Officer and
Treasurer
(Principal financial and accounting officer)

NEXTLINK Capital, Inc.

Date: November 16, 1998 By: /s/ Kathleen H. Jskra
Kathleen H. Iskaa
Vice President, Chief Financial Officer and
Treasurer
(Principal financial and accounting officer)
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NEXTLINK Communications, Inc.
NEXTLINK Capital, Inc.

PART |

Item 1. Description of Business

Capitalized 1erms used herein which are not othenvise defined have the respective meanings ascribed 1o
then in the Glossary, beginning on page 19.

Overview

NEXTLINK Communications, Inc. (“NEXTLINK"” or the “Company”) was founded in 1994 by
Craig O. McCaw, its largest and controlling shareholder, to provide local facilities-based 1elecommunications
services to its targeted customer base of small and medium-sized businesses. In July 1996, NEXTLINK
became one of the first competitive local exchange carriers (“CLECs") in the United States to provide
facilities-based switched local services under the Telecommunications Act of 1996 (the “Telecom Act”),
which opened the entire local exchange market 1o competition. In each of the markets it serves, NEXTLINK
seeks to become 2 principal competitor to the incumbent local exchénge carrier (“ILEC™) for its targeted
customers by providing an integrated package of high quality local, long distance and enhanced telecommuni-
cations services at competitive prices. In October 1957, the Company completed an initial public offering of
shares of its Class A Common Stock.

The marke! potential for competitive telecommunications services is large and growing. Industry sources
estimate that in 1996 the total revenues from local and long distance telecommunications services were
2pproximately S183 billion, 'of which approximately $101 billion were derived from local exchange services
and sppronimately $82 billion from long distance services. Based upon FCC information, aggregate revenues
for Jocal and long distance services grew at a compounded annual rate of approximately 5.5% between 1991
and 1996. The Telecom Act, the FCC's issuance of rules for competition and pro-competitive policies
developed by state regulatory commissions, has created opporiunities for new entrants, including the
Company. 1o capture a portion of the ILEC's dominant, and historically monopoly controlied, market share of
local services. The development of switched local services competition, however, is in its early stages, and the
Cempany believes that CLECs currently serve fewer than 5% of the total business lines in the United States.

The Comipany's targeted customer base within the national telecommunications market is small to
medium-sized businesses. generally those businesses with fewer than 50 access lines. Based on ceonsultants’
reports, the Company estimates that as of year end 1996, there were approximately 170 million access lines
nationwide, including approximately 55 million business lines.

The Company develops and operates high capacity, fiber optic networks with broad market coverage in a
growing number of markets across the United Siates. In its switched local service markets, the Company
offers i1s customers 2 bundled package of local and long distance services and also offers dedicated
transmission and competitive access services to Jong distance carriers and end users. In addition, NEXTLINK
offers several non-network-based enhanced communications services 1o customers nationwide, including a
variety of interactive voice response (“IVR"™) products.

The Company currently operates 16 facilities-based networks providing switched local and long distance
services in 26 markets in eight states. The Company anticipates developing additional new markets during
1998 which, together with its existing markets, are expected to have a total of approximately 15 million
addressable business lines by the end of 1998. The Company's goal is to add or expand markets to increase its
addressable business lines for markets in service or under development to approximately 2! million by the end
of 1999.
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The Company's goal of targeting 15 million addressable business lines by year end 1998 represents a 36%
increase over the Company's previous objective. The Company has increased its line targets based principally
on three factors: initial success in establishing networks and launching services in major metropolitan markets
in Los Angeles, Chicago and Philadelphia; the Company’s significant growth in the sale and installation of
access lines throughout all markets: and the Company’s review of several potential target markets, which
underlined the significant market opportunities available to NEXTLINK in those markets,

NEXTLINK is pursuing its targeted customer base in markets of all sizes. In larger murkets, the
Company has operational networks in Los Angeles. Chicago and Philadelphia, and networks under develop-
ment in New York City, the San Francisco Bay  Area and Atlanta. The Company also has operational
networks in medium-sized markets such as Las Vegas and Nashville as well as smaller markets that have been
clustered in Orange County, California and central Pennsylvania. The Company will enter large markets on a
stand-alone basis where it is economically attractive to do so and where competitive and other market factors
warrant such entry. The Company also considers pursuing smaller markets where it can extend or cluster an
existing network with relatively little incremental capital. The Company anticipates that the addressable
business lines in the larger markets that it is currently operating and developing will represent the majority of
the Company’'s addressable business lines by year end 1998 and 1999.

NEXTLINK has experienced significant growth in its customer base. NEXTLINK's customer access
lines in service have increased from 8,511 access lines at December 31. 1996 to 50,131 access lines at
December 31, 1997. This growth is attributable 1o both new network launches as well as significant increases
in growth rates in those markets where the Company launched service in 1996. For markets launched in 1996,
the Company has increased its access lines in service by 248%, from 8,511 10 29.591 at December 31. 1996
and 1997, respectively, representing 51% of the Company’s overall increase in access lines in service over the
respective periods. The Company has ulso improved the quarierly rate of access line installations from 1.604 in
the fourth guarter of 1996 10 19.187 in the fourth quarter of 1997. Approximately 327 of the increase in total
quarterly installations was driven by an increase in quarterly installations in those markets launched in 1996,
where insiallations increased from 1,604 in the fourth quarter 1996 10 7.293 in the fourth guarter of 1997,

NEXTLINK believes that a critical factor in the successful implementation of its strutegy is the quality
of its management team and their extensive experience in the telecommunications industry. The Company has
built 2 management team that it believes is well suited 1o challenge the dominance of the ILECs in the local
exchange marhet. Craig O. McCaw, the Company’s founder and largest and controlling shareholder.
Steven W. Hooper. the Company’s Chairman of the Board. Wayne M. Perry, the Company’s Vice Chairman
and Chiel Executive Officer. James F. Voelker. the Company’s President, and George M. Tronsrue 111, the
Company’s Chief Operating Officer. each has 15 or more years of experience in leading companies in
compeltitive segments of the 1elecommunications industry. In addition, the presidents of the Company's
operating subsidiaries and the Company’s senior officers have an average of 14 years of experience in the
1elecommunications indusiny. Mr. Hooper and Mr. Perry were members of the senior management team at
McCaw Cellular Communications, Inc. ("McCaw Cellular™) during the years in which it became the nation's
largest cellular telephone company. Following McCaw Cellular's sale to AT&T Corp. in 1994, Messrs. Perry
and Hooper were Vice Chairman and Chief Executive Officer, respectively, of AT&T Wireless Services, Inc.

Market Opportunity

Prior 10 1984, AT&T Corp. ("AT&T") dominated both the local exchange and long distance
marketplace by owning the operating entities that provided both local exchange and long distunce services to
most of the U.S. population. While Jong distance competition began to emerge in the late 1970s, the critical
event triggering the growth of long distance competition was the breakup of AT&T and the separation of its
local and long distance businesses as mandated by the Modified Final Judgment relating 1o the breakup of
AT&T (the “"MFJ"). To foster competition in the long distance market, the MFJ prohibited AT&T's divested
local exchange businesses. the Regional Bell Operating Companies (“RBOCs™), from acting as 2 single
source provider of telecommunications services,



The Company believes that a similarly critical event occurred in 1996 with the passage of the Telecom
Act. In most locations throughout the United States, the ILEC has operated with a virtual monopoly over the
provision of most local exchange services. However, just as competition slowly emerged in the long distance
business prior 1o the MFJ, competitive opportunities also have slowly emerged over the last 10 years at the
local level.

Industry sources estimate that in 1996 the total revenues from local and long distance telecommunica-
tions services were approximately S$183 billion, of which approximately $101 billion were derived from local
exchange services and approximately $82 billion from interLATA long distance services. Based upon FCC
information, aggregate revenues for local and long distance services grew at a compounded annual rate of
approximately 5.5% between 1991 and 1996. Although the MFJ relating to the breakup of AT&T established
the preconditions for competition in the market for long distance services in 1984, the market for local
exchange services has been, until recently, virtually closed to competition and has largely been dominated by
regulated monopolies. Efforts to open the local exchange market began in the late 1980s on a state-by-state
basis when competitive access providers (“CAPs") began offering dedicated private line transmission and
special access services. These types of services together currently account for approximately 12% of the total
local exchange revenues. CAPs were restricted, often by state laws, from providing the other, more frequently
used services such as basic and switched services, which today account for approximately 88% of local
exchange revenues.

The Telecom Act and the FCC’s issuance of rules for competition, particularly those requiring the
interconnection of all networks and the interchange of traffic among the ILECs and the CLECs, as well as
pro-competitive policies already developed by state regulatory commissions, have caused fundamental changes
in the structure of the local exchange markets. Although a recent decision by the United States Court of
Appeals for the Eighth Circuit substantially limits the FCC's jurisdiction and expands the state regulators’
jurisdiction 10 set and enforce rules governing the development of local competition, most states have already
begun 10 establish rules for local competition that are ¢ansistent with the FCC rules overturned by the Eighth
Circuit. See "— Regulatory Overview.”

These developments create opportunities for new entrants offering local exchange services to capture a
portion of the ILEC’s dominant, and historically monopoly controlled, market share of local services. The
development of switched local services competition, however, is in its early stages and the Company believes
that CLECs currently serve fewer than 5% of the 1otal business lines in the United States.

NEXTLINK believes that the provisions of the Telecom Act requiring the JLECs to cooperate on a
technical level with competitors are as significant as the Telecom Act's provisions eliminating state laws
barring competitors from entering the local exchange services market. Under the Telecom Act, the FCC and
state regulators are required to ensure that ILECs implement:

« Interconnection — provides competitors the right to connect to the ILECs’ networks at any techni-
cally feasible point 2nd to obtain access to its rights-of-way;

« Unbundling of the Local Network — allows competitors 1o purchase and utilize components of the
ILECs' network selectively,

* Reciprozal Compensation — establishes the framework for pricing between the CLEC and the ILEC
for use of each other's networks; and

* Number Portability — allows ILEC customers 1o retain their current telephone numbers when they
switch to a CLEC.

In addition, the Telecom Act provides that ILECs that are subsidiaries of RBOCs cannot combine in-
region, long distance services across local access and transport areas (“LATAs"™) with the local services they
offer until they have demonstrated that they have complied with certain regulatory requirements relating to
local competition. See “— Regulatory Overview." One federal district court has ruled that the Telecom Act’s
restrictions on RBOC long distance entry are unconstitutional. This decision has been stayed pending appeal.
See * — Federal Jegislation.” The Company believes it will have an opportunity to gain market share in
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certain markets by combining local and long distance services in a single offering to its customers before that
market’s ILEC, if it is a subsidiary of a RBOC, is permitted to do so.

Business Strategy

The Company has built an end user-focused, locally oriented organization dedicated 10 providing
switched local and long distance telephone service at competitive prices to smazll and medium-sized
businesses. The key components of the Company's strategy to become a leading provider of competitive
telecommunications services and 1o maximize penetration of its targeted customer base are:

Provide Integrated Telecommunications Services 1o Small and Medium-Sized Businesses. The
Company primarily focuses its sales efforts for switched local and long distance services on small and
medium-sized businesses and professional groups, those businesses having fewer than 50 business lines.
The Company’s market research indicates that these customers prefer a single source for all of their
telecommunications requirements, including products, billing, installation, maintenance and customer
service. The Company has chosen 1o focus on this segment based on its expectations that higher gross
margins will generally be available on services provided to these customers as compared with Jarger
business, and that ILECs may be less likely to apply significant resources towards retaining these
customers. The Company expects to attract and retain these customers through a direct sales effort by
offering: (i) bundled local and long distance services, as well as the Company’s enhance communications
services; (ii) up to a 10% to 15% discount to comparable pricing by the ILEC as well as promotional
discounts, depending on the individual market: and (iii) responsive customer service and account
management provided on a local level.

Foster Decenralized Local Management and Conirol. The Company believes that its success is
enhanced by building lacully based management teams that are responsible for the Company's success in
each of their operational markets. The Company has recruited experienced entrepreneurs and industry
executives as presidents of each of the Company's operating subsidiaries, many of whom have previously
built and led their own start-up telecommunications businesses. The local presidents and their teams are
charged with achieving growth objectives in their respective markets and have decision making authority
in key operating areas, including customer care, network growth and building connectivity, and managing
the relationship and provisioning efforts with the ILEC. The Company has established an incentive based
compensation policy for these management teams that is based upon the achievement of targeted growth
and operational objectives. The Company believes that this local management focus will provide a critical
competitive edge in customer acquisition and retention in each market.

Furtlier Develop Effective Direct Sales and Customer Care Organizations. WEXTLINK is building
a highly motivated and experienced direct sales force and customer care organization that is designed to
establish a direct and personal relationship with its customers. The Company has expanded its sales force
from 98 salespeople at year end 1996 10 223 salespeople at December 31, 1997. The Company expects to
further increase its sales force 10 approximately 350 salespeople by year end 1998, Salespeople are given
incentives through a commission structure that targets 40% of a salesperson’s compensation to be based
on performance. To ensure customer satisfaction, each customer will have a single point of contact for
customer care who is responsible for solving problems and responding to customer inquiries. The
Company has expanded its customer care organization from 36 customer care employees at year end
1996 10 162 customer care employees at December 31, 1997. The Company expects to further increase its
customer care organization to approximately 275 customer care employees by year end 1998.

Continuously Improve Provisioning Processes to Accelerate Revenue Growth. The Company be-
lieves that a significant ongoing challenge for CLECs will be to continuously improve provisioning
systems, which include the complex process of transitioning ILEC customers to the Company's network.
Accordingly, the Company will continue to identify and focus, as a key competitive strategy, on
implementing best provisioning practices in each of its markets that will provide for rapid and seamless
transitions of customers from the ILEC to the Company. To support the provisioning of its services, the
Company has begun the long-term development and implementation of a comprehensive information

4



technology platform geared toward delivering information and automated ordering und provisioning
capability directly 1o the end user as well as to the Company's internal staff. The Company believes that
these practices and its comprehensive information technology platform, as developed. will provide the
Company with a long-term competitive advantage and allow it to more rapidly implement switched local
services in its markets and 1o shorten the time between the receipt of a customer order and the generation
of revenues. The Company's improving capacity to provision access lines to its networks is reflected in the
number of access lines installed per business day. For those markets in which the Company has ofTered
switched local services since 1996, the rate increased from 44 installations per business day in the first
quarter of 1997 to 309 per business day in the fourth quarter of 1997.

Develop High Capacity Fiber Optic Networks with Broad Market Coverage. NEXTLINK designs .
its networks with a Jong-term view focusing on three key elements. First, the Company designs and builds
its networks to provide extensive coverage of those areas where the density of business lines is highest and
to enable the Company to provide direct connections 1o a high percentage of nearby commercial buildings
and ILEC centra! offices situated near the network. Over time, this broad coverage is expected to result in
a higher proportion of traffic that is both originated and terminated on the Company’s networks, which
should provide higher long-term operating margins. In addition, the Company is participating in the
FCC’s Local Multipoint Distribution Service (“LMDS") auction which, depending on the bidding and
deployment costs, may offer an economically efficient means to supplement the Company’s fiber network
build-out in some localities. Furthermore, a wireless loca! loop alternative may create competitive
pressure on high unbundled loep costs in certain areas. Second, the Company constructs high capacity
networks that utilize large fiber bundles capable of carrying high volumes of voice, data, video and
Internet traffic as well as other high bandwidth services. This strategy should reduce potential “overbuild™
costs and provide added network capacity as the Company adds high bandwidth services in the future. In
Atlanta, Chicago. New York and Newark, New Jersey, the Company will utilize leased dark fiber and
fiber capacity 1o launch facilities-based services and begin building a customer base in advance of
completing construction of its own fiber optic network in these markets. Third. the Company employs a
uniform technology platform based on Noriel DMS 500 switches. associated distribution technology and
other common transmission technologies enabiing the Company to (i) deploy features und functions
quickly in all of its networks, (ii) expand switching capacity in a cost effective manner and (iii) lower
maintenance costs through reduced training and spare parts requirements. The Company currently has 12
operational Nortel DMS 300 switches, including one installed switch at the Company’s testing and
network operations control center (“NEXTLAB™). For economic or strategic reasons. the Company may
in the future elect to utilize other switch vendors and may also acquire and utilize non-Nortel switches in
connection with acquisitions of other companies. The Company plans to install three additional Nortel
DMS 500 swiiches by June 1998. The Company also utilizes unbundled loops from the ILEC to connect
the Cormpany’s switch and network 1o end user buildings and is evaluating other alternatives for building
connectivity, including wireless connections, for the *last mile™ of transport.

Continwe Marker Expansion. The Company's goal is 10 add markets and market clusters to increase
its addressable business lines to approximately 15 million by the end of 1998 and 21 miliion by the end of
1999. The Company anticipates continued expansion into new geographic areas. including additional
large markets, as opportunities arise either through building new networks, acquiring existing networks or
other telecommunications companies, or acquiring or leasing dark fiber and fiber capacity. NEXTLINK
also believes that its strategy of operating its networks in clusters (i) offers substantial advantages
including economies of scale in management, marketing, sales and network operations, (ii) enables the
Company to capture a greater percentage of regional traffic and to develop regional pricing plans, because
the Company believes that a significant leve) of traffic terminates within 300 miles of its origination and
(iii) provides opportunities in smaller markets that are too small to develop on 2 stand-alone basis.

Offer Enhanced Communications Services. NEXTLINK offers customers value-added services

such as the Company's IVR products that are not dependent on the Company’s local facilities. The
Company offers its enhanced communications services in all of its markets, as well as in areas of planned
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network expansion. The Company believes these services increase its visibility in attracting local
exchange customers when it operates networks in these markets.

The Company's Telecommunications Services

Local and Long Distance Services

The Company commenced the offering of switched local and long distance services in seven markets on
July 4. 1996, and in 18 additional markets in 1997. In February 1998, the Company launched switched Jocal
and long distance services in Chicago, Hlinois and expects to commence the offering of switched Jocal and long
distance services in additional markets, including the south San Francisco Bay Area, New York City, Atlanta
and Newark (NJ) areas, during the remainder of 1998. The Company focuses its product offering on basic
telecommunications services, which it believes are the core of local exchange services. Pricing, which is
determined and implemented by the Company's operating subsidiary in each local market, has been generally
10% to 15% lower than the pricing for comparable local services from the ILEC and the Company also makes
promotiona! offering prices available from time to time. The Company's current product offering includes:

« Standard dia! tone, including touch tone dialing, 911, and operator assisted calling;
+  Multi-trunk services. including direct inward dialing (DID) and direct outward dialing (DOD):
« Long distance service. including 1+, 800/888 and opetator services;

+ Voice messaging with personalized greetings. send. transfer, reply and remote retrieval capabilities:
and

« Directony listings and assistance.

Currently, the Compuny offers CAP services in 26 markets, focusing on long distance carriers and the
private line needs of high volume customers. In addition, data services that are currently offered by the
Company include Ethernet. TOKEN rings. and Fiber Distributed Data Interface (FDDI).

The Company’s CAP services. which are used as both primary and back-up circuits, fall into three
principal categories: (1) special access circuits that connect end users 1o Jong distance carriers, (2) special
access circuils that connect long distance carriers’ facilities 1o one another and (3) private line circuits that
cornect severa! facilities owned by the same end user.

Enhanced Communications Services

NEXTLINK's IVR platform allows a consumer to dial into a computer-based system using a toll-free
sumber and a touch tone phone and. by following a customized menu, to access a variety of information and to
leave, simultaneously. a profile of the caller behind for use by either NEXTLINK or its clients. Currently,
NEXTLINK provides four types of IVR services:

s Leavel'ord — prompts the consumer to leave messages of any length or complexity, ranging from
catalog requests and contest entries to specific product questions and surveys;

o Dealer Locator — helps a consumer to locate the nearest dealer of the client’s products by instantly
identifying the consumer's area and responding with the names, addresses and phone numbers of the
client’s locations within any desired mileage radius;

o Automated Order Entry — allows consumers to purchase products using the interactive phone service
24-hours a day, with real-time order and credit card confirmation as well as arranging for delivery of
the new item to the consumer's desired address; and

o Imeractive Call Center — provides the consumer with a2 menu of selections that include Dealer
Locator, Automated Order Entry and other functions, including receiving a catalog. registering the
warranty of a2 product, contest entry and an option for callers to be forwarded to 2 live operator.
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The Company anticipates that it will continue to explore other enhanced communications services
opportunities and may acquire, invest in or establish marketing relationships with additional service providers
in the future that support its overall business and marketing strategies.

Sales and Customer Care
Overview

The Company utilizes a two-pronged sales strategy in each of its markets, one directed to the sale of local
and long distance services and the other to enhanced communications services. The primary sales efforts in the.
Company's markets are for switched local and long distance services focusing on small and medium-sized
businesses and professional groups with fewer than S0 business lines. The Company's market research
indicates that these customers prefer a single source for all of their telecommunications requirements,
including products, billing, installation, maintenance and customer service. Th¢ Company utilizes a direct
sales effort offering combined local and long distance services with prices that are generally at a 10% to 15%
discount from the ILEC. Providing a combination of local and long distance services provides the Company's
customers a level of convenience that has been generally unavailable since the break-up of AT&T. The
Company is 2lso marketing its enhanced communications services through a separate direct sales force in each
market, which is expected 10 increase the number of customers for all of NEXTLINK's telecommunications
services in that market at a faster rate. In addition, the Company is continuing its sales efforts for traditional
CAP services 1o long distance carriers and large commercial users.

Sales Force

The Compuny is building 2 highly motivated and experienced direct sales force and cusiomer care
organization that is designed 1o establish a direct and personal relationship with its customers. The Company
seeks 1o recruit salespeople with strong sales backgrounds. including salespeople from long distance
companies. telecommunications equipment manufacturers, network systems integrators and the JLECs. The
Company has expanded its sales force from 98 salespeople at year end 1996 to 223 salespeople at
December 31, 1997. The Company expects to further increase its sales force to approximately 350 salespeople
by year end 1998. Sulespeople are given incentives through a commission structure that targets 40% of a
salesperson’s compensation 10 be based on performance. With respect to traditional CAP services, the
Company currently utilizes a national sales force 10 establish and expand long distance company access service
sales. Sales efforts for long distance carriers are centralized in order to provide a single point of contact for
these customers.

The Company anticipates that its enhanced communications service offerings will continue to be sold
across the country by its existing national sales force for these services. The Company has also augmented
these efforts with a separate, targeted, locally based sales force in each of its markets. The Company believes
that this approach to each market will provide revenues that are incremental to its local exchange operations.

Customer Care

The Company is augmenting its direct sales approach with superior customer care and support through
locally based customer care representatives. The Company is structuring its customer care organization in
such 2 manner that each customer will have a single point of contact for customer care who is responsible for
solving problems and responding to customer inquiries. The Company has expanded its customer care
organization from 36 customer care employees at year end 1996 to 162 customer care employees at
December 31, 1997. The Company seeks to provide a customer care group that has the ability and resources to
respond to and resolve customer problems as they arise. The Company believes that customer care
representatives will be the most effective if they are based in the community in which the Company is offering
services, which placement will allow, among other things, the opportunity for the representatives to visit the
customer's location.



Network Development

General

In developing its networks, the Company has generally executed a strategy of (i) acquiring fully or
partiaily constructed fiber optic networks and (ii) designing and constructing high capacity fiber optic
networks with broad coverage. The Company has recently entered into leased dark fiber and fiber capacity
arrangements which allow the Company, by installing one or more switches and related electronics, to enter a
market prior to completing construction of a fiber optic network. The Company regularly evaluates markets as
locations for expansion of the Company's current networks and the development of additional networks. The
decision 1o build, acquire or utilize capacity of an existing network is not based on any single factor, but on a
combination of a2 number of factors including:

¢+ demographic, economic, telecommunications demand and business line characteristics of the market
and the surrounding markets;

+ level of capital expenditures relative to the number of business lines;

« availability of rights-of-way:

« actual and potential competitors: and

+ potenial for the Compuany to cluster additional networks in the region.

If a particular market targeted for development is deemed to present an attractive muarket opportunity,
the Company determines whether acquisition opportunities are aviilable. In some cases a large network ¢an be
accuired. and in other cases o small existing network cun serve as a starting point for market entry. If the
Comypany decides to build o new network, or substantially expund a small acquired system. the Company
Cesizns o proposed new or expanded network that can connect a large number of businesses. long distance
curriers points of presence and the ILEC's principal central offices in the area to be served, utilizing existing
rights-of-way and/or rights-of-way that the Company will develop. Concurrently, the Company's market
dervelopment personnel visit the location of the proposed network to begin discussions with city officials,
providers of rights-cf-way, potential end users and long distance companies.

Based on the duta developed during these preliminary studies and visits, the Company develops detailed
financial estimates of the cosis of constructing a network. including the cost of fiber optic cable, transmission
and other electronic equipment. as well as costs related to switching. engineering. building entrance
requireients and right-of-way acquisitions. If the financial estimates are satisfactory to the Company, the
Company’s market developmient personne! prepare a detailed business and financial plan for the proposed
network. including competitive. regulatory and right-of-way analyses. Based upon its review of these analyses,
the Company determines whether to proceed. The Company anticipates continuing the expansion of its
networks into new markets utilizing the market development analysis described above. The Company will seek
1o continue to expand its operations in states where it has established one or more networks, by continuing to
construct or acquire networks in adjocent areas to leverage its existing networks, switches and telecommunica-
tions equipment. thereby establishing a cost effective and operationally efficient cluster of networks in various
geographic regions.



The Company's Networks

The following table provides information on the markets in which the Company has launched switched
local and long distance services.
Launch Date for

State Market Switched Local Senices
Tennessee ........ Memphis July 1996
Nashville July 1996
Pennsrlvania . . .... Allentown July 1996
Harrisburg July 1996
Lancaster July 1996
Reading July 1996
Philadelphia July 1997
Scranton/Wilkes Barre December 1997
Washington ... .. .. Spokane July 1996
Uah............. Salt Lake City January 1997
Orem/Provo September 1997
Nevada .......... Las Vegas April 1997
Ohio............. Cleveland April 1997
Celumbus April 1997
Celifornia ........ Anaheim July 1997
Costa Mesa July 1997
Fullerton July 1997
Garden Grove Julv 1997
Huntington Beach July 1997
Inglenwood July 1997
Irvine July 1997
Long Beach July 1997
Los Angeles July 1997
Orange July 1997
Santa Ana July 1997
Hiinois . .......... Chicago February 1998

Network Architecture
Design

The Company builds or 2cquires its own fiber optic networks because it believes that facilities-based full
service telecommurnications companies whose networks are directly connected to their customers will have the
ability to respond more quickly to customer needs for capacity and services. Moreover, the Company believes
that facilities-based carriers develop a more knowledgeable, cooperative relationship with their customers,
improving their ability to provide new services and other telecommunications solutions. which should result in
higher long-1erm operating margins.

The Company believes that the future telecommunications market will be an interconnected network of
networks. The Company believes that calls will flow between local networks, with customers selecting their
service provider based on high quality and differentiated products, responsive customer service and price. In
some circumstances, depending in part upon regulatory conditions, the Company will utilize its own network
for one portion of a call and resell the services of another carrier for the remaining portion of a call. In other
instances, both the origination and 1ermination of calls will take place on the Company's networks. The
Company’s networks are designed to maximize connectivity directly with significant numbers of business end
users, and to easily interconnect and provide a least-cost routing flow of traffic between the Company's
network and other networks in the marketplace.



In general, the Company seeks to build wide, expansive networks, rather than a simple core ring in a
downtown metropolitan area. The Company believes that this type of broad coverage of the muarkets in which
it operates will result in the following advantages:

+ an increased number of buildings that ¢an be directly connected to the Compuny’s network. which
should maximize the number of businesses to which the Company can offer its services;

* a2 higher volume of telecommunications traffic both originating and terminating on the Company's
network, which should result in improved operating margins;

o+ the ability to leverage its investment in high capacity switching equipment and electronics; and

* the opportunity for the Company's network to provide backhaul carriage for other telecommunica-
tions service providers such as long distance and wireless carriers.

The Company seeks to further utilize this network design to increase the number of buildings and
customers directly connected to its networks. The Company believes that as compared to the exiensive use of
unbundled Joops and pursuing a pure resale business strategy, having a direct connection to its customers will
provide the Company with the highest long-term operating margins, allow the Company to provide greater
feature and quality control as well as offer customer service that is both prompt and effective, because the
network 10 be serviced is controlled by the Company and not another service provider.

The Company seeks 10 build high capacity networks using a backbone density ranging between 72 and
240 strands. A single pair of glass fibers on the Company's networks can currently transmit 32.256
simultaneous voice conversations, whereas a typical pair of copper wires can currently carry a maximum of 24
digitized simsultaneous voice conversations. The Company believes that installing high count fiber sirands will
allow the Company to offer a higher volume of voice and broadband services without incurring significant
additional construction costs.

Construction

The construction period of a new network varies depending upon the scope of the activities, such as the
rumber of backbone route miles to be installed, whether the construction is underground or aerial, whether the
conduit is in place or requires construction, the initial number of buildings targeied for connection 1o the
retwork backbone and the general configuration for its deployment. Afier installing the network backbone, the
Company evaluates extensions 10 additional buildings and expansions to other areas of a market, based on
detailed assessments of market potential.

The Compamy's network backbones are insialled in conduits that are either owned by the Company or
leased from third parties. The Company leases conduit or pole space from entities such as utilities, railroads,
long distance carriers, state highway authorities, local governments and transit authorities. These arrange-
ments are generally for multi-year terms with renewal options, and are nonexclusive. The availability of these
arrangements is an imporiant part of the Company's evaluation of a market. Cancellation of any of the
Company's material right-of-way agreements could have an adverse effect on the Company's business in that
zr2a and could have a material adverse effect on the Company.

Office buildings are connected primarily by network backbone extensions to one of 2 number of physical
rings of fiber optic cable, which originate and terminate at the Company's central node. Alternatively, the
Company may access an end user's location through interconnection with the ILEC's central office. The
Company is also evaluating other alternatives for building connectivity, including wireless connections, for the
“Jast mile” of transpori. Signals are generally sent through a network backbone to the central node
simultaneously on both primary and alternate protection paths. Most buildings served have a discrete
Company presence (referred 1o as 2 “‘remote hub™) located in the building. Within each building, Company-
owned internal wiring connects the remote hub to the customer premise. Customer equipment is connected to
Company-provided electronic equipment generally located in the remote hub, where customer transmissions
are digitized, combined and converted to an optical signal. The traffic is then transmitted through the network
backbone to the Company’s central node where originating traffic is reconfigured for routing to its ultimate
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destination. Afier completion of network construction, the Company employs maintenance and line crews that
are responsible for responding to outages and routine maintenance of the network.

In January 1998, the Company and Nextel Communications, Inc. (“Nextel”) formed NEXTBAND
Communications. L.L.C. (“NEXTBAND"), a joint venture which is owned 50% by the Conipany and 50%
by Nextel. On January 20, 1998, NEXTBAND filed an application with the FCC for which it paid a
$50.0 million refundable deposit 1o participate in the LMDS auction which began on February 18, 1998. Of
the deposit amount, $25.0 million was contributed by the Company. LMDS is a fixed broadband point-to-
multipoint service which the FCC and industry analysts anticipate will be used for the deployment of wireless
local loop, high-speed data transfer and video broadcasting services. Two licenses will be offered in each of
493 BTAs when the auction commences. Although the number of licenses that may be awarded to’
NEXTBAND is limited by the amount of the deposit, NEXTBAND has applied for and is eligible to bid on
any of the markets being auctioned for the block A license (1,150 MHz of spectrum) and the block B license
(150 MHz of spectrum).

The Company is exploring LMDS for two reasons. Depending upon the bidding and deployment costs,
LMDS may offer an economically efficient means to supplement the Company’s fiber network build-out in
some localities. In addition, a wireless local loop alternative may create competitive pressure on high
unbundled loop costs in certain areas. There can be no assurance that NEXTBAND's participation in the
auction will result in the purchase of any LMDS licenses or that LMDS spectrum for wireless connectivity
will provide a cost-effective and efficiently engineered means to connget to end user locations.

In June 1997, the Company entered into an eight year exclusive agreement, which contains a five year
renewazl option. with a company that has excess fiber capacity in each of Atlanta, Chicago, New York and
Newark (NJ). In addition to this capacity arrangement, the Company also entered into 2 20-year lease of
capacity over an existing 47-mile fiber network which extends from the Wall Street area north to midtown
Manhatian. In February 1998, the Company entered into an agreement for exclusive rights to multiple fibers
and innerducts for 20 years, with two 10 year renewals. The route covered by the agreement extends over 650
route miles from Muanhattan 1o White Plains (NY), to Stamford (CT), to Newark (NJ) and south from
Marhaitan through Philadelphia. Wilmington (DE), Baltimore, and to Washington (DC). The route will
offer frequent splice points within meiropolitan areas and splice points at least every 10,000 feet on routes
between metropolitan areas. as well as provide access to ILEC central and tandem switching offices.

Cniform Technology Plaiform

The Company is implementing a consistent technology platform based on the Nortel DMS 500 switch
throughout its networks. Unlike 2 traditional long distance or local switch, the Nortel DMS 500 switch will
enuble the Company 10 provide local and long distance services from a single platform. The Company believes
that having a standardized switch platform will enable it to (i) deploy features and functions quickly in all of
its netvworks. (ii) expand switch capacity in a cost effective manner and (iii) lower maintenance costs through
reduced training and spare parts requirements. In addition, the scalability and capacity of these switches will
allow the Company to switch calls from more than one market, which enhances the Company's ability to use a
clustered approach to the building of its networks. For economic or strategic reasons, the Company may in the
future elect to utilize other switch vendors and may also acquire and utilize non-Nortel switches in connection
with acquisitions of other companies.

The Compuny also is establishing a uniform transmission technology utilizing SONET design and
standardized digital access and cross connect systems (“DACCS") and other ancillary transmission
equipment. DACCS provide the ability 1o aggregate and disaggregate capacity along the fiber optic network.
Using DACCS, the capacity of 24 DS-0s can be aggregated 1o form a DS-1 and, again through the DACCS,
28 DS-1s can be aggregated to form a DS-3.

The Company's NEXTLAB facility contains a fully functional Nortel DMS 500 switch in a configuration
that simulates the working environment of the Company's operational switches as well as distribution and
ancillary equipment. Located in Plano, Texas, NEXTLAB operates separate and apan from the Company’s
operational switches as a testing facility and will serve as the Company’s network operations control center
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(NOCC). NEXTLAB provides the Company with a means to test switch software and service configurations
prior to their release on the Company's networks. The Company believes that this process should:
(i) minimize network outages, (ii) save network operating and training costs and (iii) improve levels of
customer service. ‘

Implementation of Local Telecommunications

A company preparing to offer local exchange services not only requires an installed switch, but also must
have numerous network and routing arrangements in place. NEXTLINK has established all of these
arrangements for Pennsylvania, Tennessee, Washington, Utah, Ohio, Nevada, California and Illinois. These
key elements include: .

Interconnection. The Company has executed interconnection agreements for all of its current operating
networks: in Nashville and Memphis, Tennessee, with BellSouth Telecommunications, Inc.; in Harrisburg,
Reading, Lancaster and Allentown, Pennsylvania, with Bell Atlantic-Pennsylvania, Inc.; in New York,
New York with Bell Atlantic-New York, Inc.; in Chicago, Illinois, and in Cleveland and Columbus, Ohio,
with a division of Ameritech; in Spokane, Washington, and Salt Lake City and Provo/Orem, Utah with
U S WEST Communications, Inc.; in Los Angeles, California and the surrounding markets, with Pacific Bell
and GTE Corporation; and in Las Vegas, Nevada, with a division of Sprint. The Company is currently
negotiating with BellSouth for an interconnection agreement to cover Atlanta by the end of the third quarter
of 1998. In addition, the Company believes that interconnection arrangements between the ILECs and other
CLECs or the Company will be in place in other markets that the Company may enter. The Company likely
will initially “piggy-back™ on these other arrangements while pursuing more favorable long-term
arrangements.

The Company's approach to interconnection has been a two-step process. To accelerate its Jaunch of
switched local services, the Company has entered into initial interconnection arrangements that allow for the
immediate exchange of local traffic with the ILEC. These arrangements allow the Compuny 1o commence
service immediately and then work to optimize its arrangements with the ILEC. The Company's ILEC
agreements are now being re-negotiated under Sections 251 and 252 of the Telecom Act. The actual operating
experience gained through the Company’s initial interconnection agreements gives the Company eritical
knowledge for negotiating longer term arrangements. In some cases, where agreement on a long-term
arrangement cannot be reached, the Company may pursue binding arbitration before the state uiility
commissions as provided under the Telecom Act. The Company currently has arbitration proceedings pending
in Pennsylvania and Tennessee with Bell Atlantic and BellSouth, respectively. Negotiations are continuing
with both parties during the pendency of the arbitration proceedings. There can be no assurance, however, that
the Company will be able 10 negotiate Jonger term relationships on terms and conditions satisfactory to the
Company.

Telephone Numbers. The Company has been offered interim number portability arrangements by the
ILEC in each of its markets, and the Company also is engaged in industry negotiations 1o establish permanent
number portability. Number poriability arrangements will allow ILEC customers to retain their telephone
numbers when changing local exchange service carriers. In addition, the Company has been allocated multiple
blocks of 10,000 telephone numbers for each of its Tennessee, Washington, Pennsylvania, Ohio, Utah,
Nevada, California and Illinois networks, and has applied for such numbers in New York, for use in assigning
new numbers to its customers. These numbers, known as NXX numbers, are the first three digits of a
customer’s seven digit local phone number. In each of these cases, the NXX is fully loaded into the Local
Exchange Routing Guide or LERG, which instructs JLECs and other carriers 1o send a call using a
NEXTLINK NXX 10 the appropriate NEXTLINK switch, for delivery 1o the NEXTLINK customer.

887 Point Codes. For each of the Company's switches, the Company has been assigned Point Codes for
use with the advanced signaling system known as SS7 which is a separate or “out of band"” communications
channel used between telecommunications carriers 1o set up and control traffic on and between networks. The
Company has designed its network to fully utilize SS7 signaling, which improves call processing times and
frees capacity for voice, data, and video transmissions. The Company has entered into an agreement with a
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national SS7 service provider that will allow the Company to utilize SS7 signaling in its current and new
markets nationwide.

Regulatory Overview
Overview

The Company’s services are subject to varying degrees of federal, state and local regulation. The FCC
generally exercises jurisdiction over the facilities of, and services offered by, telecommunications common
carriers that provide interstate or international communications. The state regulatory commissions retain
jurisdiction over the same facilities and services to the extent they are used to provide intrastate communica-
tions. Local governments sometimes impose franchise or licensing requirements on local exchange and other
carriers and regulate street opening and construction activities.

The Telecom Act imposes on ILECs certain interconnection obligations that, taken together, grant
competitive entrants such as the Company what is commonly referred to as “co-carrier status.” In addition,
the Telecom Act generally preempts state or local legal requirements that prohibit or have the effect of
prohibiting any entity from providing telecommunications services. The Telecom Act allows state regulatory
authorities to continue to impose competitively neutral requirements designed to promote universal service,
protect public safety and welfare, maintain quality of service and safeguard the rights of consumers. The
Telecom Act also preserves the ability of state and local authorities to manage and require compensation for
the use of public rights-of-way by telecommunications providers including competitors of the JLECs in the
local market.

It is anticipated that co-carrier status and the preemption of state and local prohibitions on entry could
permit the Company to become a full service provider of switched telecommunications services anywhere in
the United States. The following table summarizes the interconnection rights granted by the Telecom Act that
are most imporiant to the achievement of this goal and the Company’'s belief as to the anticipated effect of the
new requirements, if properly implemented.

Issue Definition Anticipated Effect

Interconnection Efficient network interconnection  Allows a CLEC 10 service and
1o transfer calls back and forth terminate calls to and from
between JLECs and competitive  customers connected to other
networks (including 911, O+, networks
directory assistance, etc.)

Loza! Loop Unbundling Allows competitors to selectively  Reduces the capital costs of a

gain access 1o ILEC wires which  CLEC to serve customers not
connect JLEC central offices with  directly connected to its networks
customer premises

Reciprocal Compensation Mandates reciprocal Improves the CLEC's margins for
compensation for local traffic local service
exchange between JLECs and
competitors

Number Portability Allows customers to change local  Allows customers to switch to a
carriers without changing CLEC's loca! service without
numbers; true portability allows changing phone numbers
incoming calls to be routed
directly to a competitor. Interim
portability allows incoming calls
1o be routed through the ILEC to
2 competitor at the economic
equivalent of true portability

Access to Phone Numbers Mandates assignment of new Allows CLECs to provide
telephone numbers 1o competitive  telephone numbers 1o new
telecommunications provider's customers on the same basis as
customers the ILEC
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While the interconnection rights established in the Telecom Act are a necessary prerequisite 10 the
introduction of full local competition, they must be properly implemented to be effective. Significant
implementation issues remain to be resolved, including modifications to, and expansions of, the ILEC network
interface facilities, before the barriers to entry into the local telephone business are sufficiently lowered 1o
permit widespread competitive entry. See “Federal Legislation™ below for a more complete explunation of the
potential effect of the Telecom Act on the Company’s business.

Federal Legislation

The Telecom Act, enacted on February 8, 1996, substantially revised the Communications Act of 1934,
The Telecom Act establishes a regulatory framework for the introduction of local competition throughout the
United States. Among other things, the Telecom Act preempts any state or local government from prohibiting
any entity from providing telecommunications service. This provision eliminated prohibitions on entry found in
almost half of the states in the country at the time the Telecom Act was passed. In addition, the Telecom Act
now requires that ILECs provide CLECs with physical collocation on rates, terms and conditions that are just
and reasonable, unless the ILEC can demonstrate 10 state regulators that physical collocation is not practical.
The Company believes that either physical or virtual collocation of its facilities in a timely fashion for
appropriate rates and terms will accommodate its purposes.

The Telecom Act also establishes a dual federal-state regulatory scheme for eliminating other barriers to
competition faced by competitors to the ILECs and other new entrants into the local telephone market.
Specifically, the Telecom Act imposes on ILECs certain interconnéction obligations, some of which are to be
implemented by FCC regulations. The Telecom Act contemplates that states will apply the federal regulations
and oversee the implementation of all of the aspects of interconnection not subject to FCC jurisdiction as they
oversee interconnection negotiations between ILECs and their new competitors.

In zdditian, the Telecom Act provides that ILECs that are subsidiaries of RBOCs cannot combine in-
region. Jong distance services across LATAs with the local services they offer until they have demonstrated
that (i) they have entered into an approved interconnection agreement with a facilities-based CLEC or that
no such CLEC has requested interconnection as of a statutorily determined deadline, (ii) they have satisfied a
14-element checklist designed 1o ensure that the ILEC is offering access and interconnection 1o all local
exchange carriers on competitive terms and (iii) the FCC has determined that in-region, interLATA approval
is consistent with the public interest, convenience and necessity.

On July 2, 1997, SBC and i1s local exchange carrier subsidiaries filed a Jawsuit in the United States
District Court for the Northern District of Texas challenging on Constitutional grounds the Telecom Act
restrictions z2pplicable to the RBOCs only. On December 31, 1997, the District Court ruled in favor of SBC
and held tha: Sections 271 through 275 of the Telecom Act, including the long distance entry provisions, are
unconstituiional. On February 11, 1998, however, the District Court issued a stay of its December 31, 1997
decision pending appeal 1o the United States Circuit Court of Appeals for the Fifth Circuit. The appeal is
currently pending.

Federal Regulation

The FCC has significant responsibility in the manner in which the Telecom Act will be implemented
especially in the areas of universal service, access charges, numbering, number portability and price caps. The
details of the rules adopted by the FCC will have a significant effect in determining the extent to which
barriers to competition in local services are removed, as well as the time frame within which such barriers are
eliminated. The FCC may also grant ILECs increased pricing flexibility to enable them to respond to
compstition for special access and private line services. To the extent such pricing flexibility is granted, the
Company’s ability to compete for certain services may be adversely affected.

On August 8, 1996, the FCC issued an order containing rules providing guidance to the ILECs, CLECs,
long distance companies and state PUCs regarding several provisions of the Telecom Act. The rules inciude,
among other things, FCC guidance on (i) discounts for end-1o-end resale of ILEC local exchange services
(which the FCC has suggested should be in the range of 17%-25%), (ii) availability of unbundled local loops
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and other unbundled JLEC network elements, (iii) the use of Total Element Long Run Incremental Costs
(“TELRIC") in the pricing of these unbundled network elements, (iv) average default proxy prices for
unbundled local loops in each state, (v) mutual compensation proxy rates for termination of ILEC/CLEC
loca) calls and (vi) the ability of CLECs and other interconnectors 1o opt into portions of interconnection
agreements negotiated by the ILECs with other parties on a most favored nation (or a *pick and choose™)
basis. See below for a discussion of the Eighth Circuit Court of Appeals decision invalidating certain aspects
of this order,

On May 8, 1997, the FCC released an order establishing a significantly expanded federal telecommu-
nications subsidy regime. For example, the FCC established new subsidies for services provided to qualifying
schools and libraries with an annual cap of $2.25 billion and for services provided to rural health care providers.
with an annual cap of $400 million. The FCC also expanded the federal subsidies to low income consumers.
Providers of intersiate telecommunications services, such as the Company, as well as certain other entities,
must pay for these programs. The Company’s share of the schools, libraries and rural health care funds will be
based on its share of the total industry telecommunications service and cenain defined telecommunications
end user revenues. The Company's share of all other federal subsidy funds will be based on its share of the
to1al interstate telecommunications service and certain defined telecommunications end user revenues. The
Company intends to make all subsidy payments required by law. In the May 8 order, the FCC also announced
that it will soon revise its rules for subsidizing service provided to consumers in high cost areas. Several parties
have appealed the May 8 order. Such appeals have been consolidated and transferred to the United States
Court of Appeals for the Fifth Circuit where they are currently pending. In addition, on July 3, 1997, several
ILECs filed a petition for stay of the May 8 order with the FCC. That petition is also pending.

In 2 combined Report and Order and Notice of Proposed Rulemaking released on December 24, 1996,
the FCC made changes and proposed further changes in the interstate access charge structure. In the Report
and Order, the FCC removed restrictions on ILECs’ ability 1o lower access prices and relaxed the regulation
of new switched access services in those markets where there are other providers of access services. If this
increased pricing flexibility is not effectively monitored by federal regulators, it could have a material adverse
efTect on the Company’s ability 10 compete in providing interstate access services. On May 16, 1957, the FCC
released an order revising its access charge rate structure. The new rules substantially increase the costs that
JLECs subject 1o the FCC's price cap rules (“price cap LECs") recover through monthly, no-traffic sensitive
access charges and substantially decrease the costs that price cap LECs recover through traffic sensitive access
charges. In the May 16 order, the FCC also announced its plan to bring interstate access rate levels more in
line with cost. The plan will include rules 10 be established sometime this year that grant price cap LECs
increased pricing flexibility upon demonstrations of increased competition (or potential competition) in
relevant markets. The manner in which the FCC implements this approach 1o lowering access charge levels
will have a material effect on the Company's ability 10 compete in providing interstate access services. Several
parties have appealed the May 16 order. Those appeals have been consolidated and transferred to the United
States Court of Appeals for the Eighth Circuit where they are currently pending.

As part of its overall plan 1o lower interstate access rates, the FCC also released an order on May 21,
1997, in which the FCC revised its price cap rules. In the order, the FCC increased the so-called X-Factor
(the percentage by which price cap LECs must lower their interstate access charges every year, net of inflation
and exogenous cost increases) and made it uniform for all price cap LECs. The results of these rule changes
will be both a one-time overall reduction in price cap ILEC interstate access charges and an increase in the
rate at which those charges will be reduced in the future. Several parties have appealed the May 21 order.
Those appeals were consolidated and transferred to the United States Court of Appeals for the Tenth Circuit.
They have been subsequently transferred to the United States Court of Appeals for the District of Columbia
where they are currently pending.

On January 2, 1997, Ameritech of Michigan became the first RBOC to apply for authority 1o provide in-
region interLATA service pursuant 1o Section 271 of the Telecom Act. The application was withdrawn and
refiled on May 21, 1997. That application was denied on August 19, 1997. In denying the application, the FCC
established specific and substantial criteria that must be met before future Section 271 applications will be
granted.

15



On April 11, 1997, SBC Communications, Inc. (“*SBC") applied to the FCC for authority to provide
in-region intlerLATA service in the state of Oklahoma. On June 26, 1997, the FCC released an order rejecting
SBC's application on the grounds that SBC had not demonstrated either that SBC had entered into an
approved interconnection agreement with a facilities-based CLEC or that no CLEC had requested intercon-
nection as of the statutory deadline. On July 3, 1997, SBC filed an appeal of the June 26 order with the United
States Court of Appeals for the District of Columbia. On March 20, 1998, the Court of Appeals upheld the
FCC'’s order.

In September and November 1997, BellSouth Corporation (“BellSouth™) filed applications for authori-
zation to provide in-region interLATA service in the states of South Carolina and Louisiana. On Decem-
ber 24, 1997 and February 4, 1998, respectively, the FCC released orders rejecting BellSouth's applications
which conclude that BellSouth had not yet demonstrated that it generally offered each of the items of the
competitive checklist set forth in the Telecom Act. On January 13, 1998, BellSouth filed an appeal for the
December 24, 1997 ruling with the United States District Court of Appeals for the District of Columbia. That
appeal is currently pending.

The Company anticipates that RBOCs will continue to apply for authority to provide in-region
interLATA services in markets where the Company operates or plans 10 operate. The Company also expects
that the FCC will initiate a number of additional proceedings, on its own initiative and as a result of requests
from CLECs and others, as a result of the Telecom Act. While the Eighth Circuit’s recent decision in the
appeal of the August 8, 1996 order limits the FCC’s jurisdiction over the local competition provisions of the
Telecom Act, such proceedings may nonetheless further define and construe the Telecom Act's terms.

Court of Appeals Decision

\'arious parties. including ILECs and state PUCs. filed appeals of the FCC’s August 8, 1996 order in
varicus U. S. Courts of Appeal. and several parties petitioned the FCC and the courts 10 stay the effectiveness
of the FCC's rules included in the FCC's order, pending a ruling on the appeals. Many of the appeals were
consolidated and transferred to the United States Court of Appeals for the Eighth Circuit. On July 18, 1997,
the Eighth Circuit overturned the pricing rules established in the August 8, 1996 order, except those
applicable 10 commercial mobile radio service providers. The Eighth Circuit held that, in general, the FCC
doss not have jurisdiction over prices for interconnection, resale, leased unbundied network elements and
traffic terminztion. The Eighth Circuit also overturned the FCC's “pick and choose™ rules as well as centain
other FCC rules implementing the Telecom Act's local competition provisions. In addition, the Eighth Circuit
decision substantially limits the FCC's authority to enforce the local competition provisions of the Telecom
Act,

On October 14, 1997, the Eighth Circuit vacated the FCC’s rule prohibiting ILECs from separating
unbundled network elements that are already combined, except at the request of CLECs. In addition, under
the decision, ILECs are not required to recombine unbundled network elements, but must make such
elements available for CLECs to recombine on their own.

On January 22, 1998, the Eighth Circuit issued a writ of mandamus ordering the FCC to follow the
court's July 1997 decision in addressing certain pricing issues in the context of RBOC Section 271 in-region
interLATA entry applications.

On January 26, 1998, the United States Supreme Court agreed 10 hear challenges to the Eighth Circuit's
July 18, 1997 and October 14, 1997 decisions. The Court has agreed to review all issues raised by the
government, the RBOCs, and competitors. These include whether the FCC has authority (i) to set prices that
JLECs charge CLECs for access to local networks, (ii) to require ILECs 10 allow CLECs to use provisions of
existing interconnection agreements in their own agreements and (iii) to force ILECs to offer existing
combinations of unbundled network elements needed to provide local service. Because the Court will hear the
consolidated cases in its next term which begins in October, a decision is not expected until next year.

16



In the short term the Company believes that the Eighth Circuit decisions will not have a material adverse
effect on it, because the Company already has interconnection agreements in place, or expects to have such
agreements in place. under the provisions of the FCC's order and the Telecom Act which were not invalidated
by the Court. The decision does not delay the implementation of the Telecom Act by the parties and by the
state PUCs, but rather eliminates the guidance on pricing and most favored nation procedures as well as other
issues that the FCC sought to provide to parties and the state PUCs.

In the long term, the Eighth Circuit's decisions make it more likely that the rules governing local
competition will vary from state to state. Most states have already begun to establish rules for local
competition that are consistent with the FCC rules overturned by the Eighth Circuit. If a patchwork of state
regulations were to develop, it could increase the Company’s costs of regulatory compliance and could make:
competitive entry in some markets more difficult and expensive than in others.

State Regulation .

The Company expects that as it offers local exchange and other intrastate services in an increasing
number of states, it will be subject to direct state public utility commission (“PUC”) regulation in most, if not
all, such states. In states where the Company desires to offier its services, the Company may be required to
obtain authorization from the appropriate state commission, including certification as a CLEC. In all states
where the Company is operational and certification as a CLEC is currently required, the Company's operating
subsidiaries are certificated. In those markets where the Company anticipates launching services in 1998, it
has received or applied for such certification.

In most states, the Company is required to file tariffs or price lists setting forth the terms, conditions and
prices for services which are classified as intrastate. In some states, the Company’s tarifl can list a range of
prices for particular services, and in others. such prices can be set on an individual customer basis. The
Company is not subject to price cap or 10 rate of return regulation in any state in which it currently provides
services.

As noted above, as a result of the July 18, 1997 Eighth Circuit decision, PUCs have an even more
significant responsibility in implementing the Telecom Act. Specifically, the states have authority 1o establish
interconnection pricing, including unbundled loop charges, reciprocal compensation and wholesale pricing.
The states are also charged under the Telecom Act with overseeing the arbitration process for resolving
interconnection negotiation disputes between CLECs and the ILECs. The Telecom Act allows state
regulatory authorities to continue 10 impose competitively neutral requirements designed to promote universal
service, protect public safety and welfare, maintain quality of service and safeguard the rights of consumers.

Local Government Authorization

In cenain locations, the Company is required 10 obtain local franchises, licenses or other operating rights
and street opening and construction permits to install, expand and operate its fiber-optic networks. In some of
the areas where the Company provides network services, the Company’s subsidiaries pay license or franchise
fees based on a percentage of gross revenues or on a per linear foot basis. There is no assurance that certain
cities that do not currently impose fees will not seek to impose such fees in the future, nor is there any
assurance that, following the expiration of existing franchises, fees will remain at their current levels. Under
the Telecom Act, state and local governments retain the right to manage the public rights-of-way and to
require fair and reasonable compensation from telecommunications providers, on a competitively neutral and
nondiscriminatory basis, for use of public rights-of-way.

If any of the Company's existing franchise or license agreements were terminated prior 10 its expiration
date and the Company were forced 1o remove its fiber from the streets or abandon its network in place, such
termination would have a material adverse effect on the Company's subsidiary in that area and could have a
material adverse effect on the Company. The Company believes that the provisions of the Telecom Act
barring state and local requirements that prohibit or have the effect of prohibiting any entity from providing
telecommunications service should be construed 1o limit any such action. However, there can be no assurance
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that one or more local authorities will not attempt to take such action. Nor is it clear that the Company would
prevail in any judicial or regulatory proceeding to resolve such a dispute.

Competition

As noted above, the regulatory environment in which the Company operates is changing rapidly. The
passage of the Telecom Act combined with other actions by the FCC and state regulatory authorities
continues to promote competition in the provision of telecommunications services.

ILECs . .

In each market served by its networks. the Company faces, and expects to continue to face, significant
competition from the 1LECs, which currently dominate their local telecommunications markets.

The Company competes with the ILECs in its markets for local exchange services on the basis of product
offerings, reliability, state-of-the-art technology, price, route diversity, ease of ordering and customer service.
However, the ILECs have long-standing relationships with their customers and provide those customers with
various transmission and switching services that the Company, in many cases, does not currently offer. The
Company has sought, and will continue to seek, to achieve parity with the ILECs in order 10 become able 10
provide a full range of local telecommunications services. See *“Regulatory Overview” for additional
information concerning the regulatory environment in which the Company operates. Existing competition for
private line and special access services is based primarily on ‘quality, capacity and reliability of network
facilities, customer service. response 1o customer needs, service features and price, and is not based on any
proprietany technology. As a result of the comparatively recent installation of the Company's fiber optic

stworks, its dual path architectures and the state-of-the-art technology used in its networks, the Company
may have cost and service quality advantages over some currently available 1LEC networks.

Other Compctitors

The Company also faces. and expects to continue to face, competition from other potential competitors in
certain of the markets in which the Cempany offers its services. In addition 10 the ILECs and CAPs, potential
competitors capable of offering switched local and long distance services include long distance carriers such as
AT&T. MCI Communications Corporation (“MCI™). Sprint Corporation (“Sprint™) and WorldCom, Inc.
("WorldCom™). cable television companies such as TeleCommunications. In¢c. and Time Warner, Inc.,
electric utilities. microwave carriers. wireless tclephene system operators and private networks built by large
end users.

The Company believes that the Telecom Act. as well as a recent series of completed and proposed
transaciions between JLECs and long distance companies and cable companies, increases the likelihood that
barriers 10 local exchange competition will be removed. The Telecom Act states that entry barriers must be
lowered in the areas served by ILECs that are subsidiaries of RBOCs before such JLECs are permitted to
provide in-region, interLATA services. When ILECs that are RBOC subsidiaries are permitied to provide
such services, they will be in a position 1o offer single source service. ILECs that are not RBOC subsidiaries
may offer single source service presently.

In some cases, cable 1elevision companies are upgrading their networks with fiber optics and installing
facilities to provide fully interactive transmission of broadband voice, video and data communications. In
addition, under the Telecom Act, electric utilities may install fiber optic telecommunications cable and may
facilitate provision of telecommunications services by electric utilities over those networks if granted
regulatory authority to do so. Cellular and PCS providers may also be a source of competitive local telephone
service.

Ths Company also competes with equipment vendors and installers, and telecommunications manage-
ment companies, with respect to certain portions of its business.

A continuing trend towards business combinations and alliances in the telecommunications industry may
create significant new competitors to the Company. In addition, many of the Company’'s existing and potential



competitors have financial, personnel and other resources, including name recognition, significantly greater
than those of the Company.

The Company also competes with long distance carriers in the provision of long distance services.
Although the long distance market is dominated by four major competitors, AT&T, MCI, Sprint and
WorldCom, hundreds of other companies also compete in the long distance marketplace.

With respect 10 the Company's enhanced communications service offerings, each is subject to competi-
tion. For example, there are several competitors that offer IVR services, such as Call Interactive, which the
Company believes focuses its sales efforts on large volume IVR service users. Another competitor, Telemedia,
which is owned by Sprint, also offers significant call volume capacity. With respect 10 Magic Number, the-
Company’s virtual communications center, there are numerous competitors with product offerings that include
some or all of the services offered by Magic Number.

Purchasing and Distribution

With respect to the Company's fiber optic networks, which constitute the Company's most significant
capital investments, the Company has entered into general purchase agreements with key equipment suppliers
for fiber and fiber optic transmission equipment, with Nortel for telecommunications switches, and with other
suppliers for various other components of each system. These agreements provide the basic framework under
which purchase orders for these system components will be made. The specific purchases made for each
network depend upon the configuration and other factors related to the network, such as the prospective
customer base and location and the services to be offered over the network. Once these decisions are made,
purchase orders for the appropriate fiber and selected equipment types are placed under the general purchase
agreements. In connection with the Company’s provision of long distance services. it purchases capacity at
wholesale rates from long distunce carriers.

Emplosecs

As of December 31, 1997, the Company emploved 1.327 people, including full-tinse and part-time
employees. The Company considers its empioyee relations to be good. None of the employees of the Company
is covered by a collective bargaining agreement.

Trademarks and Trade Nanes

The Company uses the name “NEXTLINK™ as its primary business name. In July 1995, the Company
filed for federa! trademurk proteciion of this name and received its notice of allowance from the U.S. Patent
and Trademark Office (the “PTO™) on July 1, 1997. In addition, the Company has received 2 notice of
allowance from the PTO of its distinctive floating “X™ and related marks as protected trademarks under
federal law. The Company from time 10 time receives requests to consider licensing certain patents held by
third parties that may have bezring on its IVR and viriual communications center services. The Company
considers such requests on their merits, but has not 10 date entered into any such license agreements.

Glossary

Addressable business lines — In accordance with industry practice, the Company includes in its
calculation of actual and targeted addressable business lines all business lines currently in active use through
any service provider in each market area in which the Company has or plans to build a network.

CAP (competitive access provider) — A company that provides its customers with an alternative to the
ILEC for local private line and special access telecommunications services.

Central offices — The switching centers or central switching facilities of the LECs.

CLEC (comperitive local exchange carrier) — A company providing local telephone services in competi-
tion with the ILEC.
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Co-carrier siatus — A regulatory scheme under which the ILEC is required 10 integrate new, competing
providers of local exchange service, such as the Company, into the sysiems of truffic exchange, inter-carrier
compensation, and other inter-carrier relationships that already exist among ILECs in most jurisdictions.

Collocation — The ability of a CLEC such as the Company to connect its network 1o the ILECs' central
offices. Physical collocation occurs when a CLEC places its network connection equipment inside the ILEC's
central offices. Virtual collocation is an alternative to physical collocation pursuant to which the ILEC permits
a CLEC 10 connect its network to the ILEC's central offices on comparable terms, even though the CLEC's
network connection equipment is not physically located inside the central offices.

Dark fiber — Unused fiber through which no light is transmitied. Dark fiber is provided with the
customer expected to supply the required electronics and signals.

Dedicated — Telecommunications lines dedicated or reserved for use by particular customers and
charged on a flat, usually monthly, basis.

DS-0, DS-1, DS-3 — The standard circuit capacity classifications. Each of these transmission services can
be provided using the same type of fiber optic cable, but offer different bandwidth (that is, capacity),
depending upon the individual needs of the end user. A DS-0 is a dedicated circuit that is considered to meet
the requirements of usual business communications, with transmission capacity of up to 64 kilobits of
bandwidth per second (that is, a voice grade equivalent circuit). This service offers a basic low capacity
dedicated digital line for connecting telephones. fax machines. personal computers and other telecommunica-
tions equipment. A DS-1 is a high speed digital circuit typically linking high volume customer locations 1o
long distance carriers or other customer locations. Typically utilized for voice transmissions as well as the
interconnection of LANs, DS-1 service accommodates transmission speeds of up to 1.544 megabits per
second. which is the equivalent of 24 voice grade equivalent circuits. DS-3 service provides a very high
copacin digital circuit with transmission capacity of 45 megabits per second. which is equivalent 10 28 DS-1
circuits or 672 voice grade equivalent circuits. This is a digital service used by long distance carriers for central
ofice connzetions and by some large commercial users 1o link multiple sites.

FCC — Tihe United States Federal Communications Commission.

FDDI! (fiber disiribuied dara interface) — Based on fiber optics, FDDI is 2 100 megabit per second local
area neiverk techrology used to connect computers. printers, and workstations at very high speeds. FDD] is
also used oy hackbone technolegy to interconnect other LANS.

Fiber mile — The number of route miles installed (excluding pending installations) along a telecommu-
rications path muhiplied by the number of Aibers along that path. See the definition of “route mile™ below.

ILEC iincumbent local exchange carrierj — A company that was providing local exchange service prior
1o the enin of the CLECs.

Local Exchange — A geographic area determined by the appropriate state regulatory authority in which
calls generally are transmitted without 108 charges to the calling or called party.

Line — An electrical path between an ILEC central office and a subscriber.

Long distance carriers (interexchange carriers) — Long distance carriers provide services between Jocal
exchanges on an interstate or intrastate basis. A long distance carrier may offer services over its own or another
carrier’s facilities.

Number Portabilin: — The ability of an end user 1o change local exchange carriers while retaining the
same telephone number.

POPs (points of presence) — Locations where a long distance carrier has installed transmission
equipmient in a service area that serves as, or relays calls 1o, a network switching center of that long distance
carrier.

PUC (public wiiliny commission) — A state regulatory body. established in most states, which regulates
utilities. including telephone companies, providing intrastate services.
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Private line — A dedicated telecomniunications connection between end user Jocations.

Reciprocal compensation — The compensation paid to and from a new competitive local exchange carrier
and the ILEC for termination of a local call on each other's networks.

Route mile — The number of miles of the telecommunications path in which the Company-owned or
leased fiber optic cables are installed.

Special access services — The lease of private, dedicated telecommunications lines or “circuits™ along the
network of an ILEC or a CAP, which lines or circuits run to or from the long distance carrier POPs. Examples
of special uccess services are telecommunications lines running between POPs of a single long distance carrigr,
from one long distance carrier POP to the POP of another long distance carrier or from an end user to a long
distance carrier POP.

Switch — A device that opens or closes circuits or selects the paths or circuits to be used for transmission
of information. Switching is a process of interconnecting circuits to form a transmission path between users.

Switched services — Transmission of switched calls through the local switched network.

Item 2. Description of Properties

The Company owns or leases, in its operating territories. telephone property which includes: fiber optic
backbone and distribution network facilities; point-to-point distribution capacity: central office switching
equipment; connecting lines between customers’ premises and the central offices: and customer premise
ecuipment.

The fiber optic buckbone and distribution network and connecting lines include aerial and underground
cable. conduit. and poles and wires. These facilities are located on public streets and highways or on privately
owned land. The Company has permission 10 use these lands pursuant to consent or Jease, permit. easement,
or other agrecments. The central office switching equipment includes electronic switches and peripheral
equipment.

The Company and its subsidiaries lease facilities for their administrative and sales offices. network nodes
and warehouse space. The various leases expire in years ranging from 1998 to 2028. Most have renewal
options. Additional office space and equipment rooms will be leased as the Compuny’s operations and
networks are expanded and as new networks are constructed.

ltem 3. Legal Proceedings

The Company is not currently a party 1o any legal proceedings, other than regulatory and other
procesdings that are in the normal course of its business.

Item 4. Submission of Marrers 10 a Vote of Security Holders

No matters were submitted 10 a vote of security holders during the quarier ended December 31, 1997.

PART 1l

Item 5. Market for Registrants’ Common Stock and Related Stockholder Matters

Market Information

The Company’s Class A Common Stock began trading on the Nasdaq National Market on Septem-
ber 26, 1997, under the symbol “NXLK™. Prior to that date, the Company's Class A Common Stock was not
publicly traded. The following table shows, for the periods indicated. the high and low bid prices for the
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Company’s Class A Common Stock as reported by the Nasdag National Market tier of The Nasdaq Stock
Market.

Hizh Low
1997:
Third Quarter (since September 26, 1997) ................... $25.50 $23.13
Fourth Quarmer. . ...ttt ittt ittt itieiiiieneannnnnns $27.75 $19.50

There is no public trading market for the Company's Class B Common Stock or NEXTLINK Capital's
common equity. .

As of March 6, 1998, the approximate number of shareholders of record of the Company’s Class A and
Class B Common Stock was 218 and 15, respectively. The Company is the sole holder of record of
NEXTLINK Capital's Common Stock.

Use of Proceeds

The Company filed a registration statement on Form S-1 (File No. 333-32001) which became effective
on September 26, 1997, whereby 15.200,000 shares of Class A Common Stock , $0.02 par value per share,
were sold in an initial public offering at a price of $17 per share. Of the 15,200.000 shares of Class A Common
Stock sold, 12,000.000 shares were sold by the Company and 3.200,000 shares were sold by a selling
shareholder. The Company did not receive any of the proceeds from the sale of shares by the selling
shzreholder. In addition. the underwriters of the IPO, led by Szlomon Smith Barney, exercised an option to
purchase 2,280,000 additional shares of Class A Common Stock at the same price per share. Net proceeds 1o
the Company from the 1PO totaled approximately $226.8 million. after deducting underwriting discounts,
advisory fees and expenses zggregating approximately $16.0 million. The Company intends 10 use substantially
all of the net proceeds from the IPO for expenditures relating to the expansion of existing networks and
services. the development and acquisition of new networks and services and the funding of operating losses and
werking capital. None of the net proceeds from the 1PO had been used by the Company as of December 31,
1697.

The Company filed a registration statement on Form S-1 (File No. 333-32003) which became efective
en September 26. 1997, whereby the Company sold S400 million 2ggregate principal amount of 9%% Senior
Notes due 2007 (9% Senior Notes™). The offering was led by Salomon Smith Barneyv. Net proceeds from
the sale of the 9%5% Senior Notes totaled appronimately S$388.5 million, after deducting issuance costs
aggregating approximaiely $11.5 million. relating 10 underwriting discounts. advisory fees and expenses. The

use of proceeds from the debt offering are substantially the same as the Company’s 1PO. None of the net
proceeds from the sale of 9*s% Senior Notes had been used by the Company as of December 31, 1997,

Dividends

Neither the Company nor NEXTLINK Capital have declared a cash dividend on any of their respective
equity securities. Covenants in the indentures pursuant 10 which the Company’s and NEXTLINK Capital's
Senior Notes have been issued restrict the ability of the Company to pay cash dividends on its capital stock.

Sales of Unregistered Securities

None.

Item 6. Afanagement's Discussion and Analysis of Financial Condition and Results of Operations
Oveniew '

Since its inception in 1994, the Company has executed a strategy of developing fiber optic neiworks and
acquiring related telecommunications businesses. Over this period, the Company has pursued this strategy by

constructing, acquiring, leasing fibers or capacity on, and entering into agreements to acquire telecommunica-
tions networks.
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The Company's primary focus is providing switched local and long distance and enhanced communica-
tions services 1o small and medium-sized commercial end user customers. The Company plans 1o acquire,
build or develop networks in new areas, expand its current networks, and also explore the acquisition or
licensing of additional enhanced communications services and other telecommunications service providers.
These efforts should allow the Company 1o increase its presence in the marketplace, and facilitate providing a
single source solution for the telecommunications needs of its customers.

The table provides selected key operational data:
As of December 31,
1997 1996

Operating data (1):

Route miles(2)...oviviniirniiiiiiiiiieeneennnns e 1,897 1,080
Fiber Mies(3) viviiiiiiiii ittt ieiiiireinsaanineeeeiannan 133,224 66,046
On-net buildings connected(4) .....vveierrrennerannereanas 513 403
Off-net buildings connected(S) ...overivereeneinennennennens. 3,504 -
Switches installed. ..o viiiiiiiiiiiie et iiiinanaes ces 13 9
ACCess Jines in SEIVICE(6) v ur v v ennrerenneenreinenarnnannens 50,131 8.511
3 o o% o) 3T 3 1,327 568

(1) The operating data include the statistics of the Las Vegas network, which the Company manages and in
which the Company has a 40% membership interest.

(2) Route miles refers to the number of miles of the telecominunications path in which the Company-owned
or leased fber optic cables are installed.

(3) Fiber miles refers 1o the number of route miles installed along a telecommunications path. multiplied by
the Company's estimate of the number of fibers along that path.

(+) Represenis buildings physically connected 10 the Company’s networks, excluding those connected by
unbundled incumbent local exchange (ILEC) facilities.

(5) Represents buildings connected 1o the Company's networks through leased or unbundled ILEC facilities.

(6) Represants the number of access lines in service, including those lines which are provided through resale
of Centrex services. for which the Company is billing services.

The Compuany builds its networks to encompass the significant business concentrations in each area it
serves, focusing on direct connections 10 end user locations and ILEC central offices. The Company employs a
uniform 1echrology platform for each of its local exchange networks that is based on the Norte]l DMS 500
digital local and long distance combination switching platform and associated distribution technology. As of
Januany 31, 1998. the Company had 12 operational Norte! DMS 500 switches, including one switch in its
NEXTLAB facility, and currently plans to install three additional switches by the end of the second quarter of
1998. NEXTLAB is a fully functional mode! of one of the Company’s networks, which serves as a testing
facility for switch software and the Company's products and services and will serve as the Company’s network
operations control center.

The Company also provides enhanced communications services including interactive voice response
(“IVR") services, which provide an interface between the Company’s clients and their customers for a variety
of applications. Historically, the Company has derived a substantial proportion of its revenues from these IVR
services. As local and long distance revenues are expected to grow more rapidly than revenues for the
Company's enhanced communications services, the Company anticipates that, over the next five years, local
and long distance revenues will account for a significantly higher percentage of total revenues.

The development of the Company’s businesses and the construction, acquisition and expansion of its
networks require significant expenditures, a substantial portion of which are incurred before the realization of
revenues. These expenditures, together with the associated early operating expenses, result in negative cash
flow until an adequate customer base is established. However, as the customer base grows, the Company
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expects that incremental revenues can be generated with decreasing incremental operating expenses, which
may provide positive contributions to cash flow. The Company has made the strategic decision to build high
capacity networks with broad market coverage, which initially increases its level of capital expenditures and
operating losses. The Company believes that over the long term this will enhance the Company's financial
performance by increasing the traftic flow over the Company’s networks. The Company has recently entered
into leased dark fiber and fiber capacity arrangements, which allow the Company, by installing one or more
switches and related electronics, to enter a2 market prior to completing construction of its own fiber optic
network. :

Prior 10 January 31, 1997, the Company was a limited liability company that was classified and 1axed-as a
partnership for federal and state income tax purposes. As of January 31, 1997, the Company was subject to
federal and state income tax.

Results of Opcrations
Year Ended December 31, 1997 Compared with Year Ended December 31, 1996

Revenue increased 124% to $57.6 million in 1997 from $25.7 million in the same period in 1996. The
increase was primarily due to 45% growth in the Company’s local and long distance services (both switched
and resale). dedicated services and enhanced communications services, as well as due to recording a full year's
revenue from 1TC. a switch-based long distance reseller acquired in December 1996. To a lesser extent, the
acquisitions of Start Technologies Corporation (“Start™) and Chadwick Telecommunications Corporation
(“Chadwick™) in the fourth quarter of 1997 also contributed 1o the increase in revenue. Revenues reported in
1997 included $38.9 millien derived from local and long distance, competitive access, dedicated line services
and shured tenant servizes and S18.7 million derived from enhanced communications services. primarily IVR,
The Company’s IVR subsidiary contributed 27% and 52% of the Company’s revenues during 1997 and 1996,
respectivels. The revenues generated by this subsidiary have tended to fluctuate on a quarter 10 quarter basis
ac the revenues are generally event driven and seasonal in nature.,

The Company began offering switched local and long distance services in seven of its markets in
July 1996, and in 18 additional markets during 1997, In addition, the Company has offered dedicated line
services since Junuary 1993 and has resold Centren access lines since April 1993, The Company increased its
quarterly customer access line installation rate from 1.604 in the fourth quarter of 1996 to 19,187 during the
fourth quarier of 1997, As of December 31,1997, the Company had 50,131 access lines in service, compared
10 8311 us of December 31, 1996. Revenues from the provision of such services are expected 1o continue to
increase as 4 component of total revenues over future periods. Access lines in service includes those lines
which are provided through resale of Centrex services, the number of which is decreasing over 1ime as the
Company converis those customers to its own network.

Operating expenses consist of costs directly related to providing facilities-based network and enhanced
communications services and also include salaries and benefits and related costs of operations and engineering
personnel. Operating expenses increased 115% in 1997 1o $54.0 million, an increase of $28.9 million over the
same period in 1996. These increases were attributed to factors that include an increase in network costs
related to the provision of increased volumes of local, long distance and enhanced communications services
and the Company’s increase in employees as well as other related costs primarily 1o expand the Company's
switched Jocul and long distance service businesses in its existing and planned markets. Additionally, the
efects of the ITC acquisition in December 1996 and the two acquisitions in the fourth quarter of 1997 further
resulted in an increase in 1997 operating expenses over those of the prior year.

Selling. general and administrative expenses (“SG&A™) include salaries and related personnel costs,
facilities expenses. sales and marketing, consulting and legal fees and equity in loss of affiliates. SG&A
increased 142% for the year ended December 31, 1997 as compared to the corresponding period in 199¢. The
increase was primarily due to the Company's increase in employees and other costs associated with the
expansion of the Company’s switched local and long distance service businesses in its existing and planned
markets. as well as the ITC acquisition.
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Deferred compensation expense was recorded in connection with the Company's Equity Option Plan unti)
April 1997, and in connection with the Company's Stock Option Plan (the “Plan™), which repluced the
Equity Option Plan, subsequent to April 1997. The stock options granted under the Equity Option Plan were
considered compensatory and were accounted for on a basis similur to that for stock appreciation rights. All
options outstanding under the Equity Option Plan were regranted under the new Plan with terms and
conditions substantially the same as under the Equity Option Plan. As such, the Company continues to record
deferred compensation expense for those compensatory stock options issued, as well as for compensatory stock
options issued subsequent to the Plan conversion date. Compensation expense is recognized over the vesting
periods based on the excess of the fair value of the stock options at the date of grant over the exercise price. .

Depreciation expense increased primarily due to placement in service of additional telecommunications
network assets, including switches, fiber optic cable, network electronics and related equipment. Amortization
of intangible assets increased primarily as a result of the ITC acquisition in December 1996, as well as the
acquisitions of Linkatel, Start and Chadwick in 1997. K

Interest expense increased 76% in 1997 over the prior year due to an increase in the Company's average
outstanding indebtedness over the respective periods, primarily relating 10 the 12%4% and 9%% Senior Notes
issued in April 1996 and October 1997, respectively. See *~ Liquidity and Capital Resources.” Pursuant to
Statement of Financial Accounting Standards No. 34, the Company capitalizes a portion of its interest costs
as part of the construction cost of its communications networks. Capitalized interest during 1997 totaled
$1.8 million. Interest income results from investment of excess cash and certain securities that have been
pledged as collateral for interest payments on the 12'A% Senior Notes. The increase in interest income in 1997
over 1996 corresponded 1o the increase in the Company’s average outstanding cash balances.

Liquidity and Capital Resources

The competitive local 1elecommunications service business is o capital intensive business. The Com-
pany’s existing operations have required and will continue to require substantial capital investment for the
acquisition and installation of fiber. electronics and related equipment in order 1o provide switched services in
the Company’'s networks and the funding of operating losses during the start-up phase of esch market. In
adcition, the Company’s strategic plan calls for expansion into additional market areas. Such expansion will
require signifizznt additional capital for: potential acquisitions of businesses or assets; design. development and
construction of new networks: and the funding of operating losses during the start-up phase of each market.
During 1997, the Company used $94.5 million in cash for operating activities, compared to 540.6 million in
1996. The increase was primarily due 10 a substantial increase in the Company’s activities associated with the
develepment and initiation of switched local and long distance services. In addition, during 1997, the
Company invested an additional $210.5 million in cash in property and equipment, acquisitions of telecommu-
nications businesses and equity investments in telecommunications businesses. During 1996, the Company
invested $78.0 million in cash in property and equipment, acquisitions of telecommunications assets and
businesses and equity investments in telecommunications businesses.

In February 1998, the Company signed a definitive agreement with Metromedia Fiber Network for
exclusive rights 1o multiple fibers and innerducts for 20 years, with two 10 year renewals. The route covered by
the agreement extends over 650 route miles from Manhattan to White Plains (NY), to Stamford (CT), 10
Newark (NJ) and south from Manhattan through Philadelphia, Wilmington (DE), Baltimore, and to
Washington (DC). The route will offer frequent splice points within metropolitan areas and splice points at
least every 10,000 feet on routes between metropolitan areas, as well as provide access to JILEC central and
tandem switching offices. The Company will pay $92.0 million in cash for the transaction, of which
$80.3 million will be placed into escrow, 1o be released as segments of the route are constructed and delivered
to the Company.

In January 1998, the Company and Nextel formed NEXTBAND, a joint venture which is owned 50% by
the Company and 50% by Nextel. On January 20, 1998, NEXTBAND filed an application with the FCC for
which it paid 2 $50.0 million refundable deposit to participate in the FCC's LMDS auction which began on
February 18, 1998. Of the deposit amount, $25.0 million was contributed by the Company. LMDS is a fixed
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broadband point-to-multipoint service which the FCC and industry analysts anticipate will be used for the
deployment of wireless local loop, high-speed data transfer and video broadcasting services. Two licenses will
be awarded in each of 493 BTAs when the auction is concluded. Although the number of licenses that may be
awarded to NEXTBAND is limited by the amount of the deposit, NEXTBAND has applied for and is eligible
1o bid on any of the markets being auctioned for the block A license (1,150 MHz of spectrum) and the block
B license (150 MHz of spectrum).

The Company is exploring LMDS for two reasons. Depending upon the bidding and deployment costs,
LMDS may offer an economically efficient means to supplement the Company's fiber network build-out in
some localities. In addition, a wireless local loop "aliernative may create competitive pressure on high
unbundled Joop costs in ceriain areas. There can be no assurance that NEXTBAND's participation in the
auction will result in the purchase of any LMDS licenses or that LMDS spectrum for wireless connectivity
will provide 8 cost-effective and efficiently engineered means to connect to end user locations. If
NEXTLINK's bids are successful, the purchase price of the licenses and the costs of building out any such
wireless systems could be substantial.

In November 1997, the Company acquired all outstanding shares of Start, a shared tenant services
provider serving commercial buildings in Dallas, Austin and Corpus Christi, Texas and Phoenix, Arizona.
Services offered by Start include Jocal and long distance services, Internet access and customer premise
equipment management. Start currently provides services under long term contracts to 600 corporate
customers, or approximately 13,000 end users. The Company paid consideration for the transaction consisting
of $20.0 million in cash. 441,336 shares of Class A common stock and the assumption of approximately
$3.3 million of liabilities, the majority of which were repaid.

In October 1997, the Company acquired all of the outstanding shares of Chadwick, a switch-based long
distance reseller in central Pennsylvania. through a merger transaction between Chadwick and a wholly owned
subsidiary of NEXTLINK. Chadwick serves approximately 11,500 customers throughout the central and
eastern Pennsylvania regions. The Company issued consideration for the iransaction consisting of a promissory
note pavable in the aggregate principal amount of $5.0 million (which was repaid in full in January 1998),
257,151 shares of Class A Common Stock and the repayment of long 1erm debt and other liabilities totaling
$6.6 million. The merger agreement also provides for additional payments of up to a maximum of 192,863
shares of Class A Commuon Stock over a two year period, with these paymenis being contingent upon the
acquired operation achieving specified performance goals.

In September 1997, 1the Company entered into a definitive agreement 1o acquire certain telecommunica-
sions assets of Unicom Thermal Technologies, Inc. (“UTT"), including two existing route miles of network
plus 13 miles of conduit in downtown Chicago. The Company also has the right 1o participate in the ongoing
expansion of UTT's network in Chicago. The existing network currently provides connectivity to 28 buildings.
The Corparny agreed 1o pay $2.5 million in cash, plus up to an additional §560,000 for the acquisition of
ceriain additional telecommunications facilities. The Company will also be required 10 pay certain additional
consideration 1o UTT for a poriion of the network expansion costs, up to $3.4 million in cash plus the issuance
of up 10 60.022 shares of Class A Common Stock.

In June 1997, the Compuny entered into an eight year exclusive agreement, with an option to renew for
five additional years, with a company that has excess fiber capacity in each of Atianta, Chicago, New York
City, Newark (NJ) and Philadelphia which it agreed 10 make available to the Company in each of those
markets at a substantial discount 10 the wholesale rates charged by other vendors of capacity. In addition to
the capacity arrangement described above, the Company also has entered into a 20-year lease of capacity over
an existing 47-mile fiber network in New York City, which extends from the Wall Street area north 1o
midtown Manhattan. In June 1997, the Company paid $11 million in full satisfaction of its obligations under
this lease, $6 million of which was placed in escrow pending completion of certain building connections by the
lessor. As of December 31, 1997, $4.1 million remained in escrow. These arrangements will allow the
Company to accelerate its entry into each of these markets by enabling the Company to avoid a significant
portion of the infrastructure development and construction time that would otherwise be required to launch
switched local 2nd long distance services in these markets. Although these agreements have reduced the initial
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capital expenditures necessary 10 enter these markets, the Company has not, 2s a result, reduced its overall
planned capital expenditures through 1999,

In June 1997, the Company also executed a definitive agreement to acquire an existing fiber optic
network in downtown Philadelphia in order 1o extend its existing network in Pennsylvania. The acquisition is
subject 10 regulatory and other consents and is anticipated to be consummated by the end of the second
quarter in 1998. During the interim period prior to closing. the Company is operating under a 36 fiber capacity
agreement with the seller,

On February 4, 1997, the Company completed the acquisition of substantially all of the assets of Linkatel,
a Los Angeles-based competitive access telecommunications provider. At the time of acquisition, Linkate)
operated an 80 mile fiber optic telecommunications network covering several markets in the Orange and Los
Angeles county areas. The total purchase price of $42.5 million consisied of 3 cash payment of §36.1 million
(including the release of $6.0 million which was deposited into escrow during 1996) plus the repayment of
debt of $5.6 million and the assumption of net liabilities totaling $0.8 million.

In January 1997, the Company obtained rights-of-way to expand its existing Salt Lake City network into
Provo and Orem, Utah. The Company has completed the expansion of this network to Provo and Orem and
began providing switched local and long distance services in Provo and Orem in September 1997.

Prior 10 April 1996, the Company funded its expenditures with approximately $55.0 million of cash equity
investments from two entities that are controlled by Craig O. McCaw. On April 25, 1996, the Company raised
gross proceeds of $350.0 million through the issuance of 12!4% Senior Notes due April 15, 2006 (*12'4%
Senior Notes™). The Company used $117.7 million of the gross proceeds to purchase and hold in escrow U.S.
government securities. representing funds sufficient to provide for pa\mem in full of interest on the 12%%
Senior Notes through April 15, 1999, and used an additional $32.2 million to repay certain advances and
accrued interes: from Eagle River. a company majority-owned and controlled by Mr. McCaw. In addition. the
Company incurred costs of $9.8 million in connection with the financing. Interest payments on the 12!4%
Senior Notes are due semi-annually,

On Jaruany 31,1997, the Company completed the sale of $285 million aggregate liquidation preference
of 14% senior exchangeable redeemable preferred shares (“‘Preferred Shares™) which, afier deducting
issuance costs. resulied in net proceeds to the Company of approximately $274 million. The Preferred Shares
accrue dividends at the rate of 14% per annum. On or before February 1, 2002, dividends may, at the option of
the Company. be paid in cash or by issuing additional Preferred Shares with an aggregate liquidation
preference equal to the amount of such dividends. After February 1. 2002, dividends must be paid in cash. As
of December 31, 1997, the Company had issued an additional 622,031 shares of Preferred Shares in
satisfaction of the first three quarterly dividends.

Since incepiicn and through December 1996, the Company has also issued Class A Units valued at
$15.5 million primarily for the acquisition of ceriain telecommunications assets and businesses, which Units
were converied to shares of Class B Common Stock of the Company on January 31, 1997.

On October 1, 1997, the Company completed an initial public offering (“1PO™) of 12,000,000 shares of
Class A Common Stock at a price of $17 per share. In addition, the underwriters of the IPO exercised an
option 1o purchase 2.280,000 additional shares of Class A Common Stock at the same price per share. Gross
proceeds from the JPO totaled $242.8 million, and proceeds net of underwriting discounts, advisory fees and
estimated expenses apgregated approximately $226.8 million. Concurrently with the 1PO, the Company sold
$400 million in aggregate principal amount of 9%% Senior Notes due 2007, which, afier deducting estimated
issue costs, resulted in net proceeds to the Company of approximately $388.5 million. Interest payments on the
9%% Senior Notes are due semi-annually.

On March 3, 1998, the Company completed the sale of $335 million in aggregate principal amount of 9%
Senior Notes due 2008 (“9% Senior Notes"). Proceeds from the sale, net of discounts, undenwriting
commissions, advisory fees and expenses, totaled approximately $326.5 million. Interest payments on the 9%
Senior Notes are due semi-annually, beginning September 1998.
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The Company will use the remaining proceeds from the sale of Class A Common Stock. 9%% Senior
Notes and 9% Senior Notes and existing unrestricied cush bulunces for expenditures relating to the
construction. acquisition and operation of telecommunications networks and service providers and the offering
of telecommunications services in those areas where the Company currently operates or intends to operate.
Expenditures for the construction and operation of networks include (i) the purchase and installation of
switches and related electronics in existing networks and in networks 10 be constructed or acquired in new or
adjacent markets: (ii) the purchase and installation of fiber optic cable and electronics to expand existing
networks and develop new networks, including the connection of new buildings; (iii) speetrum that may be
purchased during the LMDS auction that is currently ongoing: (iv) the development of its comprehensive
information technology platform and (v) the funding of operating losses and working capital. The Company
may also acquire or invest in businesses that consist of existing networks or companies engaged in businesses
similar 10 those engaged in by the Company and its subsidiaries or other complementary businesses.

As of December 31, 1997, the Company had unrestricted cash and investments of §742.4 million and
$1,068.9 million on 2 pro forma basis after giving effect to the sale of the 9% Senior Notes. The Company's
current plan contemplates an aggressive expansion into a number of new markets throughout the United
States. The Company may pursue various aliernatives for achieving its growth strategy, including: additional
network construction; additional leases of network capacity from third party providers; acquisitions of existing
networks, and spectrum that may be purchased during the LMDS auction that is currently ongoing and
associated facilities construction and deployment if any spectrum is purchased. The Company also anticipates
that a substantial amount of additional capital expenditures will be made in 1999 and beyond. The funding of
these capital expenditures is expected to be provided by existing cash balances, future vendor and/or credit
focilities. future public or private sales of debt securities. future sales of public or private capital stock and joint
ventures. There can be no assurance, however, that the Company will be successful in raising sufficient
additional capital on terms that it will consider accepiable or that the Company’s operations will produce
positive conscliduted cash flon in sufiicient amounts to meet its interest and dividend obligations on
cutstanding securities. Failure to raise and generate sufficient funds may require the Company 10 delay or
abandon some of its planned future expansion or expenditures, which could have a material adverse effect on
the Company’s growth and its ability 1o compete in the telecommunications services industry.

In addition, the Company's operating flexibility with respect 10 certain business matiers is, and will
continue to be, limited by covenants associated with the 12!4% Senior Notes, the 9%i% Senior Notes and the
9% Serior Notes. Among other things. these covenants limit the ability of the Company and its subsidiaries to
incur additional indeblednass. create liens upon assets, apply the proceeds from the disposal of assets, make
dividend payments and other distributions on capital stock and redeem capital stock. In addition. the terms of
the Preferred Shares contain certain covenants that may limit the Company's operating flexibility with respect
10 the incurrence of indebiedness and issuance of additional preferred shares. There can be no assurance that
such covenants will not adversely affect the Company’s ability 1o finance its future operations or capital needs
or 1o engage in other business activities that may be in the interest of the Company. The Company was in
compliance with all covenants associated with the 12'4% Senior Notes, the 9%% Senior Notes and the
Preferred Shares as of December 31, 1997,

Impact of Year 2000

Ceriain of the Company's older computer sysiems and applications were writien to define a given year
with abbreviated dates using the last 1wo digits in 3 year rather than the entire four digits. As a result, those
sysiems and applications have time-sensitive software that recognize an abbreviated year “00" as the year
1900 rather than the year 2000. This could cause a system failure or miscalculations resulting in disruptions of
operations including, among other things, a temporary inability 1o process transactions, send invoices or engage
in other normal business activities.

The Company has received positive confirmation from its vendor that the Company’s Nortel DMS 500
switches and related telecommunications equipment are Year 2000 compliant. The Company is currently
assessing the extent of replacements or modifications necessary 1o certain of its older computer sysiems and
applications so that such systems and applications will properly utilize dates beyond December 31, 1999. The
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Company believes that the impact of upgrading or modifying existing software and converting to new software
(the *Yeur 2000 Project™) will not be material to the Company operations or financial position. Costs incurred
in connection with the Year 2000 project will be expensed as incurred unless new software is purchased. in
which case such costs will be capitalized. The Company has not incurred significant Year 2000 project costs to
date. The Compuny plans to complete the Year 2000 project no later than December 31, 1998.

Outlouk: Issues and Uncertainties

The Company does not provide forecasts of future financial performance. This Report, however, does
contain statements that are not historical facts and are forward-looking. Actual events or results may differ
materially from events or results indicated, whether expressed or implied. Although the Company’s
management is optimistic about the Company's long-term prospects, the following issues and uncertainties,
among others, should be considered in evaluating its outlook.

Negative Cash Flow and Operating Losses; Limited History of Operations

The development of the Company's businesses and the installation and expansion of its networks require
significant expenditures, a substantial portion of which must be made before any revenues may be realized.
Certain of the expenditures are expensed as incurred, while certain other expenditures are capitalized. These
expenditures, together with the associated early operating expenses, result in negative cash flow and operating
losses until an adequate revenue base is established. There can be no assurance that an adequate revenue base
will be estatlished for any of the Company's networks. The Company’s operations have resulted in net losses
of $12.7 million, $71.1 million and §129.0 million for the years ended December 31. 1995, 1996 and 1997,
respectively. The Company will continue to incur significant expenditures in the future in connection with the
acquisition. development and expansion of its networks. services and customer base. There can be no
assurarce that the Company will achieve or sustain profitability or generate positive cash flow in the future.

The Compuny was formed in September 1994, A significant. but declining. portion of the Company’s
revenue for the vears ended December 31, 19935, 1996 and 1997, was derived from the operations of the
Company’s 1VR enhanced service offering. which operations were acquired by the Company in Sepiember
1993, Prospeciive investors. therefore, have limited historical financial information upon which to base an
evaluation of the Corapany’s performunce in the business which will be its principal focus in the future. The
Company has only recently commenced operations as a single source service provider of telecommunications
services. Given the Company's limited operating history. there can be no assurance that it will be able to
complete successfully in the telecommunications business and 10 generate positive cash flow in the future.

Significant Future Capital Requirements; Substantial Indebtedness

Expansicn of the Company’s existing networks and services and the development and acquisition of new
networxs and services will require significant capital expenditures. The Company will also continue to evaluate
additional revenue opportunities in each of its markets and, as and when attractive additional opportunities
develop, the Company plans to make capital investments in its networks that might be required to pursue such
opportunities. The Company expects 1o meet its additional capital needs with the proceeds from credit
facilities and other borrowings. the proceeds from public or private sales of debt securities, the sale or issuance
of equity securities and through joint ventures. There can be no assurance, however, that the Company will be
successful in raising sufficient additional capital on terms that it will consider acceptable or that the
Company's operations will produce positive cash flow in sufficient amounts 1o service its debt and to pay cash
dividends on the 14% Preferred Shares. Failure 1o raise and generate sufficient funds may require the
Company 10 delay or abandon some of its planned future expansion or expenditures, which could have a
material adverse effect on the Company's growth and its ability to compete in the telecommunications services
industry. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Liquidity and Capital Resources.”

~

The Company expects to incur substantial additional indebtedness (including secured indebiedness)
during the next few years 1o finance the acquisition, construction and expansion of networks, the potential
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acquisition of 1elecommunications companies, the possible acquisition of LMDS spectrum and the construc-
tion and deployment of associated facilities, if such spectrum is purchased, the purchase of additional
switches, the offering of switched local and long distance services, the introduction of other new service
offerings and the development and implementation of a comprehensive information technology platform. The
Indenture does not limit the amount the Company may invest in Restricted Subsidiaries or certain joint
ventures engaged in one or more Telecommunications Businesses (including the joint venture through which
the Company is participating in the LMDS auction) or the amount of Debt the Company may incur to fund
investments in Restricted Subsidiaries or such joint ventures. As of December 31, 1997, after giving pro forma
effect to the Offering, the amount of total consolidated liabilities of the Company would have been

approximately $1,164.7 million. .

The future funding requirements discussed above are based on the Company’s current estimates. There
can be no assurance that actual expenditures and funding requirements will not be significantly higher or
lower.

Risk Associated with Implementation of Growth Strategy

The expansion and development of the Company's operations (including the construction and acquisition
of additional networks) will depend on, among other things, the Company’s ability to assess markets, identify,
finance and complete suitable acquisitions, design fiber optic netwark backbone routes, install fiber optic cable
and facilities, including switches, and obtain rights-of-way, building access rights and any required povernment
authorizations. franchises and permits, all in a timely manner. at reasonable costs and on satisfactory terms
and conditions. In addition. the Company has experienced rapid growth since its inception, and the Company
believes that sustained growth places a strain on operational. human and finangial resources. In order to
raanage its growth. NEXTLINK must continue to improve its operating and administrative systems including
the continued development of effective sysiems relating 10 ordering. provisioning and billing for 1elecommuni-
cations services. NEXTLINK must also ¢continue to attract and retain qualified managerial, professional and
technical personnel. As a result, there can be no assurance that the Company will be able to implement and
manage successfully its growth strategy. The Compuny’s growth strategy also involves the following risks:

Qualified Personnel. NEXTLINK believes that a critical component for its success will be the attraction
and retention of qualified managerial, professional and technical personnel. During 1997 the Company has
experienced significant competition in the attraction and retention of personnel that possess the skill sets that
the Company is seeking. Although the Company has been successful in attracting and retaining qualified
personnel. there can be no assurance that NEXTLINK will not experience a shortage of qualified personnel in
the future.

Swirch and Equipment Installation. An essential element of the Company’s current strategy is the
provision of switched local service. There can be no assurance that the installation of the required switches,
fiber optic cable and associated electronics necessary to implement the Company's business plan will continue
to be completed on time or that, during the testing of these switches and related equipment, the Company will
not experience 1echnological problems that cannot be resolved. The failure of the Company to install and
operate successfully additional switches and other network equipment could have a material adverse effect
upon the Company’'s ability to enter additional markets as a single source provider of telecommunications
SerViICes.

Interconneciion Agreements. The Company has agreements or is currently negotiating agreements for
the interconnection of its networks with the neiworks of the JLEC covering each market in which
NEXTLINK either has or is constructing 3 network. NEXTLINK may be required to negotiate new, or
renegotiate existing interconnection agreements as it enters new markets in the future. There can be no
assurance that the Company will successfully negotiate such other agreements for interconnection with the
ILEC or renewals of existing interconnection agreements. The failure to negotiate required interconnection
agreements could have a materia) adverse effect upon the Company's ability to enter rapidly the telecommuni-
cations market as a single source provider of telecommunications services.
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Ordering. Provisioning and Billing. Thé Company has developed processes and procedures and is
working with external vendors, including the ILECs, in the implementation of customer orders for services,
the provisioning. installation and delivery of such services and monthly billing for those services. In connection
with its development of a comprehensive information technology platform, the Company is developing and
implementing automated internal systems for processing customer orders and provisioning. Billing is provided
by unaffiliated third-party vendors. The failure to develop effective internal processes and systems for these
service elements or the failure of the Company’s current vendors or the ILECs to deliver effectively ordering,
provisioning (including establishing sufficient capacity and facilities on the ILEC’s networks to service the
Company) and billing services could have a material adverse effect upon the Company's ability to achieve its
growth strategy. '

Products and Services. The Company expects to continue to enhance its systems in order to offer its
customers switched Jocal services and other enhanced products and services in all of its networks as quickly as
practicable and as permitted by applicable regulations. The Company believes its ability to offer, market and
sell these additional products and services will be important to the Company’s ability to meet its long-term
strategic growth objectives, but is dependent on the Company's ability to obtain the needed capital, additional
favorable regulatory developments and the acceptance of such products and services by the Company's
customers. No assurance can be given that the Company will be able to obtain such capital or that such
developments or acceptance will oceur.

Acquisitions. The Company intends to use the net proceeds of the Offering to expand its networks and
service offerings through internal developments and acquisitions, which could be material. Such acquisitions,
if made. could divert the resources and management time of the Company and would require integration with
the Company s existing networks and services. There can be no assurance that any such acquisitions will occur
or that any such acquisitions, if made, would be on termis favorable to the Company or would be successfully
integrated into the Company’s operations.

Need To Obiain And Maintain Franchises, Permits And Rights-Of-1lay

In order to acquire and develop its networks the Company must obtain local franchises and other permits,
as well as rights to utilize underground conduit and aerial pole space and other rights-of-way and fiber capacity
from entities such as ILECs and other utilities, railroads, long distance companies, state highway authorities,
local governments and transit authorities. There can be no assurance that the Company will be able to
maintain its existing franchises. permits and rights or 1o obtain and maintain the other franchises, permits and
rights needed to implement its business plan on acceptable terms. Although the Company doss not believe
that any of the existing arrangements will be canceled or will not be renewed as needed in the near future,
cancellation or non-renewal of ceriain of such arrangements could materially adversely affect the Company's
business in the afiected metropolitan area. In addition, the failure to enter into and maintain any such required
arrangements for a particular network, including a network which is already under development, may affect
the Company’'s ability 10 acquire or develop that network. See “Business = Comipany Network Architecture.”

Competition

In each of the markets served by the Company's networks, the Company competes principally with the
ILEC serving that area. ILECs are esiablished providers of local telephone services 1o all or virtually all
telephone subscribers within their respective service areas. ILECs also have long-standing relationships with
regulatory authorities at the federal and state levels. While recent FCC administrative decisions and initiatives
provide increased business opportunities 1o telecommunications providers such as the Company, they also
provide the ILECs with increased pricing flexibility for their private line and special access and switched
access services. In addition, with respect 1o competitive access services (as opposed to switched local
exchange services), the FCC recently proposed a rule that would provide for increased ILEC pricing flexibility
and deregulation for such access services either automatically or after centain competitive levels are reached.
If the ILECs are allowed by regulators 10 offer discounts to large customers through contract tariffs, engage in
aggressive volume and term discount pricing practices for their customers, and/or seek to charge competitors
excessive fees for interconnection to their networks, the income of competitors to the ILECs, including the
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Company, could be materially adversely affected. If future regulatory decisions afford the ILECs increased
access services, pricing flexibility or other regulatory relief, such decisions could also have a material adverse
effect on competitors to the ILEC, including the Company.

The Company also faces, and expects to continue to face, competition from other current and potential
market entrants, including long distance carriers seeking to enter, reenter or expand entry into the local
exchange market place such as AT&T Corp. (“AT&T"), MCI Communications Corporation (*MCI"),
Sprint Corporation ("Sprint”) and WorldCom, Inc. (“WorldCom™), and from other CLECs, competitive
access providers (“CAPs™), cable television companies, electric utilities, microwave carriers, wireless
telephone system operators and private networks built by large end-users. In addition, a continuing trend
toward combinations and strategic alliances in the telecommunications industry could give rise 1o significant
new competitors. The Telecom Act includes provisions which impose certain regulatory requirements on all
local exchange carriers, including competitors such as the Company, while granting the FCC expanded
authority to reduce the level of regulation applicable to any or all telecommunications carriers, including
ILECs. The manner in which these provisions of the Telecom Act are implemented and enforced could have a
material adverse effect on the Company’s ability to successfully compete against ILECs and other telecom-
munications service providers. The Company also competes with equipment vendors and installers, and
telecommunications management companies with respect to certain portions of its business. Many of the
Company’'s current and potential competitors have financial, personnel and other resources, including brand
name recognition, substantially greater than those of the Company, as well as other competitive advantages
over the Company.

The Company also competes with long distance carriers in the provision of long distance services.
Although the long distance miarket is dominated by four major competitors, AT&T, MCI, Sprint and
\WorldCom. hundreds of other companies also compete in the long distance marketplace,

Regularion

The Company is subject to varying degrees of federal, state and local regulation. In each state in which
the Company desires to offer its services, the Company is required to obtain authorization from the
appropriate state commission. Although the Company has received such authorization for each of its
operational markets, there can be no assurance that the Company will receive such authorization for markets
10 be launched in the future. The Company is not currently subject to price cap or rate of return regulation,
nor is it currently required to obtain FCC authorization for the installation, acquisition or operation of its
network facilities. Further, the FCC has determined that non-dominant carriers, such as the Company and its
subsidiaries, are not required to file intersiate 1ariffs for interstate access and domestic long distance service on
an ongoing basis. On February 13, 1997, the United States Court of Appeals for the District of Columbia
granied motions for a stay on the FCC detariffing order pending judicial review of that order. The result of this
stay is that carriers must continue to file tariffs for interstate long distance services. The FCC requires the
Company and its subsidiaries to file interstate tarifls on an ongoing basis for interstate and international inter-
exchange traffic. The Company's subsidiaries that provide or will provide intrastate services are also generally
subject 1o certification and tariff or price list filing requirements by state regulators. Although passage of the
Telecom Act should result in increased opportunities for companies that are competing with the JLECs, no
assurance can be given that changes in current or future regulations adopted by the FCC or state regulators or
other legislative or judicial initiatives relating 10 the telecommunications industry would not have a material
adverse effect on the Company. In addition, although the Telecom Act provides incentives to the ILECs that
are subsidiaries of Regional Bell Operating Companies (“RBOCs") 10 enter the long distance service market,
there can be no assurance that these ILECs will negotiate quickly with competitors such as the Company for
the required interconnection of the competitor's networks with those of the ILEC. On July 2, 1997, SBC
Communications Inc. (“SBC™) and its local exchange carrier subsidiaries filed a lawsuit in the United States
District Court for the Northern District of Texas challenging on Constitutional grounds the Telecom Act
restrictions applicable to the RBOCs only. The plaintiffs in the case seek both a declaratory judgment and an
injunction against the enforcement of the challenged provisions. See “Business — Regulatory Overview.”
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On December 31, 1997, the United States District Court for the Northern District of Texas issued a
decision holding that Sections 271 through 275, including the long distance entry provisions, of the Telecom
Act are unconstitutional because they violate the separation of powers principles and bill of attainder provision
of the U.S. Constitution. On February 11, 1998, the United States District Court for the Northern District of
Texas granted the CLECs' request for a stay of the December 31, 1997 decision pending appeal to the United
States Court of Appeals for the Fifth Circuit. That appeal is currently pending. If the stay is lified, or if the
Fifth Circuit upholds the district court’s ruling, then the RBOCs would be free to enter the long distance
market, providing additional competition 1o the Company's bundled service offering. In addition, the district
court's ruling would eliminate the long distance entry incentives under the Telecom Act that were designed to
promote interconnection between the ILEC and new competitors. The district court’s decision has been
appealed by the U.S. government and a number of other intervenors.

On May 8, 1997, the FCC released an order establishing a significantly expanded federal telecommunica-
tions subsidy regime which both increase the size of existing subsidies and created new subsidy funds. In the
May 8 order, the FCC also announced that it will soon revise its rules for subsidizing service provided to
consumers in high cost areas. The Company intends 1o make all subsidy payments required by law. See
“Business — Regulatory Overview.”

On July 18, 1997, the United States Court of Appeals for the Eighth Circuit overturned many of the rules
the FCC had established pursuant 1o the Telecom Act governing the terms under which CLECs may, among
other things, interconnect with ILECs, resell JLEC services, lease unbundled ILEC network elements and
terminate traffic on ILEC networks. On October 14, 1997, the United States Court of Appeals for the Eighth
Circuit vacated the FCC's rule prohibiting ILECs from separating unbundled network elements that are
already combined. except at the request of the CLECs. These eighth Circuit decisions substantially limit the
FCC's jurisdiction and expands the state regulators’ jurisdiction to set and enforce rules governing the
development of Jocal competition. As a result, it is more likely that the rules governing local competition will
vary substantially from state to state. Most states, however, have already begun to establish rules for local
competition that are consistent with the FCC rules overturned by the Eighth Circuit. I a patchwork of state
regulations were 10 develop, it could increase the Company’s costs of regulatory compliance and could make
competitive entry in some markets more difficult and expensive than in others. See “Business — Regulatory
Overview.”

Dependence on Large Custoners

To date the Company has derived a substantial proportion of its revenues from certain Jarge customers of
its competitive azcess services and its IVR enhanced communication service offerings, the loss of one or more
of which could have a material adverse effect on the Company’s operating results. The Company’s 10 largest
customers accounied for approximately 25%, 51% and 66% of the Company's revenues in 1957, 1996 and
1995, respectively. The Company does not have long-1erm service contracts with most of these customers. The
Company will continue to be dependent upon 2 small number of customers for a substantial pertion of its
revenues until such time, if at all, as the Company generates substantial revenues from the provision of
switched local and long distance communications services.

Rapid Technological Changes; Licenses

The telecommunications industry is subject to rapid and significant changes in technology. The effect on
the Company of technological changes, including changes relating to emerging wireline and wireless
transmission and switching technologies, cannot be predicted. In addition, the Company from time to time
receives requests to consider licensing certain patents held by third parties that may have bearing on its IVR
and virtual communications center services. The Company considers such requests on their merits, but has not
to date entered into any such license agreements. Should the Company be required to pay license fees in the
future, such payments, if substantial, could have a material adverse effect on the Company's results of
operations. '
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Dependence on Key Personnel

The Company's businesses are managed by a small number of key executive ofticers, the loss of certain of
whom cou!d have a material adverse effect on the Company. The Company believes that its future success will
depend in large part on its ability to develop a large and sophisticated sales force and its ability to attract and
retain highly skilled and qualified personnel. Most of the executive officers of the Company, including the
presidents of its operating subsidiaries, do not have employment agreements. Although the Company has been
successful in attracting and retaining qualified personnel, there can be no assurance that NEXTLINK will not
experience a shortage of qualified personnel in the future.

Variability of Quarterly Operating Results

As a result of the significant expenses associated with the expansion and development of its networks and
services and the variability of the level of revenues generated throngh sales of NEXTLINK's IVR enhanced
communications services, the Company anticipates that its operating results could vary significantly from
period to period.

Control by Mr. Craig O. McCaw; Potential Conflicts of Interests

Craig O. McCaw, primarily through his majority ownership and control of Eagle River Investments,
L.L.C.. a Washington limited liability company (“Eagie River”), controls approximately $52% of the
Companyv's 1013l voting power. As a result, Mr. McCaw has the ability to control the direction and future
operations of the Company. Mr. McCaw is not an executive officer of the Company and. in addition to his
invesiment in the Company through Eagle River. Mr. McCaw has significant invesiments in other
communications companies. including Nexte] Communications, Inc.. Teledesic Corporation and Cable Plus
Irc.. some of which could compele with the Company as a single source provider of telecommunications
services or act as a supplier to the Company of certain telecommunications services. The Company does not
have a noncompetition agreement with either Mr. McCuw or Eagle River. Mr. McCaw is not bound by any
conirasiual restrictions against sales of the Company’s common stock.

DPorcnrial Volatility of Stuek Price

The muarket price of the Company's common stock has been. and is likely 10 continue 10 be. volatile. The
murket price of the common stock could be subject 1o significant fluctuations in response 10 a number of
factors. such as actual or anticipaied variations in the Company's quarterly operating resulis, the introduction
of new products by the Company or its competitors, changes in other conditions or trends in the Company’s
indesiny. changes in gorernmental regulations, changes ir securities analysis® estimates of the Company’s, or
its competitors’ or industry’s, future performance or general market conditions. In addition, stock markets
have experienced extreme price and volume volatility in recent years, which has had a substuntial effect on the
market prices of securities of many smaller public companies for reasons frequently unrelated to the operating
performance of such companies.

Item 7. Financial Staicments and Supplementary Data

The consolidated financial statemenis of the Company are filed under this liem, beginning on page 44 of
this Report, and of NEXTLINK Capital are filed under this ltem, beginning on Page 61 of this Report.

Item 8. Changes in and Disagreements with Accountanis on Accounting and Financial Disclosure

None.

34



PART Il

Item 9. Directors and Executive Officers of the Company

MANAGEMENT

The following table seis forth the names, ages and positions of the executive officers and members of the
Company's board of directors. Their respective backgrounds are described following the table.

Name Age Position

Steven W. Hooper(3) ..... 45 Chairman of the Board of Directors

Wayne M. Perry(1)....... 48 Vice Chairman and Chief Executive Officer

James F. Voelker(1) ...... 47 President and Director

George M. Tronsrue 111 .., 4] Chief Operating Officer

Jan Loichle .cvvvenanntne, 50 Vice President, Chiefl of Local Exchange
Operations

Kathleen H. Iskra ........ 41 Vice President, Chief Financial Officer and
Treasurer

R. Bruce Easter, Jr........ 40 Vice President, General Counsel and Secretary

Charles P. Daniels ........ 4] Vice President, Chief Technology Officer

Michael J. McHale, Jr. ... 41 Vice President, Chief Marketing Officer .

R. Gerard Salemme .. .. ... 44 Vice President. External Affairs and Industry
Relations

Craiz O. McCaw ......... 48 Director

Dennis Weibling(1)(2)(3) 46 Direcior

ScotJarvis(2) ...t 37 Direcior

William A. Hoglund(1)(2) 44 Direcior

Sharon L. Nelson(3) ...... 51 Director

Jeffrex S. Raikes ......... 39 Director

(1) Member of the Executive Committee
(2) Member of the Compensation Committee
(3) Member of the Audit Commiittee

The following persons are the presidents of the Company’s operating subsidiaries:

Name Age Position
Hugh C. Cathey.......... 47 President of NEXTLINK Ohio, L.L.C.
Don Hillenmever ......... 52 President of NEXTLINK Tennessee, L.L.C.
JefC.Swone...eoeaee 40 President of NEXTLINK Interactive, L.L.C.
Dwayne Nielson .......... 43 President of NEXTLINK Utah, LL.C.
Gary Rawding............ 46 President of NEXTLINK Pennsylvania, L.P.
Donald W, Sessamen...... 64 President of NEXTLINK California, L.L.C.
Richard Kingston......... 38 President of NEXTLINK lllinois, Inc.

Directors of the Company are elected annually at the annual meeting of sharcholders. The next annual
meeting of shareholders is scheduled for May 1998. All of the officers identified above serve at the discretion
of the Board of Directors of the Company. There are no family relationships between any person identified
above.

The Audit Committee is responsible for reviewing the services provided by the Company's independent
auditors, consulting with the independent auditors on audits and proposed audits of the Company and
reviewing the need for internal auditing procedures and the adequacy of internal controls. The Compensation
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Committee determines executive compensation and stock option awards. The Executive Committee exercises,
to the maximum extent permitted by law. all powers of the Board of Directors between board meetings, except
those functions assigned to specific committees. The Board of Dmctors may establish additional committees
from time 10 time.

The following are briel biographies of persons identified above.

Steven W. Hooper. Mr. Hooper has been Chairman of the Board since July 21, 1997, Prior to that,
Mr. Hooper was Vice Chairman of the Company since June 16, 1997. Mr. Hooper was formerly President and
Chiel Executive Officer of AT&T Wircless Services. Inc., following the merger with McCaw Cellular. Prior to
being appointed President and Chiel Executive Officer, he served as Chief Financial Officer for two years.
This was preceded by five years as Regional President for Cellular One's Pacific Northwest/Rocky Mountain
region, where his responsibilities included managing the cellular operations in six western states and Alaska.
Mr. Hooper is 2 member of the Audit Commitiee of the Board of Directors.

Woyne M. Perry. Mr. Perry has been Chief Executive Officer of the Company since July 21, 1997 and
Vice Chairman of the Company since June 16, 1997. Mr. Perry was formerly Vice Chairman of AT&T
Wireless Services, Inc. since September 1994, following the merger with McCaw Cellular. Prior to the
merger, he served as Vice Chairman of the Board of McCaw Cellular since June 1989, and before that served
as President since December 1985, Prior to becoming President of McCaw Cellular, Mr. Perry served as
Executive Vice President and General Counsel and was primary legal officer from 1976 to 1985. Mr. Perry was
appointed Vice Chairman of the Board of LIN Brouadcasting Corporation on March $, 1990. He also served as
Chairman of the Board of Directors of the Cellular Telecommunications Industry Association, the nationwide
wireless industry association. for the 1993/94 term. Mr. Perry is a member of the Executive Committee of the
Board of Directors.

James F. Voelher. Mr. Voelker has been the President of NEXTLINK since April 1995 and is
responsible for developing 1the company vision and guiding overall operations. He is recognized as one of the
early entreprencurs in the business of building and delivering competitive local exchange service.
Mz Votlker's career in telecommunications spans almost two decades and includes experience in very
diTerent segments of the industry in a variety of executive positions. From 1981 to 1984 he served as Vice
President of Sales. Marketing and Customer Service for Lexite]l Corporation, the forerunner of Allnet
Communications. Mr. Voelker co-founded Digital Signal Inc. and served as Chief Operating Officer and
Chiel Executive Officer from 1985 through the company’s sale 10 SP Telecom in 1990. Digital Signal operated
a nationwide fiber optic newwork supplying capacity, engineering, provisioning and operational support to over
one hundred interexchange carriers. In the CAP arena, Mr. Voelker became Vice Chairman of City Signal
Inc. in 1992, which consiructed and operated networks in six markets. Subsequently, he served as its Chief
Executive Officer afier the company merged with its sister company Teledial America 10 form U.S. Signal.
Based in Grand Rupids. Michigan, U.S. Signal was one of the first fully certified CLECs in the country.
Mr. Veelker has served as Vice Chairman of ALTS, the industry Association of Local Telephone Service
providers and as a direcior of Phoenix Network Inc., a publicly held long distance company. Mr. Voelker is
also a2 member of the Executive Committee of the Board of Directors.

George M. Tronsrue {Il. Mr. Tronsrue has been Chief Operating Officer of NEXTLINK since
October 1997. Prior to that. Mr. Tronsrue was part of the initial management team of ACS! from
February 1994 to September 1997, and was responsible for planning and overseeing the operations of ACSI
for its first three years serving as Chief Operating Officer, President, Strategy and Technology Development
Division and Executive Vice President, Planning and Development. Prior to that, Mr. Tronsrue served as the
Regional Vice President of the Central Region of Teleport Communications Group (“TCG"), and as Vice
President, Emerging Markets overseeing the start-up of TCG's initial eight cable television partnerships.
Before TCG, Mr. Tronsrue was at MFS Communications from its inception in 1987 uniil 1992. A1 MFS,
Mr. Tronsrue served as Vice President, Corporate Planning and Information Management; Vice President,
Field Sales: Vice President and General Manager for MFS New York during its first year of operations and
Executive Vice President, MFS Internet. Prior 10 MFS, Mr. Tronsrue served at MCI from 198310 1986 in a
variely of engineering and operations roles, culminating as Director of Operations, Michigan and Ohio.
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Jan Loichle. Ms. Loichle has been Vice President, Chiel of Local Exchange Operations of NEXTLINK
since October 1996. Prior 10 that, Ms. Loichle was the President of NEXTLINK Solutions (the virtual
communications center) from July 1995, Prior to joining NEXTLINK, Ms. Loichle was Executive Vice
President at U.S. Signal in Detroit and Grand Rapids, Michigan from April 1993 10 July 1995. At U.S. Signal
Ms. Loichle led the development of an enhanced service platform (Magic Number) from concept through
production system and implementation. From 1990 to 1993, Ms. Loichle was Assistant Vice President of
Finance for SP Telecom in San Francisco. Prior to that, Ms. Loichle was Vice President of Financial
Operations for Lexitel/Allnet/ALC in Birmingham, Michigan from December 1980 1o October 1989.

Kathleen H. Iskra. Ms. Iskra has been Vice President, Chief Financial Officer and Treasurer of .
NEXTLINK since January 1996. Prior to that, she was President and Chiel Executive Officer of Horizon Air,
a wholly owned subsidiary of Alaska Air Group. Prior to her appointment at Horizon Air, Ms. Iskra served as
stafl Vice President of Finance and Controller of Alaska Airlines and Alaska Air Group. Ms. Iskra's service
with Alaska began in 1987, when she was appointed Controller. Prior 1o joining, Alaska, she was an audit
manager with Arthur Andersen. '

R. Bruce Easter, Jr. Mr. Easter has been Vice President, General Counsel and Secretary of
NEXTLINK since January 1995. From 1986 to December 1994, Mr. Easter was an associate and then
partner in the law firm of Davis Wright Tremaine in Seattle, Washington, where he focused on communica-
tions law and media matters.

Charles P. Daniels. Mr. Daniels has been Vice President, Chiel Technology Officer since July 1997.
Prior to that, Mr. Daniels was Vice President, Chief Marketing Officer of NEXTLINK from November 19935,
From 1992 1o 1995, Mr. Daniels worked for MCI where he was the founder and Program Manager of the
network MCI Developers Lab. Mr. Daniels was also a founding member of MCl's Advanced Technology
Group. Prior 10 joining MCI, Mr. Daniels worked for Manufacturers Hanover Trust from 1989 10 1992 as
Vice President/Sirategic Technology and Research, where he was responsible for evaluating and implement-
ing new technologies that either reduced costs or generated new revenue,

Michael J. McHale, Jr. Mr. McHale has been Vice President, Chiel Marketing Officer since Novem-
ber 1997. Prior to joining NEXTLINK, Mr. McHale served as Vice President and General Manager of the
Phoenix market and Regional Vice President at Teleport Communications Group, Inc. from 1993, developing
the Phoenix market from its inception. Prior to that. from 1991 10 1993, he was Vice President, Product
Marketing and Development at MFS Intelenet, Inc. and was responsible for planning and implementing
MFS's initial introduction of switched services in New York Ciy,

R. Gerard Salemume. Mr. Salemme has been Vice President, External Affairs and Industry Relations
since July 1997, Prior to joining NEXTLINK, Mr. Salemme was Vice President, Government Affairs at
AT&T Corp. from Decemnber 1994. Prior 10 joining AT&T Corp., Mr. Salemme was Senior Vice President,
External Affairs at McCaw Cellular from 1991 to December 1994

Craig O. McCaw. Mr. McCaw has been a director of the Company since September 1994 and was Chief
Executive Officer of NEXTLINK from September 1994 to July 21, 1997. Mr. McCaw is also Chairman and
Chief Executive Officer of Eagle River. a company formed and owned by Mr. McCaw 1o make strategic
investments in telecommunications ventures. Mr. McCaw was the founder, Chairman and Chiel Executive
Officer of McCaw Cellular, the nation’s Jeading provider of wireless communications services, until the
company was sold 1o AT&T in August 1994. Prior to entering the cellular telephone business in 1983,
Mr. McCaw was requested by his family to assume responsibility for the daily operations of a small cable
television operation in Centralia, Washingion, that he and his three brothers owned. The one-sysiem operation
serving 4,000 subscribers eventually grew 1o be the nation’s 20th largest cable operator serving 450,000
subscribers. In 1974, the cable company’s services expanded by entering the paging and conventional mobile
telephone industries. The company eventually became the fifth largest paging operator in the country, serving

. approximately 320,000 subscribers in 13 states. In 1981, the company began to develop broad-based cellular
telephone services. Later, McCaw Cellular became the nation's largest cellular telephone operator, with
cellular system positions in more than 100 U.S. cities, representing more than 100 million potential customers.
The company also had interests in wireless data transmissions, personal communications services, air-to-
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ground phone systems and satellite comymunications at the time of its sale to AT&T. Mr. McCaw is one of the
two principal owners of Teledesic Corporation, which in March 1994 announced plans for a worldwide
satellite-based telecommunications system. Mr. McCaw is indirectly a significant stockholder. a director and
Chairman of the Operating Commiittee of Nextel Communications, Inc.. a provider of wireless telecommuni-
cations services. Mr. McCaw is also a director of Cable Plus, Inc.

Dennis Weibling. Mr. Weibling has been a director of the Company since January 1997 und had been
Executive Vice President of NEXTLINK since September 1994. Mr. Weibling is also President of Eagle
River, Inc., since October 1993. Mr. Weibling is a director and member of Nextel Communications, Inc.'s
Board of Directors and operations, audit and compensation committees. Nextel is a leading provider of
integrated wireless communications services for teams of mobile workeérs. Mr. Weibling serves on the board
and executive committee of Teledesic Corporation, o satellite telecommunications company backed by
Mr. McCaw and Microsoft founder Mr. William Gates. Mr. Weibling is a director of Cable Plus, one of the
leading providers of private cable television and telephony service to residential apartment complexes.
A licensed certified public accountant in Washington, Mr. Weibling is 8 member of the American Society of
Cenified Public Accountants and the Washingion Society of Certified Public Accountants. In addition,
Mr. Weibling is a licensed attorney in Ohio and a member of the American Bar Association and Ohio Siate
Bar Association. Mr. Weibling is also 8 member of the Executive, Compensation and Audit Committees of
the Board of Directors.

Scor Jamis. Mr. Jarvis has been a director of the Company since January 1997 and. prior to that, had
been Executive Vice President of NEXTLINK since September 1994, and was a Vice President of Eagle
River, Inc. from October 1994 through April 1996. Mr. Jarvis is the co-founder and since March 1997 has
been a member of Cedar Grove Partners, L.L.C. Prior to that. Mr. Jarvis was the acting President of the
Company from September 1994 10 April 1993, Prior 10 joining Eugle River, Inc.. Mr. Jarvis served as Vice
President of McCaw Development Corporation from 1993 10 1994 and of McCaw Cellulur from 1985 through
1994, During his tenure at McCaw Cellular, Mr. Jarvis served in the positions of General Manager from 1990
10 1993, Vice President of Acquisitions and Development from 1988 to 1990 and Assistant Vice President
from 1685 to 1988. Mr. Jarvis also recently served on the Board of Directors or executive committees of:
NEXTEL Communications, Inc.. PriCellular Corporation, Horizon Cellular Group, Los Angeles Cellular

elephone Company, Cellular 2000 Parinership, Cybeniel Cellular Telephone Company (St. Louis), Northe.
west Cellular Partnership, and Movite] de] Noroeste (Mexico Region). Mr. Jarvis has also served as the
President of the Tberia Cellular Telephone Company from 1991 10 1994, Mr. Jarvis is also 3 member of the
Compensation Committee of the Board of Directors.

William A. Hoglund. Mr. Hoglund has been a director of the Company since January 1997 and, prior to
that, had been Executive Viee President of NEXTLINK since February 1996. Mr. Hoglund is also Vice
President and Chief Financial Officer of Ezgle River, Inc. since January 1996. Prior 10 joining Eagle River,
Inc., Mr. Hoglund was Managing Director of J.P. Morgan & Co. in its investment banking group.
Mr. Hoglund was employed by J.P. Morgan & Co. from 1977 through 1995, focusing for the past nine years on
clients in the telecommunications, cable and media industries. Mr. Hoglund is also a member of the Executive
and Compensation Commitiees of the Board of Directors.

Sharon L. Nelson. Ms. Nelson has been director of the Company since September 1997 and, prior to
that, was Chairman of the Washington Ulilities and Transportation Commission (“WUTC") from Febru-
ary 11, 1985 until her resignation on August 15, 1997. Prior 10 serving on the WUTC, Ms. Nelson served as
stafl coordinator for the Washington State Legislature's Joint Select Committee on Telecommunications
(1983 10 1985), an attorney in private practice (1982 to 1983), legislative counsel to the Consumers Union of
the United States (1978 to 1981), staff counse! 10 the Commerce Committee of the U.S. Senate (1976 1o
1878) and secondary schoo! teacher of history and anthropology (1969 to 1973). Ms. Nelson is also the past
president of the National Association of Regulatory Utility Commissioners. Ms. Nelson also served orn the
Federal-State Joint Board on Universal Service created under the Telecom Act and as one of the 20-member
negotiating team appointed by the Governors of Washington, Idaho, Oregon and Montana to review the
Northwest electric power system. Ms. Nelson is also a member of the Audit Committee of the Board of
Directors.

38



Jefirey S, Raikes. Mr. Raikes has been a director of the Company since September 1997, He is also a
member of the Executive Commitiee and the Group Vice President, Sales and Marketing of Microsoft
Corporation. As Group Vice President, Mr. Raikes has responsibility for Microsoft's worldwide customer units
as well as sales, marketing. support and service in the United States and Canada. Prior to joining the
Executive Committee in July 1996, Mr. Ruikes was Senior Vice President of Microsoft North America since
1993. Prior to serving as Senior Vice President of Microsoft North America, from 1990, Mr. Raikes was Vice
President of Oftice Systems, where he was responsible {or the development and marketing of word processing.
workgroup applications and pen computing. From 1984 10 1990, Mr. Raikes was the Director of Applications
Marketing, where he was the chief strategist behind Microsoft's graphical applications for the Apple
Macintosh and Microsoft Windows as well as leading the product strategy and design of Microsoft Office.
Mr. Raikes is also a member of the University of Nebraska Foundation and 8 Trusiee of the Washingion State
University Foundation

The following individuals are the senior management of the Company's subsidiaries.

Hugh C. Cathey. Mr. Cathey has been the President of NEXTLINK Ohio since August 1996. Prior to
joining NEXTLINK, Mr. Cathey had nearly 20 years of experience in the telecommunications industry.
Mr. Cathey was President and Chiel Executive Officer of Digital Network, Inc., a8 publicly traded, facilities-
based Jong distance company based in Dallas, Texas. From 1989 10 1993, Mr. Cathey served as President and
Chief Executive Officer of United Telemanagement, Inc. Prior 10 that, Mr. Cathey held sales and product
management positions of increasing responsibility with AT&T, culminating as the senior executive of a
business unit of AT&T with annual revenues of approximately $100 million. During Mr. Cathey's tenure at
United Telemuanagement, Inc.. that company filed a petition under .he Federal bankruptcy laws.

Don Hillenmeyer. Mr. Hillenmeyer has been the President of NEXTLINK Tennessee since
Muarch 1995 Prior 1o jeining NEXTLINK in March of 1995, Mr. Hillenmeyer was president of MCMG, Inc..
3 Nashville-based wireless communications management consulting and operations firm specializing in
running Rural Service Areas for independent cellular telephone owners. Before founding MCMG, Inc.,
Mr. Hilienmeyer held various senior management positions at McCaw Cellular and was responsible for
13 southern states from August 1986 10 February 1990.

Jefi C. Stone. Nr. Stone has been the President of NEXTLINK Interactive (the IVR subsidiary) since
August 1, 1997, Prior 1o joining the Company, Mr. Stone was Vice President and General Manager for the
Western Region of WorldCom. Inc. (previously MFS Telecom. Inc.) from 1994 10 July 1997. Prior 1o that,
from 1989 10 1694, Mr. Store was the Director of Sales and Marketing of Associated Communications of
Los Angeles.

Dicayue Nielson. Nr. Nielson has been President of NEXTLINK Uiah since February 1996, Prior to
joining NEXTLINK. Mr. Nielson was Assistant Vice President, Consumer and Small Business Market, at
Sprint Corporution from October 1994 1o February 1996. Prior 1o that, from August 1985 through
October 1994, Mr. Nielson held a variety of sales and marketing positions at Sprint and United Telephone.

Gany Rowding. Mr. Rawding has been President of NEXTLINK Pennsylvania since September 1994
Prior 10 founding Penns Light Communications. Inc.. certain assets of which were acquired by the Company
in September 1994, he served as Vice President of Sales and Marketing at Easiern TeleLogic Corporation
from 1989 until 1993. Prior to joining Eastern Telelogic, Mr. Rawding held various positions with Bell
Atlantic Corporation.

Donald W. Sessamen. Mr. Sessamen has been President of NEXTLINK California since Novem-
ber 1996. Prior to that, Mr. Sessaraen acted as a consultant to NEXTLINK. Prior to acting as 2 consultant to
the Company, Mr. Sessamen joined Brooks Fiber California in 1994 as President, afier the company acquired
Phoenix Fiberlink. At Brooks Fiber California, Mr. Sessamen completed the installation of the San Jose
system and managed the entry into switched services in the Sacramento market. From 1991 10 1994,
Mr. Sessamen was Executive Vice President of Operations, Engineering and MIS at SP Telecom, a fiber optic
systems consiructicn and wholesale transmission company using Southern Pacific Railroad rights-of-way east
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of the Mississippi River. At SP Telecom, Mr. Sessamen led SP Telecom’s entry into switch-based products
utilizing the Northern Telecom DMS 250 Super Node, introducing innovative switch-based products.

Richard Kingston. Mr. Kingston has been the President of NEXTLINK lllinois since July 1997. Prior
1o joining NEXTLINK, Mr. Kirngston was the Western Regional Vice President/General Manager of
American Communications Services, Inc. from April 1994 10 July 1997. Prior to that, Mr. Kingston operated
his own telecommunications company, King Communications, Inc. from January 1992 to January 1994. From
December 1990 1o January 1992, Mr. Kingston was West Region Agent Manager for Telesphere Communica-
tions, Inc. and from 1988 10 December 1990, Mr. Kingston was Director of Carrier Sales at MFS Communi-
cations Company, Inc. . )

Section 16(a) Beneficial Ownership Reporting Compliance

Information regarding compliance with Section 16(a) of the Securities Exchange Act of 1934 is set forth
under the caption “Section 16(a) Beneficial Ownership Reporting Compliance™ in the Company's Proxy
Statement relating to the Company's annual meeting of sharcholders to be held on May 20, 1998, and is
incorporated herein by reference. Such Proxy Statement will be filed within 120 days of the Company's year
end.

Item 10. Executive Compensation

Information called for by Part 111, ltem 10. is included in the Company's Proxy Statement relating to the
Company's annual meeting of sharcholders 1o be held on May 20, 1998, and is incorporated herein by
reference. The information appears in the Proxy Statement under the caption “Compensation of Executive
OfF:zers” Sush Proxy Statement will be filed within 120 days of the Company’s year end.

Item 11, Sccurity Ownership of Certain Beneficial Owners and Management

Information called for by Part 11, Item 11, is included in the Company’s Proxy Statemient relating to the
Compory's annual meeting of shareholders 1o be held on May 20, 1998, and is incorporated herein by
reference. The information appears in the Proxy Statement under the caption “Ownership of Cenain
Benerizial Owners.” Such Proxy Statement will be filed within 120 days of the Company’s vear end.

liem 12, Certain Relationships and Related Transactions

Infermation called for by Part 111, Item 12, is included in the Company's Proxy Statement relating to the
Compary's anncal meeting of shareholders 10 be held on May 20, 1998, and is incorporated herein by
reference. The information appears in the Proxy Statement under the caption “Certain Relationships and
Related Transactions.” Such Proxy Statement will be filed within 120 days of the Company’s vear end.
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Item 13, Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) Financial Statements

NEXNTLINK Communications, Ine. :

Report of Independent Public ACCOURIANLS .. ovvntr vt iieeeiiiacosannaaaeiannass 43
Consolidated Balance Sheets as of December 31, 1997 and 1996...........ociviiilt, 44
Consolidated Statements of Operations for the Years Ended December 31, 1997

(b)

and 1996

Consolidate Statements of Changes in Shareholders” Equity (Deficit) for the Years Ended
December 31, 1997 and 1996 .. 0iviiiittieierranenenessonsssassnssonassseassans 46

Consolidated Statements of Cash Flows for the Years Ended December 31, 1997 and

1006 . ittt ittt it it et e sr ittt enssassenras Cetetetetaaerrerans 47
Notes 10 Consolidated Financial Statements .......coovvrreeieeennnacsnonasnnanenas 48
NEAXTLINK Capital, Ine.

Report of Independent Public ACCOUNIANIS . .vvvvtiieonenerronsrensarocaronssssnons 60
Balance Sheets as of December 31, 1997 and 1996, ... i iieieiiiiinneien s 6!
Note 10 Balance Sheets. ... it iiiiiiiieiiiiierinerrennnassneesnsiitiesnnersans 62

List of Exhibits:

Exhibit No.

31
3.2
33
34

<.l

4.3

4.4

4.5

4.6

47

10.1
10.2
10.3

Deseription *
Articles of Incorporation of NEXTLINK Communications Inc.(2)
By-laws of NEXTLINK Communications. Inc.(2)
Articles of Incorporation of NEXTLINK Capital. Inc.(1)
By-laws of NEXTLINK Capital, Inc.(1)
Form of Exchange Note Indenture. by and among NEXTLINK Communications.

Inc. and United States Trust Company of New York. as trustee. relating 10 the
Exchange Notes, including form of Exchange Notes.(2)

Certificate of Designations of the Powers. Preferences and Relative, Participating.
Optional and Other Special Rights of 14% Senior Exchangeable Redeemable
Preferred Shares and Qualifications. Limitations and Restrictions Thereof.(2)

Form of stock cenificate of 14% Senior Exchangeasble Redeemable Preferred
Shares.(2)

Indenture. dated as of April 25, 1996. by and among NEXTLINK Commiunications.
Inc., NEXTLINK Capital, Inc. and United States Trust Company of New York, as
Trusiee, relating 1o 12%4% Senior Notes due April 15, 2006. including form of globul
note.(1)

First Supplemental Indenture, dated as of January 31, 1997, by and among the
Company, NEXTLINK Communications. L.L.C.. NEXTLINK Capital and United
Siates Trust Company of New York, as Trustee.(2)

Form of Indenture between United Siates Trust Company, as Trustee and
NEXTLINK Communications, Inc., relating to the 9%% Senior Notes due 2007.(3)

Form of Indenture between United States Trust Company. as Trustee and
NEXTLINK Communications, Inc., relating to the 9% Senior Notes Due 2008.

Stock Option Plan of the Company.(2)
First Amendment to Stock Option Plan of the Company.

Registration Rights Agreement dated as of January 18, 1997, between the Company
and the signatories listed therein.(2)
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Exhibit No.

10.4

10.5

10.6

21
27.1
27.2

Preferred Exchange and Registration Rights Agreement, dated as of January 31,
1997. by and among the Company and the Initial Purchasers.(2)

Fiber Lease and Innerduct Use Agreement, dated as of February 23, 1998, by and
between NEXTLINK Communications, Inc. and Metromedia Fiber Network,
Inc.(4)

Amendment No. 110 Fiber Lease and Innerduct Use Agreement, dated as of
March 4, 1998, by and between NEXTLINK Communications, Inc. and Metromedia
Fiber Network, Inc.(4) )

Subsidiaries of the Registrants.

Financial Data Schedule for the year ended December 31, 1997,

Financial Data Schedule, restated for the periods ended December 31, 1996, June 30,
1997 and September 30, 1597.

(1) Incorporated herein by reference to the exhibit filed with the Registration Statement on Form S-4 of
NEXTLINK Communications, L.L.C. (the predecessor of NEXTLINK Communications, Inc.) and
NEXTLINK Capital, Inc. (Commission File No. 333-4603).

Incorporated herein by reference 10 the exhibit filed with the Annual Report on Form 10-KSB for the
yvear ended December 31, 1996 of NEXTLINK Communications, Inc. and NEXTLINK Capital, Inc.
(Commission File Nos. 333-04603 and 333.034603-01).

Incorporated herein by reference 1o the exhibit filed with the Repistration Statement on Form S-1 of
NEXTLINK Communications. Inz. (Commission File No. 333-32003).

Portions of this exhibit were omitted and filed separately with the Secretany of the Commission pursuant
10 the Issuer's Application Requesting Confidential Treatment under Rule 24(b)-2 of the Securities
Exchange Act of 1934,

(2)

(3)

(<)

(¢) Reports on Form §-K

None.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of NEXTLINK Communications, Inc.:

We have audited the accompanying consolidated balance sheets of NEXTLINK Communications. Inc.
(a Washington Corporation) and subsidiaries as of December 31, 1997 and 1996, and the related consolidated
statements of operations, changes in shareholders' equity (deficit) and cash flows for the years then ended.
These financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit 1o obtain reasonable assurance sbout 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 financial statements referred to above present fairly, in all material respects, the
financial position of NEXTLINK Communications, Inc. and subsidiaries as of December 31, 1997 and 1996,
and the results of their operations and their cash fiows for the years then ended in conformity with generally
accepted accounting principles.

ARTHUR ANDERSEN LLP

Seanile. Washington.
Mareh 12, 1698
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NEXTLINK Communications, Inc.

CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except per share amounts)

ASSETS
December 31,
1997 1996
Current assets:
Cash and cash equivalents ..ot ieciiininnvnnnenes Cetereesserieanaas § 389,074 S 76.807
Marketable seCUTIIES L. it iiiieieiiiirtiressnirssnnsconssaseanes 353,283 47,713
Accounts receivable, net. ... iiiiiiiiiiieiiiee, Cetreatciattnatanianns 22,955 7,008
T 1T 4,530 607
Pledged secumties ... ittt iiiiiiiineiitennintessonctonannrarensannns 4] 425 39,770
Total CUMTENt 85518 . v uueeivnrrenrersasesensssassassonsasncssnnse 811,267 171,905
Pledged securities oottt iireienitiietatstttiiatteatssiasananes 21,185 61,668
Property and equipPMENt, MEl vuuiutiiireeurtnneeonnanonsoneassnssosasanss 253,653 97,784
LTt T 1T ) O -3 g $2,278 24,110
OLher 285818, MEl L.ttt iir ettt iuuesenaersooannnaerssssasossanssonanses 78,770 35,216
<3 T 1113 £ $1.217.153 $350.683
- E
LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
Current lizbilities:
ACCOUNTS Payable .. e e § 26776 S 18,622
ACCTUEE ENDEMSES ittt ittt ettt ettt e e 13,082 4,112
N OIS PayaDlE o e 8,234 -
Accrued Inerest PaVAblE L. e 18,880 9.250
Current portion of capital lease obligations ....... ... iiiviiiiiinnnnn, 2,610 1,194
Paxable to affiliate ... e — 1,500
Tota) current Habiilies ..o e e 69.582 34,678
L oM E-erm QO e e e 750,000 350,000
Capital lease Oblgations . ..ottt e 7,640 6,262
Deferred cOmPanSation. ...ttt e e e — 10,289
O:her long-term liabilitles ..o . e e 3.179 2.850
Toma) Habilties. e £30,401 404,079
Comimitments and contingencies
TS 2 FA S 11 T3 €3-S 23 308
Redzemable preferred stock (par value S0.01 per share. aggregate liquidation
preference $323,478; 6.322,031 and 0 shares issued and outstanding in 1997
angd 1996, respeCtively ) . it e i 313.319 -_—
Class B commion stock, subject to redemption (par value S0.02 per share, 519,950
and 0 shares issued and outsianding in 1997 and 1996, respectively) ........... 4.950 -—
Equity units subject to redemption (0 and 397,202 units ouisianding in 1997
and 1996, respectively) .. v it i e e e —_ 4,950
Shareholders’ equity (deficit):
Common stock, par value $0.02 per share. stated at amounts paid in; Class A,
110,334,000 shares authorized, 19,167,899 and O shares issued and
outstanding in 1997 and 1996, respectively; Class B. 44,133,600 shares
authorized, 33,746,573 and O shares issued and outstanding in 1997 and
1996, TespeCtively L vttt i i it ettt aaaas 330,561 -
Deferred cOnMPENSalion . iueererrereatiroseerarestessroanssssercesones (9.596) -—
ACCUMUIEIEE BEfICI i ittt eearenennnntasannraennneenennae (252,508) (84,18))
Members' capital (28,154,509 units, all of which are outstanding in 1996) ... - 65.827
Total shareholders' equity (deficit) ..o vreriinneniiiecnsancenenes 68,460 (18,634)
Total liabilities and shareholders’ equity (deficit)..... ceenens ceseaas $1.217.153  $390.683
3 b

See accompanying notes to consolidated financial statements.
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NEXTLiNK Communications, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in thousands, except per share amounts)

Total COStS BN EXPEMSES .. vuvverirerienernsnernensnnssonssocesananss
D088 fTOm OPEratiONS . . v\ttt ettt ittt et erereernesneenarnnrnaens
BTl INCOmE o e e e
I S T
Loss before minority interests ..ottt e e P
Minority interests in loss of consolidated subsidiaries.......oovvuenenrrnenennenenns
N doss o

Preferred stock dividends and accretion of preferred stock redemption obligation,
INClUEIng 1SSUE COSIS .o\ i

Pro forma:
Netdoss per share oo

Shares used in computation of pro forma net lass per share (1996 amounts have
been adjusted for conversion of membership units into shares of the Company’s
Class A and Class B common stock upon incorporation; see Note 9) ..........

See accompanying notes 10 consolidated financial statements.
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Year Ended December 31,

1997 1996

$ 51519 § 25686
54,031 25,094
75,732 31,353
3,247 9.914
18,851 6,640
8339 3,700
160.200 76,701

(102,621) (51,015)
27,8217 10,446

(54.495) (30.876)

(129,289) (71,445)
285 344

S (125,004)
L —

(35.320)

S _(71,100)
]

S (168.324)
e

S (3.91)
e

43.052.885
e

S (71100
e

§ (1.81)

36.312.482
b —



NEXTLINK Communications, Inc.

CONSOLIDATED STATEMENTS OF CHANGES
IN SHAREHOLDERS' EQUITY (DEFICIT)
(Dollars in thousands)

Common Stock

Shares Deferred  Accumulated  Members'
Class A Ciass B Amount  Compensation Deficit Capita! Total
Balance at December 31, 1995............. - T 3 -— $ - S (13,080) $49,799 S 36,719
Contributed capital ........ovvvnin.n, -— -— - - -— 9.502. 9.502
Issuance of units for NEXTLINK Ohio
BCQUISILON. .o vere it - -— - - - €52 652
Impact of recapitalization and merger of
affiliates . iieiiiiiii e -— -— -— - -— 5.574 5,574
Netoss. .o ovinenniinnenatneneoncennes -— -— -— -— {71.101) -— (71,101)
Balance at Decemnber 31, 1996............. - -— - -— (84,181) 65,527 (18,654)
Merger of NEXTLINK Communications,
L.L.C with and into NEXTLINK
Communications, Inc. ................ - 36165259 65,527 - - (65,527) -—
Conversion of Equity Option Plan into
Employee Stock Option Plan.......... - -— 15,363 (4.234) - - 11.129
Issuance of compensatory stock options . .. - - 4872 (4.872) - - -
Compensation attributable to stock cptions
VESUME it -— -— -— 2,338 - -— 2338
Issuance of commeon stock under leasing
ATIANEEMERY L.t e 176,534 - 1.400 -— - -— 1,300
Issuance of commoen stock upon exercise of
$10CK ODLONS . o' 672.878 921.314 13 - - - 115
Issuance of common stock in initial public
offering ... 14.280.000 - 226,760 - - -_ 226.760
Sale of common stock by selling
shareholder in initial public offering .. .. 3,200,000  (3.200.000) - -— -— -— -
Issuznce of common stock in acquisitions 698,487 - 16.524 - - -— 16.524
Conversion of Class B common stoek into
Class A commonstock ... 140.000 (140.000) - - - -— -—
Lozans 10 offcers for income taves paid
upon exercise of stock options ......... - - - (2.825) - - (2.825)
Cumulative redeematle preferred stock
dividends and accretion of preferred
stock redemption obligation, including
ISSUE COSIS . oottt irsvnneeinnnns, - -— -— -— {39,320) - (39.320)
Net1oss . oo i -— - — - (]29.004) - (129.004
Balance a1t December 31, 1987............. 16.167.899  33.746.373 $330.561 $(9.496) $(252.805) § =~ & 65.460
F———— 3 t——— 3 E— i ——+ =Tmrmes “

See accompanying notes to consolidated financial statements.
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NEXTLINK Communications, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

Year Ended December 31,

1997 1996
OPERATING ACTIVITIES:
YT T e veenens $(129,004) S (71,101)
Adjustments to reconcile net loss 1o net cash used in operating activities: )
Deferred compensation eXpense . .o.uvuevieireserrssoercasssasenasens 3,247 9914
Equity inloss of affiliates ... ..coiviiiiiiiniiiininenieiiinnienans . 2,544 1,100
Depreciation and amortization ...ooovvvveinnrcnnsconns Ceeenns Ceseres 27,190 10,340
Minority interests in loss of consolidated subsidiaries .......... ceteecans (285) (344)
Changes in assets and liabilities, net of effects from acquisitions: '
ACCounts Teceivable . ittt i i reies it aaeas e (11,206) (1,659)
Ot CUPTERL 255818, .t i ittt v tsveenenereaonsonsoctsonssacasasses (1,953) (42)
Other JonE-18TIm @55818 ... ivrtiiieirirernearosoatsonsossasosassnns (1,208) (1,430)
ACCOUNTS PaYabIe it et it e i res s 4,116 993
Accrued expenses and other liabilities. ... G eeeeanns 2,434 2416
Accrued interestpavable ... ... .. e 9.630 9.250
Net cash used in Operating aCtivilies . ... ..iveri e ninrearrnnennnnnns (94,455) (40,563)
INVESTING ACTIVITIES:
Purchase of property ang egquiPmMent ... it et eriaeae e (142,170) (51.920)
Investment in assets of acquired businesses (net of cash acquired) ........... (61.609) (15.169)
Cash withdrawn from (placed into) escrow to be used in business acquisition .. 6.000 (6.000)
Invesiments in unconsolidated affiliates. . ittt i it i (6.766) (4.953)
Purchase of pledged Secumities ... ittt -— (117.688)
Maturity of pledged secumities ... . it it i e 39,920 16,431
Purchase of marketable securities, el ... ittt it e it reiaeens (305.570) (47,713)
Net cash used in INVesting aCUVILES o\ttt iiiiinie v erereeennananans, (470,193) (227,012)
FINANCING ACTIVITIES:
Net proceeds from issuance of redsemable preferred stoek .......oovviiin, 274,000 -—
Canita] Comim Bt ONS e e e e i - 9.935
Proceeds from pavable to affiliates. ... o it i et -_ 28,766
Repaymant of pasable to affiliates . ... o i i (1,500) (33,703)
Repayment of capital lease obligations « oottt iint i iei i iiiinnnrnnenas (1,939) (771)
Repayment of notes payable . ..o i i e e, (5.926) -
L2 R} S <IN 4. 2 P -— (1,373)
Net prozeeds from sale of common $10CK .. ..o vieiiiiiierenneeeionennns 226,760 -—
Proceeds from sale of semior ROtes. ... vuiteiiieniiiinieennnineansannens 400,000 350,000
Proceeds from issuance of common stock upon exercise of stock options....... 115 -—
Costs incurred in connection with financing . ...oovvvevninriernennninennns. (11,728) (9.822)
Loans to officers for income taxes paid upon exercise of stock options......... (2.825) —
Net cash provided by financing activities ...oeveeiiieieennnerenneronnnnns 876,957 343,032
Net increase in cash and cash equivalents .....oovvvivivrieenninnennnrenns 312,267 75,457
Cash and cash equivalents, beginning of ¥ear. .. ..vuvuinvneneernrnsreenenns 76,807 1,350
Cash and cash equivalents, end of year.........ovviiiiiinenennenerseennss $ 389094 S 76.807
 — b

See accompanying notes 10 consolidated financia) statements.
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NEXTLINK Communications, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997 and 1996

1. Organization and Description of Business

The consolidated financial statements include the accounts of NEXTLINK Communications, Inc., 2
Washington corporation, and its majority-owned subsidiaries (collectively referred 10 as the Company). The
Company, through predecessor entities, was formed on September 16, 1994 and, through its subsidiaries,
provides competitive local, jong distance and enhanced telecommunications services in selecied markets in the
United States. The Company is a majority-owned subsidiary of Eagle River Investments, L.L.C. (Eagle
River).

The competitive local telecommunications service business is a capital intensive business. The develop-
ment of the Company's businesses and the installation and expansion of its networks require significant
expenditures. a substantial portion of which must be made before any revenues may be realized. These
expenditures, together with the associated early operating expenses, have resulted in negative cash flow and
operating losses, which have been substantially financed with the proceeds from public sales of debt and equity
securities.

2, Summary of Significant Accounting Policies

Principles of Consolidation

The Companmy’s financial statements include 100% of the assets, liabilities and results of operations of
subsidiaries in which the Company has a controlling interest of greater than 50%. The ovnership interests of
the othar members or partners in such subsidiaries are refecied as minority interests. The Company’'s
investment in Telecommunications of Nevadz, L.L.C., (Nevada L.L.C.) a limited liability company in which
the Company has a 40% interest 2nd which operates 2 network that is managed by the Company in Las Vegas,
Nevada. is accounted for on the equity method. Investments in entities in which the Company has voting
interests of not more than 207 are accounted for on the cost method. All significant intercompany accounts
and iransaciions have been eliminated.

Casl: ar.? Cash Eguivalents

The Cempany considers all highly liquid invesiments with maturities of three months or less at the time
of purchase 1o be cash equivalents.

Marketable Securities

Markeiable securities consist of U.S. government and other securities with original maturities beyond
three months. Marketable securities are stated at cost, adjusted for discount accretion and premium
amortization. The securities in the Company's portfolio are classified as “held to maturity,” as management
has the intent and ability 10 hold those securities to maturity. The fair value of the Company's marketable
securities approximates the carrying value. ‘

Pledged Securities

In connection with the sale of 12%4% Senior Notes (see Note 6), a portion of the net proceeds was
utilized to purchase a porifolio consisting of U.S. government securities, which mature at dates sufficient to
provide for payment in full of interest on the 12'4% Senior Notes through April 15, 1999. The pledged
securities 2re stated at cost, adjusted for premium amortization and accrued interest. The fair value of the
pledged securities approximates the carrying value.

48



NEXTLINK Communications, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 1997 and 1996
Properiy and Equipment

Property and equipment are stated at cost. Direct costs of construction are capitalized, including
$1,793,000 and S$853,000 of interest costs related to construction during 1997 and 1996, respectively.
Depreciation is computed using the straight-line method over the estimated useful lives of the assets.

Estimated useful lives of property and equipment are as follows:

Telecommunications REIWOLKS ..veeeeeeevioneancans 5-20 years
Office equipment, furniture and other.....ceuuenannn. 3.5 years
Leaschold improvements. . covvenennrenenoeeenns the lesser of the

estimated useful lives
or the terms of the
jeases

Intangible Assels

Intangible assets primarily represent costs allocated in acquisitions to customer bases and contracts,
software and related intellectual property and goodwill. Intangible assets are amortized using the straight-line
method over the estimated useful lives of the assets as follows:

CLSIOmMEr COMTACIS L.ttt v i eene et ierniennn, term of the contracts
CustomIer bases. .o e 5 years

Software and related intellectual property . ....... ... 5 years

Goodwill Lo e 15-20 years

Costs incurred in connection with securing the Company’s debt fucilities, including underwriting and
advisory fees and other such costs, are deferred and amiortized over the term of the financing using the
straight-line method.

Income Taxes

Prior to Januvary 31, 1997, the Company was organized and operated as a limited liability company that
was classified and taved as a partnership for federal and state income tax purposes. Effective February 1. 1997,
the Company became subject to federal and state income tanes directly as a C corporation.

The Company accounts for income taxes in accordance with the provisions of Statement of Financial
Accounting Standards No. 109, “Accounting for Income Taxes™ (SFAS 109), which requires that deferred
income taxes be determined based on the estimated future tax effecis of differences between the financial
statement and tax bases of assets and liabilities given the provisions of the enacted tax laws.

Revenue Recognition
The Coinpany recognizes revenue on telecommunications and enhanced communications services in the
period that services are provided.
Pro Forma Net Loss Per Share

Pro forma net loss per share has been computed using the number of shares of common stock and
common stock equivalents outstanding. Pursuant to Securities and Exchange Commission Staff Accounting
Bulletin No. 98 (SAB 98), issued in February 1998, nominal issuances of shares during the twelve-month
period preceding the date of the initial filing of the Registration Statement have been included in the
calculation of common stock equivalent shares as if such shares and options were outstanding for all periods
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NEXTLINK Communications, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 1997 and 1996

presented. The provisions of SAB 98 require retroactive application: as such, pro forma net loss per share
amounts and shares used in computation of pro forma net loss per share for all prior periods have been
restated.

In February 1997, the Financial Accounting Standards Board issued Statement No. 128, “Eamings Per
Share” (SFAS 128), which revises the calculation and presentation provisions of Accounting Principles Board
(APB) Opinion No. 15 and related interpretations. SFAS 128 is effective for the Company’s fiscal year ending
December 31, 1997, and retroactive application is required. Implementation of SFAS 128 did not have a
material effect on the Company’s earnings per share amounts reported prior to that date.

Stock-Based Compensation

As allowed by Statement No. 123, “Accounting for Stock-Based Compensation™ (SFAS 123), the
Company has chosen to account for compensation cost associated with its stock option plans in accordance
with APB Opinion No. 25.

Conceniration of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist
primarily of trade receivables. The Company's trade receivables are geographically dispersed and include
customers in many different industries. Management believes that any risk of loss is significantly reduced due
to the diversity of its customers and geographic sales areas. The Company continually evaluates the
creditworthiness of its customers: however, it generally does not require collateral. The Company's allowance
for doubtful accounts is based on historical trends, current market conditions and other relevant factors.

Use of Estimates

The preparation of consolidated financial statements in conformity with generally accepied accounting
princinles requires management 1o make estimates and assumptions that affect the amounts reported in the
financial statemenis and accompanying notes. Actual results could differ from those estimates,

Reclassifcations

Certain reclassifications have been made 10 prior period amounts in order to conform to the current year
preseniation.

3. Acquisitions

On November 1, 1997, the Company acquired all of the outstanding shares of Start Technologies
Corporation (Start), a shared tenant services provider offering local and long distance services, Internet access
and customer premise equipment management in Texas and Arizona. The Company paid consideration for the
transaction consisting of $20.0 million in cash, 441,336 shares of Class A common stock, and the assumption
of approximately $5.3 million of liabilities, the majority of which were repaid.

On October 1, 1997, the Company acquired all of the outstanding shares of Chadwick Telecommunica-
tions Corporation (Chadwick), a switch-based long distance reseller in central Pennsylvania, through a
merger transaction between Chadwick and a wholly owned subsidiary of the Company. The purchase price of
the transaction consisted of a $5.0 million promissory note payable, due January 1, 1998, issuance of 257,151
shares of Class A common stock, and the repayment of long-term debt and other liabilities totaling
$6.6 million. The merger agreement also provides for additional payments of up to a maximum of 192,663
shares of Class A common stock over 2 two-year period, with these payments being contingent upon the
acquired operation achieving specified performance goals.
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NEXTLINK Communications, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 1957 and 1996

On February 4, 1997, the Company acquired substantially all of the assets of Linkate! Pacific, L.P.
(Linkatel), a Los Angeles-based competitive access telecommunications provider. At the time of the
acquisition, Linkate] operated an 80 mile fiber optic telecommunications network covering several markets
from the downtown Los Angeles area to the city of Irvine in Orange County. As part of the assets acquired,
the Company obtained access to approximately 250 route miles of right-of-way, of which 183 miles have been
completed, creating one network in Los Angeles and one network in the Orange County area. The Company -
has been providing competitive access services over these networks since the acquisition date and launched
switched local and long distance services in July 1997. The total purchase price of $42.5 million consisted of a
cash payment of §36.1 million, the repayment of debt of §5.6 million and the assumption of net liabilities of
$0.8 million. K

In December 1996, the Company acquired 1TC, a switched-based long distance reseller based in Salt
Lake City, Utah. Consideration for the acquisition of ITC consisted of a cash payment of §4.0 million, of
which $2.6 million was placed into escrow to be paid during 1998, plus the issuance of 397,202 Class A Units
of the Company valued at approximately $5.0 million, which were subsequently converted into 519,950 shares
of the Company's Class B common stock. The Company has granted the seller an option requiring the
Company 1o repurchase such shares at $19.92 per share beginning in the fourth quarter of 1999. This
repurchase obligation will terminate if during the three-year period commencing March 25, 1998, the average
daily closing price of the Class A common stock during any consecutive 60 trading day period is greater than
$19.92.

In Januan 1996, the Company acquired certain assets of FoneNet, Inc. and U.S. Network. Inc. through
NEXTLINK Ohio, L.L.C. Consideration for the purchase consisted of a cash payment of §9.6 million. the
issuance of 287,721 Class A Units of the Company, valued a1 $651.933, plus the assumption of capital lease
obligations of $6.1 million.

The above acquisitions were accounted for using the purchase method of accounting and, accordingly, the
results of operations of the acquired companies have been included in the Company’s consolidated financial
statements since the effective dates of acquisition. The aggregate purchase price for the acquisitions occurring
in 1997 and 1996 were allocated based on fair values as follows (in thousands):

1997 1996

Fair value of tangible assets acquired and liabilities
ASSUMEd . e e $12,525 $12,579
Fair value of intangible assets acquired............... 70,703 16,425
$83,230  $29.004
E— 4 EERCEEERE
PUTchase Price ..vviiiiiiiiriiieeerennnnnenenens $83.230 $29.004
E ] RN

The following unaudited condensed pro forma information presents the results of operations of the
Company for the years ended December 31, 1997 and 1996 as if the above transactions had occurred on
January 1, 1996 (in thousands, except per share amounts):

1997 1996
Revenue ..vovvvivinnnnnnnss. Ceriecreracinenas $ 79070 § 58,050
Nl 085S .t vt tintiin e ereensenensensaascnnnns $(134,404) $(74,423)
Netloss pershare ....ovveviernvnernennneennnn, $ (312) § (1.89)

_ The unaudited pro forma information is provided for informational purposes only and is not necessarily
indicative of the results of operations that would have occurred had the purchases been made on January 1,
1996, or of the future anticipated results of operations of the combined companies.

51



NEXTLINK Communications, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 1997 and 1996

4. Property and Equipment

Property and equipment consisted of the following components (in thousands):

December 31,

. 1997 1996
Telecommunications REIWOLKS .ovveveverrrenneconen S189,629  $66,762
Office equipment, leasehold improvements, furniture

YT I 1 1= 38979 18.097
228,608 84,859

Less accumulated depreciation........oeviviveannnn 36,417 8.369
192,191 76,490

Netnork construction in Propress....oveeeeeereesns 61.462 21,294

$253.633 $97.784
Sz S

In June 1997, the Company entered into an cight-year operating lease agreement, with an option to renew
for five additional years. with a company that has excess fiber capacity in Atlanta, Chicago, New York City,
Newark. New Jersey, and Philadelphia which it agreed 10 make available 10 the Company in each of those
markets. Payment in exchange for use of the leased network will be based on monthly charges for actual
services provided. In connection with this lease agreement, the Company also issued to the lessor 176,534
shares of Class A common stock in June 1997 for certain exclusivity rights to the excess capacity.

In addition to the capacity arrangement described above, in June 1997, the Company entered into a
20-vear capital lease over an existing 47-mile fiber network in New York City. In connection with this
arrangement. the Company paid S11 million in full satisfaction of its obligation under the lease, $6 million of

which was placed in escrow pending completion of certain building connections by the lessor. As of
Dezerber 31. 1997, S4.1 million remained in escrow.

2. Other Assets

O:har assets consisted of the following components (in thousands):
December 31,

1997 1996
Customer bases .. ..oonetiiniiur i, $53,033 $12,003
EqQuity INVESIMENIS . . ovviiet i iiirennneeenanenes 8,021 3,853
Financing COStS .. ouireiennnenrsnnnseeionoannnanes 21,552 9,822
Cash held in escrow for acquisitions .........covveennn -— 8,682
Advances 10 business to be acquired ............ ... -— 1,490
Other NONCUTIENt @SSEIS. . vvvverrerervnnreranannanns §.415 4,627

91,021 40,477
Less accumulated amortization ....vvvvvinnnnennnnss 12,251 5.261

$78.770  §35.216
L - —

The Company's equity investments include (i) a 40% invesiment in Nevada L.L.C., which operates a
fiber optic telecommunications network serving the Las Vegas market and (i) a $3.7 million invesiment in
convertible preferred stock of Intermind Corporation (Intermind). Intermind has developed and patented an
interactive communications tool for the World Wide Web and intranet applications.
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NEXTLINK Communications, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 1997 and 1996

6. Long-Term Debt

On October 1, 1997, the Company sold $400 million in aggregate principal amount of 9%1% Senior Notes
due October 1, 2007, which, after deducting issue costs, resulted in net proceeds to the Company of
$388.5 million. Interest payments on the 9%% Senior Notes are due semi-annually. The 9%% Senior Notes
are redeemable a1 the option of the Company, in whole or in part, at any time on or after October 1, 2002 at *
established redemption prices which decline to 100% of the stated principal amount thereof by Ociober |,
200s.

On April 25, 1996, the Company completed the sale and issuance of $350 million in principal amount of
124% Senior Notes due April 15, 2006. The Company used $117.7 million of the gross proceeds 10 purchase
U.S. government securities, representing funds sufficient to provide for payment in full of interest on the 12%%
Senior Notes through April 15, 1999 and used an additional $32.2 million to repay advances and accrued
interest from Eagle River. In addition, the Company incurred costs of $9.8 million in contection with the
financing (including underwriter discounts and commissions). Interest payments on the 12A% Senior Notes
are due semi-annually. The 1214% Senior Notes are redeemable at the option of the Company, in whole or in
part, at any time on or afier April 15, 2001 at established redemption prices which decline to 100% of the
stated principal amount thereof by April 15, 2004, As of December 31, 1997, the approximate fair value of the
12/4% Senior Notes was $402.5 million, based on quoted market prices.

The indentures pursuant 10 which the 9%% and 12'4% Senior Notes (the Notes) are issued contain
certain covenants that, among other things, limit the ability of the Compuny und its subsidiaries 1o incur
additional indebiedness, issue stock in subsidiaries, pay dividends or make other distributions. repurchase
equity interests or subordinated indebtedness, engage in sale and leaseback transactions, create certain liens.
enter into certain transactions with affiliates, sell assets of the Company and its subsidiaries. and enter into
certain mergers and consolidations.

In the event of a change in control of the Company 2s defined in the indentures, holders of the Notes will
have the right 1o require the Company to purchase their Notes, in whole or in part, at a price equal 10 101% of
the stated principal amount thereof, plus accrued and unpaid interest, if any. thereon to the date of purchase.
The Noties are senior unsecured obligations of the Company, and are subordinated to all current and future
indebiedness of the Company’s subsidiaries, including trade payables.

7. Redeemable Preferred Stock

On January 31, 1997, the Company completed the sale of 5.7 million units consisting of (i) 14% senior
exchangeable redeemable preferred shares (Preferred Shares), liquidation preference S50 per share, and
(ii) contingent warrants to acquire in the aggregate 5% of each class of outstanding junior shares (as defined)
of the Company on a fully diluted basis as of February 1, 1998, which resulied in gross proceeds 1o the
Company of $285 million, and proceeds net of underwriting discounts, advisory fees and expenses of
$274 million. The contingent warrants expired unused on October 31, 1997 (30 days after the Company’s
initial public offering of its Class A common stock). Dividends on the Preferred Shares accrue from
January 31, 1997 and are payable quarterly, commencing on May 1, 1997, at an annual rate of 14% of the
liquidation preference thereof. Dividends may be paid, at the Company's option, on any dividend payment
date occurring on or prior to February 1, 2002, either in cash or by issuing additional Preferred Shares with an
apgregate liquidation preference equal 1o the amount of such dividends. The Company is required to redeem
all of the Preferred Shares outstanding on February 1, 2009 at a redemption price equal to 100% of the
liquidation preference thereof, plus accumulated and unpaid dividends to the date of redemption. As of
December 31, 1997, the approximate fair value of the Preferred Shares was $345.1 million, based on quoted
marke! prices.
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Subject 10 certain conditions and the modifications of covenants, the Preferred Shares are exchangeable
in whole, but not in part, at the option of the Company, on any dividend payment date, for 14% senior
subordinated notes (Senior Subordinated Notes) due February 1, 2009 of the Company. All terms and
conditions (other than interest, ranking and maturity) of the Senior Subordinated Notes would be substan-
tially the same as those of the Company's outstanding 12'%4% Senior Notes due April 15, 2006.

8. Income Taxes

Prior 10 January 31, 1997, the Company was organized and operated 2s a limited liability company that
was classified and taxed as a parinership for federal and s1ate income 1ax purposes. Effective February 1, 1997,
the Company became subject to federal and state income taxes directly as a C corporation, which resulied in
the Company recording a deferred tax liability and deferred tax provision at that time.

Components of deferred 1an assets and liabilities as of February 1, 1997 (date of conversion to a
C corporation) and December 31. 1997 are as follows (in thousands):

Februan 1, December 31,
1997 1997

Deferred tan assets:

AMIOTZAON ittt et i S 9% S Llle
Capitalized €osts .. .vvvt v iiiiinen et 4.076 6.508
Provisions not currently deductible ............ 252 1,191
Net operating loss carnforwards .............. — 47,734
Total deferred tan a85€18 ... ivieeeeiniinnnnes 5322 §6,549
Valuation allonanee. .o oer i i — (34.064)
5322 22485
Deferred tan labilities:
Deprechtlion ... e (705) (1.499)
Purchase acquisitions. ......oiiiiiineeen., (6.458) (20,374)
Other . e (686) (612)
Total deferred 12\ liabilities ............cvvntt. (7.849) (22.485)
Net Geferred taneS oot s i it $(2.527) ) -
- —— 4 f——

During 1997, the valuation allowance increased S34.1 million, thereby fully reserving the Company’s net
deferred tan assets as of December 31, 1997,

As of December 31, 1997, the Company had nei1 operating loss carryforwards of approximately
$119.3 million, which are available 1o offset future federal and state taxable income, if any, through 2012.

A reconciliation of the Company's efTective income 1ax rate and the U.S. federal tax rate is as follows:

Year Ended
December 31, 1997

L aUIOTY I L. ettt ettt eerrvrnnranansorannnnasssss 34.0%
State income taxes, net of federal benefit..........cvvntns 6.0%
Conversion 10 C cOrpOration. . ..vvuviitinrinennenennanns (1.9%)
Valuation allowance for deferred tax assets ...oovvvvennnens (26.1%)
Purchase acquisitions. .. .uvuetviuin i enreneeaenas (12.0%)
—%o

E
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9. Sharcholders® Equity (Deficit)

On October 1, 1997, the Company completed an initial public offering (IPO) of 12,000,000 shares of
Class A common stock at a price of $17 per share. In addition, the underwriters of the 1PO exercised an option
to purchase 2,280,000 additional shares of Class A common stock at the same price per share. Gross proceeds
from the 1PO totaled approximately $242.8 million, and proceeds net of underwriting discounts, advisory.fees
and expenses aggregated approximately $226.8 million.

On August 27, 1997, the Company effected a 0.44]1336-for-1 reverse stock split of the issued and
outstanding shares of Class A and Class B common stock. All common stock, membership units, and per
share amounts in the consolidated financial siatements have been adjusted retroactively to give effect to the
reverse stock split.

From January 31, 1997, the Company had two classes of common stock outstanding. Class A common
stock and Class B common stock. The Company’s Class A common stock and Class B common stock are
identical in dividend and liquidation rights, and vote together as a single class on all mauers. except as
otherwise required by applicable law, with the Class A shareholders entitled 10 cast one vote per share. and the
Class B shareholders entitled to cast 10 votes per share.

On Januany 31, 1997, NEXTLINK Communications, L.L.C. was merged with and into the Company in
a2 1av-free transaction. In that merger. the Class A membership interests of NEXTLINK Communications,
L.L.C. were converted into Class B common stock, options 1o acquire Class A membership interests were
converied into options to purchase Class B common stock. and options 1o purchase Class B membership
interesis were converted into options 10 purchase Class A common stock. In calculating the number of shares
of the Company’s Class B common stock that each of the Class A members received in the merger, the
Cormpany applied a formula that reflected each member's revalued capital account balance as of January 31,
1997. Options to purchase Class B membership interests were converied into the right to receive options to
purchase shares of Class A common stock on a one 1o one basis.

Prior to January 31, 1997, the Company’s limited liability company agreemient provided for both Class A
and Class B membership interests in the Company. Class A Unit holders were entitled to a preferred return on
their investment in the Company plus a return of their capital upon the dissolution of the Company. Class B
Units were granted in connection with the Company’s Amended and Restated Equity Option Plan (EOP).
Although Class B Units. when exercised. constituted an ownership interest in the Comipany, the interest was
limited 1o the appreciation in the value of the Company, or the distributable profits interest, if any, of the
Conipany. The valuation of the membership units was determined by the EOP Administrative Committee. As
of December 31, 1996, the value of the Class A Units was determined to be approximately $9.8S, and the
appreciation interest per unit for Class B Units was approximately $7.93.

Effective January 1, 1996, the Company merged four of its five operating subsidiaries with newly formed
entities owned by the Company. As a result of these mergers, the entities and individuals holding minority
interests in the subsidiaries exchanged these interests for 1,695,263 Class A Units of the Company
(representing an approximate 5.9% ownership interest in the Company’) which were valued at approximately
§5.6 million. NEXTLINK Washington, L.L.C. did not participate in the merger. The transaction was
accounted for as a purchase of minority interests. Accordingly, the $2.9 million excess of the purchase price
over the book value of the interests acquired was recorded as goodwill.

In addition to the exchange of equity interests, the Company exchanged options 10 acquire equity
interests in the subsidiaries for options to acquire Class B Units in the Company. In connection with this
transaction. the Company issued 862,219 options with exercise prices of $0.02 and four-year vesting schedules.
These options had substantially the same economic values and vesting schedules as the subsidiary options
which were exchanged.
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10. Pro Forma Net Loss Per Share

Shares used in the computation of net loss per share amounts were calculated as follows:

1997 1996
Weighted average common shares outstanding .....ocovvveenen .. 41,144,278 36,208,588 °
Nominal issuances during the 12 month period prior to the
Company's filing of its 1PO, treated as if outstanding for all
periods presented .......... P 1 I K3 ¢ 3.103.894
Shares used in computation of pro forma net loss per share ........ 43.055.885 39.312.482
E—— —— 4 E_——

Subsequent 1o the Company’s IPO and through December 31, 1997, options to purchase 307,164 shares
of common stock were issued but were not included in the compuiation of net loss per share, as these options
did not fall under the provisions of SAB 98 and inclusion of such options would have been antidilutive.

11. Stock Options

Prior 1o Februan 1997, the Company maintained an Equity Option Plan which provided for the granting
of equity option interests in the Company. These option grants were considered compensatory and were
accounted for similarly to stock appreciation rights. The Company recognized compensation expense over the
vesting periods based on the excess of the fair value of the equity option interests, as determined by the
Administrative Commiutee. over the exercise price of the option interests. Such expense was periodically
adjusted for changes in the fair value of the equity interest units. These option interests vested ratably over a
four-year period. although some retained vesting schedules of previous option plans which, in most cases,
vested 20% a employment and 20% at the end of each subsequent year.

In connection with the incorpuration of the Company (see Note 9), the Company established the
NENTLINK Communications. Ine. Stock Option Plan (the Plan) to replace the Equity Option Plan and 10
provide a performance incentive for certain oflicers. employees and individuals or companies who provide
services 10 the Company. The Plan provides for the granting of qualified and non-qualified stock options. All
options outstanding under the Equity Option Plan were regranted under the new Plan with terms and
conditions substantially the same as under the Equity Option Plan, except that option holders will no longer
have the option 10 require the Company 1o repurchase units for cash upon exercise of such units, nor will the
Company have the option to repurchase exercised units for cash. The Company has reserved 4,413,360 shares
of Class A common stock for issuance under the Plan. The options generally vest ratably over four years and
expire no later than 10 years afier the date of grant, with the exception of options originally granted under the
Equity Option Plan, which expire 15 years after the date of grant.

The exercise price of qualified stock options granted under the Plan may not be less than the fair market
value of the common shares on the date of grant. The exercise price of non-qualified stock options granted
under the Plan may be greater or less than the fair market value of the common stock on the date of grant, as
determined at the discretion of the Board of Directors. Stock options granted at prices below fair market value
at the date of grant are considered compensatory, and compensation expense is deferred and recognized
ratably over the option vesting period based on the excess of the fair market value of the stock at the date of
grant over the exercise price of the option. In connection with the regranting of options under the new Plan,
the Company reclassified the deferred compensation liability relating to compensatory options issued under
the Equity Option Plan 10 common stock, stated at amounts paid in. The remaining, unrecognized
compensation expense attributable 10 these compensatory options was also recorded as deferred compensation.
a contra-equity balance, and will be recognized over the remaining vesting periods of the options.
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During 1997, the Company recorded approximately $2,355,000 and $892,000 of deferred compensation
expense related to the Stock Option Plan and Equity Option Plan, respectively. For the year ended
December 31, 1996. the Company recorded approximately $9,914,000 of deferred compensation expense
related to the Equity Option Plan.

The Company has adopted the disclosure-only provisions of SFAS 123. Had compensation costs been
recognized based on the fair value at the date of grant for options awarded under the Plans, the pro forma
amounts of the Company’s net loss and net loss per share for the years ended December 31, 1997 and 1996
would have been as follows (in thousands, except per share amounts):

1997 1996
Net loss applicable to common shares — as reported ........ $(168,324) $(71,101)
Net loss applicable to common shares — pro forma ......... S(182.571) $(64,512)
Net Joss pershare—as reported . ... .oviiiviinninnnnnenens S (391) S (1.81)
Netloss pershare—proforma........cooviiiiiiiinns, S (424) § (l1.63)

The fair value of each option grant was estimated using the Black-Scholes option-pricing model with the
following weighted average assumptions: risk-free interest rates of 5.31% 10 7.05%; expected option lives of 3
10 & vears: expected volatility of 45%: and no expected dividends. The weighted average {air value of options
granted during 1997 and 1996 was $5.94 and $6.87. respectively.

Information with respect 1o the Equity Option Plan and Stock Option Plan is as follows:

Shares Weighted
Subject Option Price Average
to Option Range Exercise Price
Op:ions outstanding at December 31,1995 ...... 1.594.47] $0.02 $0.02
Granted . i e e 455.018 $0.02- 7.93 $1.93
Canceled .. i e e (44.843)  §0.02 $0.02
Options outsianding at December 31,1996 ...... 2.004.646  S0.02- 72.93 $0.45
Granted. .o e e 2.569.156 §7.93 - 26.50 $9.24
Canceled oot e e (205,398) §0.02-21.31 SLIS
Exercised ..o i (672.878) $0.02- 7.93 S0.18
Opiions outsianding a1 December 31, 1997 ...... 3.695.526  $0.02 - 26.50 $6.45
Options Quistanding
Weighted Options Exercisable
Average Weighted Weighted
Range of Options Remainin Average Options Average
Faercise Prices Qutstanding Contractval f_ife Exercise Price FExcreisable Exercise Price
$ 002-5 1.00 1,146,886 12.54 $ 023 411,470 S 0.10
S 1.01-814.00 2,289,755 10.82 S 795 103,256 $ 7.93
$14.0] - $26.50 258,885 9.92 $20.53 110,308 $21.94

At December 31, 1997, 44,956 shares of Class A common stock were available for future grants. The
Board of Directors has authorized an increase of 5,441,336 in the number of shares that may be issued
pursuant to options under the Plan, subject 1o shareholder approval. The Company has received an irrevocable
proxy from its majority shareholder approving the increase.
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12. Supplemental Disclosure of Cash Flow Information

Supplemental disclosure of the Company’s cash flow information is as follows (in thousands):
Year Ended Decemher 31,

1997 1996
Noncash financing and investing activities were as follows:
Class A common stock issued under lease arrangement..... $ 1.400 $ -
WEERENEE SEREN
Redeemable preferred stock dividends, paid in redeemable
preferred Shares ......ovveviirinrenscnecnnes cerienas $31.102 $ -

Accrued redeemable preferred stock dividends, payable in
redeemable preferred shares, and accretion of preferred

stock redemption obligation ... .. i iiiiiiiiiiieiiine. S 8.218 S§ =
Issuance of notes pavable and assumption of liabilities in
BCQUISTHIONS - oo v eveinrrrresneanetveanasnsnns eee.. 821,280 S 8228
Issuance of Class A common stock in acquisitions ......... $16.524 S -
Capital Jease obligations assumed ... .cooviiiiiiiiiannn $ 4,728 S 13N
NMembers' equity recorded in Recapitalization ......ocvvnnn. S 5574
Goodwill recorded in Recapitalization....coovvvinninennn $ = $ 2507
Exchange of minority interests for Class A units........... § - S 2,667
Cash paid for INIerest ... ittt reaiesrnnns $44.865 $20.912

13. Commitments and Contingencies

Capitalized lcases consist of leases of 1elecommunications equipment and fiber optic networks. The
Company is also leasing premises under various operating leases which, in addition to rental payments, require
pavments for insurance. maintenance, property 1anes and other executory costs related 1o the leases. The lease
agreemants have various evpiration dates and senewal options through 2028,

Fuiure minimum payments required under capital and operating Jeases that have an initial or remaining
noncancelable lease term in excess of one year a1 December 31, 1997 were as foliows (in thousands):

Capita! Operating

Leases eases

Year ending December 31,
1908 L i e i e i S 3,285 $ 7,008
1522 2 3,199 7,269
2000 ... ittt i e i e 2,825 6,950
04 1,209 6,461
2002 i et e e eeas 1,205 6,308
Thereafter. ..ot it it i i et ieenraae 5.174 22,695
Total minimum lease payments ......cvvereneenenes 16,897
Less amounts representing interest .......ccovveuenss 6.647
Present value of future minimum lease payments....... 10,250
Less amounts duc inone year ..........ovvvineennne 2.610

$ 7.640

Rent expense 1otaled approximately $6,376,000 and $2,248,000 in 1997 and 1996, respectively.
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14. SUBSEQUENT EVENTS

Joint Venture

In January 1998, the Company and Nextel Communications, Inc. (Nextel) formed a joint venture called
NEXTBAND Communications, L.L.C. (NEXTBAND), which is owned 50% each by the Company and
Nextel. On January 28, 1998, NEXTBAND filed an application with the FCC for which it paid 8 $50 million
refundable deposit to participate in the FCC's Local Multipoint Distribution Service (LMDS) suction which
began on February 18, 1998. Of the deposit amount, $25 million was deposited by the Company. LMDS is a
fixed broadband point-10-multipoint service which the FCC and industry analysts anticipate will be used for
the deployment of wireless local loop, high-speed data transfer and video broadcasting service. NEXTBAND
has applied for and is eligible 10 bid on any of the markets being auctioned for the licenses, which could result
in additional funds being contributed by the Company 10 NEXTBAND.

Network Lease

In February 1998, the Company entered into a 20-year capital lease for exclusive rights 1o multiple fibers
and innerducts extending over 650 route miles throughout New York, New Jersey, Connecticut, Pennsylvania,
Delaware. Manland and Washington, D.C. The Company paid $92.0 million for the transaction. of which
$80.3 million was placed into escrow pending completion and delivery of segments of the network route to the
Company. The Company has the option 1o renew the lease for two additional 10-year terms.

Financing

Orn March 3, 1998, the Company completed the sale of $335 million in aggregate principal amount of 9%
Scnior Notes due March 15, 2008. Proceeds from the sale net of discounts, underwriting commissions.
advison fees and expenses. totaled approximately $326.5 million. The 9% Senior Notes are redeemable at the
option of the Company. in whole or in par, beginning March 15, 2003 at established redemption prices which
decline 10 1007 of the stated principal amount thereof by March 18, 2006.

The inderture pursuant to which the 9% Senior Notes are issued contains certain covenants that, among
other things. limits the ability of the Company and its subsidiaries to incur additional indebtedness. issue stock
in subsidiaries. pay dividends or make other distributions, repurchase equity interests or subordinated
indebiedness. engage in sale and leaseback transactions, create certain liens, enter into ceridin transactions
with affiliates. sell assets of the Company and its subsidiaries, and enter into certain mergers and
consolidations.

In the event of a change in control of the Company as defined in the indenture, holders of the 9% Senior
Notes will have the right to require the Company 1o purchase their 9% Senior Notes, in whole or in part, at a
price equal to 101% of the stated principal amount thereof, plus accrued and unpaid interest, if any, thereon 10
the date of purchase. The 9% Senior Notes are senior unsecured obligations of the Company, and are
subordinated to all current and future indebtedness of the Company's subsidiaries. including trade payables.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To NEXTLINK Capital, Inc.:

We have audited the accompanying balance sheets of NEXTLINK Capital, Inc. (a \Vashington
corporation) as of December 31, 1997 and 1996. These balance sheets are the responsibility of the Company’s
management. Our responsibility is 10 express an opinion on these balance sheets based on our audits.

We conducted our audits in accordance with generally accepted guditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the balance sheets
are free of material misstatement. An audit includes examining, on a test basis, evidence supponiing the
amounts and disclosures in the balance sheets. 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 balance sheets referred 1o above present fairly, in all material respects, the financial
position of NEXTLINK Capital, Inc. as of December 31, 1997 and 1996 in conformity with generally
accepied accounting principles.

ARTHUR ANDERSEN LLP

Seautle, Washington,
March 12. 16888

60



NEXTLINK Capital, Inc.

BALANCE SHEETS
ASSETS
December 31,
2997 199
Cash in Bank .. iiuiineiririeiieieeroreensreaososooneesennnsens $100 $100
_—_ -
SHAREHOLDER'S EQUITY
Common stock, no par value,

1,000 shares authorized, issued and outstanding ..........ccvueen. $100  S100
3 .

See accompanying note 1o balance sheets.
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1. Description

NEXTLINK Capital, Inc. (NEXTLINK Capital) is a Washington corporation and a wholly owned
subsidiary of NEXTLINK Communications, Inc. (NEXTLINK). NEXTLINK Capital was formed for the
sole purpose of obtaining financing from external sources and is a joint obligor on the 12'4% Senior Notes due
April 15, 2006 of NEXTLINK. NEXTLINK Capital was initially funded with a $100 contribution {rom
NEXTLINK and has had no operations to date. NEXTLINK Capital’s sole source and repayment for the
12'3% Senior Notes will be from the operations of NEXTLINK. Therefore, these balance sheets should be
read in conjunction with the consolidated financial statements of NEXTLINK.
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SIGNATURES

Pursuant 1o the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrants have duly caused this report 10 be signed on their behall by the undersigned thereunto duly
authorized. :

NEXTLINK Communications, Inec.

Date: March 25, 1998 By: /s/ WAYNE M. PERRY

Wayne M. Perry
Chief Executive Officer, Director

NEXTLINK Capital, Inc.

Date: March 28, 1998 By: /s/ WAYNE M. PERRY

Wayne M. Perry
Chief Executive Officer, Director

Pursuant to the requirements of the Securities Exchangs Act of 1934, this report has been signed below
on March 23, 1998 by the following persons on behalf of the Registrants and in the capacities indicated:

/s/  WAYNE M. PERRY Chiefl Executive Officer, Director
\Wayne M. Perny
/s/ KATHLEEN H. ISKRA Vice President, Chiefl Financial Officer
Kathleen H. Iskra (Principal Financial Officer and Principal
Accounting Officer)
/s/ JANMES F. VOELKER President. Director
James F. Voelker (Principal Executive Officer)
/s/ STEVEN W. HOOPER Director
Steven W, Hooper
/s! CRAIG O. McCAW Director
Craig O. McCaw
/s/  DENNIS WEIBLING Director
Dennis Weibling
/s/  SCOT JARVIS Director
Scot Jarvis
/s/  WILLIAM A. HOGLUND Director
William A. Hoglund
/s/ SHARON L. NELSON Director
Sharon L. Nelson
/s/ JEFFREY S. RAIKES Director

Jeffrey S. Raikes

63



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1
Original Title Page 1

h £

INTEREXCHANGE SERVICES TARIFF

FLORIDA TELECOMMUNICATIONS TARIFF

This tariff contains the descriptions, regulations and rates applicable to the furnishing of service
and facilities for telecommunications services provided by NEXTLINK Long Distance Service,
Inc. with principal offices at 508 108" Avenue N.E., Suite 2200, Bellevue, Washington 98004.
This tariff applies for services furnished within the State of Florida. This tariff is on file with the
Florida Public Service Commission, and copies may be inspected during normal business hours at
the Company’s principal place of business.

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999

Douglas W. Kinkoph, Vice President
NEXTLINK Long Distance Services, Inc.
Two Easton Oval
Columbus, OH 43219



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1
Original Title Page 2

INTEREXCHANGE SERVICES TARIFF

NEXTLINK Long Distance Services, Inc.
dba
NEXTLINK or NEXTLINK Long Distance
Regulations, Descriptions and Rates
Applicable to Furnishing
Interexchange Services

with the State of Florida

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999

Douglas W. Kinkoph, Vice President
NEXTLINK Long Distance Services, Inc.
Two Easton Oval
Columbus, OH 43219



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1
Original Page 1

INTEREXCHANGE SERVICES TARIFF

CHECK SHEET

The Title Page through Page 67 inclusive of this tariff are effective on the date shown. Original
and Revised Pages as named below contain all changes from the original tariff that are in effect
on the date shown.

NUMBER OF REVISION EFFECTIVE

PAGE (except as indicated) DATE
Title Original

1 Original

2 Original

3 Original

4 Original

5 Original

6 Original

7 Original

8 Original

9 Original

10 Original

11 Original

12 Original

13 Original

14 Original

15 Original

16 Original

17 Original

18 Original

19 Original

20 Original

21 Original

22 Original

23 Original

24 Original

25 Original

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999

Douglas W. Kinkoph, Vice President
NEXTLINK Long Distance Services, Inc.
Two Easton Oval
Columbus, OH 43219



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1
Original Page 2

INTEREXCHANGE SERVICES TARIFF

NUMBER OF REVISION EFFECTIVE

PAGE (except as indicated) DATE
26 Original

27 Original

28 Original

29 Original

30 Original

31 Original

32 Original

33 Original

34 Original

35 Original

36 Original

37 Original

38 Original

39 Original

40 Original

41 Original

42 Original

43 Original

44 Original

45 Original

46 Original

47 Original

48 Original

49 Original

50 Original

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999

Douglas W. Kinkoph, Vice President
NEXTLINK Long Distance Services, Inc.
Two Easton Oval
Columbus, OH 43219



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1
Original Page 3

INTEREXCHANGE SERVICES TARIFF

NUMBER OF REVISION EFFECTIVE

PAGE (except as indicated) DATE

51 Original

52 Original

53 Original

54 Original

55 Original

56 Original

57 Original

58 Original

59 Original

60 Original

61 Original

62 Original

63 Original

64 Original

65 Original

66 Original

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999

Douglas W. Kinkoph, Vice President
NEXTLINK Long Distance Services, Inc.
Two Easton Oval
Columbus, OH 43219



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1
Original Page 4

INTEREXCHANGE SERVICES TARIFF

TARIFF FORMAT

A. Sheet Numbering — page numbers appear in the upper right corner of the page. pages are numbered
sequentially. When a new page is added between pages already in affect, a decimal is added. For
example, a new page added between pages 14 and 15 would be 14.1.

B. Sheet Revision Numbers — Revision numbers also appear in the upper right corner of each page. These
numbers are used to determine the most current page version on file with the Florida Public Service
Commission. For example, the 4™ revised page 14 cancels the 3™ revised page 14. Consult the Check
Page for the page currently in effect.

C. Paragraph Numbering Sequence - There are nine levels of paragraph coding. Each level of
coding is subservient to the next higher level:

2.
2.1

2.1.1

2.1.LA.

2.1.1A.L
2.1.LA.L (a)
2.1.1LA.L (a) I
2.1.1A.L (a). L (i).
2.1.1A.L (a) L (). (D).

D. Check Sheets — When a tariff filing is made with the Florida Public Service Commission, an
updated Check Sheet accompanies the tariff 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 will be no other symbols used on this page if these are the only changes
made to it (i.e., the format, etc. remain the same, just revised revision levels on some pages.)
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INTEREXCHANGE SERVICES TARIFF

APPLICATION OF TARIFF

This tariff contains the regulations and rates applicable to the provision of intrastate
interexchange services by NEXTLINK Long Distance Services, Inc. (hereafter the “Company”)
from its operating locations throughout the state of Florida. Service is furnished by means of
wire, terrestrial microwave radio, optical, fibers, satellite circuits or a combination thereof.
Service is subject to transmission, atmospheric conditions and like conditions.
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CONCURRING CARRIERS

No Concurring Carriers

CONNECTING CARRIERS

No Connecting Carriers

OTHER PARTICIPATING CARRIERS

No Other Participating Carriers
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EXPLANATION OF SYMBOLS, REFERENCE MARKS, AND ABBREVIATIONS OF
TECHNICAL TERMS USED IN THIS TARIFF.

Revisions of this tariff are coded through the use of symbols. These symbols appear in
the right margin of the sheet. The symbols and their meanings are:

(C) To signify changed conditions or regulations.
(D) To signify discontinued rate, regulation, or condition.
D To signify increase.

(K) To signify that material has been transferred to another sheet or place in the
tariff.

(M)  To signify that material has been transferred from another sheet or place in the
tariff.

(N) To signify a new rate, regulation, condition, or sheet.
(0) To signify no change.
(R) To signify reduction.

(T) To signify a change in text for clarification.
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1. Definitions

Access Line:  An arrangement which connects the customer’s location to the
Company’s network switching center.

Advance Payment: Part or all of a payment required before the start of service.

Authorization Code: A numerical code, one or more of which are available to a
customer to enable him/her to access the carrier, and which are used by the carrier both to
prevent unauthorized access to its facilities.

Authorized User: A person, firm or corporation which is authorized by the Customer or
joint user to be connected to the service of the Customer or joint user.

Company: NEXTLINK Long Distance Services, Inc., the issuer of this tariff, which is a
Washington corporation, or any of its affiliates which concur in this tariff.

Company Calling Card: A telephone calling card issued by the Company at the
Customer’s request which enables the Customer or User(s) authorized by the Customer to
place telephone calls and to have the charges for such calls billed to the Customer’s

account.

Customer: The person, firm, or corporation which orders service and is responsible for
the payment of charges and compliance with the Company’s regulations.

Day: From 8:00 AM up to, but not including, 5:00 PM local time, Sunday through
Friday.

Evening: From 5:00 PM up to, but not including. 11:00 PM local time, Sunday
through Friday.

Holidays: The Company’s recognized holidays are New Year’s Day, Martin Luther
King, Ir. Day, President’s Day, Memorial Day, July 4", Labor Day, Thanksgiving Day,
Christmas Day.

Individual Case Basis (ICB): A service arrangement in which the regulations, rates and
charges are developed based on the specific circumstances of the Customer’s situation.

IntralL ATA Service: Service which originates and terminates within the same Local
Access and Transport Area (LATA).

InterLATA Service: Service which originates in one Local Access and Transport Area
(LATA) and terminates in a different LATA.

M/M: Month to month.

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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INTEREXCHANGE SERVICES TARIFF
1. Definitions (cont’d)

MOU: Minutes of use.

Night/Weekend: From 11:00 PM up to, but not including, 8:00 AM Sunday
through Friday, and 8:00 AM Saturday up to, but not including, 5:00 PM Sunday.

Non-recurring Charges: The one-time initial charges for services or facilities, including
but not limited to charges for construction, installation, or special fees which the
Customer becomes liable at the time the Service Order is executed.

Primary InterLATA Carrier (“PIC”): Long distance carrier designated by a telephone
subscriber to provide the Customer with interLATA service without having to dial a
special access code..

Originating Off-net: A call originating on and placed via non-company owned facilities
or a combination of non-company owned and leased facilities.

Originating On-Net: A call originating on and placed via company-owned facilities or a
combination of company owned and leased facilities.

Recurring Charges: The monthly charges to the Customer for services, facilities and
equipment which continue for the agreed upon duration of the service.

Service Order: The written request for communications services executed by the
Customer and the Company in the format devised by the Company. The signing of a
Service Order by the Customer and the acceptance by the Company initiates the
respective obligations of the parties as set forth therein and pursuant to this tariff.

Station: Denotes the network control signaling unit and any other equipment provided at
the Customer’s premises which enables a Customer to establish communications
connections and to effect communications through such connections.

Station-to-Station: Service where the person originating the call from other than a public
or semi-public coin telephone dials the telephone desired and the call is completed
without the assistance of a Company operator and the call is not billed to a number other
than the originating number.

Two Point Message Toll Service: Furnishing of facilities for telecommunications
between different local calling areas in accordance with the regulations and schedule of
rates specified in this tariff.. The rates specified in this tariff are for payment for all
services furnished between the calling and called stations.

ISSUED: May 18§, 1999 EFFECTIVE: May 18, 1999
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L. Definitions (cont’d)

United States: The 48 contiguous states and the District of Columbia, Hawaii, Alaska,
Puerto Rico, the U.S. Virgin Islands, as well as the off-shore areas outside the boundaries
of the coastal states of the 48 contiguous states to the extent that such areas appertain to
and are subject to the jurisdiction and control of the United States.

User or End User: Any person or entity that obtains the Company’s services provided
under this tariff, regardless of whether such person or entity is so authorized by the
Customer.

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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2. Undertaking of the Company
2.1 Limitations on Service
2.1.1  Service is offered to the availability of facilities and the provisions of the

tariff. The Company reserves the right to limit or to allocate the use of
existing facilities, or of additional facilities offered by the Company,
when necessary because of lack of facilities, or due to some other cause
beyond the Company’s control.

The furnishing of service under this tariff is subject to the availability on
a continuing basis of all the necessary facilities, including facilities the
Company may obtain from other carriers, to furnish service.

The Company reserves the right to immediately discontinue furnishing
services or billing options when the manner in which the Customer uses
the Company’s service results, or may result, in network blockage or
other service degradation which adversely affects service to the calling
party, the customer, or other customers of the Company. The Company
also reserves the right to immediately discontinue furnishing services or
billings options, when the Customer is using the service in violation of
the provisions of this tariff or in violation of the law. The customer will
be responsible for all charges incurred as well as any access charges the
Company may incur as a result of such customer actions.

Service may be discontinued by the Company, at any time and without
notice to its Customers, by blocking traffic to or from certain countries,
cities, NXX exchanges, or individual telephone stations, by blocking call
origination for Company services, or by blocking calls using certain
customer authorization codes and/or access codes when the Company
deems it necessary to take such action to prevent unlawful and/or
unauthorized use of its services. In addition, the Company may take any
of the foregoing actions, in the case of actual or anticipated non-payment
for its service. In order to control fraud, the Company may refuse to
accept Calling Card, Collect Calling, and/or Third Party calls which it
reasonably believes to be unauthorized or invalid and/or may limit the
use of these billing options to or from certain countries or areas
including, without limitation, all or part of the United States, Puerto
Rico, and/or the U.S. Virgin Islands.
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2. Undertaking of the Company (cont’d)
2.1 Limitations on Service (cont’d)
2.1.4 A Customer shall not: (a) use any service mark of trade mark either of

the Company or any of its affiliated companies or of which the Company
or any of its affiliated companies is a licensee, or (b) refer to the
Company or any of its affiliated companies in connection with any
service, product, equipment offering, promotion, or publication of the
customer, without the prior written consent of the Company.

Title to all facilities provided by the Company under these regulations
remains with the Company.

To the extent applicable, Company service will be subject to the most
recent conditions set forth in the Truth in Lending Act, Reg. Z, 12 C.F.R.
Section 226.

If the Company disconnects a Customer’s service for non-payment of
past due amounts, the Customer’s service will remain disconnected until
such time as the Company receives payment for all past due amounts and
confirms the availability of sufficient funds to satisfy the amount of
payment.

The Company assumes no responsibility for the availability or
performance of any cable or satellite systems or related facilities under
the control of other entities, or for other facilities provided by other
entities used for service to the Customer, even if the Company has acted
as the Customer’s agent in arranging for such facilities or services. Such
facilities are provided subject to such degree of protection or non-
preemptability as may be provided by the other entities.

The Company makes no warranties or representations, express or implied
either in fact or by operation of law, statutory, or otherwise, including
warranties of merchantability or fitness for a particular use, except those
expressly set forth herein.

ISSUED: May 18, 1999
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3. Rules and Regulations

3.1 Terms and Conditions

3.1.1

Company services are provided and billed on the basis of a minimum
period of at least one month, beginning on the date that billing becomes
effective and continues to be provided until canceled by the Customer in
writing on not less than 30 days notice from the date of postmark on the
letter giving notice of cancellation.

The name(s), address(es), and telephone number(s) of the Customers
desiring to use the service must be stipulated in the application for
service.

The Customer agrees to operate the Company-provided equipment in
accordance with the instructions of the Company or an agent of the

Company.

The Customer agrees within five (5) days of termination of the service in
connection with which the equipment was used to return to the Company
all Company-provided equipment delivered which was delivered to the
Customer. Said equipment shall be in the same condition as when
delivered to the Customer, normal wear and tear excepted. Customers
shall reimburse the Company, upon demand, for any costs incurred by
the Company due to the Customers failure to comply with this provision.
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3. Rules and Regulations (cont’d)

3.2 Liability

3.2.1

322

Except for granting allowances for interruptions of service as provided
for in Section 3.22 and other sections of this tariff, the Company shall
not be liable for any failure of performance due to: causes beyond its
control, including, but not limited to, acts of God, fires, floods or other
catastrophe, national emergencies, insurrections, riots or wars, strikes,
lockouts, work stoppages or other labor difficulties; other preemption of
existing services to restore service in compliance with Part 64, Subpart
D, Appendix A, of the FCC’s Rules and Regulations; or any law, order,
or action of any governing authority or agency thereof.

The Company’s liability, if any, with regard to the delayed installation of
Company facilities or commencement of services shall not be liable to a
Customer or third party for any direct, indirect, special, incidental,
reliance, consequential, exemplary, or punitive damages, including, but
not limited to, loss of revenue or profits, for any reason whatsoever,
including, but not limited to, any act or omission, failure to perform
ordering (including the reservation of any specific number for use with a
service), installation (including delays thereof), offered under this tariff,
and subject to the provisions of Section 3.2, following the Company’s
liability, if any shall be limited as follows:

(1) With respect to any Dedicated leased Line Service offered by the
Company, the Company’s liability amount is equal to the
proportionate monthly recurring charge or charges for the service
for the period during which the service was affected.

(2) With respect to any service provided by the Company which
involves dedicated access, shared interexchange transmission,
and/or shared information, the Company’s liability shall not
exceed an amount equal to the proportionate monthly recurring
charges—including any service charges, minimum monthly
charges, basic feature package charges monthly charges for
optional features, charges for dedicated access facilities and any
other monthly charges—for the period during which the service
was affected or, if only a transmission using the shared
interexchange facilities is interrupted, an amount equal to the
charge applicable to a one-minute call to the called station at the
time the affected call was made. Where any claim arises out of

ISSUED: May 18, 1999
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3. Rules and Regulations (cont’d)

3.2 Liability (cont’d)
3.2.2 (cont’d)

(2) (cont’d)
the Company’s acting as a Resp Org, or performing SMS Res
Org changes, or where any claim arises out of any and all failing
by the Company in connection with the provision of
800/888/877 (and future toll-free prefixes) service is not made
available on the date committed to the customer, or cannot
otherwise be made available after the Company’s acceptance of
the Customer order, or is provided with a number or numbers
other than the one(s) committed by the Company to the
Customer, or the number or numbers are not included in
800/888/877 Service Directory Assistance or are included in an
incorrect form, and any such failure or failures is due solely to
the negligence of the Company, in such cases the Company’s
liability, if any, will be limited to the lessor of: (a) the actual
monetary damages incurred and proven by the Customer as the
direct result of such failure to failures; or (b) the sum of
$1000.00. With respect to Resp Org and SMS Resp Org
Changes, the customer will indemnify and hold the Company
harmless against any third party claims arising out of the
execution of changes requested by the Customer, including those
changes made by an 800/888/877 Subscriber. Where the Resp
Org Service Customer is a Customer acting on behalf of an
800/888/877 Subscriber, the Customer represents that it has the
authority to act on the 800/888/877 Subscribers behalf in
choosing a Resp Org and otherwise utilizing the Company’s
Resp Org Service. The Company shall not be liable at all for the
use, misuse, or abuse of a Customer’s 800/888/877 Service by
third parties including, without limitation, the Customers’
employees or members of the public who dial the Customers
800/888/877 number by mistake. Compensation for any injury
the Customer may suffer due to the fault of people or entities
other than the Company must be sought from other such parties.
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3. Rules and Regulations (cont’d)

3.2 Liability (cont’d)

3.2.2 (cont’d)

3)

C))

(5)

(6)

With respect to any service provided by the Company which
involves shared access, shared interexchange transmission,
and/or shared termination. The Company’s liability shall not
exceed an amount equal to the charge applicable to a one(1)
minute call to the called station at the time the affect call was
made.

With respect to any service provided by the Company’s which
involves dedicated access, shared interexchange transmission,
and/or dedicated termination, the Company’s liability shall not
exceed an amount equal to the charge applicable to a one (1)
minute call to the called station at the time the affected call was
made.

With respect to the routing of calls by the Company to public
safety answering points or municipal emergency service
providers, the Company’s liability, if any, will be limited to the
lessor of: a) the actual monetary damages incurred and proved by
the customer as the direct result of the Company’s action, or
failure to act, in routing the call; or b) the sum of $1000.00.

With respect to the Company’s offering of Telecommunications
Relay Service (TRS), any service provided by LCI which
involves receiving, translating, or delivering messages by
telephone, text telephone, a Telecommunications Device for the
Deaf, or any other instrument over the facilities of the Company
or any connecting carriers or through any TRS centers operated
by the Company or its agents, the Company’s liability shall not
exceed an amount equal to the Company’s charge for a one (1)
minute call to the station at the time affected call was made.

The liability provided for above, shall in each case, be in
addition to any amounts that may otherwise be due to the
Customer under this tariff as a credit allowance for the
interruption of service.
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3, Rules and Regulations (cont’d)

32 Liability (cont’d)

3.23

3.24

325

The Company shall be indemnified, defended, and held harmless by the

Customer or by others authorized to use the service against all claims of
loss or damage arising from the use of service furnished under this tariff,
including:

(a) Claims for libel, slander, invasion of privacy, or infringement of
copyright arising out of the material, data, information, or other
content transmitted via Company service;

(b) patent infringement claims arising from combining or connecting
Company service with apparatus and systems furnished by the
Customer or others; and

(c) all other claims arising out of any act or omission of the
Customer or others including those relating to Section 3.2.4
below, in connection with any service provided by the Company.

The Company shall not be liable for any act or omission of any other
company or companies furnishing a portion of the service, or for
damages associated with service, circuits, or equipment that it does not
furnish, or for damages which result from the operation of customer-
provided systems, equipment, facilities or services which are
interconnected with Company services.

The Company does not guarantee, nor make any warranty with respect
to, service installations at locations at which there is present an
atmosphere that is explosive, prone to fire, dangerous or otherwise
unsuitable for such installations. The Customer and user shall indemnify
and hold the Company harmless from any and all loss, claims, demands,
suits or other actions, or any liability whatsoever, whether suffered, made
instituted or asserted by the Customer by any other party, for any
personal injury to, whether owned by the Customer or others, caused or
claimed to have been caused, directly or indirectly, by the installation,
operation, failure to operate, maintenance, removal, presence, furnished
by the Company at such locations.
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3. Rules and Regulations (cont’d)

3.2 Liability (cont’d)

3.2.6

3.2.7

3.2.8

The Company is not liable for any defacement of, or damages to, the
premises of a Customer resulting from the furnishing of service, or the
attachment of any instruments, apparatus associated wiring on such
Customer premises or from the installation or removal thereof, when
such defacement or damage is not the result of Company negligence.

The Company shall not be liable for the Customers failure to fulfill its
obligations to take all necessary steps including, without limitation,
obtaining, installing and maintaining all necessary equipment, materials,
and supplies, for interconnecting the terminal equipment or
communications system of the Customer, or any third party acting as its
agent, to the Company’s network. The Customer shall secure all
licenses, permits, approvals, rights-of-way, and other arrangements
necessary for such interconnection. In addition, the Customer shall
ensure that its equipment and/or system or that of its agent is properly
interfaced with the Company’s service, that the signals emitted into the
Company’s network are of the proper mode, bandwidth, power, data
speed, and signal level for the intended use of the Customer and in
compliance with the criteria set forth in the following, and that such do
not damage the Company’s equipment or network or injure Company
personnel or degrade service to other Customers. If the Federal
Communications Commission or some other appropriate certifying body
certifies terminal equipment as being technically acceptable for direct
electrical connection with interstate communications service, the
Company will permit such equipment to be connected with its services
without the use of protective interfaces devices. If the Customer or its
agent fails to maintain and operate its equipment and/or system or that of
its agent properly, with resulting imminent harm to Company equipment,
network, personnel, or the quality of service to other Customers, the
Company may, upon notice, require the use of protective equipment at
the Customers expense. If this fails to produce satisfactory quality and
safety, the Company may, upon written notice, terminate the Customers
service without liability or obligation.

With respect to the Company’s prepaid Calling Card Service, the
Company makes no warranty, guarantee, or representation, either express
or implied, regarding the merchantability, accuracy, reliability, condition,
or fitness of the information provided in connection with the use of the
card.
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3. Rules and Regulations (cont’d)

3.2 Liability (cont’d)

3.2.9 Use and Sale of Telephone Subscriber Information

3.2.9.1 With respect to the use and sale of telephone subscriber

information provided pursuant to Automatic Number
Identification (““ANI") or charge number services, the Company
shall permit the Customer to use the telephone number and
billing information or billing and collection, routing, screening
and completion of the originating telephone subscriber’s call or
transaction, or for services directly related to the originating
telephone subscriber’s call or transaction. The Customer is
prohibited from reusing or selling the telephone number or
billing information without first:

(a) notifying the originating telephone subscriber and:

(b) obtaining the affirmative consent of each subscriber for
such reuse or resale. Additionally, the Customer is
prohibited from disclosing, except as permitted above,
any information derived from the Automatic Number
Identification (“ANI”) or charge number service for any
purpose other than:

€) performing the services or transactions that are
the subject of the origination telephone

subscriber’s call;

(i) ensuring network performance security, and the
effectiveness of call delivery;

(ili)  compiling, using, and disclosing aggregate
information; and

(iv) complying with applicable law or legal process.
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3. Rules and Regulations (cont’d)

3.2 Liability (cont’d)

3.2.9 Use and Sale of Telephone Subscriber Information (cont’d)

3.2.9.2 The requirements imposed under Section 3.2.9.1 shall not
prevent a person to whom automatic number identification, or
charge number services are provided from using:

6)) the telephone number and billing information provided
pursuant to this service; and

(ii) any information derived from the automatic number
identification or charge number service, or from the
analysis of the characteristics of a telecommunications
transmission, to offer a product or service that is directly
related to the products or services previously acquired by
that Customer from such person.

3.3 Cancellation of Service by a Customer

3.3.1 If a Customer cancels an order for service before the service begins,
before completion of the minimum period, or before completion of some
other period mutually agreed upon by the Customer and the Company, a
charge will be levied upon 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 an order by a Customer, and construction
has either begun or been completed, but no services provided, the non-
recoverable cost of such construction shall be borne by the Customer.

3.3.2  Except as otherwise provided in this tariff, if an order for installation is
delayed for more that thirty (30) days beyond the due date, and such
delay is not requested or caused by the Customer, the Customer may
cancel the order without incurring cancellation charges.
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3. Rules and Regulations (cont’d)

34 Use of Service

3.4.1

342

Service furnished by the Company may be used for one or more of the

following:

(a) for the transmission of communications by the Customer;

(b) for the transmission of communications to or from an authorized
user or joint user;

(©) for the transmission of communications to or from a Customer of

another common carrier, which has subscribed to the Company’s
communications service for purposes of resale.

Service furnished by the Company may be arranged for joint use or
authorized use. The joint user or authorized user shall be permitted to
use such service in the same manner as the Customer, but subject to the

following:

(a)

(b)

One joint user or authorized user must be designated as the
Customer. The designated Customer does not necessarily have
to have communications requirements of its own. The Customer
must specifically name all joint users or authorized users in the
application for service. Orders that involve the start,
rearrangement, or discontinuance of joint use or authorized use
service will be accepted by the Company only from that
Customer and will be subject to all provisions of this tariff.

All charges for the service will be computed as if the service
were to be billed to one Customer. The joint user or authorized
user that has been designated as the Customer will be billed for
all components of the service and will be responsible for all
payments to the Company. In the event that the designated
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3.4 Use of Service (cont’d)

3.4.2 (b) (cont’d)

Customer fails to pay the Company each joint user or authorized
user shall be liable to the Company for all charges incurred as a
result of its use of the Company’s service. Each joint or
authorized user must submit to the designated Customer a letter
accepting contingent liability for its portion of all charges billed
by the Company to the designated Customer. This letter must
specify that the joint or authorized user understands that the
Company will receive a copy of the guaranty from the
designated Customer. Unless supportive services are provided,
the Customer shall be responsible for allocating charges to each
joint user or authorized user.

3.5 Directory Assistance

3.5.1

352

Directory Assistance is available for all services. The Directory
Assistance charge will be applied to each call for information as to any
telephone number in the United States, Puerto Rico, and the U.S. Virgin
Islands. The Directory Assistance charge applies to each call regardless
of whether the requested Directory Assistance telephone number is
furnished. In addition, Directory Assistance calls will not count toward,
nor be calculated as part of, the Customers service volume discounts
unless otherwise indicated. Directory Assistance customer calls may be
placed with the assistance of an operator, and they may be billed to
commercial credit cards.

A credit allowance will be given or the charge that would otherwise
apply will be waived when:

(a) the Customer experiences poor transmission or is cut-off during
the call to Directory Assistance;

(b) the Customer is given an incorrect telephone number by the
Directory Assistance operator;

(©) the Customer has inadvertently misdialed and has reached
Directory Assistance for the wrong area code. To obtain such a
credit/waiver, the Customer must notify a Company customer
service representative with twenty-four (24) hours.
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3.5 Directory Assistance (cont’d)

353

Customers who are presubscribed to Company service and have been
certified in writing to be unable to access or use a manual directory
because of a visual or other physical impairment are eligible to receive a
credit that will be applied against the per-call charge and any applicable
operator-assistance surcharges specified in this tariff for domestic
Directory Assistance calls made by dialing area code +555+1212. This
certification must be made by a licensed physician, optometrist,
appropriate federal or state agency, or appropriate approved private
agency.

The written certification of visual or other physical impairment must be
provided to a Company Customer Service Representative, or at the
Company’s election, proof of certification, as defined above, may be
provided to, and maintained on file with, the Customer’s Local Exchange

Carrier.

Credits may be used by: (I) the visually or otherwise physically impaired
customer: (ii) an organization established specifically for the purpose of
assisting the visually or otherwise physically impaired; or (iii) a business
where all owner(s) and/or employees of the business on the premises at
which a call originates have been certified as visually or otherwise
physically impaired. Credits will apply only to Directory Assistance
calls made by dialing area code+555+1212, that originate from and are
billed to the telephone number of the certified visually or otherwise
physically impaired person or organization. Only one telephone number
per location is entitled to this credit. A maximum of fifty (50) Directory
Assistance calls, including operator-assistance surcharges, per monthly
billing period will be eligible for the credit.
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3.6 Toll Free Service

3.6.1

3.6.2

3.6.3

3.64

3.6.5

A call begins when call termination is received by or passes through
customer premises equipment. It is the Customer’s responsibility to pass
appropriate answer supervision back to the Company point of
connection.

If a Customer of the Company Toll Free service is found to be non-
compliant in passing back appropriate answer supervision. The
Company reserves the right to suspend and/or deny service. The
Company shall give the Customer three (3) days notice of intent to
suspend or deny service due to such non-compliance.

The Customer shall be liable for all costs and toll charges associated with
their 800/888/877 service, including unauthorized calls associated with
the use of 800/888/877 service obtained from the Company, including,
but not limited to, calls made using Toll Free Service when such calls are
in any way routed through the Customer’s location. Customers shall
maintain sole responsibility for the security of 800/888/877 number(s)
issued to them.

Nothing in this section, or, in any other provision of this tariff, or in any
marketing materials issued by the Company, shall give any Customers
who have reserved 800/888/877 telephone numbers hereunder or
Customer who subscribe to and use Toll Free Service, or their transferees
or assignees, any ownership interest or proprietary right in any particular
800/888/877 telephone number.

Customers (including carrier customers) are prohibited from using any
telephone numbers beginning with an 800/888/8/77 service code, or any
other number advertised or widely understood to be Toll Free, in a
manner that would result in; (a) the calling party or the subscriber
originating line being assessed any fee or charge by virtue of completing
the call; (b) the calling party being connected to a pay-per-call service;
(c) the calling party being charges for information conveyed during the
call unless the calling party has a presubscription or comparable
arrangement; or (d) the calling party being call back collect for the
provision of audio or data information services, simultaneous voice
conversation services, or products. The Customer shall be afforded a
period of no less that seven (7) days and no more than fourteen (14) days
during which a violation may be brought into compliance. 800/888/877
service no in compliance with the above regulations at the expiration of
such period may be terminated immediately.
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3.6 Toll Free Service (cont’d)

3.6.6

3.6.7

3.6.8

The Customer must obtain an adequate number of access lines associated
with Toll Free service(s) to handle the Customer’s expected demand in
order to prevent interference or impairment of this service, or any other
service provided by the Company, taking into account (1) call volume (2)
average call duration; (3) time-of-day characteristics; and (4) peak
calling periods. The Company, without incurring any liability, may
disconnect or refuse to furnish Toll Free services to any Customer that
fails to comply with these conditions. Incase of disconnection, the
Customer will be notified at least (5) days in advance of the disconnect.
The Customer will be responsible for all charges incurred as well as any
access charges the Company may incur as a result of the Customer
failure to comply within the above conditions.

A Customer is responsible for all charges for network arising from calls
placed to the Customer’s Toll Free service. An applicant for Toll Free
service may be required to supply the following information when
requesting service: an initial traffic forecast, identification of its
geographical marketing target areas, and a schedule of marketing and
promotional activities. A new tariff forecast shall be submitted quarterly
after service is initiated. Customers of Toll Free service may not use
Automatic Number Identification (ANTI), provided by the Company
incidental to the furnishing of Toll Free service, to invoice, either
directly or indirectly their Customer in connection with their furnishing
of other than common carrier services.

All new 800/888/877 and future toll free prefixes, for the purpose of this
tariff, apply to all Company existing 800/888/877 services, rates, and
rules and regulations that governs all Company Toll Free service.
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3.6 Toll Free Service (cont’d)

3.6.9 Reservation and Administration, Ownership, Use, and Assignment of

Telephone Numbers for NEXTLINK 800

3.6.9.1

3.69.2

The Company will accept a prospective Customer’s request for a
particular 800/888/877 service telephone number. Up to a total
of ten (10) such requested numbers may be requested. The
Company will accommodate each request to the possible extent.
If a requested number(s) can be assigned to a prospective
Customer, the Company will notify the Customer and will
reserve it for the Customer’s use for a fifty-nine (59) day period.
If, at the end of the fifty-nine (59) day period, the prospective
Customer has not subscribed to the Company 800/888/877
services using a reserved number(s), the Company, in
accordance with its procedures, may make the reserved number
available for use by another Customer.

In its capacity as Resp Org, the Company will reserve, assign,
activate, or change, upon receipt of a verified request,
800/888/877 numbers for a Customer or prospective Customer
and will administrator 800/888/877 numbers, in accordance with
customary industry standards and practices, the terms of this
tariff, and the effective procedures of the 800/888/877 Service
Management System (SMS) database administration. Customers
may request, reserve, assign or activate 800/888/877 numbers on
their own behalf, or a Customer that resells Company inbound
transmission services may request, reserve, assign, or activate
800/888/877 numbers on behalf of a Customer or prospective
Customer of such reseller. A Customer who resells Company
inbound transmission services must provide to any Customer or
potential Customer, upon reasonable request therefore,
information concerning the status of a particular 800/888/877
number or number(s) in which the Customer or potential
Customer has interest and, if applicable and available the identity
of the Resp Org(s) for the 800/888/877 number(s), the Customer
must notify the Company within forth-eight (48) hours so the
Company may release the 800/888/877 numbers to the pool of
numbers for assignment in accordance with industry practice and
standards.
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3.6 Toll Free Service (cont’d)

3.6.9 Reservation and Administration, Ownership, Use, and Assignment of
Telephone Numbers for NEXTLINK 800 (cont’d)

3.693

3.694

800/888/877 numbers are incidental to the inbound calling
service with which they are associated and, as such, may not be
sold, transferred, or otherwise conveyed independent of inbound
transmission. The assignment of an 800/888/877 telephone
number(s) for use with company-provided inbound transmission
service confers of the Customer no proprietary interest what so
ever in the number(s) assigned. It shall be a violation of this
tariff if the Customer seeks to acquire, or does acquire, any
800/888/877 associated with inbound service provided by the
Company for the primary purpose of selling, brokering bartering,
or releasing for a fee (or other consideration) to another party
that 800/888/877 number, independent of the Company service
with which it is associated. In any instance in which the
Company learns that a Customer or prospective Customer is
attempting to sell or otherwise transfer or assign an 800/888/877
number to another person, in violation of this tariff, the
Company may immediately and without notice release the
number from reserved status, or it may immediately upon written
notice to the Customer discontinue the furnishing of service, or it
may immediately upon written notice to the Customer
discontinue the furnishing of service via the 800/888/877
number. The Company telephone number forfeited as a result of
the impermissible or reassigned to the undertaking will not be
reserved for the prospective Customer or reassigned to the
Customer under any condition or circumstances by the
Company.

Each 800/888/877 service telephone number must be placed in
actual and substantial use by the Customer.
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3.7 Recording Conversations

3.7.1 Company services are not adapted to the use of recording devices to
record two-way telephone conversations, or for other purposes, do so at
their own risk. As used in this section, a two-way conversation is a
telephone conversation between or among two or more parties. A
Customer may use a recording only if the Customer is able to connect or
disconnect the recording, or turn the recording device on or off, at will.

3.7.2 A Customer may record a two-way conversation only when the recording
is:

(a) preceded by verbal or written consent of all parties to the
conversation;

(b) preceded by verbal notification of the recording of the
conversation, which notification is recorded at the beginning,
and as a part of, the call; or

(c) accompanied by a distinctive recorder tone, repeated at intervals
of approximately fifteen (15) seconds, to alert all parties to the
conversation that a recording device is in use.
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3.7 Recording Conversations (cont’d)
3.7.3 Broadcast licenses are exempt from the restrictions set forth in Section

374

3.7 when the licensee is recording the two-way conversation for
broadcast and:

(a)

(b)

©)

the licensee informs each party to the conversation that the
licensee intends to broadcast the conversation;

each party to the conversation is aware that the conversation will
be broadcast; or

the other party or parties to the conversation may be presumed to
be aware, from the circumstances of the conversation, that the
conversation is likely to be broadcast; provided that such
awareness may be presumed only when the other party to the
conversation is associated with the licensee (such as an
employee or part-time reporter) or the other party or parties to
the conversation originate(s) and the conversation is obviously in
connection with a program during which the licensee
customarily broadcasts telephone conversations.

A Customer is exempt from the restrictions set forth in Section 3.7 when:

(a)

(b)

©

recording incoming calls made to telephone numbers publicized
for emergencies (such as 911) and outgoing calls made in
immediate response to these incoming calls (including calls
made to and from Department of Defense Command Centers and
the Operations Center of the Nuclear Regulatory Commission);

recording calls made for patently unlawful purposes (such a
bomb threats, kidnap ransom requests, and obscene calls) and
outgoing calls made in immediate response to these calls
(including calls referred to the U.S. Secret Service that threaten
the safety and security of the President of the United States, his
or her immediate family, or the White House); or

recording calls pursuant to an explicit and lawful order of a court
issued to 18 U.S.C. Section 2516, as amended, or any equivalent
successor provision.

ISSUED: May 18, 1999

EFFECTIVE: May 18, 1999

Douglas W. Kinkoph, Vice President
NEXTLINK Long Distance Services, Inc.

Two Easton Oval
Columbus, OH 43219



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1

Original Page 32

INTEREXCHANGE SERVICES TARIFF

3. Rules and Regulations (cont’d)

3.8 Operator Services

3.8.1 A Customer acquiring operator service from the Company which, in the
ordinary course of its operations, makes telephone calls, must:

(@)

(b)

©)

post on or near the telephone instrument, in plain view of
consumers: the name address and toll-free telephone number of
the provider of operator services;

a written disclosure that the rates for all operator-assisted calls
are available on request, and that consumers have a right to
obtain access to the interstate common carrier of their choice;
and that Customers may contact their preferred interstate
common carriers for information on accessing that carrier service
using the telephone; and the name and address of the
enforcement of the Common Carrier Bureau of the Federal
Communications Commission, to which the consumer may

direct complaints regarding operator services; ensure that each of
its telephones presubscribed to a provider of operator services
allows consumers to use 800/888/877 and 950 access code
numbers or any other carrier identification code (1010XXX) to
obtain access to the provider of operator service desired by the
consumer;

ensure that no charge by such Customer to the consumer for
using an 800/888/877 and 950 access code, or any other access
code number, is greater than the amount the aggregator charges
for calls placed using the Customers presubscribed provided of
operator services. Payment (on a location-by-location basis) of
any compensation to the Customer, including commissions, shall
be in violation of Section 3.8.1 (b) and shall not be made until
such time as the blocking ceases.
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3.9

3.10

3.11

Information Provider Data

A Service Bureau shall promptly fumish to the Company, and keep current on a
continuing basis, the name, address, and Customer Service telephone number(s)
of the Information Providers to whom it provides service. Where an Information
Provider directly subscribes top Company service, it shall promptly furnish to the
Company, and keep current on a continuing basis, its name, address, and
Customer Service Telephone number(s).

Line Service

No provider of pay-per-call services subscribing to the Company’s service in this
tariff shall use automatic dialing devices which deliver a recorded message to the
called party unless the device releases that called party’s telephone line promptly
but in no event longer than current industry standards.

Answer Supervision

Answer supervision must be provided when a Company service offering is
connected to switching equipment or a Customer-provided communications
system. The Customers equipment or system must provide answer supervision
so that the measure of chargeable time that begins upon the delivery of the
Customer’s call to the switching equipment or to the equipment connected to the
communications system and ends upon termination of the call by the calling
party. If a Customer’s communications system fails to promptly return to
Company am idle (on-hook) state upon completion of the call, the Customer will
be held responsible for all charges that responsible for all charges that result up
until the time the Customer’s communication system signals the Company’s
network that the call has been terminated or until such a time that the Company’s
own system terminates the call.
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3.12

3.13

Restrictions

Providers of pay-per-call services subscribing to Company transmission services,
including 900 service, must comply with all requirements of (a) Title I and II of
the Telephone Disclosure and Dispute Resolution Act (Pub.L No. 102-556)
(TDDRA); and (b) all requirements of: the regulations presubscribed by the
federal Communications Commission and Federal Trade Commission pursuant to
those Titles. The Company shall terminate programs which utilize 900 service if
the programs are not in compliance, following written notice to the provider.

The provider shall be afforded a period of no less than seven (7) days and no
more that fourteen (14) days during which a program may be brought into
compliance. Programs not in compliance at the expiration of such period shall be
terminated immediately.

Payment Arrangements

3.13.1 The Customer is responsible for payment of all charges for service
furnished to the Customer or its joint or authorized users. This
responsibility is not changed by virtue of any use, misuse, or abuse of the
Customer service or Customer provided systems, equipment, facilities, or
services interconnected to the Customer’s service, which use, misuse, or
abuse may be occasioned by third parties, including, without limitation,
the Customers’ employees or other members of the public. The
Company is not liable for any damages, including toll usage charges, the
subscriber may incur as a result of the unauthorized use of its telephone
facilities. This unauthorized use if the subscriber’s facilities includes,
but is not limited to, the placement of calls from the subscriber’s
premises, and the placement of calls through subscriber-provided
equipment which are transmitted or carriers on the Company network.
The Company security department may work with subscribers to
recommend possible solutions to reduce unauthorized use of its facilities.
However, the Company does not warrant or guarantee that its
recommendations will prevent all unauthorized use, and the subscriber is
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3.13  Payment Arrangements (con’t)

3.13.1 (cont’d)

3.13.2

responsible for controlling access to, and use of, its own telephone
facilities. Non-recurring charges are payable when the service for which
they are applied has been made available. If an entity other than the
Company (e.g. another carrier or supplier) imposes charges on the
Company, in addition to its own internal costs, those charges will be
passed onto the Customer. Recurring charges which are fixed in amount
and not dependent on usage are billed in advance. Except for usage
charges the rate or volume discount level applicable to a Customer for a
particular service or services shall be the rate or volume discount level in
effect at the end of the monthly billing period applicable to the Customer
for the particular service or service. The Customer agrees to pay the
Carrier for all charges billed as a result of any use of the Customer’s
authorization code(s), whether such use is by Customer or by a third
party in connection with a lost, stolen or misappropriated authorization
code, or otherwise. It is the Customer’s responsibility to inform the
Company that an authorization code(s) has been stolen or lost.

Service is provided and billed on a monthly(30-day) basis, beginning on
the date that service becomes effective.
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3.13

Payment Arrangements (cont’d)

3.13.3

3.134

3.135

3.13.6

Payment will be due upon receipt. Interest may be applied in accordance
with Company-standard credit policy to any unpaid amount commencing
thirty (30) days after the statement date.

If a Customer accumulates more that $500.00 of unpaid or disputed Toll
Free service charges, the Company Resp Org reserves the right not to
honor that Customer’s request for a Resp Org change until such dispute
is resolved or undisputed charges are paid in full.

In the event the Company incurs fees or expenses, including attorney’s
fees in collecting or attempting to collect any charges owed the
Company, the Customer will be liable to the Company for the payment
of all such fees and expenses reasonably incurred.

The Company’s bills are payable upon receipt, unless the Company
indicates on the invoice or a billing insert that the sum shown as due
need not be paid, because of the smallness of the amount, until the
balance reaches some specified amount; or the Company may deal with
Customers whose accounts show very small balances by withholding the
issuance of an invoice until the amount due from the Customer reaches a
level, which, in the Company’s sole discretion, is deemed large enough
to justify initiating the billing and collection process; or the Company
may invoice low usage Customers every other month unless a Customer
invoiced in such a manner requests monthly billing. When a bill is
issued, amounts not paid within thirty (30) days after the date of invoice
will be considered past due. If the Company becomes concerned at any
time about the ability of a Customer to pay its bills, the Company, in its
sole discretion, may require that such a Customer pay its bills within a
specified number of days and to make such payments in cash or the
equivalent of cash.
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3.13  Payment Arrangements (cont’d)

3.13.7 Applicants for service or existing Customers whose financial condition is
not acceptable to the Company, or is not a matter of general knowledge,
may be required at any time to provide the Company a security deposit
as a condition of service. The deposit requested will be in cash or the
equivalent of cash, up to an amount equal to the applicable installation
charges, if any, and/or up to one month’s actual or estimated usage
charges for service to be provided. Any applicant or Customer may also
be required, at any time, whether before or after the commencement of
service, to provide such other assurances of, or security for, the payment
of the Company’s charges for services to be provided as the Company
deems necessary including, without limitation, advance payments for
service, third party guarantees of payment, pledges, or other grants of
security interest in the Customers’ assets, and similar arrangements. The
required deposit or other security may be increased or decreased by the
Company as it deems appropriate in light of changing conditions and
Customers usage pattern. In addition, the Company shall be entitled to
require such an applicant or Customer to pay all its bills within a
specified period of time, and to make such payments in cash or the
equivalent of cash. Simple interest at the rate of six percent (6%)
annually will be paid for the period during which the deposit is held by
the Company, unless a different rate has been established by the
appropriate legal authority in the jurisdiction in which the Company
service in question is provided. At the Company’s option, such deposit
may be refunded to the Customer’s account at any time. The Company
also reserves the right to cease accepting and processing service orders
after it has requested a security deposit and prior to the Customer’s
compliance with this request.
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3.13  Payment Arrangements (cont’d)

3.13.8

3.13.9

For the purpose of billing, the start of service date is the activation date.
The end of service date is the last day of the minimum notification period
as described in Section 3.1.1.

If a Customer does not give the Company written notice of a dispute
within sixty (60) days from the date the invoice was rendered, such
invoice shall be deemed to be correct and binding on the Customer.

3.13.10 The charges set forth in this tariff contemplate installations made in

3.13.11

3.13.12

normal locations and under normal working conditions. Any
installations to be made under other circumstances are subject to
additional charges.

Promotional and other credits offered by the Company in the marketing
of its service cannot be assigned, but must be used by the person to
whom they were offered and who earned them in strict accordance with
the terms of the offers. In the event that a customer has been awarded a
promotional credit for subscribing to the Company and does not use the
service within twelve (12) months following the date of the Customer’s
service order, the Company may cancel the credit from the Customer’s
account unless otherwise stated in the specific promotion.

All charges for service are exclusive of applicable federal, state, local
taxes, and tax-related surcharges.
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3,13  Payment Arrangements (cont’d)

3.13.13 If a Customer whose account has been closed has a credit balance
showing, the Company will transfer the credit to another account of the
Customer, if there is one, or will mail a check for the balance to the
Customer if it believes it has a valid and current address. If the
Company is not certain that it has a valid and current address, it will
include a notice with the final invoice, which will be mailed to the
Customer’s last known address, asking the Customer to verify the
address so that it can make a refund, or it will write to the Customer at
that address and request verification. Such verification can be made by
calling a designated telephone number or by writing to a specified
address. Upon receiving verification, a check for the balance will be
mailed. If the final invoice or the notification letter is returned by the
post office as undeliverable, or if no response is received within thirty
(30) days of mailing, the Company as its option may begin applying a
closed account maintenance charge of $2.50 per month in the second
monthly billing period following the month in which the account was
closed, and will continue to apply that charge until the Customer requests
a refund in writing or the balance is exhausted.

3.13.14 From time to time, the Company will grant credits against usage or
recurring charges in an amount not to exceed $1000.00 per Customer or
account, per monthly billing period, whenever the Company determine,
in its sole discretion, that such a credit is warranted due to consideration
or disputes involving the delivery of past service to the Customer or
account receiving the credit.

3.13.15 In lieu of the Customer receiving applicable volume discounts and/or
promotional credits on a monthly invoice, the Company may, in its sole
discretion, utilize other forms of payment.
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3.13  Payment Arrangements (cont’d)

3.13.16 In the event payment is made by check and the Customer’s check is not
honored by the institution on which it was drawn, the Company will
impose, and the Customer will be required to pay, a $15.00 fee, in
addition to other tariff, legal, and equitable remedies available to the
Company.

3.13.17 If the Company disconnects a Customer’s service for non-payment of
past due amounts, the Customer’s service will remain disconnected until
such time as the Company receive payment for all past due amounts and
confirms the availability of sufficient funds to satisfy the amount of
payment.

3.13.18 The liability of the Company for errors in billing that result in
overpayment by the Customer shall be limited to a credit equal to the
dollar amount erroneously billed.
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3.13  Payment Arrangements (cont’d)

3.13.19

A surcharge will be imposed on all Customer’s charges for outbound
service originating at, or inbound service terminating at, addresses in
states which levy, or assert a claim of right to levy: a) ~ gross receipts
tax on the Company’s operations in any such state; or b) a tax on
interstate access charges incurred by the Company for access to
telephone exchanges in that state; or ¢) an ad valorem tax on the
Company’s interstate property located in that state. This surcharge is
based, respectively, on the Company’s: a)gross receipts or revenues in
that state; and/or, b) payment of interstate access charges in that state;
and/or, c) property located in that state and used by the Company to
provide interstate service. The surcharge for (c) is derived by using the
ratio of interstate revenue in that state to total revenue, multiplied by
total ad valorem taxes imposed during the current calendar year and are
listed below. The surcharge will be shown as a separate line item on the
Customer’s invoice.

STATE | SURCHARGE

FL

0.9780% N)
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3.14  Special Access Surcharge (cont’d)

3.14.1

3.14.2

3.14.3

A monthly special access surcharge, required by the Local Exchange
Carrier (LEC), applies to each local channel termination associated with
Channel Service and Foreign Exchange Service Capability. This
monthly surcharge is applicable when the local channel is connected to a
PBX or equivalent device which is capable of interconnecting the
Channel Service or Foreign Exchange Service Capability with local
exchange service. When analog or digital high capacity facilities
interconnect with the local exchange network, the special access
surcharge is applied on a per voice grade equivalent circuit basis as
shown in the following example:

Basic Digital Voice Grade Monthly
Facility Equivalent Surcharge
Circuits X $25 Per Circuit
Group 12 X $25 = $300.00
DS1 24 X $25 = $600.00

The special access surcharge applies on each local channel termination
installed whether the interconnection capability exists in the Customer’s
premise equipment or in a Centrex CO type switch.

The Customer may be exempt from the monthly special access surcharge
if:

(a) The Customer certifies in writing that the local channel
terminated is a device not capable of interconnecting the service
with the local exchange network; or

(b) The Customer certifies that the local channel termination, by
nature of its operating characteristics, could not make use of
LEC common lines; or

(c) The Customer certifies that the local channel is connected to a
LECs switched access service that is subject to carrier line
charges.
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3.14

3.15

Special Access Surcharge

3.14.4 The certification will be in the form of a written notification to the
Company. The notification may be provided:

(a) At the time the service is ordered;

(b) At such time as the service is re-terminated to a device not
capable of interconnecting to the local exchange network; or

(c) At such time as the local channel becomes associated with a
switched access service that is subject to carrier common line

charges.

3.14.5 If a written certification is not received at the time an order for new
service is placed, the special access surcharge will be applied. The
Company will cease billing the special access surcharge and the exempt
status will become effective on the date the certification is received by
the Company on services in place. If the Company charged the
Customer prior to the receipt of the exemption certification, the
Company will credit the Customer’s account, not to exceed ninety (90)
days, based on the effective date of the change specified by the Customer
in the letter of certification.

Gross Receipts and Other Taxes

A surcharge will be imposed on all charges for outbound service originating at,
or inbound service terminating at, addresses in states which levy, or assert as
claim if right to levy, a gross receipts tax on the Company’s operations in any
such state, or a tax on interstate access charges incurred by the Company for
originating access to telephone exchanges in that state. This surcharge is based
on the particular state’s receipts tax and other states receipts taxes imposed
directly or indirectly upon the Company by virtue of and measured by the gross
receipts or revenues in that state and/or payment of interstate access charges in
that state. The surcharges will be shown as a separate line item on the
Customer’s notice.
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3.16

3.17

Telecommunications Service Priority Provisioning and Restoration of Service

The provisioning and restoration of service in emergencies shall be in accordance
with Part 64, Subpart D, Appendix A of the Federal Communications
Commission’s Rules and Regulations which specifies the prioritization for such
activities.

Inspection

The Company may, upon reasonable notice, make such tests and inspections, as
may be necessary to determine that the requirements of this tariff are being
complied with in the installation, operation, or maintenance of the Customer’s
service. The Company may interrupt the type service at any time, without
penalty to the Company, because of departure from any of these requirements.
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3.18  Cancellation for Cause by the Company (See Section 3.3 for cancellation by

customer)

3.18.1 The Company may discontinue the furnishing of any and/or all service(s)
to a Customer, without incurring any liability, immediately and without
notice if the Company deems, in its sole discretion, that such action is
necessary to prevent or to protect against fraud or to otherwise protect its
personnel, agents, facilities or services. The Company may discontinue
service pursuant to this subsection if:

(a)

(b)

©)

(d)

The Customer refuses to furnish information to the Company
regarding the Customer’s creditworthiness, its past or current use
of common carrier services, or its planned use of service(s);

The Customer provided false information for the Company
regarding the Customer’s identity, address, creditworthiness,
past or current use of common carrier communications services,
or its planned use of Company service(s);

The Customer states that it will not comply with a request by the
Company for security for the payment for service(s) in
accordance with Section 3.13.7 above or either the Customer has
been given written notice by the Company of any past due
amount (which remains unpaid in whole or in part) for any of the
Company’s services to which the Customer subscribes or had
subscribed or used:

The Customer either a) accesses the Company service by dialing
the Company’s Carrier Identification Code (CIC), or b) having
presubscribed to the Company’s service has had its account(s)
canceled and has been removed from the Company’s billing
system and is being billed for its subsequent use of the
Company’s network by the local exchange carrier, and either
refuses to pay when billed for the Company service(s) or
indicates to the Company or its billing agent that it will not pay
for Company service(s) used by it; or
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3.18  Cancellation for Cause by the Company (cont’d)
3.18.1 (cont’d)
(e) A subscriber to the Company who accesses the service by use of

an authorization code has not used the service (with the
exception of calls to Directory Assistance) for ninety (90) days;

(f) Upon written notice to the Customer’s billing address or notice
to the Customer who is a subscriber to the Company’s Calling
Card service who has not used the service (with the exception of
calls to Directory Assistance) for one-hundred eighty (180) days.
In such case, the Company may deactivate the Customer’s card
to reduce the risk of unauthorized use. If the Customer wishes to
renew usage of the service (e.g. upon returning from a vacation
home), the Company will promptly supply a new card;

(g) The Customer uses service to transmit a message, locate a person
or otherwise give or obtain information without payment for the
service:

(h) The Customer uses, or attempts to use, service with the intent to

avoid the payment, either in whole or in part, of the tariff charges
for the service:

() Using or attempting to use service by rearranging,
tampering with, or making connections to the
Company’s service not authorized by this tariff;

(2) Using tricks, schemes, false or invalid numbers, false
credit devices, electronic devices, or any other fraudulent
means or devices.
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3.18  Cancellation for Cause by the Company (cont’d)

3.18.2

3.18.3

3.184

3.185

Upon written notice to the Customer of any sum thirty (30) days past
due, the Company may immediately cancel service pursuant to this
section; or

Immediately upon written notice to the Customer, after failure of the
Customer to comply with a request by the Company for security for the
payment of service in accordance with Section 3.13.7 above for five (5)
days after sending the Customer written notice of noncompliance with
any provision of this tariff if the noncompliance is not corrected within
that five (5) day period, the Company may immediately cancel service
pursuant to this section; or

The Company may, without notice, cancel service pursuant to this
section without notice, if the Customer’s account has shown no usage for
six (6) consecutive months;

The discontinuance of service(s) by the Company pursuant to this
Section does not relieve the Customer of any obligation to pay the
Company for charges, dues and owings for service(s) furnished up to the
time of discontinuance. In the event the Company cancels the Customers
service for cause, and the Customer is committed to a term or other plan
for which charges apply the Customer will be obligated to pay, as
though it had terminated service early for its own convenience.
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3.19  Testing and Adjusting

Upon reasonable notice, the service provided by the Company shall be made
available to the Company for such tests and adjustments as the Company deems
necessary to maintain it in satisfactory condition.

3.20 Terminal Equipment

3.20.1 Terminal equipment, such as teleprinters, handsets, or data sets at the
premises of the Customer and between such premises and the Company
terminals, shall be furnished by and maintained at the expense of the
Customer, except as otherwise provided.

3.20.2 The characteristics of equipment at either end of the channel shall be
such that its connection to the channel complies with the minimum
protection criteria set forth below, and does not interfere with services
furnished to other Customers. Additional protective equipment, where
required, shall be provided and maintained at the Customer’s expense.
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3,20 Terminal Equipment (cont’d)

3.20.3 When services using local exchange carrier voice grade facilities are

terminated in Customer-provided terminal equipment, channel derivation
devices, or communications systems, the Customer shall comply with the
minimum protective criteria set forth below.

3.20.3.1When the facilities furnished under this tariff are used in

common with local exchange carrier services, it is necessary, in
order to prevent excessive noise and crosstalk, that the power of
the signal applied to local exchange lines be limited. A single
valued limit for all applications cannot be specified. Therefore,
the power of the signal in the band above 300 Hertz which may
be applied by the Customer-provided equipment at the point of
termination will be specified by the Company for each
application.

3.20.3.2To protect the telecommunications services from interference at

frequencies which are above the band of service provided, the
Company will specify the acceptable signal power in the
following bands to be applied by the Customer-provided
equipment or communications systems at the point of
termination to insure that the input to local exchange carrier
facilities does not exceed the limits indicated:

(a) The power in the band from 3995 Hertz to 4005 Hertz
shall be at least 18 dB below the power of the signal as
specified in Section 3.20.4

(b) The power in the band from 4000 Hertz to 10,000 Hertz
shall not exceed 16 dB below one milliwatt.

(©) The power in the band from 10,000 Hertz to 25,000
Hertz shall not exceed 24 dB below one milliwatt.

(d) The power in the band from 25,000 Hertz to 40,000
Hertz shall not exceed 36 dB below one milliwatt.

(e) The power in the band above 40,000 Hertz shall not
exceed 50 dB below one milliwatt.
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3.20  Terminal Equipment (cont’d)

3.20.4 Where in connection via Customer-provided terminal equipment or
communications systems to a Message Telecommunications Service or a
WATS service, to prevent the interruption or disconnection of a call, or
interference with network control signaling, it is necessary that the signal
applied by the Customer-provided equipment to the interface at no time
have energy solely in the 2450 Hertz to 2750 Hertz. If signal is in the
2450 to 2750 Hertz, it must not exceed the power present at the same
time in the 800 to 2450 Hertz Band.

3.20.5 Where such Customer-provided equipment or communications systems
applies signals having components in the spectrum 300 Hertz, excluding
ringing signals, the currents and voltages (including all harmonics and
spurious) at the interface shall not exceed the limits indicated in Sections
3.20.5.1 through 3.20.5.4 following:

3.20.5.1The maximum rms. (root-means-square) value, including DC
and AC components, of the current per conductor will not
exceed .035 ampere.

3.20.5.2The magnitude of the peak of the conductor or ground voltage
shall not exceed 70 volts.

3.20.5.3The conductor voltage shall be such that the conductor ground
voltage limit in .10 proceeding is not exceeded. If the signal
source is not grounded, the voltage limit in .0342 preceding
applies to the conductor to conductor voltage.
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3.20  Terminal Equipment (cont’d)

3.20.5 (cont’d)

3.20.5.4The total weighted rms. Voltage within the band from 50 Hertz
to 300 Hertz shall not exceed 100 volts. The total weight rms. Is
the square root of the sum of the products times the square of the
rms. Voltage of the individual frequency components.

3.20.5.5The weighting factors are as indicated:

For Frequencies Between Weight Factor
50 Hertz and 100 Hertz f2/104
100 Hertz and 300 Hertz £33/106.6

3.20.5.6The Customer is responsible for all costs, which may include the
expenses of Customer personnel, electrical power, etc. at the
Customer’s premises in the provision of the service described
herein.
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3.21 Systems Security (cont’d)

3.21.1 Where Customers are permitted access to the Company’s computer
systems and date for the purpose of managing and maintaining their
telecommunications services, they will comply with the following:

(a)

(b)

(c)

(d)

Customers may access the Company’s systems only to the extent
required by an incident to administer and manage the Customer’s
telecommunications systems.

Customers may not disclose or use information which may be
learned as a consequence of access to Company systems except
as may be directly required to ensure the proper operations of the
Customer’s telecommunications systems. Customers must take
all reasonable precautions to prevent any other person or entity
who does not have a need to know from acquiring such
information.

Customers shall not in any manner or form disclose, provide, or
otherwise make available, in whole or in part, Company
documentation, any related material or any other confidential
material except to those who have a need to know incident to the
use of Company services. All documentation shall remain the
property of the Company and may not be copied, reproduced, or
otherwise disseminated without the prior written permission of
the Company.

Customers shall take all responsible precautions to maintain the
confidentiality of all Company documents. Such precautions
shall include the use of Personal Identifications Numbers (PINs)
and passwords selected by and known only to the Customer’s
individual authorized users. Company telephone numbers and
dial-up access number(s) assigned to Customers by the
Company, PINs, or any aspect of access and sign-on
methodology shall not be posted or shared with others under any
circumstances. Customers shall follow normal logoff procedures
prior to leaving a terminal unattended. Customers should report
any known or suspected attempt by others to gain unauthorized
access.
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3.21 Systems Security

3.21.2 In the event that a security access device assigned to a Customer for dial-
up access is lost, stolen, or misplaced, the Customer must notify the
Company immediately. Access to information beyond that authorized
may result in civil and/or criminal penalties.

3.22  Allowance for Interruptions

3.22.1 Except as provided for in Section 3.5 above, which pertain to Directory
Assistance, the following credit allowances for interruptions of Company
services will be made:

(a) Except as provided , for elsewhere in this tariff, credit
allowances will be made for interruptions associated with those
Company services for which charges are specified on the basis of
per minute of use, or on usage of a fraction of a minute, and in
which there may be interruption of an individual call, due to a
condition in the Company’s shared interexchange facilities or in
shared access or termination facilities provided by other carriers,
where the interruption can be remedied by redialing the calls. A
credit allowance will be made for that portion of a call which is
interrupted due to poor transmission (e.g. noisy circuit) quality,
one-way transmission (one party is unable to hear the other) or
involuntary disconnection caused by deficiencies in the
Company’s service. A Customer may also be granted credit for
reaching a wrong number. To receive a credit, the Customer
must notify a Company Customer Service Representative and
furnish information, including the called number, the service
subscribed to, the difficulty experienced, and the approximate
time the call was placed, Credit allowances will not be made for
a) interruptions not reported to the Company within twenty-four
(24) hours, or b) interruptions that are due to the failure of
power, equipment, systems, or services not provided by the
Company. If the Customer elects to use another means of
communications after one of the above interruptions, or during a
period when he or she is unable to place a call over the
Company, the Customer must pay the charges for the alternative
service used.
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3.22  Allowance for Interruptions (cont’d)

3.22.1 (cont’d)

(b)

An interruption period begins when the Customer reports to the
Company that the service has been interrupted and releases it for
testing and repair. An interruption period ends when the service
is operative again. If the Customer reports the service to be
inoperative but declines to release it for testing and repairs, the
service is deemed to be impaired, but not interrupted. The
Company may deny a Customer’s request for credit where
notification of alleged inferior, or inadequate service has not
been received by the Company’s Customer Service Department
within twenty-four (24) hours of the occurrence. Credit will be
allowed only for disabled portions of the service.
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3.22  Allowance for Interruptions (cont’d)

3.22.1 (cont’d)

(©)

(d)

Where a call has been disconnected, the Customer will be given
a credit allowance equivalent to the charge for the initial minute
of the call made to reestablish communications with the other
party. Where a call has been interrupted by poor transmission or
one-way transmission, the Customer will be given a credit
allowance equivalent to the charge for the initial minute of a call
made to continue communicating with the other party to the
interrupted call. A Customer who has reached a wrong number
will be given a credit allowance to the charge for the initial
minute of the wrong number if he or she reports the situation,
within twenty-four (24) hours to a Company Customer Service
Representative.

For all of the Company’s services which involve dedicated
access, dedicated interexchange transmission and/or dedicated
termination, for which monthly recurring charges are applied,
which are interrupted for more than an individual call and cannot
be remedied by redialing the call except as provided in Section
3.24 below, the Customer will be given a credit allowance for an
interruption of two consecutive hours or more, in accordance
with the following:
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3.23 Outage Credit

3.23.1 For the purpose of this tariff, all months contain thirty (30) days.
Services offered by the Company are on a twenty-four (24) hours per
day, seven (7) days per week basis unless specifically stated otherwise.

3.23.2 For purposes of credit computations, every month shall be considered to
have seven hundred twenty (720) hours.

3.23.3 The Customer shall be credited for an interruption of service on a
prorated basis for the facilities affected for each period of two (2) hours
or additional major fraction thereof. The prorated credit will be based on
the monthly recurring charge of the affected Company circuit(s).

3.23.4 No credit allowance will be made for:

a)

b)

c)

d)

e)

Interruptions by the negligence of the Customer or others
authorized by the Customer to use the Customer’s service.

Interruptions due to the failure of power, equipment, systems, or
service not provided by the Company.

Interruptions during any period during which the Company or its
agents are not afforded access to the premises where access lines
are associated with the Customer’s service are terminated.

Interruptions during any period when the Customer or user has
released the service to the Company for maintenance or
rearrangement purpose, or for the installation of a Customer

order.

Interruptions during the period when the Customer elects not to
release the service for testing or repair and continues to use it on
an impaired basis.

Non-completion of calls due to network busy conditions or
interruptions not reported to the Company.
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3.24  Interconnection with Other Carriers

3.24.1

3242

3.243

Service furnished by the Company may be connected with services or
facilities of another participating carrier. Such interconnection may be
made at a Company terminal or entrance site, at a terminal of another
participating carrier, or at the premises of a Customer, joint user, or
authorized user. Service furnished by the Company is not part of a joint
undertaking with other such carriers.

Any special interface equipment or facilities necessary to achieve
compatibility between the facilities of the Company and other
participating carriers shall be provided at the Customer’s expense. Upon
Customer request and acting as the Customer’s authorized agent, the
Company, in its discretion, may attempt to make the necessary
arrangements for such interconnections.

Service furnished by the Company may be connected with our facilities
or services of other participating carriers under the terms and conditions
of the other participating carriers’ tariffs applicable to such connections.
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3.25 Special Construction

Subject

to the arrangement of the Company and to all of the regulations

contained in this tariff, special construction of facilities may be undertaken on a
reasonable effort basis at the request of the Customer. Special construction is
that construction undertaken that:

(a)

(b)

(©)

(d)

(e)
M
(8)
(h)

where facilities are not presently available, and there is no other
requirement for the facilities so constructed;

of a type other than that which the Company would normally utilize in
the furnishing of its services;

over a route other than that which the Company would normally utilize
in the furnishing of its services;

in a quantity greater than that which the Company would normally
construct;

on an expedited basis;
on a temporary basis until permanent facilities are available;
involving abnormal costs; or

in advance of its normal construction.

ISSUED: May 18, 1999

EFFECTIVE: May 18, 1999
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3. Rules and Regulations (cont’d)

3.26  Third Party Marketing Promotion

3.26.1

3.26.2

The Company may from time to time enter into agreements with third
parties to market Company services. These promotions will be approved
by the Florida Public Services Commission with specific starting and
ending dates. Subsequent to entering into such agreements, the
Company may pay commission to the third party marketing entity for
qualifying monthly usage revenues generated by the Company
Customers to whom the third party has marketed Company service(s).
The actual level of commissions to be paid will be dependent on the
nature and extent of activities engaged in by the third party on the
Company'’s behalf, including, without limitation, initial sales efforts,
order coordination and processing, customer service, service problem
determination and resolution, billing coordination, billing dispute
resolution, and the collection or guarantee of collection of the amounts
billed to the Company Customers enrolled by the third party. The
commission payments may be remitted by the third party, in whole or in
part, and in its sole discretion, to Customers to whom it has marketed
Company service(s).

Within a Third Party Marketing Promotion, the Company may waive its
portion of installation charges on voice and data basic digital service and
switched services until such time as the Customers DAL services is
installed and made available.

3.27 Dedicated Service

3.27.1

3.27.2

Upon request and signing up for one of the Company’s dedicated access
line services (DAL), the DAL Customer will have the option of utilizing
one of the Company’s switched services until such time as the
Customer’s DAL service is installed and made available.

The Company will then credit the Customer the difference between the
switched product rates and the applicable DAL rates after the DAL
service is installed and in billing. The credit would only be for the
period beginning with the first date the Customer is willing to accept
installation of the DAL and the actual date the DAL is installed. The
credit will be given on the Customer’s second month’s DAL bill received

from the Company.

ISSUED: May 18, 1999
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Douglas W. Kinkoph, Vice President
NEXTLINK Long Distance Services, Inc.
Two Easton Oval
Columbus, OH 43219



NEXTLINK Long Distance Services, Inc. Florida Tariff No. 1
Original Page 60

INTEREXCHANGE SERVICES TARIFF

3. Rules and Regulations (cont’d)

3.28  Schools and Libraries Discount Program

3.28.1 General

The Schools and Libraries Discount Program permits eligible schools
(public and private, grades Kindergarten through 12) and libraries to
purchase the Company services offered in this tariff at a discounted rate,
in accordance with the Rules adopted by the Federal Communications
Commission (FCC) in its Universal Service Order 97-157, issued May 8§,
1997. The Rules are codified at 37 Code of Federal Regulation (C.F.R.)
54.500 et. seq.

As indicated in the Rules, the discounts will be between 20 and 90
percent of the pre-discount price, which is the price of services to schools
and libraries prior to application of a discount. The level of discount will
be based on an eligible school or library’s level of economic
disadvantage and by its location in either an urban or rural area. A
school’s level of economic disadvantage will be determined by the
percentage of its students eligible for participation in the national school
lunch program, and a library’s level of economic disadvantage will be
calculated on the basis of school lunch eligibility in the public school
district in which the library is located. A non-public school may use
either eligibility for the national school lunch program or other federally
approved alternative measures to determine its level of economic
disadvantage. To be eligible for the discount, schools and .libraries will
be required to comply with the terms and conditions set forth in the
Rules. Discounts are available only to the extent that they are funded by
the federal universal service fund. Schools and libraries may aggregate
demand with other eligible entities to create a consortium.

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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3. Rules and Regulations (cont’d)

3.28  Schools and Libraries Discount Program (cont’d)

3.28.2 Regulations

Obligation of eligible schools and libraries:
3.28.2.1Requests for service:

(a) Schools and libraries and consortia shall participate in a
competitive bidding process for all services eligible for
discounts, in accordance with any state and local
procurement rules.

(b) Schools and libraries and consortia shall submit requests
for services to the Schools and Libraries Corporation, as
designated by the FCC, and follow established

procedures.
(c) Services requested will be used for educational purposes.
(d) Services will not be sold, resold or transferred in

consideration for money or any other thing of value.

3.28.2.20bligations of the Company:

(a) The Company will offer discounts to eligible schools
and libraries on commercially available
telecommunications services contained in this tariff.

(b) The Company will offer services to eligible schools,
libraries, and consortia at prices no higher than the
lowest price it charges to similarly situated non-
residential Customers for similar services (lowest
corresponding price).

(c) In competitive bidding situations, the Company may
offer flexible pricing or rates other than in this tariff,
where flexible pricing arrangements are allowed.

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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3. Rules and Regulations (cont’d)

3.28  Schools and Libraries Discount Program (cont’d)

3.28.3 Discounted Rates for Schools and Libraries

3.28.3.1Discounts for eligible schools and libraries and consortia shall be
set as a percentage from the pre-discount price, which is the
price of services to schools and libraries prior to the application
of a discount.

3.28.3.2The discount rate will be applied to all commercially available
telecommunications services purchased by eligible schools,
libraries or consortia.

3.28.3.3The discount rate is based on each school or library’s level of
economic disadvantage as determined in accordance with the
FCC Order or other federally approved alternative measures (as
permitted by the Rules) and by its location in either urban or

rural area.

3.28.3.4The discount matrix for eligible schools, libraries, and consortia
can be found below in Section 3.28.4 of this tariff.

3.28.4 Schools and Libraries Discount Matrix

% Of Students Eligible For % Of US Urban Rural
National School Lunch Program Schools Discount Discount
<1% 3% 20% 25%
1% - 19% 31% 40% 50%
20% - 34% 19% 50% 60%
35% - 49% 15% 60% 70%
50% - 74% 16% 80% 80%
75% - 100% 16% 90% 90%
ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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4, Domestic Services

4.1 1+ Outbound

4.1.1  Switched Access

Switched access service is available to Customers for their use in
furnishing their services to end users, provides a two-point
communications path between a Customer’s premises and an end user’s
premises. It provides for the use of common terminating, switching and
transport facilities. Switched access service provides the ability to
originate calls from an end user’s premises location to an end user’s
premises.

Rates and charges are will be provided at a later date.

4.2 Toll Free Service

4.2.1 Switched Access
4.2.2 Dedicated Access

4.3 Saved for future use

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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4, Domestic Services (cont’d)

44

Prepaid Calling Card

Prepaid Cards allow customers to acquire cards that are used to originate
outbound direct dial calls via NEXTLINK toll-free numbers. Prepaid cards are
available in various dollar denominations at the per minute rates set forth below.
To use the card, callers must dial an access number. When the call is
acknowledged, the caller then enters the PIN. At this point, the caller is notified
of the dollar value remaining on the card. The caller then enters the telephone
number to be called.

NEXTLINK will offer consumers the ability to purchase its prepaid cards in
various dollar denominations. Each prepaid card will remain active until such
time as the charges (as set forth below) equal the dollar value of the prepaid card
purchased by the end-use or until the card expires (as set forth below).

4.4.1 Rate Per Minute Use:

The following per minute of use rates will apply in addition to the
charges set forth in 4.4.2 through 4.4.3 below (as applicable).

Option A Option B Option C
Rate Per Minute of Use $0.039 $0.049 $0.079

4.4.2 Per Call Surcharge:

The following surcharge will be assessed on each call made (regardless
of the length of the call or location from which the call is made) using a
NEXTLINK prepaid card under Options A, B or C which originates in
the contiguous United States and the following non-contiguous U.S.
regions; including Alaska, Hawaii, Puerto Rico, U.S. Virgin Islands,
Guam, Northern Marianas and American Samoa.

Option A Option B Option C
Each Call $0.49 $0.49 $0.59
ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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4, Domestic Services (cont’d)

4.4 Prepaid Calling Card (cont’d)

443

444

445

Payphone Surcharge:

The following surcharge will be assessed on each call made (regardless
of the length of the call) from a payphone using a NEXTLINK prepaid
card under Options A, B or C which originates in the contiguous United
States and the following non-contiguous U.S. regions; including Alaska,
Hawaii, Puerto Rico, U.S. Virgin Islands, Guam, Northern Marianas and
American Samoa

Option A Option B Option C
Each Call $0.30 $0.30 $0.30

Expiration of Prepaid Cards

NEXTLINK’s prepaid cards will expire on the date specified on the card
or package in which the card is included.

Directory Assistance

A charge of $1.25 will be assessed for each call requesting Directory
Assistance.
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4, Domestic Services (cont’d)

4.4 Prepaid Calling Card (cont’d)

4.4.6 Conditions of Service

A. Only the entity in whose name the original qualifying purchase was
made shall be deemed to be the Customer. Related entities, such as
affiliates and subsidiaries, spouses and relatives, shall not be treated
as the customer.

B. Calls to 500, 700, 800, 877, 888, 900 and 950 numbers will not be
completed using the NEXTLINK prepaid card.

C. Neither NEXTLINK nor any of its authorized agents or contractors
shall be liable or responsible for theft, loss or unauthorized use of
any NEXTLINK prepaid cards or card numbers. NEXTLINK will
not refund or issue credit for any unused value on any NEXTLINK
prepaid card.

ISSUED: May 18, 1999 EFFECTIVE: May 18, 1999
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